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Summary 

Thxes on fanners and food subsidies for consumers feU as the governments ohine Afri­
can nations reformed their agricultural policies in the 1980's. This report traces effects of 
former government policies and subsequent reforms during 1982-89. eountries studied 
were Egypt, Morocco, Kenya, Thozania, Zambia, Senegal, Nigeria, Zimbabwe, and South 
Africa. 

Governments of these nations intervened significantly in agriculture during the 1970's 
and early 1980's, with heavily taxed fanners and widespread urban food subsidies. Gov­
ernments also set prices and manipulated exchange rates which had the net effect of trans­
ferring income from producers to consumers. Such policies depressed farm production, 
leading to more food imports and higher foreign debL Reforms began in the 1980's. 

The new report measures government policy effects by estimating producer and con­
sumer subsidy equivalents (PSE's and eSE's). PSE's are the ratios between the total 
value of policy transfers to producers and total producer revenue. A negative PSE signi­
fies that government policies reduced producer revenue. eSE's are similar indicators on 
the consumer side. This study measures PSE's and eSE's for selected commodities for 
the nine African nations. 

These nine governments intervened in all stages of agricultuml production and consump­
tion. Marketing boards, often poorly managed, set production quotas and prices, and at 
times, imposed obligatory sales to government agencies. Artificially set food and pro­
ducer prices distorted domestic tmde, and unrealistic exchange rates deteriorated the bal­
ance of payments. At the same time, imports of raw materials and capital goods, essential 
for economic growth, were crowded out by the need to import food for the growing popu­
lations. Since agriculture contributes more than 30 percent of gross domestic product in 
Africa, the poor performance of this sector damaged these nations' overall economies. 

International response brought policy reform. The World Bank and the International 
Monetary Fund insisted in the early 1980's on reforms in the agriCUltural policies of the 
affected countries. The goals of the reforms include limiting government borrowing and 
expenditures, reducing government deficits relative to the gross domestic product, reform­
ing exchange rate policies, liberalizing markets, and deconttolling prices. 

iv 
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Agricultural Policy Reform 
Issues and Implications for Africa 

Stacey Rosen, Editor 

Introduction 

Agriculture conlributes mere than 30 percent of gross domes­
tic product (GDP), on average, in Africa. The performance of 
the agricultural sector is consequently a primary determinant 
of the perfmnance of the overall economy. But, Mrican agri­
culture has perfonned poorly for more than two decades. In 
many counlries in the region. food production failed to keep 
pace with rapid population growth. The declining productiv­
ity stemmed from weak marketing infrastructures, limited 
use of improved technology, inadequate research and exten­
sion, and limited credit availability. 

These counlries have encountered financial imbalances stem­
ming from a series ofexternal shocks that began in the mid­
~970's, including rising oil prices. increasing and variable 
mterest rates, and a heavy debt burden. As a result of these fi­
nancial constraints, imports have been limited. Food imports, 
however, have become a priority because of the precarious 
situation of food security in these countries. Imports of raw 
materials and capital goods, which are essential for economic 
growth, have consequently been crowded OUL 

Most African countries implemented structural adjustment 
programs in the 1980's in order to address these issues ofde­
clining agricultural output, limited commercial import capac­
ity, and stagnating economic growth. The reforms were 
proposed and supported by international fmancial institu­
tions and foreign donors. The principal policy adjustment ar­
eas in agriculture have been exchange rates and the 
marketing system (10). 

How Governments Intervene In Agriculture 

Given the importance of agriculture in employment, income, 
and export earnings, policy intervention in the sector has 
been widespread. Governments have intervened in all stages 
ofproduction, consumption, and trade ofoutput as well as in­
puts. Implemented policies have been aimed at a single com­
modity, the entire sector, and the overall economy. 

Commodlty-SpeclNc Policies 

The dominant form of government intervention in African ag­
riculture has been the marketing board. Marketing board re­
sponsibilities have included buying, storing. and selling 
crops at government-set prices. These boards wele expected 
to be more efficient than the private sector. However, many 
marketing boards experienced financial losses by maintain­

ing incentive prices to producers while keeping consumer 
prices low. In addition. the boards were characterized by 
overstaffing, inadequate budgets, and poor management (10). 

Pric~g J!Olicies ~vebeen another widely used commodity­
specific mtenention. Governments have set prices f(!'Jl'many 
crops to provide incentives to fanners and assure some de­
gree of price stability. In practice, howevu, resl producer 
prices have not been maintained and have often declined in 
order to keep retail prices low to protect the urban oonsumer. 
If an economy is not adequately stimulated as a result ofre­
fonn, eliminating or reducing these consumer subsidies 
could reduce consumers' purchasing power which in tum 
could hurt nulrition. ' , 

Other policies which affect producers are border policies (tar­
iffs or quotas), which have been used to maintain prices at 
specified levels or within a specified range and to conserve 
foreign exchange. 

Sector-SpeclNc Policies 

~vernments can implement many policies that affect the ag­
nc~~ sector, including credit, input, or IranSporlation 
~hc!e.s, Many govero..ments offer preferential interest !!!!eS 
for the agricultural sector. To stimulate the use of improved 
inputs and to increase yields, governments subsidize fenil­
~ and ~gation. Governments provide transportation sub­
SIdies to mcrease mmketed output 

Economywlde Policies 

Agov~ment can intervene in the agricultuml sector by im­
plementing general economic policies which, while not di­
rectly aimed at agriculture, may have indirect effects. 

A government's monetary policy will influence inflation, in­
terest rates, and exchange rates, which, in tum, will affect the 
~onnanceof the ~cultural sector. For example, expano 
slOnary monetary polICIes through the 1970's and early 
1980's led to higher inflation in most African counlries. Dur­
ing this time, exchange rates were not adequately adjusted, 
and the currency became overvalued. As a result, imports be­
cam~ cheap relative to exports. Because of fmancial c0n­
straints and the po~icy o.f protecting domestic industry. many 
governments rest1Jcted Imports through quotas. exchange 
controls, and licensing. Food imports, nowever. have tradi­
tionally been excluded from these controls to protect wban 
consumers. This policy effectively subsidizes food imports. 

PROTECTED UNDER INTERNATIONAl COPYRIGHT 
ALL RIGHTS RESERVED. 
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thus poviding a possible disincentive to domestic producers. 
By reducing the competitiveness of exponables, an ovenral­
ued currency discourages producers of export crops. 

A restrictive mOf'c-:!gty policy, in which producers may have 
less access to foreign excam.."lge or credit, can also hinder 
OU!pUL 

Fiscal policies stemming from budget deficits, such as reduc­
tions in real government wages or employment, could have a 
variety of effects on the agricultural sector. Such effects in­
clude reduced demand for purchased food, reduced flow of 
remittances to rural areas, and a slowdown in rural-urban mi­
gration that increases the agriculturnllabor force. Reduced 
expenditW'eS on services for me agricultural sector could im­
ply increased production costs. Reduced public investment 
in the agricultural or 1I"anSJK>11 sectors could resttict the 
growth of rural profits. 

Policy Refonn 

The World Bank and International Monetary FJ~md (IMP) pro­
posed refonn programs ill&! recognized the problems result­
ing from the policies listed above. In 1980, the World Bank 
introduced structural adjustment programs that focused on re­
fonning macroeconomic and agricultural pricing policies. Fi­
nancing became contingent upon implementation of these 
reforms. In 1986, the IMP introduced a Structural Adjust­
ment Facility that requires governments, with the assistance 
of the IMP and the World Bank, to design a 3-ycsar policy 
framework paper to outline policy objectives, policy insttu­
ments, targets, and financing requirements. These IMP pro­
grams had several goals, including (1) limiting government 
borrowing Slld expenditures, (2) I'educing government defi­
cits relative to GDP, (3) reforming exchange rate policies, (4) 
liberalizing markets, and (5) decontrolling prices. 

Many African countries are reforming theg. pricing, market­
ing, and trade policies. Pricing reforms aim to stabilize prices 
while reducing the distortion caused by faxed pricing. The ul­
timate objective of price reform is to bring domestic prices 
closer to those at world levels. Measures taken to achieve 
this goal include abolishing or limiting pricing regulations, 
currency devaluation, and removal of input subsidies. Liber­
alization of the marketing system involves breaking up state 
marketing monopolies, encouraging private sector activity, 
and relaxing restrictions on the internal movement ofgrain 
(2,10). 

African trade policy reform is centered on export promotion 
and import liberalization. Export promotion includes ex­
change rate reforms, reduction of export duties or taxes, re­
duction ofexpol1 quotas or regulations, introduction of 
export subsidies. allowance for duty-free imports for export­
ers, and the establishment of export-processing zones. Im­
port liberalization includes removal of quotas or licensing 
restrictions and changes in the tariff structure (1). 

Devaluation improves international competitiveness and in­
creases incentives to produce goods for export. It also works 

to reduce import demand and so reduces the current account 
deficit 

How Is Government Intervention Measured? 

For the purposes of this report, abe value of ttansfers from 
government policies to producers and consumers has been es­
timated using producer and consumer subsidy equivalents 
(PSB's and CSE's). A PSE is the ratio between the toral 
value of policy transfers to producers and total producer reve­
nue. A eSE is the ratio between total value of policy trans­
fern to consumers and total consumer expenditure fm the 
commodity. PSE's comprise both the budgetary effects and 
the wedges driven hetween domestic and intemational prices 
that ensue from various government policies. eSE's are gen­
erally derived from the wedge policies driven between d0­
mestic and international prices. The subsidy equivalents 
measure the net effect of several policies, including fertilizer 
subsidies and exchange me manipulation (S, 6). 

PSE's and eSE's illustrate the relative importance of various 
government policies on producer revenues and consumer 
COSlS. These policies reflect the changing level ofgovern­
ment intervention in the sector. 

Subsidy equivalents can be expressed in several different 
ways. In this report. we refer to a total subsidy equivalent 
measured in local currency, which represents, to producers or 
consumers, the value ofall policies. However, to enable 
cross-country or cross-commodity comparisons, we calculate 
a percentage PSE (or eSE) by dividing the total policy trans­
fer by producer revenue (or consumer cost). The percentage 
PSE was calculated as follows: 

Total transfers QX(Pd-PwXX)+/ 

Value to producers = - QXPd 

where Q is quantity produced, Pd is pro<iucer price (in local 
currency), Pw is world price (in U.S. dollars), X is the ex­
change rate, and I is indirect transfers through policies like 
input subsidies or exchange rate distortions. The eSE's were 
calculated using the same methodology. A positive PSE (or 
CSE) indicates a policy tmnsfer or subsidy to the producer 
(or consumer). Conversely, a negative PSE (or CSE) indi­
cates a tax (S, 6). 

The principal difficulty in measuring these subsidy equiva­
lents was the lack ofdata, particularly for prices and market­
ing costs. In several cases, commodities did not have 
comparable world reference prices. For example, because of 
quality differences, reference prices for coffee were replaced 
by export unit values for Kenya and 'Thozania. 

In this report, PSE's and eSE's are measured for selected 
commodities for nine African countries: Egypt, Kenya, Mo­
rocco, Nigeria, Senegal, South Africa, 'Thnzania. Zambia, and 
Zimbabwe for the years 1982-89. Comparisons of results 
among countries can be misleading because policy covemge 
may not be the same, and products and commodities differ 
widely among countries. 
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Summary of Government Intervention 	 Producers 
In African Agriculture 	 Producers. on average, were taxed in the early 1980's (table 1). 

In Egypt, Nigeria, and Thnzania, these taxes were quite heavy,As mentioned earlier, many African countries began 
often more than two times producer revenue. In more recentimplementi;)g refonn programs in the early 1980's. The 
years, intervention lessened, taxes fell, and in some cases,principal goal of these programs was 10 reduce government 
producers who had beelil taxed earlier now receive subsidiesinterven~on through market liberalization and to increase re­
(fig. 1). For example, Nigeria's sugar and cotton producersliance on market forces to determine prices and exchange 
were taxed at rates of more than 100 percent of their revenuerates. The PSB's and eSE's calculated for these nine coun­
until 1985. Between 1981 and 1989, these farmers receivedtries appear to confmn the implementation of this reform 
subsidies ranging from 27 to 80 percent of their revenue.effort. 

Table 1-Producer subsidy equivalents 

Country and 
commodity 1982 1983 1984 1985 1986 1987 1988 1989 

Percent 
Egypt:

Wheat 
Corn 
Rice 
Sugar
Cotton 

-869 
20 

-1,949 
-521 
-356 

-498 
17 

-1.242 
-349 
-322 

-303 
18 

-870 
-233 
-362 

-180 
17 

-469 
-228 
-414 

-130 
16 

-369 
-213 
-363 

-95 
15 

-429 
-413 
-285 

-82 
13 

-119 
-185 
-470 

-22 
11 

-79 
-170 
-745 

Keilya:
Wheat 
Corn 
Rice 
Sugar
Coffee 
Tea 

-17 
-76 
-75 

-126 
-24 
-32 

6 
-45 
16 
18 
23 
-8 

36 
6 

50 
8 

-8 
19 

41 
27 
68 
58 
-3 
23 

52 
46 
61 
53 

-23 
13 

54 
35 
39 
36 
-7 
7 

23 
-0 

-18 
31 

-48 
-24 

41 
6 

-25 
-4 
2 

-25 

Morocco: 
Wheat 
Corn 
Barl ey
Cotton 
Sugar 

3 
4 
0 

44 
-66 

-8 
-1 

-11 
7 

-147 

6 
12 
-4 
46 
31 

13 
16 

9 
59 
90 

5 
16 

5 
67 

-24 

-1 
8 

-2 
34 

-86 

-7 
-20 
-23 
49 

-192 

-7 
-15 
-18 

35 
-175 

Nigeria:
Wheat 
Corn, white 
Rice, milled 
Sugar
Cotton 
Cocoa 

-13 
2 

139 
-138 
-136 
-138 

-36 
2 

60 
-167 
-99 

-211 

-45 
2 

80 
-289 
-~10 
-472 

-28 
2 

98 
-241 
-171 
-422 

42 
3 

116 
-137 

-90 
-105 

65 
8 

36 
40 
65 
9 

74 
4 

38 
27 
49 

-18 

61 
3 

-8 
31 
80 

-18 

Senegal:
Millet/sorghuM
R1ce 
Peanut 011 

31 
45 

2 

6 
33 

-195 

4 
35 

-148 

35 
86 

-35 

66 
121 

63 

73 
126 

55 

65 
96 
4 

53 
91 

-35 

South Afr1ca: 
Wheat 
Corn 
Sugar 

20 
10 

-74 

20 
5 

38 

12 
23 
12 

-18 
2 

24 

3 
32 
49 

24 
43 
35 

-21 
-8 
10 

-22 
2 

-50 

Tanzania: 
Wheat 
Corn 
Rice 
Cotton lint 
Coffee 

-186 
-244 
-263 
-313 
-812 

-113 
-190 
-112 
-240 
-497 

-20 
-12 
31 

-115 
-336 

46 
53 

103 
91 

-209 

46 
10 

119 
72 

.. 223 

-9 
8 

55 
-112 
-207 

-99 
-73 
-16 
-77 

-186 

-79 
-53 
-25 
-29 

-112 

Zambia: 
Wheat 
Corn 

63 
3 

18 
-58 

37 
-59 

15 
-96 

10 
-119 

8 
-112 

27 
-100 

-15 
-103 

Zimbabwe: 
Wheat 
Corn 
Sorghum
Cotton lint 

-27 
-39 
-64 
-54 

-38 
-154 
-130 
-86 

-24 
-98 
-78 
-85 

7 
-2 

-16 
-20 

-6 
26 
7 
8 

20 
-9 
14 

-27 

1 
13 
-5 

-42 

3 
17 

-19 
-26 
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In most cases, AfriC&Jl producers have a comparative advan­
tage in the production ofcash crops as opposed to food 
crops. However, governments encouraged the planting of 
food crops over cash crops to reduce reliance on imports and 
to reach self-sufficiency. Africa's food crop producers conse­
quentiy received more support than did cash crop producers. 
Cash crop producers were often taxed. In Kenya, wheat 
and corn producers usually received subsidies averaging 
about one-third ofproducer revenue. On the other hand, cof­
fee rroducers were taxed in 6 of the 8 years studied at an av­
erage 20 percent of their revenue. In Senegal, rice, millet. 
and sorghum producers received signifICant subsidies 
throughout the study period, while peanut producers were 
often taxed. " 

Price setting and exchange rate manipulation were the princi­
pal policy tools with which governments intervened on the 
producer side (table 2). These policies, however, countered 
each other. Exchange rate distortions had the largest effect in 
the early years of the study. Overvalued cWTellcies resulted 
in taxes to producers. In recent years, when exchange rates 
were set closer to equilibrium levels, taxes lessened consider­
ably. Government pricing policies have provided subsidies to 
producers in most years bec&use producer prices have been 
set or maintained above world levels. For L~e most part fer­
tilizer and credit su~sidies have been negligible, averaging 
less than 10 percent of producer revenue. 

FIgure 1 

PSE's fer selected countries, 1982-89 
Policy reform reduced tax burden on producers. 
Percent 

100 I 

-150 ~~_..l-_..I-_.!-..--li.-.-1._....L._..J.J 
1982 83 84 85 86 87 88 89 

Kenya Senegal Nigeria Zimbabwe 
_ •••••• IIIIIIUU. • __ 

Consumers 

In the early 1980's, government policies toward consumers 
were characterized by heavy intervention and large subsidies 
(table 3). 10 1982-84, subsidies to consumers ofcom, the sta­
ple crop in Kenya, Zambia, and Zimbatwe, ranged from 32 
to 113 percent of the value of the crop. Over the years, as 
govenpnent budget constmints grew, the level of interven­
tion a:rwe1i aq support fell (fig. 2). These subsidies to the 
com consume.---s fell considerably or became taxes in some 
years. Even in l':gypt, where consumer subsidies had histori­
cally been a mainstay of agricultural policy. subsidies fell 
considerably in mme recent years. Such a trend reflects the 
realization that consumer subsidies depress local agricultural 
production, divert resources from industrial investment, and 
stimulate imports. A distinct exception to this pattern of 
lower consumer subsidies occurred in Zambia. Subsidies to 
Zambian com consumers inueased through 1988. The Gov­
emmoot repeatedly proposed increases in com meal pri~, 
b~t wt:an consume~ responded in protest. As a result, the 
pnce nses were rescmded. 

'Ibe same policies that influence the level of support for pr0­
ducers affect conswners: pricing and exchange rate. The 
prices for consumers have been held below world price.~" 
~us pI"?'?ding a subsi~y: As was the case with produC'a pric­
mg poliCIes, such subSidies became too expensive '-U maUl­
tain. However, urban consumers are very powerful 
politically. Consumers in many countries have come to ex­
pect low pri~ for staples, and in some cases, such as Mo­
rocco and Zambia, consumer riots have taken place when the 
governments Imve announced price increases. Nevertheless, 
many governments have been forced to remove subsidies be­
cause of budgetary considerations. Overvalued exchange 
rates also worked as a subsidy to consUIJ"£rS. However. as 
governments have moved their officia! exchange rates closer 
to equilibrium rates, this subsidy Im'l( fallen. 

Conclusions 

It is difficult to assess the effect of these refonns on the agri­
cultural sectors of the nine studied countries for several rea­
sons, including (1) the short time the ~licies have been in 
place, (2) external and exogenous shocks that have offset the 
possible positive effect ofpolicy change, (3) structural rigidi­
ties within each country that influence the outcome. and (4) 
our lack ofknowledge as to how the agricultural seems of 
these countries would have performed without the adjust­
ment programs. . 

Drought is probably the most important shock in Africa. 
These countries greatly depend on agricultural output for 
overall economic perfomumce. This dependence makes them 
especially vulnerable to cb.anges in wealher. There-f«e, 
when a drought occurs, either domestic food needs cannot 00 
met and scarce foreign exchange must be spent on imports, 
or the output of export crops falls and export earnings go 
down. All these things can also take place at the same time. 

External shocks include changing world prices that can sig­
nificantly influence a country's position on balance ofpay­
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ments and. consequently, fiscal perfornumce. Prices ofpri- are located in remote areas and face high transportation costs 
mary commodities, Africa's principal export, have not re- and little access to marlcets. As a result, this group is rela&ive1y 
bounded since the decline of the early 1980's. This lowered unaffected by price changes or exchange rate policies. Com­
return has exacerbated ftRig!! exchange constraints and bas mercial fanners. in general, are expected to gain the mo~t 
limited imports of essential inputs. from policy refonns. Also, institutional or infrastructural con­

sttaints must be considered. For example. even if restric-
The linkage between policy changes and supply response may lions on the internal movement 01 grain are removed, grain 
be weak ba:ause ofthe subsistence nature of these economies, may not begin to move qui:Jdy from surplus areas to deficit 
particuJarly the agricultural sector. Many small-scale farmers areas because of limitations in the road and rail systems. Or. 

