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Terms-of-trade policies between agriculture and industry are analysed in a two-sector Sraffian model. 
If both sectot~ use only produced means of production and labor, it can be shown that an 
improvement in agriculture’s terms of trade always leads to higher profits in agriculture. Howe! er, 
when non-produced means of production are introduced an exogeilous increase in the relative priu: of 
agricultural commodities may cause the rate of profit in agriculture to increase, remain constant, or 
even decrease. Two preconditions are identified for the case in which a favorable movement in 
agriculture”s terms of trade dm that sector’s profit rate. First at least one q::,iity of 
competitively priced land must be wzarce relative to the total output required. Second, the initial, 
economy-wide rate of profit must be positive. Finally, the effect of an input subsidy used in 
eonjunction with teims-of-trade policy is considered. It is shown that under certain conditions 
reducing the price of production inputs can also cause profits to fall and rents to rise in agriculture. 

1. Intnrduction 

In the past decade, development strategies to promote growth and 
accumulation in agriculture have placed increased emphasis on the role of price 
policy and ‘producer incentives’ [e.g., see Schultz (1978)]. Raising agricultural 
prices, it is argued, will increase profits leading to more investment and better 
utilizatior of scarce resources, thereby increasing the output and productivity of 
the farm sector. Recent literature questioning the efficacy of price policy has 
focused on ‘structural’ obstacles to investment in agriculture [Griffin (1974), 
Cleaver (1972)]; on the macroeconomic consequences of agricultural prices on 
savings rates and effective demand [Chichilnisky and Taylor (1980)]; as well as 
upon the regressive distributional impacts of higher food prices [Mellor ( 1979)]. 
The question investigated in this paper, m the other hand, is in many respects 

*Interpretation and clarification of many of the results of this paper was greatly fxilitated by the 
comments of Margaret Andrews, Alain de Janvry and other members of U.C. Berkeley Terms of 
Trade Seminar. Giannini Foundation Working Paper no. 154. 
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more fundamental; that is, can rt be shown that an improvement in the terms of 
trade for agriculture will always lead to higher profits in that sector? 

Using a simple two-sector, Sraffa-type model incorporating both heterogenous 
capital goods and non-produced means of production, this paper explores the 
impact of exogenously induced changes in the relative price of agricultural 
commodities on sectoral rates of profit, wages and rents. A somewhat surprising 
r-t suit of this analysis is that in economies with positive profit rates, an 
ii nprovement in agriculture’s terms of trade may lead to ani increased, unchanged 
or even a decreased rate of profit in agriculture, depending upon the structural 
parameters of the economy. The essential conditions precipitating a fall in 
agricultural profits following a rise in the relative price of its products are found to 
be a competitive market for scarce land of a particular quality and a positive 
initial rate of profit in agriculture. The fact that this perverse profits response can 
only occur in economies with positive profit rates indicates that these findings 
may be interpreted as yet another instance in which a positive rate of protit acts as 
‘turnover tax’, distorting the ability of prices to function as ‘efficient allocators’ of 
resources [a phenomenon well documented in the trade literature, see Steedman 
f 1979) or Samuelson (14731. Hence, to the extent that investment is related to 
changes in the rate of profit among sectors, the conventional prescr+tion of 
higher prices as an antidote to agricultural stagnation must be qualified 
accordingly. 

We begin by reviewing the impact of price changes on the relative profitability 
of agriculture and industry in the case where neither sector employs non- 
produced ‘land’ inputs. The relation between terms-of-trade shifts and sectoral 
profit rates is shown to be quite well behaved under these circumstances. We then 
introduce land into the model using two different specifications corresponding to 
the well-known cases of intensive and extensive rents. It is found that with 
intensive rents, an improvemem in agriculture’s terms of trade may increase rents 
but decrease profits on produced capital goods. With only extensive rents 
however, this perverse profits response cannot arise. In the final section of the 
paper we examine the impact of an i a3put (e.g., fertilizer) subsidy which is used in 
conjunction with terms of trade policy. 

