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Agricultural Policy and Endogenous
Growth

Meng-Yi Tai’, Lee-Jung Lu"", Shih-Wen Hu"", and Vey Wang

sk

Abstract

Using endogenous growth theory, we establish an agricultural production model in an
small open economy. The aim is to investigate an increasing in the income tax rate, the fraction
of public infrastructures in government tax revenues, the foreign interest rate, and the fallow
ratio how to influence the economy (including economic growth rate).

The growth effect of the income tax rate and the fraction of public infrastructures in
government tax revenues are depending on the relative magnitude of public infrastructures
production externality. The impact of income tax rate is similar to Barro (1990), and Futagami
et al. (1993). An increasing in the foreign interest rate is unfavorable to the domestic economic
growth, while a rise in the fallow ratio has an ambiguous impact on the growth rate, which is
depending on the effect of fallow ratio on the soil fertility. Moreover, we find that the effect of
public infrastructures production externality is larger, economic growth rate will appear an
increasing tendency after the policy announcement in the short run.

We also find that a rise in the income tax rate and the fallow ratio raises the equilibrium
soil fertility, while the effect of the fraction of public infrastructures in government tax
revenues is just the opposite. In addition, the foreign interest rate does not influence the soil
fertility.
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