Table 2-Producer subsidy equivalents by policy component 

Po11cy and 
country 1982 1983 1984 1985 1986 1987 1988 1989 

Percent 
Price wedge:

Egypt -53.5 -40.7 -52.5 -61.4 -84.7 -119.~ -116.6 -193.4 
Kenya -12.4 7.1 4.0 3.1 15.5 23.3 -5.8 -4.3 
Morocco 6.8 3.8 2.8 5.6 13.3 12.0 8.9 1.9 
H1ger1! 1.6 .8 -1.1 -1.5 5.6 0 0 0 
Senegal 15.1 -42.3 -12.0 22.9 70.0 68.8 51.5 28.1 
South Afr1ca 15.:! 8.0 9.2 .6 23.9 33.8 -11.9 -4.3 
Tanzanh 63.8 63.S 85.8 103.9 99.4 57.8 -15.8 -46.4 
Zamb1a 5.2 -54.9 -75.2 -87.3 "133.5 -118.3 -98.1 -98.3 
Z1mbabwe 9.8 -50.4 -59.2 -3.3 23.8 2.3 7.6 2.2 

Exchange rate: 
Egypt -449.0 -291.9 -225.0 -185.6 -142.6 -91.2 -55.2 0 
Kenya -38.5 -11.2 4.6 16.5 .6 -7.4 -11.0 0 
Morocco ' -9.7 -16.4 -7.8 3.2 -8. '. -12.7 -21.7 -18.3 
N1ger1 II -31.9 -41.6 -57.9 -48.4 -40.8 4.2 -10.1 -10.1 
Senegal -1.5 -9.1 -6.3 1.1 .6 .2 -1.2 -1.4 
South Afrf ca -13.7 -12.5 -6.0 -11.4 -12.9 -13.2 -6.0 -4.6 
Tanzan1a -395.4 -280.8 -130.6 -59.1 -43.9 -71.2 -60.1 -8.9 
Zamb1a -3.0 2.6 18.2 -9.9 12.4 -7.2 -2.0 -6.1 
Z1mbabwe -51.6 -63.1 -28.5 -2.5 -6.2 -13.5 -14.1 -1.3 

Fert1l1zer: 
Egypt 5.7 5.9 5.8 4.9 4.6 4.8 4.3 3.6
Kenya .6 1.0 .4 .4 .7 .9 2.7 2.4 
Morocco 2.1 -.3 6.0 2.5 -.5 -2.4 -.8 -2.6
N1ger1a 1.6 2.3 1.8 2.3 2.8 6.3 3.4 2.5 
Senegal 1.8 3.9 0 .4 .4 .2 .1 0 
South Afr1ca .3 .3 .1 .1 0 0 0 0
Tanzan1a 5.2 2.1 0 -1.2 -.9 .6 1.2 1.6 
Zamb1a 2.2 -3.6 0 4.1 6.8 9.0 3.6 5.1 

Cred1t: 
Egypt .6 .5 .5 .6 .8 .7 .8 .8 
Morocco .5 .5 .3 .5 .6 .9 .6 .6
Niger1a .3 .4 .3 .3 .2 .2 .2 .2 
South Afr1ca 3.5 6.3 7.0 4.4 4.1 3.3 3.5 3.5 

Pest1c1de: 
Egypt 4.4 3.6 3.5 3.9 4.2 3.6 2.9 2.3 
Nfgerfa .2 .2 .2 .1 .2 .1 .1 .1 

Transportation:
Morocco - .4 -.5 -.4 - .3 -.5 -.5 -.7 -.7
South Afrfca 0 .1 .3 .2 .1 0 .1 0 

Import controls/bans: 
Niger1a 41.9 24.3 31.3 41.8 42.2 6.1 9.0 3.0 
South Afri ca -8.0 11.6 2.7 5.5 9.7 8.8 2.6 -6.8 

Irrfgatfon:
Egypt 2.4 2.5 2.6 2.2 2.2 2.0 1.9 .6 
Morocco 2.0 3.0 2.9 1.8 1.2 1.7 1.5 1.4 

Seed: 
Egypt 10.1 9.3 9.8 8.3 8.3 8.2 6.9 5.8 

Tariff: 
Nigerfa 1.3 3.8 4.1 4.7 1.8 4.5 2.6 3.8 
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if fertilizer imports are liberalized, disbibution may proceed n~e potentW effect of African agricultural reforms on oppor­
slowly because of the lack of a domestic retail network. tunilies fOli U.S. agricultnml commodities is unclear. U.S.. ag­

ricultural exports to Africa averaged around $2 billion pt.:l' 
All these factors add to the difficulty in assessing the success year in tbelate 1980's. Gr,llins accounted for 75 percent of 
or failure of the refonn programs. Therefore. we have not these expolts, principally wheat and C<X1l•. 

evaluated the producer and consumer response to the 
changes in government transfers. Instead, we have focused As a result of these refO!Tl"aS j producers who had histcJric.aUy 
on donor response to the reform effort and on the expected been taxed me cwrently taxed at a Iowa' rate or are (rubsi­
policy prescriptions of the international institutions that initi- dized. nds policy is expected to stimulate production, which 
ated these programs. in tum could reduce demand for imports, thus hurting U.S. 

export opportunities. Consumer subsidies have declined on 
The direct benefit of the refonn programs was an increase in avenge. Prices and, subsequently, consumer costs will in­
financial assistance as donors shifted support to countries crease, which may hurt the nutritional status of the popula­
with sustained adjustmeilt programs. For example, offir,'a1 oons, ,articularly the low-income groups, in the short tenn. 
development assistance to Senegal and Thnzania increased 2- This deprivation may increase the need for food aid.. In die 
If2 times between 1985 and 1990. In Kenya, assistafiCe more late 1980's, U.S. food aid shipments to Africa ranged be­
than doubled. tween 3 and 4 million J.ons annually, about half of all U.S. 

Table 3-Consumer subsidy equivalents 

Country and 
commodity 1982 1983 1984 1985 1986 1987 1988 1989 

Percent 
Egypt:

Wheat 
Corn 

534 
724 

419 
456 

297 
435 

304 
362 

262 
227 

239 
11 

320 
36 

76 
-9 

Rice 1.677 1.042 774 578 572 294 139 111 

Kenya:
Wheat 
Corn 

33 
58 

36 
71 

15 
35 

-5 
6 

-15 
-3 

-18 
-4 

15 
24 

-1 
18 

Rice 16 8 -27 -41 -39 -29 -26 -24 

Morocco: 
Sugar
Wheat flour 
Vegetable oil 

-45 
86 
40 

-44 
82 
46 

-57 
148 
66 

-66 
02 
53 

-54 
66 
40 

-48 
46 
33 

-24 
14 
36 

-10 
119 

50 

Niger1a:
Wheat 143 184 321 267 146 -134 -277 -161 
Corn 
Rice. milled 
Sugar
Cotton 

0 
-21 
144 
121 

0 
-10 
175 
162 

0 
-31 
302 
299 

0 
-51 
247 
252 

(\ 
-41 
145 
139 

0 
-7 

-36 
-67 

0 
-6 

-25 
-33 

0 
6 

-34 
-39 

Senegal:
Wheat 
Mill etlsorghum
R1ce 

-16 
-45 
-27 

-10 
-28 
-28 

6 
-28 
-27 

-11 
-47 
-50 

-28 
-66 
-69 

-22 
-71 
-71 

6 
-66 
-45 

9 
-58 
-34 

Peanut 011 -34 8 9 -19 -69 -64 -25 -2 

South Africa: 
Wheat 17 16 35 51 24 -7 23 38 
Corn 
Sugar 

-1 
24 

24 
-41 

11 
-17 

11 
-33 

-27 
-23 

-33 
-23 

10 
-31 

-10 
-5 

Tanzania: 
Wheat 123 45 -24 -48 -58 -41 -46 -55 
Corn 
Rice 

120 
175 

80 
84 

29 
-20 

-30 
-44 

-52 
-39 

3 
-19 

20 
-17 

28 
-29 

Cotton 346 265 208 3 -16 60 9 -19 

Zamb1a: 
Wheat -34 -11 -17 -35 9 -S8 -64 -70 
Corn 32 89 77 89 306 487 440 159 

Z1mbabwe: 
Wheat 60 41 19 -4 11 -6 11 9 
Corn 44 113 82 16 -5 17 2 -9 
Sorghum
Cotton 

98 
93 

121 
110 

75 
88 

21 
40 

10 
22 

1 
71 

11 
106 

1 
81 
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food aid shipments. On average, food aid accounts for 15 to 
20 percent of Africa's total cereal imports. 

The incrooses in production should result in increased reve­
nues for producers in the medium and long terms. Depending 
upon the importance of the agricultural sector in the econ­
omy, such increased incomes may spur overall economic 
growdJ, thereby stimulating consumption and potentially in­
creasing import demand for U.S. commodities. 

According to the World Bank. Sub-Saharan Africa is the only 
region where deterioration of living standards accelerated 
during the 1980's. The forecast for the end of the century in­
dicates that poverty ~ill decline worldwide with the excep­
tion of Sub-SaharaG Africa. This region will have 30 percent 
of the developing countries' poor by 2000 as compared with 
16 percent in 1985. A majority of the poor live in rural areas. 
Thus, government and donor emphasis should be on im­
provements in agricultural productivity, creation of employ­
ment, and provision of basic social needs in the rural areas. 
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Egypt-

By Mark Wenner, George Gardner, and Stacey RtlSen 

Economic and Agrlcul~ural 

Developments 
 

Egypt is located at the crossroads of the Middle East, Africa, 
and the eastern Meditemmean. lAs chiefnaIUI'8l resource is the 
Nile River. The C3'dinaI environmental feabJleS are the limited 
land base and the high population density, Only 4 percent of 
Egypt is babitable: those pwtS that comprise the area alongside 
the Nile River and around the Nile della. This reduced area 
sustains a population of more than SO million. Despite expewl­
sive land reclamation projects, arable land ~ has not in­
creased because ofacce!eraling urbanization and deseltification. 
Since 1960, total cropland has remained relatively constant 
at 6 million acres or 2.4 percent of total area. All arable land 
is irrigated, however, allowing intensive, year-round cultiva­
tion with the aid ofchemical fertilizers. Salinization and wa­
terlogging are two environmental problems that are emerging 
as a consequence of poor drainage and inlensive water use. 

The important foreign exchange earners, in order ofimporlBDCe, 
are worker remiuances, energy, tourism, oouon, and textiles. 
Egypt cannot generate sufficient jobs for its population, so 
some 1.4 million (unofficial estimaIe is in the 24 million range) 
people work ovezseas, mosdy in the oil fields ofneighboring 
Arab states. Egypt ~ it own hydrocarbon resources: modest 
oil reserves and abundant natural gas deposits. Both resources 
are cosdy to extract but have genemted 42 percent ofEgypl's 
fmeign exchange earnings from merchandise ttade in recent 
yearn. Hydroelectric genaalion from the Aswan High Dam 8Ui?'" 
plies 27 percent of the country's electricity need. However, re­
cum:nt droughts mthe Ed1iopian higbJands I\"Jdw:e water flow 
i~ ·.tiIC Nile. which in tum reduces electricity 0UIpUt at Aswan. 

Since the overthrow ofconstinatioi18l monarchy in 1952, ec0­
nomic development policy can be divided into two distinct 
regimes. The era of economic planning and pervac;ive state 
control coincided with the tenure of the first president, Ga­
mal Abdel-Nasser, who served from 1954 to 1970. During 
!his time, the Government nationalized trade and heavy in­
dustries. administered prices, and established an extensive 
food subsidy system. After Nasser's death in 1970, Anwar 
Sadat rose to power. After a 2-year tran&itioi'l period, he initi­
ated aperiod of graduallibemlization but still JRSCl'Ved a 
role for an activist government in 1973. He enCouraged di­
rect foreign investments, loosened price controls, and fa­
vored private farmers as opposed to coopemtives. Bloody 
riots in 1977, however,led to a slowing of price liberaliza­
tion policies and to the maintenance offood subsidies (1).1 

1UaNclzed nllnbei's In parenl1esea refer to Ilteratul8 ciaed In I1e Ref· 
el8nC8S fleCtion at fie end of Ills chapter. 

Each period had its successes and failures in economic 1='­
fonnance. Notable achievements were the development of 
the energy sector, the provision of a c9dre of highly eduaued 
professionals, extensive social programs, and a manufactur­
ing base. During the planning or interventionist period, the 
economy grew at an avemge rate of6 percent between 1960 
and 1965 and then slowed to 3 percent between 1965 and 
1973. aperiod of military mobi1ization and open warfare 
with Israel. During the early part of the"liberal-activist 
era,"1973oSO. the Egyptian economy soared due to the boom 
in oil prices. The surge in real income per capita (8-9 pe:cenl 
per year) increased the demand for imported goods. particu­
larly foodstuffs. 

In the Jate 1980's, the economy soured when the drop in oil 
prices depressed foreign exchange earnings and remittances. 
This sharp decline in revenues made the accumulating ill ef­
feclS of policy distortions more evident Growth in gross do­
mestic product (GDP) averaged 1.4 percent between 1986 
and 1989, below the average population growth rate of2.4 
percent Inflation averaged 30 percent, and unemployment in­
creased to aOO1ut 20 percent Agricultural production barely 
equaled the population growth rate, and food mtpoIt depend­
ence increased to about SO percent Balance ofpayments 
pressures contributed to shortages of imported inputs and cre­
ated the need for additional foreign borrowing. The external 
foreign debt amounted to $49 billion in 1988, exceeding 
GDP I.4S times and exportS 4 times (13). Arrearages topped 
$2.1 billion, and debt 8elVicing obligations constituted IS 
percent of total exports of goods and services (13). As ec0­
nomic perfonnance and international creditworthiness dete­
riorated, economic reform and adjustmmt became necessary. 

Policies In the 1980's 

In 1987, Egyptia')l authorities concluded a standby arrange­
ment with the International Monetary Fund (IMP) on more 
generous tenns than had been granted to almost any other 
debtor country. Between 1987and 1988, Egypt rescheduled 
$6.5 billion owed to Western developed countries (6). Dur­
ing that year, exchange rates were partially unified, producer 
prices were raised, and some public enterprises were re­
formed. However, mOle debt rescheduling was needed in 
summer 1988, and creditors felt that the 1987lMFagree.­
ment was too lenient 

Protracted negotiations over the pace ofadjustment policies 
began 2,:d continued into 1991. Meanwhile, ~nors sus· 
pen~( ., ''ji lowered aid disbursements in the absence ofan 
agreement with the IMP. Egyptian authorities favored grad­
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ua1 adjustment, while the donors urged "shock treatment" for 
!he economy. Finany, in May 1991, a new agreement for 
about US$380 million was reached, and a comprehensive 
program of accelerated reforms was undertaken (6). As are­
sult of the new cocmitment to rapid refonD, the international 
community provided substantial additional fmancial assis­
tance. The Paris Club completely resttuctured Egypt's pri­
vate commercial external debt, the U.S. and Gulf State 
creditors canceled $13 billion in debt, and a set of Western 
donors helped establish a special compensation fund to miti­
gate some of the social costs of structural adjustment and the 
reabsorption ofdisp!aced workers from Iraq and Kuwait (6). 

Macroeconomic and Trade 
Policy Developments 

The Egyptian economy in the 1980's has been marked by 
heavy but abating state control. The main interventions in­
cluded an overvalued exchange rate, high ttade baniers (bans, li­
censing requirements, and steep tariffs), a large number of 
public sector entfZprises, and wide use ofadmWstered prices. 

The Egyptian pound has been consisrently overvalued since 
1960, adversely affecting export competitiveness (1). Amul­
tiple-tiered system of exchange rates, designed to conserve 
foreign exchange by limiting luxury imports to favor imports 
of essential goods, contributed to this misalignment Since 
the 1987 refonns, the tiers of the,exchange rates have gone 
from seven to two, and a series ofcUrrency devaluations 
started in 1989 (6). 

The Ministry of Supply and Home Trade has a monopoly on 
the import of wheat and corn, which indirectly affects domes­
tic prices (11). Yellow corn, not white, is imported, and it is 
used exclusively as a feed grain. Because white com is a sub­
stitute for wheat, its price is influenced by the volume of 
wheat imports. In an attempt to conserve foreign exchange in 
recent years, mis Ministry has banned the import of high-val­
ued agricultural products such as poultry and fruits (11). 
However, tariff rates have declined, and the list of products 
requiring import authorization by the Government has been 
reduced from 55 to 13 as of 1991 (6). 

Agricultural Polley Developments 

Egypt's principal crops are wheat, cotton, berseem clover, 
rice, sugar, potatoes, and citrus. The Egyptian Government 
has historically taxed exponables, especially cotton and rice 
(1). Egypt has a marked comparative advantage in cotton and 
dominates the world market for high-quality cotton, account­
ing for 60 percent and 30 percent of world trade in extra-long 
and long-staple varieties (9). In addition to being an impor­
tant foreign exchange earner, cotton production supports the 
largest labor-intensive industrial activity, spinning and weav­
ing. Thxtiles, in turn, accounted for 50 percent ofall the pub­
lic sector's manufactured exports for the 1984-88 period. 

Egyptian agriculture is favored by a long growing season, 
fertile soils, and modest tempemture fluctuations. The main 
r.onstIaints are on the availability of water for irrigation and 
ofchemical inputs. AU arable land is irrigated year round, in­

creasing the demand for fertilizer. Cropping patterns have 
been influenced by mandatory procurement regulations and 
do not necessarily reflect comparative advantage or profit­
ability (1). Partial policy reforms in 1987 removed most of 
the crops from the quota system. Only rice. cotton, and sugar­
cane continue to be subject to mandatory acreage requirements. 

Before 1988. the most remunerative sectors in agri.culwre 
were the unregulated ones: fodder, feed grains, fruits. vegeta­
bles, and livestock. Average net returns per hectare for fued 
grains and beans were higher than for wheat and rice (6). 
Since 1988, however, the Government has substantiall~ 
raised the producer prices of wheat to stimulate local produc­
tion and to improve self-sufficiency. Compared with other ce­
reals and with pulses, clover, and cotton, wheat is oow t!~~ 
most profitable major field crop (6)., Br.cause of this price . 
stimulus, Egyptian farmers Mve set four consecutive wheat 
production records. Wheat is a staple in the Egyxltian diet, ac­
counting for 35 percent ofall caloric intake. The surge in pr0­
duction has helped conserve foreign exchange (9). 

Egyptian agricultural policy has two brood objectives. First, 
authorities seek to provide an adequate supply of food sta­
ples to all income groups in the population. Inexpensive and 
readily available food has become an entitlement right Siuce 
the early Nasser years (2,8,12). Second, authorities seek 
self-sufficiency in strategic food crops. Other lesser obj~­
tives include increasing farm income, insulating producers 
from international price fluctuations, and conserving foreign 
exchange. The priority lanking of the various policy goals 
has changed over rune widt some inconsistencies and oonfIicts. 

The consumer food subsidy system has had positive effects 
on nutrition, but has also affected budgets, int1a..tion, balance 
of payments, production, and trade. (8). The system has 
served to reduce malnutrition to the lowest level for coun­
tries in the same per capita income range. However, the sub­
sidy system also depresses local agriCUltural production, 
diverts resources from industrial investment, and stimulates 
imports that contradict the goal of self-sufficiency (8). The 
real costs of maintaining the system are high, but because of 
the strong political commitment to consluner Welfare. refonn 
proposals tend to focus on increasing targeting efficiency 
and reducing program costs. 

The policy instruments used to pursue the agricwturdl goals 
are varied: price policy, quota deliveries, input sui>sidies, ex­
change rate management, and trade controls (1). TIle eight 
government entities that have principal jurisdiction in agricul­
tural policy decisionmaking or responsibility for program im­
plementation are the Council (if Ministers, the Minis~ of 
Agriculture and Land Reclamation (MOLAR), the Ministry of 
Supply and Home Trade (MOSH1), the Ministry ofIrrigalion, 
the Ministry of Industry. the Ministry of the Economy and Fi­
nance (MOEF), the Ministry of Planning, and the Principal 
Bank for Development and Agricultural Credit (PBDAC). 

Producer Pricing Policies 

During 1982-89, the Council of Ministers, upon the advice 
of the MOLAR, MOSHT, and MOEF. set fIXed producer 
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prices for cereals, industtial crops, oilseeds, and fodder. Fer 
example, MOLAR suggested producer prices for cotton, wheat, 
sugarcane, rice, sesame, and peanuts. These prices supposedly 
covered production cost and left a profit margin for the fanner. 
Other ministries (MOEF and MOSH1) detennined trade 
competitiveness and budgetary implications of the suggested 
price set. The Council of Ministers then officially voted on 
the price set, attempting to satisfy all pertinent concerns. The 
administered prices were generally below world price levels, 
and input costs, especially wage labor, increased. faster than 
the increased producer prices. Most of the regulated com­
modities, in tum, were marketed through various govern­
ment-controlled marketing boards and cooperatives. The free 
marlcet detennined the prices for other commodities, such as 
vegetables, fruits, fish, clover, meats, eggs, and dairy products. 

Marketing Policies 

The rnaintenf.Alce of the extensive consumer food subsidy 
system forces the Government to consider the effect of fann­
gate prices on budget deficits and to project foreign ex­
change needs for imported food items. Because sugar and 
wheat flour are subsidized to consumers, the Government 
cannot provide a high price to producers without having a 
negative impact on the budget The Government ofEgypt 
has relied on delivery quotas or forced procurement from 
farmers, enforced by fines and imprisonment, to reduce budg­
etary costs and yet guarantee a cheap food supply. MOLAR 
and MOSHT are the r-:-:" ~!pal implementors, specifying crop 
rotation schedules, setting production quotas, and procuring 
varying percentages of strategic crop harvests: wheat (more 
than 20 percent), cotton (100 percent), sugarcane (100 pern 
cent), and rice (SO percent). Ifa crop sustains less than a 100­
percent procurement, the remainder is sold on free markets. 
After 1987, a year of economic refonn, the list of procured 
crops dropped from nine to three. The currently procured 
crops are cotton, sugarcane, and rice.2 

Input Policies 

To lower production cost and to support fann income, MO­
LAR, the Ministry of Irrigation, and the PBOAC subsidize 
selected fann inputs: improved seeds, fertilizer, pesticides, ir­
rigation water, machinery, credit, and electricity. Since arable 
land base is limited and perennial irrigation is needed, the 
combination of improved seeds, fertilizer, and pesticide is 
crucial to maintaining soil fertility and assuring high yields. 