2. The model 

We assume throughout that the economy consists of two sectors, industry and 
agriculture. Land is required in agriculture, but for the present we assume that its 
rent is zero or, equivalently, that its price is determined exogenously. This 
assumption will be relaxed below. Ko fixed capital is required by either sector, 
although it would be easy to amend the model to allow durable capital equipment 
to be produced jointly with primary commodities in each period. Finally, there is 
no presumption that the magnitude of capital ctiir be *measured independeiltly of 
the rate of profit and the level of wages. 
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Thus the price determinin equations can be defined as follows: Let the 
elements of the matrix A -(aij) (i,j - agriculture, industry) denote the amount of 
the ith commodity to produce one unit of commodityj. P =(p,) is a row itector of 
prices, L=(Ij) is a row vector of direct labor requirements and \Y is the uniform 
money wage rate.’ With ri denoting esch sector’s profit rate, the price equations 
can be written: 

where wages are assumed to be paid in advance. 
So specified, the model is a simple two-sector Sraffian system except for the fact 

that wages are part of the total capital advanced (this assumption is one of pure 
convenience and affects none of the fundamental arguments of this paper). 
HoNever, whereas the standard Sraffian analysis would investigate the effects of 
changes in the distribution of income on relative prices, here we turn the model on 
its head and ask how setting relative prices (via terms of trade policy) influences 
sectoral profits. rents and wages. The basic assumption of fixed money wages and 
given output levels implicit in the Sraflian approach is well suited to an analysis of 
the short-run impacts of changes in price policy since profits and rents tend to 
adjust much more rapidly than the structural parameters of the economy 
(especially in agriculture where the adjustment of outputs and production 
methods is characterized by long lags). 

The distinctive feature of this model then is that the price of the agricultural 
commodity, call it wheat, relative to the price of the industrial commodity 
(fertilizer) is taken as given. This price ratio is the government’s policy instrument 

ulating the terms of trade between agriculture and industry. As the terms of 
trade change, the two sectoral profit rates may converge or diverge. ctepending 
UPOVI their initial Icvcls. The classic objective of terms of trade policy has either 
been to (1) bring about an increase in the agricultural rate of profit in an effort to 
stimulate investment and productivity growth in that sector, or (2) to increase the 
rate of growth in industry by 1owc;ing the cost of wage goods and raw maaerial 
inputs. The choice between these two objectives depends of course on the specific 
political and economic circumstances encountered by the agencies of the state. In 
particular, this choice is likely to be influenced by the response of money wages to 
changes in food prices, by the degree of dependence on foreign markets aild by the 

overall objectives of development planning in that country. 
In fig. 1, we plot eqs. (I) and (2) with the sectoral profit rates y1 and I’? as 21 

‘Extension of the model to the case of fixed real wages is \traight-forward :tnd altsr\ few of the 
arguments to follow (see footnotes 7 and 8). 
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a21 *WI, Note: q,= - 022+ W’2 

‘-a,, q i-a,, 

Fig. 1 

function of the terms of trade p with the price of fertilizer as the numeraire,’ ppand 
V are the equilibrium market price and (equal) profit rate that would obtain if 
there were no terms-of-trade intervention by the government. The terms of trade 
can only be manipulated over the range q1 to q2, lest the rate of profit turn 
negative in one sector. At p’ price policy has shifted in favor of agriculture as 
agriculture’s rate of profit has risen to ri. The rate of profit in industry has fallen 

2The slope, curvature and limit as p -+ o of eys. ( 1) and (2) are determined as follows (pz is taken as 
the numerairc): Let 

Cl=-:(pa,,+a2,+wf,), Cz -‘(pa,, +t122 t w12), so that 

rl =(p-C,),‘C,, r,=(L -C-“,C2, then 

dr , (‘dp == (a:, + w/,)/C: > 0, dr, jdp= -cl,& co. 

The first curve .,tpproaches an asymtote given by 

lim r, =(l -a,,)ja,, while lim r2= - I. 
P’W P-m 

Finally, the curerature is easily establis’ d from (1.1) and (1.2): 

(1.1) and (1.2) 

J2ri /dp2 = --- - --k~z~+4W, ch’dp)<o 
C4 

, d2r2jdp2=n12(2Cl)dC2jdp>0. 
1 
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to r;, indicating that a transfer of income has taken place from industry to 
agriculture. One would expect therefore that the rate of accumulat;on would rise 
in rieulture and fall in industry. 

ilarly, if the state ts the terms of trade at p”, the rate of profit in industry 
rises relative to that in a ure. This ‘cheap food’ policy transfers income from 

iculture to industr presumably corresponding effects on sectoral 
stment rates.3 

Note that while an improvement in agriculture’s terms of trade also reduces 
real wages measured in terms of food, industry does not be:nefit from lower real 
wages as the entire surplus transfer generated by price policy benefits agricultural 
producers. 

r a price regime favorable to agriculture, investment in new methods of 

Pr ion causes agriculture’s technical coefficients to fall shifting its price- 
profit curve, shown in fig. 2, upward from A.4 to A 1A l. The opposite 
phenomenon occurs in indu!$try, where as investment lags, industry’s technical 
coefficients rise; or what amoilnts to the same thirg, no longer fall at the previous 
rate. Thus underinvestment in industry (shifting its curve from II to II I 1 in fig. 2) 
along with more rapid invest nent in agriculture works to intensify the profit rate 
disparity. Industry lapses rn’3re de& into stagnation while agriculture leaps 
ahead. 

Fig. 2 

if the government maintains terms of trade p shown in fig. 2, a crisis can result. If 
output expands with new investment in agriculture while industry stagnates, the 

3Note that this&cheap food' policy only involves setting one orice of wheat for both consumers and 
producers (i.e., no consumer food subsidies are considered in this discussion). 
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state will come under increasing pressure to readjust relative prices. If money 
wages do not increase, reduced real wages may create additional political 
pressures. But of course, even if the government is finally forced to roll back food 
prices, it can still take credit for a +zuccessful terms of trade policy to the extent that 
investment has improved productivity and incomes in agriculture. 

Whaj is most significant about this model is the possibility of a successful terms 
of trade policy in the sense that raising the relative price of agricultural 
commodities always leads to higher profits (and presumably higher output) in 
agriculture. In the following section, on the other hand, an equally plausible 
model is presented in which an improvement in the terms of trade for agriculture 
does not increase the rate of profit in that sector. The essential feature of this new 
model is a competitive market ibr agricultural land. 

3. Terms of trade policy and land rents 

There are two general approaches to incorporating non-produced land inputs 
into our model corresponding closely to the Classical distinction between 
extensive and intensive rents. In the former case, two or more qualities of land are 
distinguished, each of which define an alternate agricultural production method. 
Further, at least one quality of lsnd is assumed to be in excess supply such that its 
reni is zero or is fixed exogenously.4 In the intensive rent case all land is assumed 
to be of a single quality” and in short supply (thus there may be no land which 
earns a zero rent). In both approaches land is not a produced good6 and therefore 

has no process to determine its price. In an economy with ct commodities and k 
qua!ities, of land there will only be n + k - 1 processes to determine the value of n 
+ !< unknowns (including the endogenous distribution variable). The additional 
equation required to close the extensive system is 

n pi=o, 
ill 

I:. here pi is the rent paid to the owner of ith quality of land. This equation simply 
restates our assumption that or5 quality of land receives a ze *o rent, implying 
that the product of the rental rates will also be zero. 

For intensive rents, the price determining system is closed b! ihe existence of 
two alternate wheat producing processes competing for a singlb quality of land. 