Oirect subsidies have increased markedly since 1973, particu­
larly for imported nitrogenous fertilizer. Domestic fertilizer 
prices (nitrogen, phosphate, and potash) have remained rela­
tively constant in nominal terms since 1960. Potash prices 
have not changed, although those of nitrogenous and phos­
phatic fertilizers have increased but remain well below their 
respective international price levels. The MOLAR and the 
Department of Cooperatives also distribute disease-resistant 
or high-yielding varieties of seed at substantially below the 
maricet cost. 

2CotlDn is nonedible but is a very Important input into the large do­
mestic textile industry. 

The PBOAe extends credit at preferential rates (8 percent 
per year) for field crops, fruits and vegetables, livestock, and 
machinery. The ready availability of mechanization loans, 
the cheapened prices caused by an overvalued exchange rate, 
and rising wages have been key determinants in technologi­
cal improvement in Egyptian agriculture (1). Vutually all 
plowing is mechanized, and irrigation pumps are widely 
used. 

The Ministry of Irrigation provides free water to fanners. Be­
cause ofa sharp decline in the water level behind the Aswan 
Dam in recent years, more attention is being paid to increas­
ing the efficiency of water usage. Fewer than 20 percent of 
all fannezs currently use modem inigation techniques or have 
access to tiled drains. Water wastage is a major problem, con·· 
tributing to salinization and decreased soil fertility (11). 

Consumer Policies 

MOSHT presents a set of consumer retail prices and ration 
quantities yearly for staples to the Council of Ministers for 
approval. In the current system, three types of food products 
are subsidized or rationed. First, wheat flour and bread are 
sold at a fIXed, panterritorially unifonn price in unlimited 
quantities. A network of government food stores and coopera­
tives, with the Isndom inspections of licensed private gro­
cery stores subject to penalties and fines for violators, makes 
price enforcement effective. Second, sugar, tea, cooking oil, 
rice, beans, and lentils are sold at subsidized prices and ra­
tioned in fixed monthly quotas, depending on the governor­
ate and whether the household is rural or urban. Additional 
quantities are available in cooperatives and government food 
stores at prices higher but still below the free market level. 
Third, meat, poUltry, and frozen fish are also subsidized in 
government stores (1). 

The bulk of subsidized food items are marketed directly to 
consumers by MOSHT and its network of retail outlets. But 
the Ministry also handles procurement and distribution of 
such inputs as flour to bakers, vegetable oil to margarine 
manufacturers, and yellow com to animal feed producers. Im­
ported subsidized items, namely wheat, com, and vegetable 
oil, are handled by the General Authority of Supply Com­
modities (GASC) at the behest of the MOSHT under a vari­
ety of licensing arrangements that serve to insulate and 
protect domestic pricing policies (1). 

Another major implementor of the cheap food policy is 
PBOAC, which receives rice, beans, lentils, and wheat from 
domestic producers in lieu of cash payments for loans. The 
accumulated stocks are then sold to and distributed by 
MOSIIT(l). 

Estimation of Policy Intervention 
in Agriculture 

Producez subsidy equivalents (PSE's) are aggregate measures of 
government intervention in the agricultural sector. They repre­
sent a useful quantitative measure of protection or taxation. 
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Five commodities are analyzed in this study: cotton, rice, dependence, from 48 pcrceri~:O 46 pen:ent, but failed to 

sugar, wheat, and com. These commodities and berseem (suc­ maximize foreign exchange earnings through neglect of the 

cuient clover) accounted for over 80 percent of the cultivated cotton sector (10). 

area (10). Two crops, cotton and rice, are large earners of for­

eign exchange. Wheat and sugar are important diet items and The aggregate PSB for five commodities (wheat, com, rice, 

impm substitutes, while com is amajor feed grain and sub-­ sup, mtd ootfOO) indicated a lower level oflaXalion (table 1). 

sutute for wheat. Between 1982 and 1984, producers were taxed at an average 


annual rate of349 pe:rcent of their revenue. But, between 1987 
Several other commodities, namely vegetable oils, poultry, and 1989, the taxes fell to an average of 115 percent per year. 
and tea, are important consumption items and are subject to 
government price intervention and ttade control. These items Results by Commodity 
were not included in this report for lack ofsufficient data. 

The PSB pattern among commodities reflected the Govern­
When we calculated the aggregate measures of intervention, ment's attempt to raise revenue by taxing producers of cotton 
we considered the following policy instruments: (1) market­ and rice, tw~ expcxt crops (table 2). Production of wheat, the 
ing OOards, (2) credit subsidies, (3) fertilizer subsidies, (4) mast impOrtant food item, was also taxed, but at a lower late. 
improved seed subsidic:'. (5) pesticide subsidies, (6) irriga­ Com, anonslrategic commodity but an important feed grain, 
tion water subsidies, (7) exchange rate overvaluation, and (8) was consistently suppmed through the study period. 
foreign ttade control. We excluded only two policies that af­
fected farmer inoo:ne levels: the indirect subsidies of govern­ Sugarcane was consistently taxed but at a declining rate. 
ment research l.Uld extension :;ervices and the exemption 'Iaxes to producers exceeded 500 ~tGf revenue in 1982 
from income taxes. These policies were excluded for lack of but fell markedly to 170 percent by 1989.1be principal 
budgetary data. Nonetheless, the policies covered were the cause was an average annual price ~ for prod.ucers of 15 
major instruments of government intervention, ttansfening percent, which far outsbipped increases in world prices. 
resources among various sectors in the society and having 
profound effects on producer incentives, budgetary outlays, Through mast of the years evaluated, rice producers were 
and government fmancing needs. :axed more heavily than the other producers relative to the 

value of their crops. Output remained virtwdly unchanged be-­
ResuHs for Producers tween 1982 and 1989. 

Egyptian government jntervention in agriculture during 1982­ Thxes on cotton producers remained steady through 1981 but
89 succeeded in slightly lowering total cereal gmin import increased significantly in 1988 and 1989 (fig. 1). In 1989, 

Table 1-Egypt: Summary of producer· subsidy equivalents 

. 


PSE Producer subsidY equivalent. 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by
policy:

Pesticide subsidy 
Seed subsidy
Irrigation subsidy
Fertilizer subsidy
Credit subsidy 
Price subsidy 
Foreign exchange 

Mil. LE 
1411. LE 
1411. LE 
Mil. LE 
Mil. LE 
Mil. LE 
Mil. LE 

74 
170 

40 
95 
10 

-901 
-7.556 

65 
170 

45 
107 
10 

-742 
-5.328 

66 
183 
50 

109 
9 

-983 
-4.213 

91 
192 

51 
114 
13 

-1.418 
-4.288 

103 
202 
54 

111 
19 

-2.062 
-3.472 

105 
234 

59 
138 

20 
-3.420 
-2.619 

113 
265 
72 

165 
31 

-4.481 
-2.119 

120 
305 

32 
188 

41 
-10.234 

0 

Policy transfers by
c01lll!lodity:

Wheat 
Corn 
Rice 
Sugar
Cotton 

1411. LE 
Mil. LE
1m. LE 
1411. LE 
Mil. LE 

-1.259 
83 

-3.174 
-990 

-2.732 

-927 
102 

-;1..922
-640 

-2.289 

-552 
113 

-1.383 
-488 

-2.472 

-488 
127 

-1.128 
-624 

-3.131 

-389 
109 

-1.083 
-678 

-S.004 

-391 
140 

-1,446 
-1,463
-2.332 

-525 
183 

-478 
-820 

-4.325 

-232 
214 

-543 
-877 

-8.062 

PSE by commodity:
Wheat 
Corn 
Rice 
Sugar
Cotton 

Percent 
Percent 
Percent 
Percent 
Percent 

-869 
20 

-1.949 
-521 
-356 

-498 
17 

-1.242 
-349 
-322 

-303 
18 

-870 
-233 
-362 

-180 
17 

-469 
-228 
-414 

-130 
16 

-369 
-213 
-363 

-95 
15 

-429 
-413 
-285 

-82 
13 

-119 
-185 
-470 

-22 
11 

-79 
-170 
-745 

Total policy transfers 
Value to producers 
Total com1llod1ty PS£ 

1411. LE 
1411. LE 
Percent 

-8.072 
1.683 

-480 

-5.675 
1.925 

-311 

-4.782 
1.872 

-255 

-5.244 
2.311 

-227 

-5.045 
2.434 

-207 

-5.491 
2.873 

-191 

-5.964 
3.843 

-ISS 

-9.499 
5.293 

-179 

LE - Egypt1an pound. 
-
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Tabll) 2-&gypt: Producer subsidy equivalents by commodity. 

It. 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of product10n 1.000 tons 2.017 1.996 1.815 1.874 1.929 2.443 2.839 3.183
Procurement quota 1.000 tons 214 87 184 114 134 143 150 190
Producer price LF./ton 89 109 124 172 186 200 266 400 
Procurement pr1ce 	 LElton 89 89 100 137 167 167 266 400
Value to producers 	 1411. LE 145 186 182 271 300 412 641 1.074
Po11cy transfers to 
producers--

SSld subs1dy 1411. LE 32 36 40 47 52 73 97 111
Irr1gat10n subsidy 1411. LE 9 11 10 12 13 12 16 21 
Fert111zer subsidy M11. Lt: 26 30 25 26 29 37 43 48
Cred1t subs1dy 1411. LE 2 2 2 3 5 5 8 10
Pr1ce subs1dy tl11. LE -179 -136 -89 -66 -103 -204 -366 -422 
Fore1gn exchange 1411. LE -1.149 -869 -541 -50g -385 -314 -322 0

Total po11cy transfers 	 1411. LE -1.259 -927 -552 -488 -389 -391 -525 -232
PSE (per unit value) 	 Percent -869 -498 -303 -180 -130 -95 -82 -22
PSE (per un1t quant1ty) 	 LEI ton -624 -464 -304 -260 -202 -160 -185 -73

US./ton -600 -418 -254 -193 -113 -73 -80 -28 

Corn: 
Level of product10n 1.000 tons 3.347 3.509 3.698 3.699 2.918 3.619 4.287 4.524
Producer pr1ce 	 LE/ton 125 168 173 208 238 263 335 427
Value to producers 	 Mil. LE 418 590 640 769 694 952 1.436 1.932
Po11cy transfers to 
j)roducers--

Pest1c1de subsidy 1411. LE 0 0 0 7 6 7 9 9
Seed subs1dy Mil. LE 27 35 37 37 29 36 47 54
Irrigation subs1dy Mil. LE 12 14 17 19 16 17 22 28
Fert1Hzer subs1dy M1l. LE 40 49 55 59 53 72 94 109
Credit subsidy 1411. LE 3 3 3 5 6 7 11 14
Price subsidy 1411. LE NA NA NA HA NA NA NA NA
Foreign exchange 1411. LE NA NA NA NA NA NA HI. NA

Total policy transfers 	 1411. LE 83 102 113 127 109 140 183 214
PSE (per unit value) 	 Percent 20 17 18 17 16 15 13 11
PSE (per unit quant1ty) 	 LEI ton 25 29 30 34 37 39 43 47

US'/ton 24 26 25 25 21 18 18 19 

Rice: 
Level of product10n 1.000 tons 2.438 2.442 2.330 2.312 2.445 2.406 2.132 2.670
Procurement quota 1.000 tons 1.170 1.148 1.025 1.064 1,125 1.155 853 801
Producer price LE/ton 166 144 158 272 298 378 440 600
Procurement pr1ce 	 LEfton 95 105. 105 125 165 165 265 275
Value to producers 	 1411. LE 163 155 159 240 294 337 401 6S9
Policy transfers to 
producers - -

Pesticide subsidy 1411. LE 0 0 0 3 8 9 8 10
Seed subs1dy 10111. LE 80 63 65 62 71 72 64 80
Irr1gat10n subsidy Mil. LE 7 8 8 9 11 9 9 14
Fert111zer subsidy Mil. LE 15 15 15 14 17 17 15 19
Cred1t subsidy 1411. LE 2 2 2 2 4 .. 5 7
Price subsidy Mil. LE -535 -361 -336 -255 -386 -862 -274 -673
Fore1gn exchange 1411. LE -2.743 -1.649 -1.137 -964 -808 -696 -305 0

Total po11cy transfers 	 1411. LE -3.174 -1.922 -1.3133 -1.128 -1.083 -1.446 -478 -543
PSE (per unit value) 	 Percent -1.949 -1.242 -870 -469 -369 -429 -119 -79
PSE (per unit quantity) 	 LEI ton -1.302 -787 -593 -488 -443 -601 -224 -203

US'/ton -1.252 -709 -494 -361 -247 -273 -97 -79 

Sugar:
Level of production 1.000 tons 961 927 950 1.037 1.065 1.056 1.187 1.233
Producer price 	 LE/ton 198 198 220 264 299 336 374 4113
Value to producers 	 1111. LE 190 184 209 274 319. 354 444 515
Po11cy transfers to 
produurs--

Seed subs1dy 1411. LE 23 28 33 36 39 38 43 45
Irrigation subsidy 1411. LE 2 2 2 2 3 3 3 4
Fert111zer subsidy Mil. LE 2 3 3 3 3 3 5 5
Credit subsidy 1411. LE 0 0 0 1 1 1 2 l!
Price subsidy 1411. LE -97 -64 -58 -131 -249 -924 -579 -933
Foreign exchange Mfl. LE -921 -610 -468 -536 -475 -584 -293 0

Total policy transfers 	 1411. LE -990 -640 -488 -624 -678 -1,463 -820 -877
PSE (pel' unit value) 	 Percent -521 -349' -233 -228 -213 -413 -185 -170
PSE (per unit quantity) 	 LEfton -1.031 -690 -513 -602 -637 -1.385 -691 -711

USSlton -991 -622 -428 -446 -356 -630 -299 -278 

See footnotes at end ~f table. 	 Continued-­
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Table 2-Egypt: Producer subsidy equivalent, by cmnmodity-contlnued 

Ite. Un1t 1982 1983 

Cotton: 
Level of product1on 1,000 't.ons 461 419 
Producer pr1ce I.E/ton 1.663 1.698 
Valu~ to producers M11. LE 767 711 
Po11cy transfers to 
produc~rs--

Pest1c1de subsidy H11. LE 74 65 
Seed subsidy M11. LE 7 8 
Irr1gat1on subs1dy Mil. LE 7 8 
Fertil1zer subsidy M11. LE 12 11 
Cred1t subs1dy M11. LE 2 2 
Price subsidy M1l. LE -90 -181 
Fore1gn exchange M11. LE -2.743 -2.201 

Total policy transfers 1m. LE -2.732 -2.209 
PSE (per un1t value) Percent -356 -322 
PSE (p~r unit quant1ty) LElton -5.925 -5.462 

USS/ton -5.697 '4.921 

NA - Not app11cable.
LE - Egyptian pound.
PSE - Producer subs1dy equivalent.
USS - U.S. dollar. 

these taxes were valued at more than eight times producer 
revenue. This tax value can be attributed to the fact that the 
export prices for Egyptian comn were increasing at a much 
faster rate than proc:ucer prices. 

figure 1 

Egypt: Cotton producer subsidy equivalent 

Percent 

~~------------------------~ 

-800 1-_____________-' 

1982 83 84 85 86 87 88 89 

Price Foreign Pesticide Total- eXchanpe 
~-

1904 1985 1986 1987 1988 1989 

399 435 401 351 322 296 
1.711 1.738 2.064 2.329 2.858 3.658 

693 756 828 817 920 1.0133 

66 80 89 88 95 101 
8 !) 11 14 15 15 
8 11 11 9 11 14 

10 12 10 9 8 8 
2 3 4 4 6 7 

-499 -966 -1,324 -1.430 -3.261 -8.206 
-2.067 -2.280 -1,803 -1.025 -1.200 0 
-2.472 -3.131 -3.004 -2.332 -4.325 -8.062 

-362 -414 -363 -285 -470 -745 
-6.197 -7.199 -7.491 -6.643 -13.431 -27.235 
·5.164 -5.332 -4.185 -3.019 -5.814 -10.639 

Com was consistently supported at a modest level of 11-20 
percent of producer revenue. Since com is an unregulated. 
nontradeable commodity, it benefited from input su\lsidies 
and avoided the negative e!fects ofexchange mte overvalu­
ation and government procurement However, com is a sub­
stitute for wheat, and inexpensive wheat imports dampen 
domestic free market prices ofco!n. Thus, there is an im­
plicit tax that cannot be calculated without access to reliable 
cross-price elasticities. 

Thxes on wheat producers fonowed a pattern similar to that 
on other Egyptian producers (fig. 2). Mter averaging more 
than five times producer revenue in 1982-84, taxes fen to 
less than 50 percent of revenues in 1987-89. 

Results by Policy 

The policy most responsible for transferring resources to or 
from producers through 1986 was the foreign exchange pol­
icy. Egypt's policy ofovervaluing the pound resulted in~axes 
to the producers. These taxes exhibited a declining ttend, 
however, reflecting a lowered rate ofovervaluation. 

The second most influential policy for Egypilim producers 
 
was the pricing policy. Egypt's policy of setting producer 
 
prices below world levels resulted in taxes on producers 
 
through the entire study period. These taxes generally in­

creased over time. 
 

The third most important policy was the distribution of 
highly subsidized improved seed varieties. During the study 
period, farmers received an average annual subsidy ofLE215 
million. Fanners also benefited from fertilizer subsidies, av­
eraging LEl28 million. 

The other input subsidies, credit, pesticides, and irrigation, 
played a modest role. The indirect effects of the ttade-licens­
ing on wheat and rice also played a minor role. 
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tenance ofan extensive consumer subsidy system. The re­
Flgur92 

sults of the CSE calculations reflect this subsidy system, al­Egypt: Wheat producer subsidy equivalents 
though to a lessez extent in the more recent YOOl'S. Policy 
ttansfers averaged six times consumer ,nst in 1982-84 but 

Percent fell to less than two times this cost in 1987-89 (table 3). This 
trend reflects the new policy of reducing consumer subsidies.~~----------------------------~ 
The elaborate food subsidy system benefited COIlS\UDC2'S for a 

o 	 time, but it also distooed producer incentives and proved in­
creasingly expensive to opel8te. Per capita cereal consump­
tion per year increased from 240 kilograms in 1982 to 24S 
kilograms in 1989 (9). However, budgetary costs have in­-200 
creased. Subsidies for wheat, for example, rose from less 
than 1 percent of the government budget in 1960 to 3.4 per­
cent in the mideighties. Likewise, wheat subsidies as a per­

-400 	 centage of the public deficit rose from 1percent to '1.6 

percent dming the same period. 


-600 	 Results by Commodity 

In teons of total resources tw.nsferred, wheat consumers re­
ceived the most support through the study period (table 4). -800 
Although subsidies to wheat consumers declined over the 
years, such subsidies exceeded LE2.4 billion in 1989, or 76 

-1000 10..-_______________..... percent ofconsumer cost (fig. 3). Rice consumers received 
the largest subsidies relative to the crop cost These subsidies1982 83 84 85 86 87 88 89 
averaged well over 1,000 percetlt in the early years but fell to 

Price Foreign Seed Total about 120 percent in more recent years. Com consumel'S re­
__ ceived the smallest subsidies and were even taxed in 1989.exchange Il§m-

Results by Policy 

Egypt's foreign exchange policy was more influential than the 
Results for Consumers prl'.:ing policy in detenniniog transfers to Egyptian coosumezs 

through 1986. Overvaluation oftile pound provided asubsidyConsumer subsidy equivalents (CSE's), which measure gov­
to Egyptian consumers through the period except in 1989. Inernment intervention in pricing and exchange rates, were cal­
1987-89, the subsidy resulting from the maintenance oflowculated in this swdy for wheat, com, and rice. As mentioned 
consumer prices outweighed the foreign exchange subsidy.Previously, Egypt's agricultural policy emphasized the main­

Table 3-Egypt: Summary of consumer subsidy equivalents 

Item Unit 1982 	 1983 1984 1985 1ge{) 1987 1988 1989 

Policy transfers by
policy:

Price subsidy M11. LE 1.241 1.018 990 1.361 1.812 2.366 3.192 3.253 
Foreign exchange Mil. LE 8.021 5.730 4.070 3.673 2.718 1.888 1.490 0 

Policy transfers by
commodity:

Wheat 1411. LE 4.916 4.166 3.071 3.287 2.939 2.677 3.811 2.406
Corn 1411. LE 1.048 497 457 295 116 13 89 -29 
Rice Mil. LE 3.296 2.086 1.533 1.452 1.475 1.563 783 886 

CSE by commodity:
Wheat Percent 534 419 297 304 262 239 320 76
Corn 	 Percent 724 456 435 362 227 11 36 -9 
Rice 	 Percent 1.677 1.042 774 578 572 294 139 111 

Total policy transfers Mil. LE 9.262 6.749 5.061 5.034 4.529 4.253 4.682 3.263 
Cost to consumers Mil. LE 1.263 1.304 1.337 1.413 1.432 1.771 2.002 4.279 
Total commodity CSE Percent 733 517 378 356 316 240 234 76 

LE - Egypt1an pound.
CSE - Consumer subsidy equivalent. 
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Table 4-Egypt: Consumer subsidy equivalents by commodity 

I tell Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of consuMption 1.000 tons 1.809 8.434 8.764 9.151 9.283 9.259 9.839 10.483 
Wholesale price LE/ton 118 118 118 118 121 121 121 303 
Cost to consullers Mil. LE 921 9115 1.034 1.081 1.123 1.120 1.191 3.176 
Policy transfers to 
conSUller!;:

Price subsidy 1411. LE 467 493 459 798 1.087 1.487 2.696 2.406 
Foreign exchange 1411. LE 4.449 3.673 2.612 2.488 1.852 1.190 1.115 0 

Total policy transfers Mil. LE 4.916 4.166 3.071 3.287 2.939 2.677 3.811 2.406 
CSE (per unit value) Percent 534 419 :t.'17 304 262 239 320 76 
CSE (per unit quantity) LElton 630 494 350 359 317 289 387 229 

USS/ton 605 445 292 266 177 131 168 90 

Corn: 
Level of consuMption 1.000 tons 1.340 991 907 792 438 489 599 614 
Wholesale price LE/ton 108 110 116 103 116 242 416 500 
Cost to consulle~s H11. LE 145 109 105 82 51 118 249 307 
Policy transfers to 
consulllers: 

Price subsidy 1411. LE 139 66 99 81 40 -28 13 -29 
Foreign exchange Mil. LE 909 431 358 215 76 41 75 0 

Total policy transfers Mil. LE 1.048 497 457 295 116 13 89 -29 
CSE (~er unit value) Percent 724 456 435 362 227 11 36 -9 
CSE (per unit quantity) LElton 782 502 504 373 264 27 148 -47 

USS/ton 752 452 420 276 147 12 64 -18 

Rice: 
Level of consumption 1,000 tons 1.586 1.614 1.~12 1.560 1.601 1.521 1.405 1.493 
Wholesale pr1cl!! LE/ton 124 124 131 161 161 350 401) 533 
Cost to consumers 1411. LE 197 200 198 251 258 532 562 196 
Policy transfers to 
consumers: 

Price subsidy Mil. LE 635 459 432 482 685 907 483 8&6 
Foreign exchange Mil. LE 2.663 1.627 1.101 970 790 657 300 0 

Total policy transfers Mil. L£ 3.298 2.086 1.533 1.452 1.475 1.563 783 886 
CSE (per unit value) Percent 1.677 1.042 774 578 572 294 139 111 
CSE (per unit quantity) LE/ton 2.079 1.21:12 1.014 931 921 1.028 557 593 

USS/ton 1.999 1.164 845 590 515 467 241 232 

LE - Egyptian pound. 
CSE - Consumer subsidy equivalent. 
USS - U.S. dollar. 
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Appendix: Methodology 

Pricing Policy 

The markeaing board PSE was estimated to be the difference 
between the border price and the procurement price multi­
plied by the procured quantity. For COUOn, which has joint 
products, lint and seed, the border price of lint was adju.~ 
back to unseparated fanngate cotton and compared with the 
domestic procurement price. For sugarcane, the border pice 
was similarly adjusted back to farrogate accounting for proc­
essing and transportation. 