JWhich land is scarce depends upon tile money level of profits and wages and therefore is not :m a 
priori assumption of the model [Mont,.mi (197.5)). 

%fcourse it is not necessary to assume all land in the economy is homogenous. All that is required 
is that land be scarce to the exter t th;rt two processes with different land-output ratios may be 
observed operating on the same quidity of land in equilibrium. The assumption that only one quality 
of land is ,tvailable is made here only for convenience. 

“It is only when land is unafl’ectel by the production process that rents are analytically 
distinguishable I’rom other prices. For a full discussion of transformable resources and the joint 
product trzatmer. t of land inputs see Gibson :md McLeod f S9Sl). 
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In fact, the very presence of two different methods of production operating side by 
side on the same quality of land implies that land is scarce since if that quality of 
land were not scarce, all wheat would be produced using one method, the 
cheapest. Note that land is scarce in this model only because the lana-output 
ratio of the cheapest methcd is such that the total demand for wheat cannot be 

all sfthe land oftha ality. Hence the effective demand for wheat can 
tinted by inbroducin process which produces more wheat per acre at 

a higher unit cast [Sraffa (1960, p. 76)j. 
We can now rewrite our price determining equations in a general form in which 

both extensive and intensive rents appear as special cases. Taking the price of 
fertilizer as the numeraire so that p==p, /pr we have 

P with either /]I “=“[I~ (intensive rents), or 
(3) 

j==a,C,+l)lt~ ply2 = 0 
. 

(extensive rents), 

where’ 
Cj=(p4J*j+a2j+wij), j= 1,2,3, 

7ri - ( 1 + Q), i= 1,2. 

The variables of the system are p, , pz, rl, and r2. Note that since the terms of 
trade p are taken as given, the system decomposes such that pl, p2 and r, can be 
determined independently of r2. In fig. 3 we have depicted graphically several 
possible solutions for rents and the agricultural rate of profit. Written in vector 
notation the first two equations of (3) for the intensive case (i.e., when pl =p2) 
become 

where for notational convenience, n = 71,. 
As shown in fig. 3a, profits and rents are the scalar multiples of the rows of the 

matrix 

ct c2 I I t1 12 

*If money wags were though* to depend upon the price oi fvheat. we would hale C’, = (pa,, + liz, 
+pb,,)(j= 1,2,3),whereb,jrepresentsthe amount of ~hheat per unit ofoutput consumed by workers 

in sector j. 

JDE C 
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(a) (b! 
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Fig. 3 

Extensive rent (p, =O 1 

which locate the vector P. If P lies in the convex cone formed by the vectors T= 
(tl t2) and C=(C, C,), then both profits and rents are positive. In the extensive 
case, shown in figs. 3b and 3c the relative cost vector C has been drawn such that 
the rent to one quality of land is zero causing only one component of the vector T 
to enter the basis for 1’ with a positive multiplier. In fig. 3b only the horizonal 
component of T, tl, is belevant for the determination of profits and rents. Finally, 
in fig. 3c the cost vector has been drawn such that the rent to land of the second 
quality, t,, is positive. Note that had vector (t 1 0) been used as part of the basis for 
P, its multiplier would have been negative. Since changing the terms of trade. p, 
may shift the direction of C, it is possible that a shift in the terms of trade will 
change the quality of land which is considered scarce (and therefore obtains a 
positive rent). 