Exchange Rate Policy 

An equilibrium exchange rate was calculated by multiplying 
the index of real effective exchange rates and the 1989 offi­
cial exchange rate (5). After several yeatS ofdevaluation, the 
pound was assumed to be at an equilibrium level in 1989. 
The difference between the equilibrium rate and the offICial 
rate represents the distortion caused by exchange rate policy. 
This difference was multiplied by the volume ofproduction 
(or consumption) and by the product price to determine ex­
change rate transfers. 

Trade Control Policy 

The Egyptian Government bans the export of wheat and mo­
nopolizes the trade of sugar, rice, cotton, wheat, and com. Be­
cause the combined price and trade control effects cannot be 
adequately separated for couon. com, and sugar, the estimated 
effects of intervention en only rice and wheat are included in 
this study. During the 1982·37 period, wheat farmers had to 
sell all amounts over the procured quota on the domestic free 
market. The trade PSE was calculated for rice and wheat, boIh7. 	 __.International Financial Statistics, 1990 Year­
of which were less than fully procured commodities, to beboolc. Washington, DC, Aug. 1990. 
the difference between the border price and domestic price 
for nonquota production multiplied by the nonprocured8. 	 Scobie, GranL Food Subsidies in Egypt: Their Impact 

011 Foreign Exchange and Trade. Research Report 40. production. 
InlerMlionai Food Policy Research Institute. Washing­
ton, DC, Aug. 1983. 

9. 	 United Nations Food and Agriculture Organization. 
 
Agrostat. Electronic database. Rome, 1990. 
 

10. 	 U.S.. Dc.-partmen~ of Agriculture, Economic Research 
Service'. Production, Supply, and Distribution. Bec­
tronic database, 1991. 

11. Foreign Agricultural Service. Various reportsn 

and cables. Office of the Agricultural Counselor, Cairo, 
Egypt. 

12. 	 von Braun, Joachim, and Hanwig de Haen. TM Effects 
ofFood Price and Subsidy Policies on Egyptian Agri­

culture. Resean:h Report 42. International Food Policy The irrigatitJn subsidy is derived from the Ministry of Imga­

Researeh Institute. Washington, DC, Nov. 1983. lion's Openltions and Maintenance budgeL The subsidy 


value for each crop was determined by weighting the yearly 
13. 	 World Bank. World Debt Tables. First Supplements, expenditure figure by the ratio ofspecific crop area to toIa1 

1989-90 edition. Washington, DC. crop area irrigated. 

Ii 

Credit Policy 

The credit PSE was calculated by the amount of credit 
disbursed by crop area multiplied by the differential 
between the lending rate of the PBOAe and the Central 
Bank rate, the latter serving as the opportunity cost of loan 
capital. 

Inputs Policy 

Each of the input PSE's was estimated from budget data on 
direct subsidies and allocated to each crop, based on share in 
total area cropped. 

Irrigation PGJIcy 



Appendix table 1-Wheat: calculation of Egypt'. producer and consumer subsidy equivalents 

Itelll Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 1.000 fd. 1.324 1.357 1.169 1.186 1.267 1.379 1.421 1.457 
B. Production 1.000 tons 2.017 1.996 1.915 1.874 1.929 2.443 2.839 3.183 
BB. Procure.ant quota 
C. Producer price
CC. Quotl pri ce 
D. Producer value (B*C)/1.0oo 

1.000 tons 
LEI ton 
LEI ton 
1411. LE 

214 
89 
89 

145 

87 
109 
89 

186 

184 
124 
100 
182 

114 
172 
137 
271 

134 
186 
167 
300 

143 
200 
167 
412 

150 
266 
266 
641 

190 
400 
400 

1.074 

E. Policy trlnsfers to producers:
1. Price policy--

I. Producer pr1 ce 
II. Quota pri ce 
b. Border pI·ice. import unit value 
c. Border price. i.port unit value 
d. Price support. quota (laa-lc)*BB/l.OOO 
e. Price support. nonquota 

(la-1c)*(B-BB)/1.000 

LE/ton
LEI ton 
US$lton 
LEI ton 
Mil. LE 

Mil. LE 

89
e9 

171 
178 
-19 

-160 

109 
rJ9 

1.59 
176 
-8 

-129 

124 
100 
142 
170 
-13 

-76 

172 
137 
152 
205 
-8 

-58 

186 
167 
133 
238 
-10 

-93 

200 
167 
128 
282 
-16 

-188 

266 
266 
171 
395 
-19 

-341 

400 
400 
208 
532 
-25 

-397 

2. Foreign exchlnge policy--
I. Offi cill exchange ra te 
b. Equilibrium exchange rate 
c. Border price. equilibriuM eICchange rate 
d. Foreign exchange subs1~. quota

(lc-2c)*8B/1.000 
e. Foreign exchange subsidy. nonquota

(lc-2c)*(B-BB)/1.000 

LE/USS
LE/US$
LEI ton 

Mfl. LE 

Mil. LE 

1 
4 

748 

-122 

-1.027 

1 
4 

612 

-38 

-831 

1 
3 

468 

-55 

-486 

1 
3 

477 

-31 

-478 

2 
3 

438 

-27 

-358 

2 
3 

410 

-18 

-296 

2 
3 

508 

-17 

-305 

3 
3 

532 

0 

0 

3. Fertflizer transfers--
I. Fertilizer. wheat 
b. Fertilizer PSE (3a*B)/1.000 

LEI ton 
M11. LE 

13 
26 

15 
30 

14 
25 

14 
26 

15 
29 

15 
37 

15 
43 

15 
48 

4. Credit transfers-­
a. Wheat lIrea 
b. Totall area harvested 
c. Total credit 

, 

d. Credit subsidy (4a/4b)*4c*0.1 

1.000 fd. 
1.000 fd. 
1411. LE 
Mil. LE 

1.324 1.357 
11.181 11.097 

197 201 
2 2 

1.169 
11. 043 

183 
2 

1.186 1.267 
11.220 11.170 

276 416 
3 5 

1.379 
12.200 

4S0 
5 

1.421 1.457 
12.230 12.320 

686 870 
8 10 

5. Seed transfers--
I. Seed allocation. wheat 
b. Seed s~sidy (5a*8)/1.000 

LElton 
M11. LE 

16 
32 

18 
36 

22 
40 

25 
47 

27 
52 

30 
73 

34 
97 

35 
III 

6. Irrigation transfers--
I. Irrigation expenditure
b. Irrigation subsidy (6a/4b)*4a 

Mil. 
Mil. 

LE 
LE 

72 
9 

88 
11 

95 
10 

110 
12 

114 
13 

110 
12 

138 
16 

174 
21 

F. Tot.l transfers to producers: 
1. Total (ld+1e+2d+2e+3b+4d+5b+6b)
2. Producer subsidy equivalents (F1/D)*100 

M11. lE 
Percent 

-1.259 
-869 

-927 
-498 

-552 
-303 

-488 
-180 

-389 
-130 

-391 
-95 

-525 
-82 

-232 
-22 

G. Consumption
H. Consumer price. bread (grain equivalent) 
I. Consumer cost (G*H)/l.OOO 

1.000 tons 
LEfton 
Mil. LE 

7.809 
118 
921 

8.434 
118 
995 

8.764 
ll8 

1.034 

9.157 
ll8 

1.081 

9.283 
121 

1.123 

9.259 
121 

1.120 

9.839 10.483 
121 303 

1.191 3.176 

J. Polf cy transfers to consumers: 
1. Price policy-­

a. Border price. import unit value 
b. Consumer price. bread (grain equivalent) 
c. Price support (la-1b)*G/1.000 

LElton 
LElton 
Mil. lE 

178 
118 
467 

i76 
118 
493 

170 
118 
459 

20!i 
lUI 
798 

238 
121 

1.087 

282 
121 

1.487 

395 
121 

2.696 

532 
303 

2.406 

2. F9reign exchange policy--
I. Offi cilll exchange rate 
b. Equilibrium exchan~e rate 
c. Border price. equilibrium exchange rate 
d. Foreign exchange subsidy (2c-1a)*G/1.000 

LE/USS
LE/USS
U/ton
Mil. LE 

1 
~ 

748 
4.449 

1 
4 

612 
3.673 

1 
3 

468 
2.612 

1 
3 

477 
2.488 

2 
3 

438 
1.852 

2 
3 

410 
1.190 

2 
3 

508 
1.115 

3 
3 

532 
0 

K. Total transfers to consumers: 
1. Total (lc+2d)
2. Consumer subsidy equivalents (KlIl)*100 

Mil. LE 
Percent 

4.916 
534 

4.166 
419 

3.071 
297 

3.287 
304 

2.939 
262 

2.677 
239 

3.811 
320 

2.406 
76 

fd. - 0.43 hectares. 
LE - Egyptian pound.
US. - U.S. dollar. 
PSE - Producer subsidy equivalent. 

18 



Appendix table 2-Com: calculation IOf Egypt's producer and consumer StJbsldy equlvSllents -Ite", Unit 1982 1983 1984 1985 198& 1987 1988 1989 

A. Area harvested 1.000 fd. 1.936 1.800 1.974 1.914 1.531 1.879 1.964 2.007 
B. Production 1.000 tons 3.347 3.&1l9 3.698 3.699 2.918 3.619 4.287 4.524 
C. Producer pr1 ce 
D. Producer vllue (B*C)/1.000 

LElton 
Mil. LE 

125 
418 

168 
590 

173 
640 

208 
769 

238 
694 

263 
952 

335 
1.436 

427 
1.932 

E. Poli cy transfers to producers: 
1. Fertilizer transfers--

I. Fertilizer. corn LElton 12 14 15 16 18 20 22 24 
b. Fertilizer PSE :1.*B)/l,OOO M11. LE 40 49 55 59 53 72 94 109 

2. Cred1 t transfers-­
a. Corn arell 1.000 fd. 1.936 1.800 1.974 1.914 1.531 1.879 1.964 2.007 
b. Total area harvested 1.000 fd. 11.181 11.097 11.043 11.220 11.170 12.200 12.230 12.320 
c. Tota 1 credit M11. LE 11i7 201 183 276 416 450 686 870 
d. Credit subsidy (2a/2b)*2c*0.1 Mil. LE 3 3 3 5 6 7 11 14 

3. Seed transfers-­
a. Seed allocation. corn LElton 8 10 10 10 10 10 11 12 
b. Seed subs1 dy (31*8 )/1. 000 M11. LE 27 35 37 37 29 36 47 54 

4. Irrigation transfers-­
a. Irr1 gat1 on expend1 ture 
b. Irr1gat10n subsidy (4al2b)*2a 

Mil. 
Mil. 

LE 
LE 

72 
12 

88 
14 

95 
17 

110 
19 

114 
16 

110 
17 

138 
22 

174 
28 

S. Pest1 c1 de transfers--
II. Pesticide allocation. corn LEI ton 0 0 0 2 2 2 2 2 
b. Pesticide subsidy (5a*B)/1.000 M11. LE 0 0 0 7 6 7 9 9 

F. Total transfers to producers: 
1. Total (lb+2d+3b-+4b+5b) 
2. Producer subsidy equivalents (Fl/D)*100 

M11. LE 
Percent 

83 
20 

102 
17 

113 
18 

127 
17 

109 
16 

140 
15 

183 
13 

214 
11 

G. Cons umpt1 on 
H. Consumer pr1 ce 
I. Consumer cost (G*H)/l.OOO 

1.000 tons 
LElton 
Mil. LE 

1.340 
108 
145 

991 
110 
109 

901 
116 
105 

i'~2 
103 
82 

438 
116 

51 

489 
242 
118 

599 
416 
249 

614 
500 
307 

J. Pol1 cy transfers to consumers: 
1. Price pol1cy-­

a. Border price. import unit value 
b. Consumer price 
c. PriCE support (la-lb)*G/1.000 

LElton 
LEI ton 
Mil. LE 

212 
108 
139 

176 
110 
66 

226 
116 
99 

205 
103 
81 

207 
116 

40 

185 
242 
-28 

438 
416 

13 

453 
500 
-29 

2. Forei gn exchange pol1 cy-­
a. Official exchange rate 
b. Equl1i brium exchange rate 
c. Border pr1 ce. equ111 brium exchange rate 
d. Foreign exchange subsidy (2c-1a)*G/1.OOO 

LE/US$ 
LE/US$ 
LEI ton 
M11. LE 

1 
4 

890 
909 

1 
4 

612 
431 

1 
3 

620 
358 

1 
3 

476 
215 

2 
3 

380 
76 

2 
3 

269 
41 

2 
3 

564 
75 

3 
3 

453 
0 

K. Total transfers to consumers: 
1. Total (lc+2d) 
2. Consumer subsidy eqUivalents (K1/1)*100 

M11. LE 
Percent 

1.048 
724 

497 
456 

457 
435 

295 
362 

116 
227 

13 
11 

89 
36 

-29 
-9 

fd. - 0.43 hectares. 
lE - Egyptian pound. 
US$ - U.S. dollar. 
PSE - Producer subsidy equivalent. 
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Appendix table 3-RIc8: Calculation of Egypt" producer and consumer IUb,ldy equivalents 

Ite. Uni t 1982 1983 1984 1985 1986 1987 1988 1989 

~. Area harvested 1.000 !d. 1.026 1.007 981 926 1.081 1.000 814 981 
B. Production. paddy
BB. Procurement quota. paddy
C. Producer price. paddy
CC. PrucureMent pri~e. paddy
D. Producar value (S*C)/l.000 

1.000 tons 
1.000 tons 
LElton 
LEltan 
M11. LE 

2.438 
1.170 

166 
95 

163 

2.442 
1.148 

144 
105 
155 

2.330 
1.025 

158 
105 
159 

2.312 
1.064 

272 
125 
240 

2.445 
1.125 

298 
165 
2114 

?.406 
1.155 

378 
165 
337 

2.132 
853 
440 
265 
401 

2.670 
801 
600 
275 
689 

E. Policy transfers to producers:
1. Price policy-­

a. Producer price. 1II111ed 
u. Procure..nt pri Cll. ml1l ed 
b. Sorder pr1 ce. iMport un1 t value 
c. Sorder pri ce. 111111 ed 
d. Price support. quota 

(laa-lc)*(BS*.67)/l.000 
o. Price support. nonquota 

(la-lc)*«S-BS)*.67)/l.000 

LE/ton
LE/ton
US$lton 
LEI ton 

Mil. LE 

Ml1. LE 

248 
142 
504 
524 

-300 

-235 

215 
157 
368 
408 

-194 

-168 

236 
157 
347 
416 

-178 

-158 

406 
187 
348 
470 

-202 

-53 

445 
246 
329 
589 

-258 

-127 

564 
246 
430 
946 

-541 

-320 

657 
396 
322 
744 

-199 

-75 

896 
410 
440 

1.126 

-384 

-289 

2. Foreign exchange policy-­
a. Off1 cial exchange rate 
b. Equ111br1uIII exchange rate 
c. Border price. equ111brfuII exchange rate 
d. Foreign exchange subsidy. quota 

(lc-2c)*(SS*.67)/l.OOO 
e. Foreign exchange subsidy. nonquota

(lc-2c)*«S-SS)*.67)/l.000 

LE/US$
LE/US$
LE/ton 

Mil. LE 

Mil. LE 

1 
4 

2.203 

-1.316 

-1.427 

1 
4 

1.416 

-775 

-874 

1 
3 

1.145 

-500 

-637 

1 
3 

1.092 

-443 

-520 

2 
3 

1.082 

-372 

-436 

2 
'f".,'

1.378 

-334 

-362 

2 3 
3 3 

957 1.126 

-122 0 

-183 0 

3. Fertilizer transfers--
I. Fertilizer .110~lt1on. rice 
b. Fertilizer PSE (3a*8)/l.000 

LElton 
M11. LE 

6 
15 

6 
15 

7 
15 

6 
14 

7 
17 

7 
17 

7 
15 

7 
19 

4. Credit transfers--
I. Rice area 1.000 fd. 1.026 1.007 981 926 1.081 1.000 814 981 
b. Total Ire. harvested 1.000 fd. 11.181 11.097 11.043 11.220 11.170 12.200 12.230 12.320 
c. 
d. 

Total credit 
Credit subsidy (4;/4b)*4c*0.1 

M11. 
M11. 

LE 
LE 

197 
2 

201 
2 

183 
2 

276 
2 

416 
4 

450 
4 

686 
5 

870 
7 

5. Seed transfers-­
a_ Seed all~Dt1on. rice LEI ton 33 26 28 2'1 29 30 30 30 
b. Seed subsidy (5a*8)/l.000 Mfl. LE 80 63 65 62 71 72 64 80 

6. Irrigation trlnsfers--
I. Irr1 gati on expend1 ture 
b. Irrfgat1or. subsidy (6a/4b)*4a 

Mil. 
Ml1. 

LE 
LE 

72 
7 

88 
8 

95 
8 

110 
9 

114 
11 

l10 
9 

138 
9 

174 
14 

7. Pes ti c1 de transfers-­
a. 
b. 

Pesticide allocation. ri ce 
Pesticide subs1dy 7a*S/l.000 

LE/ton
Mil. LE 

0 
0 

0 
(J 

0 
0 

1 
3 

3 
a 

4 
9 

4 
8 

4 
10 

F. Total transfers to producers: 
1. Total (ld+le+2d+2e+3b+4d+5b+6b+7b)
2. Producer subsidy equ1v~ionts (FI/D)*I00 

Kl1. LE 
Percent 

-3.174 -1.922 
-1.949 -1.242 

-1.383 
-870 

-1.128 -1.083 
-469 -369 

-1.446 
-429 

-478 
-119 

-543 
-79 

S. ConsUlllpt1on
H. ConsUlller price
I. ConSUMer cost (G*H)/1.000 

1.000 tons 
LE/ton
Ml1. LE 

1.586 
124 
197 

1.614 
124 
200 

1.512 
131 
198 

1.560 
161 
251 

1.601 
161 
258 

1.521 
350 
532 

1.405 
400 
562 

1.493 
533 
796 

J. Po 11 cy transfers to ~l!nsUlllers: 
1. Price policy-­

a. Sorder pr1 ce 
b. Conslilar pr1 ce 
e. Price support (la-lb)*G/1.OOO 

I.E/ton
li!/tonpm. LE 

524 
124 
635 

409 
124 
459 

416 
131 
432 

470 
161 
482 

589 
161 
685 

946 
350 
907 

744 
400 
483 

1.126 
533 
886 

2. Foreign exchange policy-­
a. Off1 cill exchange rate 
b. Equ111 br1ulII exchange rate 
c. Border price. equflfbr1um exchango rate 
d. Foreign exchange subsidY (2c-la)*G/1.000 

LE/USa
LE/US$
LElton 
1'111. LE 

1 
4 

2.203 
2.663 

1 
4 

1.416 
1.627 

1 
3 

1.145 
1.101 

1 
3 

1.092 
970 

2 
3 

1.082 
790 

2 
3 

1.379 
657 

2 3 
3 3 

957 1.126 
300 0 

K. Total transfers to consumers: 
1. Total (lc+2d) 
2. Consuaer subsidy equ1vllents (K1/I)*100 

Ml1. LE 
Percent 

3.298 
1.677 

2.086 
1.042 

1.533 
774 

1.452 
578 

1.475 
572 

1.563 
294 

783 
139 

886 
111 

fd. - 0.43 hectare •• 
LE - Egyptiln pound.
US$ - U.S. dollar. 
PSE - Producer subsidy equ1valant. 

20 



Appandlx table 4-Sugar: Calculation of Egypt's producer and consumer subsidy equivalents 

Item Unit 1982 1983 1964 1985 1986 1907 1988 1989 

A. Arel hlrvested 1.000 fd. 264 260 257 250 272 284 269 286 
B. Production 1.000 tons 961 927 950 1.037 1.065 1.056 1.187 1.233 
C. Producer price
D. Producer vilue (B*C)/l.000 

LEI ton 
M11. LE 

198 
190 

198 
184 

220 
209 

264 
274 

299 
319 

336 
354 

374 
444 

418 
515 

E. Policy trlnsfers to producers:
1. Price policy--

I. Producer price
b. Border pr1ce. i.port unit value 
c. Border price. i.port unit value 
d. Price support (11-1c)*B/1.000 

LElton 
US./ton
LElton 
Mil. LE 

196 
288 
299 
-97 

198 
240 
267 
-64 

220 
235 
282 
-58 

264 
289 
390 

-131 

299 
298 
533 

-249 

336 
55i'i 

1.211 
-924 

374 418 
373 459 
862 1.175 

-579 -933 

2. Foreign &xchange policy-­
a. Off1 chl exchanlle rite 
b. Equilibriua exchanlle rate 
c. Btl:":!!!!, pri ce. equ111 briulll exchanlle rate 
d. Foreilln ~chlnlle subsidy (lc-2c)*B/l.000 

LE/9S$
LE/US$
LEI ton 
Mil. LE 

1 
4 

1.257 
-921 

1 
4 

924 
-610 

1 
3 

774 
-468 

1 
3 

907 
-536 

2 
3 

979 
-475 

2 
3 

1.763 
-584 

2 
3 

1.109 
-293 

3 
3 

1.175 
0 

3. Fertilizer trlnsfers-­
a. Fertilizer Illocation. SUlllr LEI ton 2 3 3 3 3 3 4 4 
b. Ferti1filer PSE (3&*8 )/1. 000 Mil. LE 2 3 3 3 3 3 5 5 

4. Credit transfers-­
a. Sugar
b. Tot.' 

area 
area harvested 

1.000 fd. 
1.000 fd. 

264 260 
11.181 11.097 

257 
11.043 

250 272 
11.220 11.170 

2~ 
12.200 

269 286 
12.230 12.320 

c. Total credit M11. LE 197 201 183 276 416 450 686 870 
d. Credit subsidy (4a/4b)*4c*0.1 M11. LE 0 0 0 1 1 1 2 2 

5. Seed transfers-­
a. Seed allocation. sugar
b. Seed subsidy (5a*B)Il.000 

LElton 
Ml1. LE 

3 
23 

3 
28 

4 
33 

4 
36 

4 
39 

4 
38 

4 
43 

4 
45 

6. Irrigation transfers-­
a. Irri gati on expendi ture 
b. Irrigation subsidy (611/4b)*4a 

Mil. lE 
Mil. LE 

72 
2 

88 
2 

95 
2 

110 
2 

114 
3 

110 
3 

138 
3 

174 
4 

F. Total tr~n~fers to producers: 
1. Totll (ld+2d+3b+4d+5b+6b)
2. Producer subsidy equivalents (F1/D)*100 

Mil. LE 
Percent 

-990 
-521 

-640 
-349 

-488 
-233 

-624 
-228 

-678 
-213 

-1.463 
-413 

-820 
-185 

-877 
-170 

fd. - 0.43 hectaras. 
LE - Egyptian pound. 
USS - U.S. dollar. 
PSE - Producer subsidy equivalent. 
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Appendix tab,.. 5-Cotton: calculation of Egypt's producer and conlUmeraubsldy equivalents 

Item Unit 1982 1983 1984 1985 1986 1997 1988 1989 

A. Area harvested 
B. Production. l1nt 
C. Procurement price. lint 
O. Producer value (B*~)/1.000 

1.0110 fd. 
1.000 tons 
LEI ton 
Nfl. LE 

1.066 
461 

1.663 
767 

998 
419 

1.698 
711 

984 
399 

1.711 
6~3 

1.091 
435 

1.738 
756 

1.055 
401 

2.064 
828 

980 
351 

2.329 
917 

1.010 
322 

2.959 
920 

1.005 
296 

3.658 
1.093 

E. Pol1 cy transfers to producers:
1. Pri ce policy-­

a. Producer price
b. Border pri ce. illlport uni t v.lue 
c. Border price. lfnt 
d. Price support nl-1c)*S/1.,000 

LEI ton 
US$lton 
LE/ton
Nfl. LE 

1.663 
1.786 
1.857 

-90 

1.698 
1.9lC 
2.129 

-181 

1.711 
2.469 
2.963 

-499 

1.738 2.064 
2.932 2.999 
3.958 5.366 

-966 -1.324 

2.329 
2.910 
6.402 

-1.430 

2.959 3.658 
5.622 12.258 

12.987 31.380 
-3.261 -8.206 

2. Forei;n exchange policy--
I. Offi cill exchange rate 
b. EquilibriulII exchlnge rate 
c. Border price. equilibriuM exchange rate 
d. Foretgn exchange subsidy (lc-2c)*B/1.000 

LE/US$
LE/US:
LElton 
Nfl. LE 

1 1 
4 4 

7.809 7.382 
-2.743 -2.201 

1 
Z 

8.144 
-2.067 

1 2 
3 3 

9.199 9.863 
-2.280 -1.803 

2 
3 

~.324 
-1.025 

2 3 
3 3 

16.712 31.390 
-1.200 0 

3. Fertilizer transfers-­
a. Fert1lizer allocltion. cotton 
b. Fert1l1zer PSE 13.*8)/1.000 

LElton 
Nl1. LE 

26 
12 

26 
11 

26 
10 

27 
12 

24 
10 

25 
9 

26 
8 

27 
8 

4. Cred1t transfers-­
a. Cotton II rea 
b. Total are. harvested 
c. Total credit 
d. Credit subsidy (4a/4b)*4c*0.1 

1.000 fd. 
1.000 fd. 
N11. LE 
Nfl. LE 

1.066 998 
11.181 11.097 

197 201 
2 2 

9~ 
11.043 

183 
2 

1.081 1.055 
11.UO ll.170 

276 416 
3 4 

980 
12.200 

450 
4 

1.010 1.005 
12.230 12.320 

686 870 
6 7 

5. Seed transfers-­
a. Seed allocation. cotton 
b. Seed subsidy (5a*A)/1.000 

LE/fd.
M11. LE 

7 
7 

8 
9 

8 
8 

9 
9 

10 
11 

14 
14 

14 
15 

14 
15 

6. Irr1g~t1on transfers-­ , 
a. Irri gat1 on expenditure
b. Irr1gat10n subsidy (6a/4b)*4a 

Mil. 
Mil. 

LE 
LE 

72 
7 

98 
8 

95 
8 

110 
11 

114 
11 

110 
9 

138 
11 

174 
14 

7. Pest1 c1 de transfers-­
a. Pesticide allocation. 
b. Pest1c1de subs1dy 

cotton LE/fd.
M11. LE 

69 
74 

65 
65 

67 
66 

74 
80 

84 
8~ 

90 
88 

95 
96 

100 
101 

F. Total transfers to producers: 
1. Total (ld+2d+3b+4d+5b+Sb+7b)
2. Producer subs1dy equivalents (FlID)*100 

M11. LE 
Percent 

-2.732 -2.289 
-356 -322 

-2.472 
-362 

-3.131 -3.004 
-414 -363 

-2.332 
-285 

-4.325 -8.062 
-470 -745 

fd. - 0.43 hectares. 
LE - Egyptian pound. 
USS - U.S. dollar. 
PSE - Producer subsidy equivalent. 
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Kenya 
 

By Stacey Rosen 
 

Economic and Agricultural 
 
Developments 
 

Kenya gained independence in 1963. During the next dec­
ade, economic growth measured almost 7 percent annually in 
real tenrul, spmred by rapid expansion in the qricultural and 
manuf&tturing sectors. Agricultural growth was stimulated 
by the shift toward smallholder cultivation of high-potential 
land, dte introduction of high-valued production activities, 
and the adoption of high-yielding com varieties. Growth in 
the manufacturing sector can be attributed to larger domestic 
demand as incomes grew, protectionist policies, and the en­
couragement of foreign inveslment 

Kenya experienced an economic downturn in the middle to 
tare 1970's that stemmed from both external and internal fac­
tors. The external factors included low int.ernati.onal coffee 
prices, high oil prices, and arecession in industrialized coon­
mes. The internal factors included inappropriate trade and ex­
change rate policies that deteliorated the tenus of trade, 
monopolistic government involvement in agricultural market­
ing that discouraged production, and a high population 
growth rate. 

In response to these difficulties, the Kenyan Government 
shifted its economic policy in the early 1980's toward stabili­
zation, with a focus on tighter fiscal and monetary manage­
ment, mlOl'e active exchange mte policy, and restrictions on 
imports. Real gross domestic product (GDP) growth in 1983 
measured 3.7 percent, supported by growth in the agricul­
tural sector. Agricultural output grew 4.5 pereent, stimulated 
by good weather and improved producer prices. In 1984, 
Kenya experienced a devastating drought that cut agricul­
tm'al output markedly and hurt the overall er..onomy. Real 
economic growth measured only 1percen.t. The agricultural 
sector recovered in 1985 with excellent harvests, and since 
then, growth in the sector has averaged 5 percent annually. 

Kenya's real economic growth averaged more than 5 percent 
between 1985 and 1989, one of the best perfonnances in Sub­
Saharan Africa. Factors contributing to this growth include 
donor assistance, favorable weather, increased tourist reve­
nues, and low oil prices. Economic growth could have been 
even greater, however, if the Government had implemented 
refonns of the agricultural marketing system more swiftly 
and had addressed the more difficult issues ofgovernment 
spending and the trade deficit 

The trade deficit, approximately $1 billion in 1990, has been 
fueled by soaring imports, which increased more than 10 pel'­

celli: per year between 1985 and 1990. Government imports 
were die source of the increase. Rising tourist revenues and 
dooor assistance (this last bringing in about $1 billion p« 
yea) protected the economy from the higher import bill for a 
few years. However, by 1989, the balance-of-payments pr0b­
lem was evident. The Government has been forced in recent 
years to draw down reserves to very low levels to cover the 
impMbill. 

Since 1989. this failure to come to terms with issu~ such as 
government spending and the trade deficit has led to a slow­
ing ofeconomic growth. Also, the inflow of donor assistance 
has slowed, and Kenya has been faced. with a more difficult 
external environment as coffee prices remain low and as oil 
pric.~ have risen. 

Population growth of4.1 percent, maintained through the 
1980's, is estimated to have slowed to 3.8 percent. Despite 
this achievement, population pressure remains a crucial prob­
lem for the provision ofan adequate food supply, education, 
employment, and health services. 

Policies In the 1980's 

In late 1987, the Government adopted a major stabilization 
and structural adjustment progmm with the following objec­
tives: (1) reducing the budget deficit, (2) controlling mone­
tary expansion and reducing inflation, (3) maintaining an 
appropriate exchange rate that incorporates changes in do­
mestic and int.ernati.onal inflation, (4) limiting foreign bor­
rowing, and (5) reducing the current account deficit and 
building up foreign exchange reserves. 

Macroeconomic and Trade 
Policy Developments 

Acomprehensive financial sector adjustment program was 
initiated in 1989. The program was intended to increase 
reliance on market mechanisms to allocate financial re­
sources and to implement monetary policy. The main tools 
used by the Central Bank for implementing monetary policy 
include setting cash and liquidity ratio requirements, credit 
ceilings, sales of treasury securities. and setting interest 
rates. The ratio requirements, however, have not been 
smclly enforced, and thus, many institutions are not meeting. 
them. Also, the quantitative ceilings imposed on the growth 
ofdomestic credit in December 1987 have been violated. 
On the other hand, the commiunent to maintaining positive 
real interest rates has been strong. Since 1988, interest rates 
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have become more market. detennined, and in 1991, they 
were deregulated. (5,10).1 

The overwhelming problem in Kenya, however, is that mone­
tary policy has been driven by flSC8l policy. The Central 
Bank has limited autonomy to set monetary policy and there­
fore accommodates the borrowing requirements of the cen­
tral GovemmenL Central government borrowing has had 
more influence on the money supply in recent years than 
have other monetary policies. Government spending reached 
almost 40 percent of GDP in 1991. The rapid increase in gov­
ernment expenditure has resulted in an inflation rate of 25 
percent The increase in government spending, by increasing 
demand for imports, has also conbibuted to the deterioration 
in the balance of trade (4). 

Also, monetary policies have focused on refonn of the pri­
vate sector with little emphasis on change in the parastatal 
secaor. Parastatal expenditures are high, reaching neMly 20 
percent ofGDP. As a result, the effect of the slowdown in pri­
vate sector. borrowing was eroded by the growth of Central 
Bank borrowing from the banking system. 

Kenya's trade policy is aimed at limiting importS in an effort 
to protect local industries and to conserve ?oreign exchange. 
Imports have been historica..; subject to Iii~ensmg require­
ments. Amove was made in 1988 toward i.mport liberaliza­
tion with the removal of quotas on raw materials 
intermediate inputs, and bulk imports, such as ri:~rtilizer. The 
Government plans to liberalize trade of most o~ the items 
that remain restricted in the early 1990's, including 
luxury goods and those which compete with domestic 
production. Many of the quantitative import restrictions 
have been replaced by tariffs that allow fInDS to anticipate 
~~t of importing. Also. in February 1989, the import 
l!censmg system was m~ed to expedite the granting of 
~lcet1SeS: As a result, the time :ootween applying for an 
Import license and the allocation of foreign exchange 
was shortened from more than 6 months to less than 1 
month (5). 

An export compensation scheme was introduced in 1975 to 
encourage nontraditional exports. Under this scheme, exports 
of manufactured goods with at least 30 peltent domestic 
~alue add~ are eli~ble for compensation for duties paid on 
Imported mputs. nus scheme has been continually strength­
ened through more timely and reliable payments. Export 
processing zones were established in 1991 as anolher means 
to stimulate nontraditional exports (5). 

To avoid overvaluation, to maintain comoetitiveness in do­
mestic and external markets, aud to improve the balance of 
payments, the Government maintains a flexible exchange 
rate that is adjusted continuously. 'The real effective ex­
change rate depreciated by 38 percent between 1982 and 
1990. The shilling depreciated against the U.S. dollar by 47 
percent (4). 

11tallctzed numbers In parentleees refer to literature cited In tie Ref· 
el8l'lC9S section at lie end of Ills chapter. 

Agricultural Policy Developments 

Agricul~ is the dominant sector of the Kenyan ecmaomy. 
accounting fer nearly 30 percent of GDP, contributing 65 per­
cent of export earnings, and employing 7S percent of the 
work force. Small-scale farmers account for three-quartets 
of agricultural pOOuction and over half of marketed output. 
~ is ~e greatest constraint to expanding agricultural pr0­
duction m Kenya. Less than 20 percent of the toralland am! 
of 57 million hectares is considered to have medium to high 
agricultural potential. Other than through land limitations ag­
ricultural growth bas been consti'Sined by (1) inadequate ba­
centives to producers, (2) limited input use. (3) insuft"lCient 
aVailability of fmancing. and (4) declining efficiency of pub­
lie expenditures (10). 

The Government implemented the first phase ofan agricul­
tural sector refonn program between 1986 and 1988. The 
goals of the program were to stimulate agriculbJral output 
and to contribute to fiscal stabilization. This program in­
~Iu~ incre&:~ling the supply ofkey inputs (especially fertil­
IZCI'), 1l!'provm~ the procedures for setting producer prices, 
reformmg certain slate entelprises, and improving extension 
services. ~er proposals. which have not yet been fully 
adopted, mclude expanding agricultural credit, removing re­
strictions on interregional movement ofcom, and reducing 
the role of the National Cereals and Produce Board (NCPB) 
to a buyer and seller of last resort (10). 

Producer Pricing Pollclfls 

The Government's.objective in fonnulating producer prices 
has been to provide incentives to fanners and to maintain 
some degree of price stability. 10 improve the efficiency of 
the pricing system, the Government has endorsed a system of 
annual price reviews for most agricultmm commodities. The 
Ministry of Agriculture begins the proct:dS ofreviewing 
pw~ in September, taking into account crop prospects, pro­
ducllon costs, and general market conditions. For com im­
port and export parity prices are calculated. and since Kenya 
is self-sufficient, the Government sets the producer price be­
tween the parity prices. For wheat and rice. the prices are 
based 011 the import parity price and production costs. 
World prices are derived from 5-year averages to prevent 
IJ8DSmission of world market fluctuations to the domestic 
market. Price levels are then discussed with othergovern­
ment agencies and announced before the crop is planted 
(2,6.8). 

The cun:ent cereal sectex' reform program. which has not 
been fully implemented, is aimed at restructuring the pricing 
system. The plan is to use the Government-set buying price 
as a floor price fm' farmers in surplus pOOuctioo years ({]I' 
areas) and its selling price as a ceiling price. The Govern­
ment will prevent large price fluctuations by maintaining 
and managing a strategic grain reserve, The restrVe will also 
provide food security in the event ofa major production 
shortfall (2). 

The Government does not set producer prices (ex' export 
crops such as coffee, tea, pineapple, sisal, or P}'I'Cthrum. 
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These prices are flexible and detennined by sales at export 
auctions. Therefore, international supply and demand condi­
tions playa principal role in determining these prices. 

Matlcetlng Policies 

Since 1982, the Government has tried to improve the effi­
ciency of the parastatal sector by encouraging private sector 
investment and by strengthening the performance of those 
parastatals that remain in the public sector. The policy frame­
work included modification of the role of marketing boards, 
fmancial and organizational resbUcturing, and improvements 
in the boards' management capability. 

The Government announced a long-awaited decision in late 
1987 to reform the NCPB. The objectives of the reform were 
to tum the NCPB into a buyer and seller of last resort and to 
liberalize trade and pricing at the producer and miller levels. 
This refonn was intended to end the NCPB's legal monopoly 
in com marketing, to allow private ttaders and cooperatives 
to increase their market share, to write off NCPB's debt, and 
to ensure organizational resttucturing of the NCPB (10). 

As a result of dle reforms, the NCPB's share of the primary 
market (purchases from fanners) fell from 30 percent ofpro­
duction in 1985/86 to 20 percent in 1989J90. NCPB's share 
in the secondary market (sales to millers) fell from 100 per­
cent to 73 percent over the same period. The June 1992 goal 
for the NCPB share of the primary market to decline to 15 
percent and the share of the secondary market to decline to 
60 percent has not been achieved (8, 10). 

Restrictions on interregional movement of com have been re­
duced. The amount of com that can be transported without a 
permit was raised from less than 1 ton to 4 tons in December 
1990. This ceiling was expected to be raised further, but as of 
early 1993, has not been changed (8). 

Input Policies 

Because of Kenya's land constraints, increases in agricultural 
output will depend on improved yields. In turn, improved 
yields will result from increased use of inputs. After growing 
rapidly throughout the 1960's, fertilizer use slowed in the 
1970's because of higher prices, low domestic producer 
prices, and a reduced fertilizer subsidy. Since 1985, fertilizer 
use has virtually stagnated. The oveniding reason for the low 
level of fertilizer use is that smallholder producers, who ac­
count for almost 80 percent of agricultural output, use very 
litde fertilizer or none at all because they lack a retail fertil­
izer network (1). 

Recent policy reforms have aimed at increasing the availabil­
ity and access to fertilizer (10). Beginning in 1986, the Gov­
ernment increased the number of fertilizer importers and 
disbibutors, allowed the large users to import directly, as­
sured minimum allocations to established importers, and in­
creased retail margins to encourage distribution to 
smallholders. During 1985-89, the number of major fertilizer 
disbibutors increased from 15 to 20. Small packages, 10-25 
kilograms, were introduced for use on small farms. 

Ferillizer price controls were eliminated in January 1990. 
This change represented a major shift from controlled prices 
that had been in effect since 1976. Contrary to the expected 
response, 00 increase has resulted in either fertilizer con­
sumption or prices after the decontrol. This reaction can be 
atbibuted to declining demand from the coffee sector and to 
a decision by the Kenyan Grain Growers Cooperative Union 
(KGGCU) to discount prices to reduce excess stock levels 
and increase its market share. (KGGCU has a 45-percent 
share of the market.) 

The decontrol of fertilizer prices has resulted in two notable 
developments, however. First, profit margins for all fertilizer 
disbibutors have been cuL Second, and most important for 
smallholders' access to fertilizer, interest in marketing fertil­
flZer on the retail level has been renewed. 

Consumer Policies 

Retail prices of food increased substantially during the 
1980's. For example, the average retail price of corn rose 
240 percent (9). Higher costs associated with increased con­
sumer food prices offset the gains associated with increased 
producer prices. 

The Government sets and adjusts maximum consumer prices 
for such staples as wheat flour, cornmeal, vegetable oil, 
milk, bread, sugar, and tea, with the aim of reducing or elimi­
nating subsidies. These prices have historically been main­
tained at levels affordable by the urban population (8). 

Estimation of Policy Intervention 
 
In Agriculture 
 

Producer and consumer subsidy equivalents (pSE's and 
CSE's) estimate the magnitude of the effects of measurable 
government policies in a given year and are used to evaluate 
the subsidies or taxes associated with government interven­
tion. A positive PSE (CSE) means that the Government is 
subsidizing producers (consumers). A negative PSE (CSE) 
means that the government is taxing producers (consumers). 
In this report, when considering producers, the commodities 
evaluated include wheat, corn, rice. sugar, coffee, and tea. 
Coffee, te?.. and com contribute 80 percent of the value of 
Kenya's agricultural production. On the consumer side, 
only wh:;..&t, com, and rice were evaluated. The PSE's and 
eSE's were calculated for the years 1982-89. The policies 
measured include pricing, the exchange rate, and fertilizer 
subsidies. Other areas ofgovernment intervention, such as 
transportation and credit, have been omitted because of lack 
ofdata. 