4. Comparative statics 

We now consider the effect of parametric variations in the terms of trade on 
profits and rents. Differentiating the first two equations of (3) with respect to p we 
have 

Cl 
G c2 

-91 I-%.!_=Lnp Ppl tl 
[ 1 t 3 

2 
(4 

where 7rlp = dx,ldp and ~1~ =di)/dp. Several possible solutions to (4) are shown in 
fig. 4 where we have represented the vector [ 1 - anal 1 1-s na,,] as S. The 
components of S are the net outputs of wheat for each process less the pr&it 
markug on wheat used in the production of wheat.8 

‘If we assume fixed real wuges in t.erms 3f food, the S vector would become (using the notation of 
footnote 7): S=(1-71a,,-n14,,,1-ncc,,- nb12). 
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with an improvement in the 
terms of trade 

Profits increase 
rents decrease 

Fig. 4 

The convex cone formed by C and ?‘now divides the first quadrant of fig. 4 into 
the three regions into which S may fall. When S= &, both profits and rents 
increase with a favorable shift in the terms of trade (i.e., both multipliers ;nP and p,, 
required to locate S are positive). If S = S, on the other hand, profits increase with 
a rise in p, but rents fall. Finally, if S should fall into the region which includes S3, 
an improvement in the terms of trade for agriculture will cause profits to fall in 
agriculture (while rents increase).g 

The consequences of this last possibility seem to us to be quite dramatic. A 
policy designed to increase capital accumulation in agriculture can actually cause 
profits to fall in agriculture whenever the slope of the vector S is greater than that 
of T, that is iflo 

(1 -n&)lt,r(l -Jr%,)/%. (5) 

‘Depending upon the particular theory of capital markets or profit-investment linkages one 
adopts, it may be the change in relative rather than absolute profit rates which affects the pace of 
capital accumulation among sectors. For both relative and absolute profil rates to fall in agriculture, 
the following additional condition must be Milled [using the notation of eq. (3) above]: 

(3.1) 

In other words, when ldnz/dpl cIdx,/dpl then profits will fall more rapidly in agriculture than in 
industry following an improvement in the terms of trade. 

“Note that all discussion of the relative slope of the vectors S and T depends on our assumption 
that process two uses more land per unit of output than process one. 
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The question which remain to be answered is, of course, whether we would 
ever expect to find two altern:;tive processes conforming to eq. (5) operating on 
the same quality of land. In other words, would rational, profit-maximizing 
capitalists ever adopt a higher cost process for which output per acre (net of wheat 
inputs marked up by the rate of profitj was lower? Recall that our original 
justification for the coexistence of two alternative processes was that the output of 
the cheapest process was insufficient to meet total effective demand even when all 
available land of that quality was employed by that process. Since the demand for 
wheat was not satiated, it was necessary to induce capitalists to adopt a second 
method which was capable of producing more wheat per acre. If this new process 
happened to have higher costs, then both processes would coexist in equilibrium 
and rents would be positive. While the theoretica! details of this transition 
between land using techniques are at best preliminary, it does not seem 
unreasonable to assume that at some point the price of wheat must have risen to 
induce capitalists to use the new higher cost method. 

But note that no matter how the transition is triggered, the end result must be a 
higher level of net output in order to satisfy the increase in effective demand. If 
net output of wheat does not increase with adoption of the new technique, the 
price of wheat would continue to rise. No new equilibrium price system could be 
attained until the excess demand which caused the original disequilibrium is 
satiated. 

We can thus conclude that only when the rate of profit is positive can an 
improvement in the terms of trade for agriculture lead to a fall in the agricultural 
rate of profit. To see why this is the case let the rate of profit be zero (i.e., let rr = 1). 
Now note that without a positive rate of profit S cannot lie above the T vector in 
fig. 4 since this would imply 

That is, the high-cost process (one) produces less net output whenever the vector 
S lies above T in fig. 4. Hence, no new equilibrrum could obtain until another 
process was introduced which, in combination with the original low cost process 
(two), could produce the total amount of wheat required by the new level of 
effective demand. 