Results for Producers 

Although the pattern is not entirely clear, support for Kenyan 
producers seems to have grown on average during the study 
period (table 1). These producers were taxed in 1982-83 and 
again in 1988-89, but the level of taxation declined from an 
average of 26 percent to 8 percent of total revenue during 
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Table 1-Kenya: Summary of producer subsidy equivalents 

Item 	 Unit 1982 1983 

Policy transfers by
po11cy:

Fertilizer subsidy 1411. K Sh. 121 220 
Price subsidy M11. K Sh. -978 810 
Foreign exchange 1m. K Sh. -4.651 -3.014 

Policy transfers by
cOllllllodity:

Wheat 	 Mil. K Sh. -136 -36 
Corn 	 1411. K Sh. -2.585 -2.094 
Rice 	 1411. K Sh. -68 -2 
Sugar 	 1411. K Sh. -888 64 
Coffee 	 Mil. K Sh. -932 632 
Telt 	 Nfl. K Sh. -900 -548 

PSE 	 by commodity:
Wheat 	 Percent -34 -8 
Corn 	 Percent -103 -68 
Rice 	 Percent -IDS -2 
Sugar 	 Percent -154 8 
Cof'fee 	 Percent -39 14 . 
Tea 	 Percent -48 -21 

Total policy transfers 1411. K Sh. -5.507 -1.985 
Value to producers Mil. K Sh. 7.803 11.576 
Total commodity PSE Percent -71 -17 

K Sh. - Kenyan sh11l1ng.
PSE 	 - Producer subsidy equivalent. 

each period. The fanners received subs.idies for the 4-year pe­
riod 1984-81, which averaged 16 percent of total revenue. 

Rice and sugar producers received the most support in 
comparison with the value of their crops. However, these 
crops are too small to account for much of the total tnmsfers. 
Coffee producers received on avel3ge little support. The 
strongest suppon in terms of total transfers went to corn 
producers. 

Between 1982 and 1985, the Government's foreign exchange 
policy played the primary role in determining the level of 
producers' subsidies or taxes. In 1982-83, overvaluation of 
the shilling resulted in taxes to the producer. In 1984-85, the 
shining was undervalued, and thus, producers were subsi­
dized. From 1986 to 1989, the Government's pricing policy 
had. on average, the largest effect on producers' subsidies or 
taxes. As mentioned above, the Government has tried to set 
prices to provide incentives for increased production. 

Results by Commodity 

Wheat producers were subsidized from 1983 onward (table 
2). The subsidies exhibited an increasing trend, averaged 67 
percent of the producers' revenue, and peaked in 1989. The 
Government's pricing policy of fIXing the producer price 
above the world price was the most impoi1ant source of sub­
sidization. Producer prices were raised even when world 
prices fell in 1986 and 1981. 

After being taxed heavily in 1982-83, corn producers re­
ceived subsidies averaging nearly a quarter of their revenue 
between 1984 and 1989 (fig. 1). The subsidies were highest 

1984 1985 1986 1987 1988 1989 

144 196 245 286 544 464 
517 528· 2.806 3.857 -971 -796 

-1.145 737 -2.134 -3.177 -3.054 0 

69 204 309 464 169 482 
-311 634 1.952 1.144 -475 393 

33 57 52 25 -29 -31 
-43 552 570 431 458 -83 

-742 -667 -2.099 -925 -2.591 69 
511 680 132 -173 -1.013 -1.161 

27 31 43 66 20 46 
-10 13 35 22 -7 6 
36 57 48 24 -27 -25 
-4 54 47 28 27 -4 

-21 -IS -38 -20 -55 2 
8 14 3 -4 -3D -25 

-484 1.461 917 966 -3.481 -332 
13.829 	 16.250 17.963 15.990 17.073 19.201 

-3 9 5 6 -20 -2 

in 1986 and 1987 when world prices were very low. Between 
1985 and 1986, the world price fell2S percent. while the pr0­
ducer price increased 6 percent. 

Rice is a minor crop in Kenya, but the producers are highly 
supported. Rice producers received subsidies during 1983-81 
that averaged 68 percent of their revenue. Alrhough the abso­
lute value of these subsidies was low relative to the other 
crops evaluated, when measured against the low production 
levels for rice, such subsidies are significant The Govern­
ment's pricing policy was rhe principal contributor to die sub­
sidies, and thus, producer prices were maintained at levels 
exceeding those of world prices. 

Sugar producers received subsidies during 1983-88 that aver­
aged about a third of producers' revenue. Pricing policies 
drove the subsidies as producer prices were continually 
mised even while world prices remained low. This price dis­
parity was particularly evident in 1985, when world prices 
dropped to their lowest levels since the early 1970's, and 
Kenya's producer prices increased 8 percent. 

Coffee producers were alternately taxed and subsidized 
throughout the study period. The level of support or tax was 
quite small, however, relative to producer revenue. The larg­
est tax, which equaled nearly half of producer revenue, oc­
curred in 1988 aiM! derived from a large increase in the 
export price of Kenyan coffee and from an overvalued ex­
change rate. The largest subsidy equaled about a quarter of 
the value of the crop. This subsidy occurred in 1983 and 
came from an increase in producer prices, which was not 
matched by an increase in the world price. 
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Table 2-Kenye: Producer subsidy equivalents by commodity 

Itelll 	 Unit 1982 1993 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 	 1.000 tons 225 205 95 240 245 220 245 235
Producer price 	 K Sh./ton 1.786 2.220 2.690 2.710 2.930 3.177 3.400 4.444
Value to producers 	 Mil. K Sh. 402 455 256 650 718 699 833 1.044
Policy transfers to 
producers--

Fertilizer subsidy Mil. KSh. 10 18 12 16 20 23 44 38
Price subsidy Ml1. K Sh. 66 74 77 160 358 524 246 444
Foreign exchange Mil. KSh. -212 -127 -20 28 -69 -83 -121 0

Total policy transfers 	 Mil. KSh. -136 -36 69 204 309 464 169 482
PSE (per unit value) 	 Percent -34 -8 27 31 43 66 20 46PSE (per unit quantity) 	 K Sh./ton -603 -173 722 850 1.260 2.107 691 2.051

USS/ton -55 -13 50 52 78 128 39 100 

Corn: 
Level of production 	 1.000 tons 2.340 2.000 1.700 2.650 2.825 2.450 2.860 2.836Producer price 	 K Sh./ton 1.077 1.539 1.750 1.870 1.980 2.090 2.250 2.450Value to producers 	 Ml1. KSh. 2.520 3.078 2.975 4.956 5.594 5.121 6.435 6.948
Policy transfers to 
producers--

Fertilizer subsidy Mil. KSh. 25 46 30 41 51 60 114 98
Price subsidy M11. K Sh. -665 -871 -17 324 2.534 2.168 621 296
Foreign exchange Mil. K Sh. -1.945 -1.269 -324 269 -633 -1.084 -1.211 0

Total policy transfers 	 M11. KSh. -2.585 -2.094 -311 634 1.952 1.144 -475 393
PSE (per unit value) 	 Percent -103 -68 -10 13 35 22 -7 6PSE (per unit quantity) 	 K Sh./ton -1.104 -1.047 -183 239 	 467 -166691 	 139USS/ton -101 -79 -13 15 43 28 -9 7 

Rice: 
Level of production 	 1.000 tons 38 36 34 36 	 38 	 3635 	 40
Producer price 	 K Sh./ton 1.700 2.700 2.700 2.800 2.900 3.000 3.000 3.100Value to producers 	 M11. KSh. 65 97 92 101 110 105 108 124Policy transfers to 
producers--

Fertilizer subsidy Mil. K Sh. 3 5 3 4 5 6 12 10Price subsidy Mil. K Sh. -11 29 40 48 63 49 -11 -41Foreign exchange Mil. KSh. -59 -36 -10 5 -16 -30 -30 0Total policy transfers 	 M11.KSh. -68 -2 33 57 	 25 -2952 	 -31
PSE (per unit value) 	 Percent -105 -2 36 57 	 24 -2748 	 -25PSE (per unit quantity) K Sh./ton -1. 787 -64 970 1.596 1.380 714 -802 -781

USS/ton -164 -5 67 97 85 43 -45 -38 
Sugar:

Level of product10n 	 1.000 tons 308 326 372 346 366 413 412 441
Producer price 	 K Sh./ton 1.870 2.497 2.750 2.970 3.300 3.751 4,048 4.400Value to producers 	 M11. K Sh. 576 814 1.023 1.028 1.208 1.549 1.668 1.940Policy transfers to 
producers--

Fertilizer subsidy Mil. K Sh. 21 39 25 34 43 50 96 82Price subsidy Mil. KSh. -417 199 19 491 615 621 552 -165
Foreign exchange Mil. KSh. -492 -174 -87 27 -88 -241 -190 0Total policy transfers 	 Mil. KSh. -888 64 -43 552 570 431 458 -83PSE (per unit value) 	 Percent -154 8 -4 54 47 28 27 -4PSE (per unit quantity) 	 K Sh./ton -2.882 195 -115 1.596 1.559 1.044 1.113 -189

USS/ton -264 15 -8 97 96 63 63 -9 

Coffee: 
Level of production 	 1.000 tons 86 130 90 115 109 126 105 104Producer price 	 K Sh./ton 27.800 34.880 38.440 39.720 50.200 36.620 44.650 43.620
Value to producers 	 Mil. 2.377 3.460 4.564 	 4.621K Sh. 4.517 	 5.487 4.688 4.550Policy transfers to 
producers--

Fertilizer subsidy Mil. K Sh. 39 70 46 63 78 91 174 149Price subsidy Mil. K Sh. 90 1.340 -483 -954 -1,358 -12 -1.824 -80
Foreign exchange Mil. K Sh. -1.061 -778 -306 225 -819 -1.004 -941 0

Total policy transfers 	 M11. K Sh. -932 632 -742 -667 -2.099 -925 -2.591 69PSE (per unit value) 	 Percent -39 14 -21 -15 -38 -20 -55 2
PSE (per unit quantity) 	 K Sh./ton -10.903 4.878 -8.248 -5.801 -19.203 -7.330 -24.675 658

USS/ton -1.000 367 -573 -354 -1.185 -444 -1.394 32 

See footnotes at end of table. Cont1nued-­
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Table 2-Kenya: Producer subsidy equivalents by commodlty-COntlnued 

Item 	 Un1t 1982 1983 1984 1985 1986 1987 1988 1989 

Tea: 
Level of production 1.000 tons 96 120 116 147 143 156 164 181 
Producer price K Sh./ton 19.410 21.840 51.8~0 33.660 33.820 25.000 20.370 25.440 
Value to producers M11. K Sh. 1.863 2.614 6.02~ 4.951 4.846 3.895 3.341 4.594 
Po11cy transfers to 
producers--

Fertilizer subs1dy M11. K Sh. 23 42 28 38 47 55 104 89 
Pr1ce subs1dy Ml1. K Sh. -40 40 882 459 593 507 -555 -1.250 
Fore1gn exchange Mil. K Sh. -883 -631 -398 183 -509 -734 -563 0 

Total policy transfers M11. KSh. -900 -548 511 680 132 -173 -1.013 -1.161 
PSE (per un1t value) Percent -48 -21 8 14 3 -4 -30 -25 
PSE (per un1t quant1ty) K Sh./ton -9.370 -4.581 4.398 4.622 920 -1.108 -6.177 -6.429 

USS/ton -860 -344 305 282 57 -67 -349 -312 

KSh. - Kenyan shil11ng.
PSE - Producer subs1dy equ1valent.
USS - U.S. dollar. 

'lea producers were taxed in 1982-83 and 1988-89 and subsi­ Results by Policy 
dized in the intervening years. The subsidies averaged 16 per­

As mentioned above, the Government began 10 reduce fertiliztzcent of producers' revenue and mostly re~"'ted from the 
subsidies in the 1970's. Therefore, in the 1980's, such subsidiesproducer price exceeding the export price of Kenyan tea. The were so small that their effect on producers was negligible.taxes averaged 22 percent of the producers' revenue and 

were driven by both the foreign exchange policies and price 
Kenya's pricing policy was an important source ofsubsidiesdifferentials (domestic and world). In the early period, the 
for the producers between 1983 and 1987. At this time,overvalued shilling resulted in a tax to producers. 
world prices for many crops were stagnating or declining. 
However, in an effort 10 encourage production, the Govern­
ment continued to raise producer prices. 

FlQ\Ir., Because Kenya has not followed the policy of highly over­
Kenya: Com producer subsidy equivalent valuing its currency as have many other African countries, 

the foreign exchange ,olicy has not had an overwhelming ef­
Percent feet on Kenyan producers. As expected, when the shilling 

was overvalued, the result was a tax to producers, and whenoo~----------------------------~ 
the shilling was undervalued, the opposite was ttue. 

40 Results for Consumers 

The trend in consumer subsidies has moved in accordance
20 with recent government policy (table 3). In 1982-83, subsi­

dies averaged 56 percent of the cost of the crops. In 1988-89. 
o 	 subsidies averaged 16 percent of the cost of the crops. 

Com consumers received the largest subsidies, and these 
-20 	 outweighed the taxes imposed on wheat and rice consum­

ers throughout the period of this study. Com is the staple of 
the Kenyan diet, contributing almosl50 percent of total ca­-40 
loric intake. For most years, the Government's pricing pol­
icy had a larger influence in determining subsidies Of taxes 
than the foreign exchange policy. In addition, the domestic 
consumer price was lower than the world price, which re­

-80 	 sulted in subsidies (fig. 2). 

Results by Commodity-100 L-_____________--' 

1982 83 84 85 86 87 88 89 Support fm' wlm consumption appears 10 be declining,~.nce 
consumers who were heavily subsidized between 1982and 

Price Foreign Total 1984 were taxed fiom 1985 to 1989 (except fm' 1988) (table 4).
exchange The subsidies in the early period avemged nearly 30 peIteIlt of 

the cost of the crop. The taxes averaged less than 10percent. 
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Table 3-Kenya: SUmmary of consumer GUbaldy equivalents 

I tell 

Po11cy transfers by
po11cy:

Pr1ce subsidy
Fore1gn exchange subsidy 

Policy transfers by
cOlllmod1ty:

Wheat 
Corn 
Rice 

CSE by coltltodity:
Wheat 
Corn 
Rice 

Total po11cy transfers 
Cost to consulters 
Total comMod1ty CSE 

KSh. - Kenyan shilling. 

Unit 

M11. K Sh. 
M11. K SII. 

M11. K Sh. 
M11. K Sh. 
M11. K Sh. 

Percent 
Percent 
Percent 

M11. K Sh. 
Mil. K Sh. 
Percent 

1982 

933 
1.926 

375 
2.439 

45 

47 
75 
29 

2.859 
4.223 

68 

CSE - Consumer subs1dy equ1valent. 

Corn consumption was subsidized throughout the period 
studied with the exception of 1986 and 1987, when small 
taxes were imposed. The subsidies averaged 35 percent of 
the consumer price. The force behind these subsidies was 
mostly the Government's pricing policy. On ave.mge, the 
consumer price was 16 percent less than the border price. 

FIgura 2 

Kenya: Com consumer subsidy equivalent 

Percent 

oo~----------------------------~ 

60 

40 

20 

o 

-2O~----------------------------~1982 83 84 85 86 87 88 89 

1983 

2.504 
1.510 

494 
3.479 

42 

49 
88 
20 

4.014 
5.144 

78 

1984 1985 1986 1987 1988 1989 

1.814 909 -456 -1.301 1.149 1.342 
455 -214 576 1.116 1.208 0 

344 42 -111 -434 280 -110 
1.983 733 325 328 2.196 1.581 

-57 -80 -95 -78 -119 -128 

26 4 -8 -27 17 -5 
41:) 16 6 5 29 18 

-20 -35 -33 -21 -23 -24 

2.270 695 119 -185 2.357 1.342 
5.743 5.905 7.236 8.615 9.729 11.403 

40 12 2 -2 24 12 

Com subsidies have declined over the years, in accordance 
with government policy to reduce subsidies. In 1982-83, 
these subsidies averaged 65 percent ofconsumer prices, 
while in 1988-89, they fell to 21 percenL 

Rice consumption has been taxed since 1984. The taxes, 
which averaged 31 percent of the consumer price, resulted 
from the Government's pricing policy. In the mid-1980's, the 
Government raised consumer prices while world prices were 
stagnating. Between 1984 and 1987, Kenya's consumer rice 
price increased 8 percent per year, while world rice prices in­
creased less than 3 percent per year. 

Results by Policy 

The results of these evaluations indicate that the Government 
was committed to reducing consumer subsidies as consumer 
prices were raised, even while world prices were falling. Be­
tween 1983 and 1985, the subsidies were reduced, and in 
1986-87, consumers were even taxed. The subsidies reap­
peared in 1988-89 but not because the Government lowered 
consumer prices. In f8C~ such prices were raised. However, 
world prices at this time were soaring. 

Because the Kenyan shilling has not been highly underval­
ued or overvalued dlUing the study period, the foreign ex­
change policy has had a limited effect on Kenyan CO'lISumers. 
During the years when the shilling was overvalued, the for­
eign exchange wedge was positive, indicating a subsidy to 
consumers. On the other hand, when the shilling was under­
valued, the foreign exchange wedge was negatiw. 

Conclusions 

Price Foreign Total Kenyan producers benefitted on average from the shift in 
exchange government policies through the 1980's, with the exception 

of 1988-89. In the early 1980's, the overvaluation of the shil­
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Table 4-Kenya: Consumer aubs!dy equivalents by commodity 

IteM Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of consuMption
Wholesale price
Cost to conSUMers 

1.000 tons 
K Sh./ton 
14il. K Sh. 

335 
2.385 

799 

391 
2.550 

997 

443 
2.930 
1.298 

344 
3.430 
1.180. 

380 
3.800 
1.444 

388 
4.200 
1.630 

384 
4.200 
1.613 

392 
5.500 
2.156 

Policy transfers to 
conSUMers--

Price subsidy 
Foreign exchange

Total policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

H11. K Sh. 
M11. K Sh. 
M11. K Sh. 
Percent 
Ii( Sh./ton
USS/ton 

60 
315 
375 
47 

1.119 
103 

251 
242 
494 

49 
1.262 

95 

251 
92 

344 
26 

776 
54 

82 
-40 
42 
4 

122 
7 

-217 
107 

-111 
-8 

-291 
-18 

-581 
147 

-434 
-27 

-1.119 
-66 

91 
189 
280 
17 

729 
41 

-110 
0 

-110 
-5 

-280 
-14 

Corn: 
Level of consu.ption 
Wholesele price
Cost to conSUMers 
Policy transfers to 
conSUMers-­

1,000 tons 
K Sh./ton
1411. K Sh. 

1.869 
1.749 
3,269 

1.931 
2.039 
3.937 

1.833 
2.269 
4.159 

1.664 
2.702 
4.496 

2.016 
2.730 
5.504 

2.093 
3.163 
6.620 

2.301 
3.302 
7.598 

2.389 
3.644 
8.706 

Price subsidy 
Foreign exchange

Total policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

M11. K Sh. 
M11. K Sh. 
Mil. K Sh. 
Percent 
K Sh./ton 
USS/ton 

886 
1.553 
2.439 

75 
1.305 

120 

2.254 
1.225 
3.479 

88 
1.802 

135 

1.633 
349 

1.983 
48 

1.082 
75 

902 
-169 
733 
16 

440 
27 

-127 
452 
325 

6 
161 

10 

-598 
926 
3?S 

5 
157 

9 

1,221
975 

2.196 
29 

954 
54 

1.581 
0 

1.581 
18 

662 
32 

Rice: 
Level of consumption
Wholesale price
Cost to consumers 

1.000 tons 
K Sh./ton
M11. K Sh. 

37 
4.200 

155 

43 
4.875 

210 

48 
5.950 

286 

34 
6.725 

229 

40 
7.200 

288 

50 
7.300 

365 

54 
9.600 

518 

55 
9.850 

542 
Policy transfers to 
consuillers--

Price subsidy 
Foreign exchange

TotBl policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

Mil. K Sh. 
Ml1. K Sh. 
Ml1. K Sh. 
Percent 
K Sh./ton
USS/ton 

-13 
57 
45 
29 

1.213 
111 

-1 
43 
42 
20 

969 
13 

-70 
14 

-57 
-20 

-1.180 
-82 

-75 
-5 

-80 
-35 

-2.346 
-143 

-112 
17 

-95 
-33 

-2.375 
-141 

-121 
43 

-78 
-21 

-1.562 
-95 

-163 
44 

-119 
-23 

-2.198 
-124 

-128 
0 

-128 
-24 

-2.335 
-113 

KSh. - Kenyan shilling.
CSE - Consumer subsidy equivalent. 
US$ - U.S. dollar. 

ling, coupled with low producer prices relative to world Kenya's commitment to reform has recently come under 
prices, resulted in a tax to producers. As the shilling was de­ question by international fmancial institutions and donors, as 
valued and producer prices rose above world prices between the Government has promised further reform but implementa­
1984 and 1987, producers were subsidized. In 1988-89, pr0- tion has been delayed. Government expenditures have been 
ducers were taxed again, although not to the extent experi­ excessive. reaching almlDSt40 percent ofGDP in 1991. The 
enced in the earlier period. This taxing took place when the budget deficit of6 percent ofGDP far exceeds dle Interna­
shilling became overvalued again and world prices recov­ tional Monetary Fund target of2.5 pen:enL The policy of a 
ered, in some cases exceeding producer prices. much decreased role of the marketing boards in agriculture 

has not been fully realized. Full liberalization ofcaeal mar­
Kenyan consumers were worse off as a result of the imple­ keting, which was to take place in December 1991, has been 
mentation of new policies. The combination ofdevaluing the poslpOned. 
shilling and raising consumer prices relative to world prices 
worked to reduce the consumer subsidies. In 1986-87, con­ As a result of these delays or failures to meet goals, donor 
sumers even incurred a small tax. dissatisfaction has grown, and financial assistance has fallen. 