Now assume that the zero-l-vo”L S(n = 1) vector does not lit above the T vector 
but instead falls within the cone formed by T and P in fig. 3a. In this region, an 
increase in n always shifts S toward the vector ‘K In fact, it is possible that for some 
positive profit S(n > l), an autonomous increase in the rate of profit could push S 
into the region above LC” At this higher profit rate this particular technique 

“By ‘autonomous’ shift we mean a change in agriculture’s profit rate not induced by 
agricultural price policy since a change in agriculture’s terms of trade could not push S into the 
region above and including Tin fig. 4. The implications of the fact that n, becomes zero when S 
becomes colinea: with Tare discussed fu, ther below. 



meets both criteria necessary for the perverse profits response to occur. First it is a 
viable equilibrium technique &cause the higher cost method does produce more 
physical net output of wheat [that is, its S( rc = 1) vector lies below Tin fig. 41. And 
second, its positive-profit-rate S vector lies above T implying that profits in 
agriculture will fall with an int:rease in p. 

We conclude therefore that it is apparently the existence of a positive profit rate 
in agriculture which authorize: the perverse response of profits to terms of trade 
policy. Since capitalist economies generally require positive rates of return to 
capital, we further conclude y hat this perverse profits response is at least a 
possible outcome of agricultual price policy. Further studies would of course 
have to be undertaken to dt:;o:-mine the historical/empirical incidence of these 
conditions. 

A second interesting implication of this model is the possibility of a fixed- 
profit rate equilibrium ‘trap’ in agriculture. Suppose the process which saves 
on land inputs also uses more wheat per unit of output. If we again assume 
that S initially lies between P and T (fig. 3a), then an increase in P will shift 
S toward T as the rate of profit increases. But as S becomes nearly coiinear 
with T it is clear from fig. 4 that II P+O. In other words, at this particular 
profit rate, changes in the ritlative price of agricultural commodities have 
virtually no affect on the rate of profit in agriculture. In this modified ‘land-price 
treadmill’, further improvements in agriculture’s terms of trade cause land rents 
to increase but leave prohts unchanged. Only a change in technique 
or the wage rate can break agriculture out of this fixed-profit equilibrium. 

Turning to the case of extensive rents, we find that profits will always increase 
with an improvement in agriculture’s terms of trade. This proposition is 
demonstrated in fig. 5. Since both the non-negativity conditions fcr prices and 
rents and the derivatives with respect to changes in the terms of trade can be 
studied in the same diagram, it is easy to see why the perverse profits effect cannot 
arise. Note that fig. 5 has been drawn such that only the quality of land used 
in the second process (f2) is scarce (T lies along the vertical axis). To insure 
that rents and profits are positive, we know that P must fall within the 
convex cone formed by C and T. In addition, we know that for the derivative 
II, to be negative, S must not only lie outside the cone formed by C and T: 
but its slope must be greater than that of the vector 7: As shown in fig. 5, 
these restrictions imply that .Y must fail in the second quadrant, implying 
that the net after profit output of wheat must be negative. Since processes 
yielding a negative-after-profit output would never be adopted, we conclude 
that in the case of extensive rents profits must always increase with an 
improvement in the terms of trade (although rents may increase or decrease). 

This difference in the behavior of rents in response to price changes is not 
surprising in that it illustrates a undamentai difference between the role of land in 
the extensive case and its effect w prices in the intensive rent model. While Sraffa 
has defined land as non-basic in both instances, we have noted previously that 
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Fig. 5 

only the extensive rent specification renders the price-rent system decomposable 
[Gibson and McLeod (198 1, p. 5)]. This decomposability implies that prices and 
profits in the basic system (both wheat and fertilizer are basic commodities in the 
above model) can be determined independently of the price of land (i.e., rents are 
‘price determined’). Thus in the extensive case we would not expect rents to 
influence profits unless land entered the basic system with a positive price. In&cd, 
the only land which enters the all-basic system, that used in the marginal proL:ess, 
has a price of zero by assumption. In the intensive rent case, the price--rent sy stem 
is not decomposable and, as WC: have seen, prices, profits and rents are determined 
simultaneously. 

5. Input subsidies 

In addition to setting the relative price of agricultural output, policy strate 
to improve agriculture’s terms of trade often involve complementary e!forts to 
reduce the price of key production inputs. Examples of this type of intervention 
would include fertilizer subsidies or manipulation of exchange rates to reduce the 
cost of imported machinery. Here we are concerned only with instances in which 
input subsidies are used in conjunction with terms of trade policy; that is when the 
price of wheat is set exogenousl) . 

Consider the case in which the government buys the input at its market price 
and then resells it to agricultural users at a lower price, Let A represent the ratio of 
the subsidized price to the market price (thus A 6 1; and the subsidy increases ~1s A 
c&eases). Since the subsidy is granted to agricultural users only eqs. (3) become 

Cj "f~U~j+AQ~jf WZj), j= 1,2, 
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and as before, 

J9=KCj+pjfj. j= 1,2, /)I =#I-2 (intensiw: rents), 

mains decomposable with respect to the determination of x and p, so 
weneeddiffer~~tiate~nly the first twoequations with respect to parametricchange 
in the subsidy rate R to obtain 

where xd 2. and pA = dp!dE;. Again, the interpretation of eqs. (6) is greatly 
facilitated by the raphical reixesentation of their solution depicted in fig. 6. 

Fig. b 

Denoting the vector ( - ftu2, - RC~~~) by F, it is clear from fig. 6 that if the slope 
of F is less: than that of T (c., ,., when F = F’,) then []A < 0 and zA > 0 implying that 
an increase in the subsidy (a fall in R) leads tofiN in the rate of profit in agriculrure 

ith a rise in rents. I2 I% on the other hand, F lies in the shaded cone formed 
and - T(as does F,) ;he scalar multipliers xA and p,. required to locate F 

‘“Note that since a change in profits cannot influence the ~ire~~joR of F or T in fig. 6, this perverse 
profit response does not hinge on a sitive rate of profits. 
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will always be negativ+ implying that an increase in the fertilizer subsidy will lead 
to higher rents and higher pro,flts. Finally, if F = F3 the input subsidy policy will 
be doubly effective since both falling rents and lower fertilizer prices contribute to 
rising profits in agriculture. 

Recalling that in the extensive case 7’ must lie along either axis, reasoning 
similar t.o that behind fig. 5 indicates that a fertilizer subsidy cannot lower the 
agricultural rate of profit in the extensive rent model. For P to have a slope less 
than that of - T would require one process to have a negative input of fertilizer. 
Since only wheat is produced by agriculture in this model (i.e., there is no joint 
production) this possibility can be ruled out a priori. 

6. Conclusion 

The introduction of non-produced means of production into a simple general 
equilibrium model of terms Qf trade policy has yielded some surprising results and 
led us to conclusions which may have important implications for economic 
policy. We have identified sa set of plausible techniques for which price policies 
designed to increase output and stimulate new investment may only serve to 
depress profits and increase rents. Subsequent efforts to remedy this situation via 
price policy may reduce profits further. While these policies may make holding 
land assets more attractive, it is difficult to see how falling sectoral profit rates 
would induce capitaiists to adopt the new methods necessary to break the 
downward price-profit spiral. 

Nothing out of the ordinary is required to obtain these results. It is necessary 
for land of a particular quality (or all land) to be competitively priced and scarce 
to the extent that the land-output ratio of the cheapest available process is not 
low enough to meet the total demand for that commodity. If the higher-yield 
process introduced in order to meet this unsatisfied demand is 4so characterized 
by higher unit costs, then the two methods will be compatable in equilibrium a?ld 
intensive rents will be positive. Even then the perverse movement of profits and 
re:nts will not occur unless the general rate of profit is positive. Given this 
competition for scarce land and the profit distortion, price policy favorable to 
agriculture may crea’te a downward spiral of profits coupled with escalating land 
prices while a shift in prices again ,t agriculture may actually increase profits and 
dril:e down rents. 
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