These organizations want to send a message to the Govern­
The overall results which have emetged from evaluating pr0- ment calling for an acceleration of the pace of refonn. Wbile 
ducer and consumer subsidy equivalents concur with the the Kenyan economy will suffer if the necessary reforms are 
goals of the Government's policy reform efforts. These goals not shortly put in place, the current trend is unlikely to 
aim to provide producers with appropriate incentives for ex­ change within the next year. Upcoming elections, which 
panding production and to reduce the subsidies provided to must take place by mid-I993, preclude any possibility ofan 
the consumers. austerity program. 
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Appendix: Methodology 

PSE's were calculated for six crops in Kenya. Three were 
food crops (wh~t, corn, and sugar) and three were cash 
crops (sugar, coffee, and tea). eSE's were calculated for the 
food crops only. The policies evaluated to measure the level 
ofgovernment intervention included pricing, foreign ex­
change, and fertilizer. 

Pricing Policy 

For PSE's, the transfers stemming from pricing policies were 
derived by comparing the domestic producer prioos (Plus 
marketing costs) with the reference prices (Plus uansporta­
tion costs). The reference prices for wheat and cam weze the 
U.S. prices. The price for rice was the Thai 2nd grade, while 
that for sugar was the Caribbean price. For coffee and tea, 
Kenya's export unit values were used because of the differ­
ences in quality between Kenyan coffee and other coffee 
traded on the international markeL 

For eSE's, domestic wholesale prices were compar.:d with 
reference prices. Marketing costs were added to the reference 
prices. 

The estimated marketing costs for com Wele 40 percent of 
the producer price. For the other commodities, these cases 
Wele estimated at 30 percent of the respective producer 
prices (2). 

Exchange Rate Policy 

An equilibrium exchange rate was calculated by multiplying 
the index of the real effective exchange rate and the 1989 of­
ficial exchange rate (3). After several years ofdevaluation 
the shilling was assumed to be at an equilibrium lew'\l in ' 
1989. ~ervaluation or undervaluation is defined & le per­
centage difference between the official and equilibrilL ex­
change rates. This difference is multiplied by the volu..1e of 
prod~ction (or consumption) and by the product price to de­
termme exchange rate transfers. 

Fertilizer Policy 

The fertilizer subsidy was derived from the difference be­
tween the reference price and the domestic price for diam­
monium phosphate (DAP), which was then multiplied by the 
share of fertilizer applied to each crop (1, 7). DAP has be­
come the preferred fertilizer for Kenyan producers. 

31 



Appendix table 1-Wheat: Celculatlon of Kenya's producer and consumer subsidy equivalents 

Itllll Unit 1982 1983 1984 19115 1986 1987 1988 1989 

A. Are. harvested 1.000 hi. 119 120 105 118 139 158 151 154 
B. Production 1.000 tons 225 205 95 240 245 220 245 235 
C. Producer price
D. Producer vilue (B*C)/1.0GO 

K Sh ./ton
M11. K Sh. 

1.786 
402 

2.220 
455 

2.690 
256 

2.710 
650 

2.930 
718 

3.1'17 
699 

3.400 
833 

4.444 
1.044 

E. Pol1 cy tr&lnsfers to producers:
1. Price policy-­

a. Producer price including Marketing costs 
b. Border price. U.S. gulf port

plus transportatf on 
c. Border price. U.S. gulf port

plus transportllt1on 
d. Price support (la-lc)*B/1.000 

K Sh ./ton 

USS/ton 

K Sh./ton 
M11. K Sh. 

2.322 

186 

2.028 
66 

2.886 

190 

2.527 
74 

3.497 

187 

Z.690 
77 

3.523 

174 

2.855 
160 

3.809 

145 

2.349 
358 

4.130 

106 

1.749 
524 

4.420 

193 

3.416 
246 

5.777 

189 

3.887 
444 

2. Fore1 gn exchange pol1 cy-­
a. Officill exchange rate 
b. Equ111 briU11 exch ange rate 
c. Border price. equ11ibriuIII exchange rite 
d. Foreign exchange subsidy (lc-2c)*B/1.000 

K Sh./USS
K Sh./USS
K Sh ./ton 
M11. K Sh. 

11 
16 

2.968 
-212 

13 
17 

3.146 
-127 

14 
16 

2.899 
-20 

16 
16 

2.739 
28 

16 
18 

2.630 
-69 

17 
20 

2.128 
-83 

18 
20 

3.909 
-121 

21 
21 

3.887 
0 

3. Fertilizer transfers--
I. DAP price
b. Kenya fertl1izer pr1 ce. 
c. Fertilizer distribution 

DAP 
K Sh./ton 
K Sh ./ton
1.000 tons 

4.703 
3.800 

143 

4.978 
3.800 

199 

4.779 
3.900 

175 

4.767 
4.000 

272 

4.770 
3.620 

227 

5.481 
4.200 

238 

6.036 
4.000 

285 

5.8'aO 
3.600 

222 
d. Fertilizer PSE «31-3b)*3c/1.000)*0.076

(7.6 percent of total use) 
M11. K Sh. 10 18 12 16 20 23 44 38 

F. Tot.l transfers to producers: 
1. Total (ld+2d+3d)
2. Producer subsidy equivalents (FI/D)*100 

H11. K Sh. 
Percent 

-136 
-34 

-36 
-8 

69 
27 

204 
31 

309 
43 

464 
66 

169 
20 

482 
46 

G. Conl!!llllptfon
H. Whohul e price
I. Consumer cost (&*H)/l.000 

1.000 tons 
K Sh ./ton 
H11. K Sh. 

335 
2.385 

799 

391 
2.550 

997 

443 
2.930 
1.298 

344 
3.430 
1.180 

380 
3.800 
1,444 

388 
4.200 
1.630 

384 
4.200 
1.613 

392 
5.500 
2.156 

J. Po11 cy transfers to consumers: 
1. Price po11~y--

•• Border price. U.S. gulf PQrt plus
handling

b. Wholsale price 
c. Price support (la-lb)*G/l.000 

Ie Sh ./ton 
Ie Sh./ton
M11. K Sh. 

2.564 
2.385 

60 

3.193 
2.0550 

251 

3.497 
2.930 

251 

3.668 
3.430 

82 

3.228 
3.800 
-217 

2.702 
4.200 
-581 

4.436 
4.200 

91 

5.220 
5.500 
-110 

2. Foreign exchange policy--
I. Off1 cill exchange ra te 
b. Equilibr1uIII exchlnge rite 
c. Border price. equ1libriulII exchange rate 
d. Foreign exchange subsidy (2c-1a)*G/1.000 

Ie Sh ./US$ 
Ie Sh ./USS 
Ie Sh ./ton
Mil. Ie Sh. 

11 
16 

3.504 
315 

13 
17 

3.812 
242 

14 
16 

3.706 
92 

16 
16 

3.552 
-40 

16 
18 

3.509 
107 

17 
20 

3.081 
147 

18 
20 

4.929 
189 

21 
21 

5.220 
0 

k. Total transfers to consumers: 
1. Total (lc+2d)
2. Consumer subsidy equivalents (k1/1)*100 

Mil. k Sh. 
Percent 

375 
47 

494 
49 

344 
26 

42 
4 

-111 
-8 

-434 
-27 

280 
17 

-110 
-5 

ha. - Hectare. 
k Sh. - Kenyan shilling.
USS - U.S. dollar. 
DAP - D11mmon1uM phosphite.
PSE - Producer subsidy equivalent. 
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Appendix table 2-COrn: calculation of Kenya's producer and consumer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production 
c. Producer pri ce 
D. Producer value (8*C)/1.000 

1.000 ha. 
1.000 tons 
K Sh ./ton
Mil. K Sh. 

1.720 
2.340 
1.077 
2.520 

1.520 
2.000 
1.539 
3.078 

1.600 
1.700 
1.750 
2.975 

1.790 
2.650 
1.870 
4.956 

1.795 
2.825 
1.980 
5.594 

1.600 
2.450 
2.090 
5.121 

1.800 
2.860 
2.250 
6.435 

1.815 
2.836 
2.450 
6.948 

E. Pol1 cy transfers to producers:
1. Price policy-­

a. Producer price including marketing costs 
b. Border price. U.S. f.o.b. 

plus transportati on 
c. Border price. U,S. f.o.b. 

plus transportation 
d. Price support (la-lc)*B/1.000 

K Sh./ton 

USS/ton 

K Sh ./ton
M11. K Sh. 

1.508 

164 

1.792 
-665 

2.155 

195 

2.590 
-871 

2.450 

171 

2.460 
-17 

2.618 

152 

2.496 
324 

2.772 

116 

1.875 
2.534 

2.926 

124 

2.041 
2.168 

3.150 

166 

2.933 
62l 

3.430 

161 

3.326 
296 

2. Foreign exchange policy-­
a. Official exchange rate 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchange rate 
d. Foreign exchange subsidy (lc-2c)*B/1.000 

K Sh ./US$
K Sh./USS
K Sh ./ton
Mil. k Sh. 

11 
16 

2.623 
-1.945 

13 
17 

3.225 
-1.269 

14 
16 

2.651 
-324 

16 
16 

2.394 
269 

16 
18 

2.099 
-633 

17 
20 

2.484 
-1.084 

18 
20 

3.356 
-1.211 

21 
21 

3.326 
0 

~. Fertilizer transfers-­
a. DAP 
b. Kenya ferti11zer price. DAP 
c. Fertilizer d1stribution 
d. Fert1lizer PSE «3a-3b)*3c/1.000)*0.197

(19.7 percent of total use) 

K Sh ./ton
K Sh ./ton
1.000 tons 
M11. K Sh. 

4.703 
3.800 

143 
25 

4.978 
3.800 

199 
46 

4.779 
3.900 

175 
30 

4.767 
4.000 

272 
41 

4.770 
3.620 

227 
51 

5.481 
4.200 

238 
60 

6.036 
4.000 

285 
114 

5.830 
3.600 

222 
98 

F. Total transfers to producers: 
1. Total (ld+2d+3d)
2. Producer subsidy equivalents (F1/D)*100 

M11. K Sh. 
Percent 

-2.585 
-103 

-2.094 
-68 

-311 
-10 

634 
13 

1.952 
35 

1.144 
22 

-475 
-7 

393 
6 

G. Consumption
H. Whol esal e price 
1. Consumer cost (G*H)/1.000 

1.000 tons 
K Sh ./ton
M11. K Sh. 

1.869 
1.749 
3.269 

1.931 
2.039 
3.937 

1.833 
2.269 
4.159 

1.664 
2.702 
4.496 

2.016 
2.730 
5.504 

2.093 
3.163 
6.620 

2.301 
3.302 
7.598 

2.389 
3.644 
8.706 

J. Poli cy transfers to consumers: 
1. Pri ce policy-­

a. Border price. U.S. gulf port plus 
handling

b. Wholsale price 
c. Price support (la-1b'*G/1.000 

K Sh ./ton
K Sh ./ton
Mil. K Sh. 

2.223 
1.749 

886 

3.206 
2.039 
2.254 

3.160 
2.269 
1.633 

3.244 
2.702 

S02 

2.667 
2.730 
-127 

2.877 
3.163 
-598 

3.833 
3.302 
1.221 

4.306 
3.644 
1.581 

2. Foreign exchange policy--
II. Offi cill exchange ra te 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchange rate 
d. Foreign exchange subsidy (2c-1a)*G/1.000 

K SIl./US$
K Sh ./US$
K Sh./ton 
1411. K Sh. 

11 
16 

3.054 
' .. 553 

13 
17 

3.841 
1.225 

14 
16 

3.351 
349 

16 
16 

3.142 
-169 

16 
HI 

2.891 
452 

17 
20 

3.320 
926 

18 
20 

4.256 
975 

21 
21 

4.306 
0 

K. Total transfers to consumers: 
1. Total (lc+2d)
2. Consumar subsidy equivalents (1<1/1)*100 

1411. KSh. 
Percent 

2.439 
75 

3.479 
88 

1.983 
48 

733 
16 

325 
6 

328 
5 

2.196 
29 

1.581 
18 

ha. - Hectare. 
KSh. - Kenyan shilling.
f.o.b. - Free on board. 
US$ - U.S. dollar. 
DAP - Diammonium phosphate.
PSE - Producer subsidy equivalent. 
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Appendix table 3-RIce: Calculation of Kenya"s producer and consumer subsidy equivalents 

Ite. Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Productf on. plddy
C. Producer price. paddy
D. Producer value (B·C)/1.0oo 

1.000 hi. 
1.000 tons 
K Sh ./ton
Mil. K Sh. 

8 
38 

1.700 
65 

9 
36 

2.700 
97 

9 
34 

2.700 
92 

9 
36 

2.600 
101 

9 
38 

2.900 
110 

10 
35 

3.000 
105 

11 
36 

3.000 
108 

12 
40 

3.100 
124 

E. Pol1 cy trlnsfers to producers:
1. Price policy·-

I. Proclucer price. 11111 ad i nclulli ng
Blrket1ng costs 

b. Border price. Thli 2nd grade
plus trlnsportation 

c. Border price. Thli 2nd grlde
plus transportation 

d. Price support (11-1c).B/1.000 

K Sh./ton 

USS/ton 

K Sh./ton 
M11. K Sh. 

3.047 

307 

3.349 
-11 

4.840 

304 

4.044 
29 

4.840 

255 

3.676 
40 

5.019 

225 

3.689 
48 

5.198 

218 

3.533 
63 

5.378 

241 

3.977 
49 

5.378 

321 

5.E82 
-11 

5.557 

320 

6.585 
-41 

2. Foreign exchange policY--
I. Official exchange rIte 
b. £qu111br1ua exchange rate 
c. Border price. equ11ibriull exchange rate 
d. Foreign exchange subsf~ (lc-2c).B/1.000 

It Sh./USS
K Sh./US$
K Sh./ton 
Mil. K Sh. 

11 
16 

14.903 
-59 

13 
17 

5.034 
-36 

14 
16 

3.960 
-10 

16 
16 

3.539 
5 

16 
18 

3,955 
-16 

17 
20 

4.838 
-30 

18 
20 

6.502 
-30 

21 
21 

6.585 
0 

3. Fertilizer transfers-­
iI. DAP 
b. I(enya fertilizer prfce. DAP 
c. Fertilizer distribution 
d. Fertilizer PSE «3a-3b).3c/1.000).0.02

(2 percent of total use) 

Ie Sh ./ton
I( Sh./ton
1.000 tons 
M11. K Sh. 

4.703 
3.800 

143 
3 

4;tl?!1 
3.800 

199 
5 

4.779 
3.900 

175 
3 

4.767 
4.000 

272 
4 

4.770 
3.620 

227 
5 

5.481 
4.200 

238 
6 

6.036 
4.000 

285 
12 

5.830 
3.600 

222 
10 

F. Totl' transfers to producers: 
1. Tot.l (ld+2d+3d) 
2. Producer ~ubs1dy equivalents (F1/D)*100 

G. ConsUlllptfon
H. IIhol esal e price 
I. Consumer cost (G*H)/1.oo0 

J. Pol1 C.)' transfers to consumers: 
1. Price policy--

I. Border pr1 ce. Thaf 2nd grade
plus handling 

b. IIhol esal e pr1ce 
c. Prfce support (la-lb).G/1.000 

2. Foreign exchange policy-­
a. Official exchange rate 
b. Equ111briua exchange rate 
c. Border price. equilibrium exchange rate 
d. Foreign exchange subs1~ (2c-1a)*G/l.000 

M11. I( Sh. 
Percent 

1.000 tons 
K Sh ./ton
Ml1. K Sh. 

I( Sh./ton
K Sh./ton 
M11. K Sh. 

I( Sh ./USS 
Ie Sh./US$
I( Sh./ton
Mf1. I( Sh. 

-68 
-105 

37 
4.200 

155 

S.S59 
4.200 

..13 

n 
16 

5.413 
57 

-2 
-2 

43 
4.875 

210 

4.854 
4.875 

-I 

13 
17 

5.844 
43 

33 
36 

48 
5.950 

286 

4.486 
5.950 

-70 

14 
16 

4.770 
14 

57 
57 

34 
6.125 

229 

4.529 
6.125 

-75 

16 
16 

4.379 
-5 

52 
48 

4tl 
7.200 

288 

4.403 
7.200 
-112 

16 
18 

4.825 
17 

25 
24 

50 
7.300 

365 

4.877 
7.300 
-121 

17 
20 

5.738 
43 

-29 
-27 

54 
!I. 600 

518 

6.582 
9.600 
-163 

18 
20 

7.402 
44 

-31 
-25 

55 
9.850 

542 

7.515 
9.850 
-128 

21 
21 

7.515 
0 

K. Total transfers to consumers: 
1. Total (lc+2d) 
2. ConsuMer subsidy eqUivalents (1(11 1)·100 

hi. - Hectare. 
K Sh. - Kenyan shilling.
US. - U.S. dollar. 
DAP - 01lBMoniu. phosphite.
PSE - Producer subsidy equivalent. 

M11. K Sh. 
Percent 

45 
29 

42 
20 

-57 
-20 

-80 
-35 

-95 
-33 

-78 
-21 

-119 
-23 

-128 
-24 
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Appendix table 4-Sugar: calculation of Kenya". producer and co~.lW'ner subsidy equlvalea:-ta 

Itelll Un1t 1982 1983 1~4 1985 1986 1987 1988 1989 

A. Arel harvested 
O. Product1 on. rlw 
C. Producer pr1 c•• rlw 
D. Producer vilue (O*C)/l.Ooo 

1.000 hi. 
1.000 tons 
K Sh./ton 
Mil. K SIl. 

30 
308 

1.870 
576 

31 
326 

2.497 
914 

:J5 
372 

2.750 
1.023 

40 
346 

2.970 
1.028 

52 
366 

3.300 
1.208 

52 
413 

3.751 
1.549 

50 
412 

4.048 
1.668 

43 
441 

4.400 
1.940 

E. Po';1cy transfers to prod~cers: 
1. Pr1ce po11cy--

I. Producer prfce fncluding 
lIarketfng costs 

b. Border price. Clribbean 
plus transportatfon 

c. 80rder prfce. Caribbean 
plus tnnsportat1on 

d. Pri:e support (11-1c)*B/1.000 

!{ Sh./ton 

USS/ton 

K Sh./ton 
Mil. K She 

2.091 

316 

3.444 
-417 

2.792 

164 

2.181 
199 

3.075 

210 

3.024 
19 

3.321 

116 

1.902 
491 

3.690 

124 

2.009 
615 

4.194 

163 

2.690 
621 

4.526 

180 

3.186 
552 

4.920 

257 

5.294 
-165 

2. Foreign exchlnge policy--
I. Offf cill exchange rate 
b. Equ1libriuIII exchange rite 
c. Percent overvalultion 
d. Border price. equilibrfum exchange rate 
e. Fore1gn exchange subs1dy (lc-2d)*B/1.000 

Ie Sh./USS 
Ie Sh./USS
Percent 
Ie Sh./ton
Mf1. Ie She 

11 
16 
46 

5.042 
-492 

13 
17 
24 

2.715 
-174 

14 
16 
8 

3.258 
-87 

16 
16 
-4 

1.825 
27 

16 
18 
12 

2.249 
-88 

17 
20 
Z2 

3.272 
-241 

18 
20 
14 

3.646 
-190 

21 
21 
0 

5.294 
0 

3. Fertilizer transfers--
II. DAP 
b. Tllnzania fert1l1zer pr1ce. DAP 
c. Fert1l1zer d1str1but10n 
d. Fert1l1zer PSE «3a-3b)*3c/1.000)*O.165

<16.5 percent of total use) 

Ie Sh./ton 
Ie Sh ./ton
1.000 tons 
N11. K Sh. 

4.703 
3.800 

143 
21 

4.978 
3.800 

199 
39 

4.779 
3.900 

175 
25 

4.767 
4.0110 

272 
34 

4.770 
3.620 

227 
43 

5.481 
4.200 

238 
50 

6.036 
4.000 

285 
96 

5.830 
3.600 

222 
82 

F. Total transfers to producers: 
1. Totlll (ld+2e+3d)
2. Producer subsidy equ1valents (FI/D)*100 

N11. K She 
Percent 

-888 
-154 

64 
8 

-43 
-4 

552 
54 

570 
47 

431 
28 

458 
27 

-83 
-4 

ha. - Hectare. 
K She - Kenyan sh1ll1ng.
USS - U.S. dollar. 
DAP - Diammon1um phosphate.
PSE - Producer subs1dy equ1valent. 
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Appendix table 5-Coffee: calculation of Kenya's producer and consumer subsidy equivalents 

Item Un1t 1982 1983 1984 1985 1986 1987 1988 1989 

A. Arel harvested 
8. Product10n 
C. Producer pr1ce 
D. Producer Vil ue (B*C) 11.000 

E. Poii c:y trlnsfers to producers:
1. Pr1ce po11cy--

I!. Producer price 
b. Border pr1ce. export untt value 
c. Border price. export unit value 
d. Pr1ce support (la-lc)*B/1.000 

2. Foreign exchange policy-­
a. Off1cial exchange rate 
b. Equ1l1br1um exchange rate 
c. Percent overvaluat10n 
d. Border pr1ce. equ11ibr1um exchange rate 
e. Foreign exchange subsiQy (lc-2d)*8/1.000 

3. Fertil1zer transfers--
I. DAP 
b. Kenya fert1l1zer price. DAP 
c. Fertilizer distribution 
d. Fertil1zer PSE «3a-3b)*3c/l.OOO)*0.30

(30 percent of total use) 

1.000 ha. 
1.000 tons 
K Sh ./ton
M11. K Sh. 

K Sh ./ton
USS/ton
K Sh.Jton 
M11. K Sh. 

K Sh./US$
K Sh./US$
Percent 
K Sh./ton 
M11. K Sh. 

K Sh ./ton
K Sh./ton 
1.000 tons 
Mfl. K Sh. 

132 
86 

27.800 
2.377 

27.800 
2.454 

26.750 
90 

11 
16 
46 

39.156 
-1.061 

4.703 
3.800 

143 
39 

135 
130 

:14.880 
4.517 

34.880 
1.845 

24.535 
1.340 

13 
17 
24 

30.545 
-778 

4.978 
3.800 

199 
70 

135 
90 

38.440 
3.460 

38.440 
3.042 

43.806 
-483 

14 
16 
8 

47.201 
-306 

4.779 
3.900 

175 
46 

138 
115 

39.720 
4.564 

39.720 
2.928 

48.021 
-954 

16 
16 
-4 

46.066 
225 

4.767 
4.000 

272 
63 

144 
109 

50.200 
5.487 

50.200 
3.866 

62.629 
-1.358 

16 
18 
12 

70.119 
-819 

4.770 
3.620 

227 
78 

151 
126 

36.620 
4.621 

36.620 
2.225 

36.717 
-12 

17 
20 
22 

44.674 
-1.004 

5.481 
4.200 

238 
91 

154 
105 

44.650 
4.688 

44.650 
3.504 

62.025 
-1.824 

18 
20 
14 

70.983 
-941 

6.036 
4.000 

285 
174 

156 
104 

43.620 
4.550 

43.620 
2.155 

44.386 
-80 

21 
21 
0 

44.386 
0 

5.830 
3.600 

222 
149 

F. Total transfers to producers: 
1. Total <ld+2e+3d) 
2. Prod~~er subsidy equ1valents (F1/D)*100 

hi. - H&.:tare. 
K Sh. - Kenyan sh1lling.
US$ - U.S. dollar. 
DAP - Dfammonium phosphate.
PSE - Producer subsidy equ1valent. 

M11. IC Sh. 
Percent 

-932 
-39 

632 
14 

-742 
-21 

-667 
-15 

-2.099 
-38 

-925 
-20 

-2.591 
-55 

69 
2 
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Appendix table 6-Tea: Calculation of Kenya's producer and consumer subsidy equivalents 

Item Un1t 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Product10n 
C. Producer pr1 ce 
D. Producer value (B*C)/l.000 

1.000 ha. 
1.000 tons 
K Sh ./ton
Mil. K Sh. 

81 
96 

19.410 
1.863 

82 
120 

21.840 
2.614 

83 
116 

51.840 
6.024 

84 
147 

33.660 
4.951 

86 
143 

33.820 
4.846 

87 
156 

25.000 
3.895 

88 
164 

30.370 
4.981 

90 
181 

25.440 
4.594 

E. Poli cy transfers to producers:
1. Price policy-­

a. Producer pri ce 
b. Border price. export unit value 
c. Border prfce. export unft value 
d. Price support (1a-1c)*B/1.000 

K Sh./ton 
US $I ton 
K Sh ./ton
Mil. K Sh. 

19.410 
1.819 

19.827 
-40 

21.840 
1.617 

21.506 
40 

51.840 
3.073 

44.251 
8B2 

33.660 
1.862 

30.537 
459 

33.820 
1.832 

29.678 
593 

25.000 
1.318 

21.747 
507 

20.370 
1.342 

23.753 
-555 

25.440 
1.571 

32.363 
-1.250 

2. Foreign Gxchange policy-­
a. Off1 cial exchange ra te 
b. EquilfbrfuM exchange rate 
c. Percent overvaluatfon 
d. Border price. equilfbrium exchange rate 
e. Forefgn exchange suusfdy (lc-2d)*B/l.000 

K Sh./US$
K Sh./USS
Percent 
K Sh ./ton
Mil. K Sh. 

11 
16 
46 

29.022 
-883 

13 
17 
24 

26. 77~ 
-631 

14 
16 
8 

47.680 
-398 

16 
16 
-4 

29.294 
IB3 

16 
18 
12 

33.228 
-509 

17 
20 
22 

26.460 
-734 

18 
20 
14 

27.1B4 
-563 

21 
21 

0 
32.363 

0 

3. Fertflizer transfers--
I. DAP 
b. Kenya fert1l1zer prfce. DAP 
c. Fertilfzer dfstrfbutfon 
d. Fertflfzer PSE «3a-3bl*3c/l.000)*O.IB

(IB percent of total use) 

K Sh ./ton
K Sh ./ton
1.000 tons 
Mfl. K Sh. 

4.703 
3.BOO 

143 
23 

4.978 
3.BOO 

199 
42 

4.779 
3.900 

175 
2B 

4.767 
4.000 

272 
38 

4.770 
3.620 

227 
47 

5.481 
4.200 

23B 
55 

6.036 
4.000 

285 
104 

5.830 
3.600 

222 
89 

F. Total transfers to producers: 
1. Total (ld+2e+3d)
2. Producer subsfdy equfvalents (FI/D)*100 

Mfl. K Sh. 
Percent 

-900 
-48 

-54B 
-21 

511 
8 

680 
14 

132 
3 

-173 
-4 

-1. 013 
-20 

-1.161 
-25 

ha. - Hectare. 
K Sh. - Keny&n shfllfng.
US$ - U.S. dollar. 
DAP - Diammonium phosphate.
PSE - Producer subsfdy equfvalent. 
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By MElrk D..Wenner 
 

Economic and Agrlcunural 
 
Developments 
 

Since 1985. Morocco has pursued unilateral agriculturalllib­
eralizadon with the technical assistance and fmancial sup,pcxt 
of various international donors. Sinre that time, the Govel'1l­
ment has succeeded in freemg certain producer markets, re­
ducing some input subsidies, and better targeting consumer 
food subsidies. These refonns, intended to encourage more 
efficient and profitable patterns of production as well as to re­
duce budgelary pressures, have been largely successful, but 
challenges and bottlenecks remain. Accelerated agricultural 
and food refonns threaten to heighten social tensions. For 
this reason, the choice of least-cost intervention that could 
stabilize selected prices and minimize risk is a high priority 
on the policy agenda. 

From the end of French protectorate in 1956 until the debt 
crisis of the early 1980's, Morocco P1D'SUed increasing d0­
mestic production of manufa£tured goods, favored irrigated 
over dryland agriculture, WId relied heavily on direct state in­
tervention in markets to achieve desired ends. Natural re­
source endowments, agrarhm structure, and government 
policies continue to shape production and bade patterns, de­
spite the change in orientation toward export-led develop­
ment and freer markets in recent years. 

The countty's principal natural resources are phosphate rock 
deposits, the largest in the world, and marine fisheries lying 
off a 2,300-mile coasdine. The mining ofphosphate and the 
proteSSing ofchemical derivatives constitute the most dynam­
ic ~ubsector in the ecooDmy and the chief source of export 
earnings (43 pen;ent) ('1).1 Rich fisheries lie otI the coast, but 
catches have been considerably below estimated sustainable 
yields because of the small size ofthe national deep sea trawl­
er fleet (6). Arable land, on the other hand, is scarce, with oo1y 
18 peJteIlt (7.5 million hectares) of total land mass suitable for 
agriculture (22). Rainfall variability and a dualistic agrarian 
structure also combine to further COll8tmin crop production; 

The principal annual crops are wheat, barley, sugar beet, ~d 
beans, covering 80 percent of the cultivated area. The mam 
pmmnial crops are cittus fruits, olives, dates,and grapes, oc­
cupying 18 percent ofcultivated area. The Government!W 
invested heavily in irrigation because water is the most un­
P"(}rtant consttaint on agricultural production. The area irri­
8ated has thus increased from 65,000 hectares in 1967 to 1.2 
million hectares in 1989 (21). 

1ltallclzed mmbers In parentheses refer to literature aDd In tie Ref­
erences section at tlo end of Ills chaptor. 

Farm slrUCture is also an important factor is assessing 
Moroccan agricultural performa.,ce and potential supply. 
Farms tend to be either large, consolidated, irrigated, and 
reliant on the use of purchased chemical inputs Cl' small, 
fragmented, rBinfed. and less rel~t on ~ purchase of • 
modem inputs (18). These generalized differences result m 
sharp differences in productivity, degree ofcommercializa­
tion, value added, and access to capital and extension 
services. Small traditional. dryland fanners, although 
constituting the vast majority of producm, tend to Jag 
behind laIget farmers in natperfc:rmance categories and 
in access to capiral, government subsidies, and 
transportation. 

Agriculture, when employment, share of gross domestic 
product (GDP), and export earnings are jointly considered. is 
still the most important sector of the economy. In 1988, agri­
culture conlributed 17 percent to GDP compared with 34 per­
cent for manufacturing but direcdy employed 39 percent of 
the labor force, which is considerably more than is the case 
with industty (6). Also, agriculture generated 25 percent of 
export earnings. Fifty-seven percent of the population is ru­
ral based and depends on agricultural activities either di­
reedy or indirecdy for sustenance. 

The MQI'OCC8J1 economy achieved acceptable rates of 
macroeconomic growth in the 1960's. It experienced an 
export boom due to high international phosphate rock 
prices in the mid-1970's and then entered a period of 
decline and financial disequilibrium. By 1980, total 
external debt had risen to $7 billion, up from SI.7 billion 
in 1976, partly because of military losses from acampaign 
to reclaim the western Sahara (35). Large subsidies to 
public enteqnises, food consumers, and agricultural 
producers conbibuted to widening public deficits. Foreign 
borrowing and domestic money expansion permitted 
private consumption to continue growing. When several 
external shocks came in rapid succession-dle collapse of 
phosphate prices, the oil crisis of 1979, rising international 
interest rates, and two droughts-debt servicing became 
untenable, and debt rescheduling was requested and granted 
in 1983. 

Policies In the 1980's 

The crisis in balam:e ofpaymen!S in the early 1980's forced 
policymakers to rethink patterns of government intervention. 
Economic stabilization and liberalization began with the dis­
bursement ofa series of World Bank sectoral fltructural ad­
jusbnent loons, starting in 1984. 
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soft wheat that is typically 20-40 percent below the support 
price, permits the existence of a parallel markeL The price 
difference arises because many fanners cannot transport their 
grain to government collection points, and millers are prohib­
ited from buying directly from producers. Also, because of 
its small budgets, ONICL sometimes cannot defend support 
prices throughout the harvest season. Licensed traders are 
tempted to collect monopoly rents by buying soft wheat di­
rectly from farmers at a low price but claim they bought it at 
the higher support price. In bad harvest years, enforcement 
becomes problematic, since wholesalers and retailers then 
sell flour above the official rates and claim that government 
prices do not cover maintenance and profit margins as such 
prices do for millers and licensed traders (10). The National 
Tea and Sugar Office (Office National du 1Met du Sucre, 
ONTS) plays a role for sugar similar to that of the ONICL. 
ONTS determines the level of sugar imports and uses vari­
able levies to control the price of imported sugar. Raw sugar 
is sold to refmers at a fIXed price set by the Stabilization 
Fund to cover production costs, a margin for return to capi­
tal, and a consumption excise tax. The sugar refineries then 
sell granulated sugar to wholesalers at a fixed price and are 
compensated for the difference between the government-de­
creed "transfer"price and the wholesale price. Retailers then 
sell to consumers at fIXed consumer prices (19). 

The marketing and distribution of the other intervened com­
modities, edible oils and cotton, are roughly similar to soft 
wheat and sugar. The sugar, cotton, and edible oil markets 
are less prone to black market activities because many proc­
essing plants are government owned and operated. Govern­
ment consumer pricing for sugar and edible oils is also better 
controlled because the population is concentrated in a few ur­
ban centers, which facilitates monitoring, and because sup­
plies fluctuate less sharply. 

Input Policies 

The Ministry of Agriculture and Agrarian Reform (MARA) 
and other government agencies subsidize seed, irrigation 
water, fertilizer, credit, equipment rental, and research and ex­
tension services. MARA is responsible for extension serv­
ices mostly in dryland areas, while nine Regional 
Agricultural Development Offices (Offices R6gionaux de la 
Mise en Valeur Agricole. ORMVA) are responsible for the 
technical and agronomic management of large-scale irriga­
tion projects. ORMVA determines ~cop rotation patterns, 
maintains water works, distributes seed and fertilizer, and 
provides extension services to farmers within the project 
perimeter (33). 

A fertilizer agency (FERTIMA) monopolizes the import and 
sale of fertilizer and reimburses fertilizer producers for the 
difference between the actual manufacturing costs and the ad­
ministratively set reference prices. All margins for transport, 
handling, blending, bagging. storage, and distribution are 
also fIXed (19). The national seed company (SONACOS) sta­
bilizes the price and supply of selected seeds. However, the 
seed subsidy never amounts to a large budgetary outlay, and 
the affected area is small. The Export Office (Office de Com­
mercialisation et d'Exportation, OCE) monopolized the ex­

port of cash crops, mostly citrus fruits, potatoes, tomatoes, 
and cut flowers, and generated revenue through surcharges 
until it was abolished in 1986 (19). 

The National Agricultural Credit Bank (Caisse Nationale de 
Credit Agricole, CNCA) is a specialized credit institution 
that disburses low-interest loans to farmers and cooperatives 
(19). Agricultural loan interest tates are lower than commer­
cial rates (6). 

Consumer PoliCies 

The policy of providing cheap food was implemented by 
state trading control to reduce consumer price fluctuations 
and input subsidies to lower the cost of production. Output 
pricing policies may increase supply, but if infrastructure is 
poor and marketing costs high, as is typical in most develop­
ing countries, such a policy could unnecessarily increase con­
sumer prices. The dietary staples include wheat flour, sugar, 
barley, and vegetable oils. These foods account for 42 per­
cent, 11 percent, 9 percent, and 8 percent, or together 70 per­
cent of daily per capita caloric intake (21). Consumer prices 
for flour, bread, refmed sugar, vegetable oils, and dairy prod­
ucts are set by the Government but are set on a more irregu­
lar basis than the producer prices (19). 

Estimation of Policy Intervent~on 
in Agriculture 

The transfer effects of government policies affecting Moroc­
can producers and consumers of eight commodities were 
quantified using producer and consumer subsidy equivalents 
t'PSE's and CSE's). PSE's were cW.culated for wheat, barley, 
corn, cotton lint, and raw sugar, and CSE's for wheat flour, 
refmed sugar, and edible vegetable oils. These measures help 
illuminate the effect of the changes in incentives mandated in 
the structural adjustment program. 

The cereals are produced by both the commercial and the 
small farmer sector and constitute the major field crops. 
Sugar, very important in the diet, is an import substitute. Cot­
ton is a minor crop but an important input into the burgeon­
ing local textile industry. These oommodities constitute more 
than 60 percent of value added in agriculture. Livestock and 
hi3h-valued export crops, such as citrus fruits, tomatoes, 
grapes, dates, potatoes, fish, and shellfish, were not included 
in this study because of insufficient data. The foodstuffs cov­
ered account for most of the caloric intake. 

Measured producer policies include marketing board activi­
ties (which combine both the effects of price supports and 
state tlading restrictions on imports), input subsidies, trans­
portation assistance on imported grain, irrigation water, capi­
tal subsidies, and currency overvaluation. Some policies to 
augment input use, unmeasured here for lack of safficiently 
disaggregated data, include infrastructure, seed, extension 
service, and electricity. Also, the implicit subsidies and trans­
fers from other sectors involving marketing taxes, credit de­
faults, and tax exemptions for agricultural income were not 
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captured by the study. Consumer policies measured hm'e in­ percent of total wheat production, it accounted for 90 percent 
clude the effect ofprice controls and an overvalued currency. of ONICL wheat purchases during 1982-87 and 100 percent 

for 1988-89. Thus, soft wheat produce.rs continue to benefit 
The PSE's and eSE's, which are aggregate measures, mask from rising official prices and irrigation and credit subsidies. 
the income distribution effects of intervention. For example, Imported grain transport assistance, an overvalued exchange 
distribution of subsidies shows striking inequalities. Irrigated rate, and cuts in fertilizer subsidies, however, offset such 
farms receive an estimated 70-percent share of input subsi­ supports. 
dres (17). This disparity reflects the Government's commit­
ment to spur the development of modem agriculture in nine Sugar was taxed throughout the study period except for 1984 
high-potential, large-scale irrigated areas. and 1985, when amassive drop in the international reference 

price and currency devaluation yielded positive support. 
Results for Producers Over the entire period, the average tax was 115 percent of 

producer value. 
Between 1982 and 1989, the Moroccan Government reduced 
support to its agricultural producers from. a modest level at Since 1963, the Government has focused on sugar for an im­
the beginning of the period to anegative level at the end (ta­ port substitution program, thus protecting the local industty
ble 1). In 1987-89, the taxes to producers avemged 8 pereent through import quotas and variable levies and channeling
of the value ofproduction. Wheat, com, and cotton produc­ substantial subsidies towards the sugar industty. The PSE's 
ers were generally supported but at a decreasing rate. The can be examined without the cwrency overvaluation tax to 
peak support in 1985-86 coincided with the start of the assess the effect of domestic pricing policy. Since sugar is 
World Bank's mandated reform progmm. The policies most not exported, no direct producer effect appears in the taxa­
influential in detennining levels of support or taxation were tion caused by currency overvaluation. The only producer
the marketing board and foreign exchange. effects are indirect ones on choice of technique, arising 

from the relative prices of imported versus locally produced
Results by Commodity inputs. 

Over the period 1982-89, wheat producers were alternately Thus, if indirect effects are considered minor and the over­taxed or subsidized (fig. 1and table 2). The taxes peaked at valuation effect were removed, sugar would emerge as a sup­nearly 8 percent, while die subsidies peaked at more than 12 ported commodity with an adjusted average annual PSE of
perce!!lt. In 1988 and 1989, when hard wheat was liberalized, 30 percent. The only year of nonsupport, as measured by thethe level of support dropped substantially. From the perspec­ adjusted PSE, was 1983 and was caused by a higher than av­tive of policymakers, soft or bread wheat is the most strate­ erage international reference price. Most of the adjusted PSEgic grain. While soft wheat on average accounts for 45 

Table 1-Morocco: Summary of producer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by
policy:

Marketing board subsidy 
Fertilizer subsidy
Credit subsidy 
Foreign exchange subsidy
Irrigation subsidies 
Import transport subsidy 

M11. 
M11. 
Mil. 
Mil. 
Mil. 
M11. 

OH 
OH 
OH 
OH 
OH 
OH 

457 
139 
36 

-651 
132 
-27 

166 
-15 
23 

-720 
133 
-22 

149 
322 
18 

-419 
156 
-21 

448 
199 

38 
252 
140 
-24 

1.799 
-70 
85 

-1.101 
168 
-69 

1.036 
-209 

74 
-1.095 

149 
-41 

1.026 
-95 
73 

-2.515 
169 
-81 

992 
-325 

76 
-2.312 

179 
-83 

Policy transfers by
COMMOdity:

Wheat Mil. OK 80 -212 176 532 405 -45 -524 -643 
Corn 
Barley
Cotton 
Sugar 

Mil. OH 
M11. OH 
M11. OH 
M11. OH 

11 
1 

31 
-37 

-4 
-125 

7 
-100 

51 
-76 
30 
23 

95 
264 
85 
76 

87 
235 
105 
-21 

34 
-56 
73 

-92 

-97 
-630 

86 
-259 

-52 
-613 

65 
-231 

PSE by commodity:
Wheat 
Corn 
Barley
Cotton 
Sugar 

Percent 
Percent 
Percent 
Percent 
Percent 

3 
4 
0 

44 
-66 

-8 
-1 

-11 
7 

-147 

6 
12 
-4 
46 
31 

13 
16 
9 

59 
90 

5 
16 
5 

67 
-24 

-1 
8 

-2 
34 

-86 

-7 
-20 
-23 
49 

-192 

-7 
-15 
-18 
35 

-175 

Total policy transfers 
Value to producers 
Total COMMOdity PSE 

M11. OH 
Ml1. OH 
Percent 

86 
6.735 

1 

-434 
4.396 

-10 

204 
5.345 

4 

1.052 
7.970 

13 

812 
13.525 

6 

-86 
8.648 

-1 

-1.424 
11.578 

-12 

-1.474 
12.632 

-12 

OH - Dirham. 
PSE - Producer subsidy equivalent. 
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support stemmed from the ~e gap between local prices and 
the world reference prices." The internal support decreased 
from a high of 46 pelcent in 1984 to 32 percent in 1989 as 
the wedge between official producer prices and the weighted 
farmgate border equivalent price narrowed. 

Before 1988, com was supported at an average annual PSE 
of 11 percent. The main support instruments were irrigation 
subsidies and marketing board intervention. Com is a minor 
crop and represents only 2 percent of total agricultural value. 

Barley is the most widely grown crop in Morocco because of 
its resistance to droughL Despite official support prices, very 
little barley was marketed through government channels. 
Most barley is consumed onfann, being used for food for 
both humans and animals. Barley producers were taxed in 
most years of the study in a range of 2 to 23 percent of pro­
ducer revenue. Ifexchange rate overvaluation were ex­
cluded, the average annual subsidy for the 1982-89 period 
would be 4 percent. 

"Most \YOrid sugar Is traded under quota systems. The caribbean 
price quols and Ihe one used hare is Ihe residual market price for pro­
duction in excess of quota allowances. This price is Ihe most market­
demanded price, but it is stili probably lower than would be expected 
in a complele market. Econometrically modeled sugar prices would 
be Ihe ideal reference price. 

Fogure' 

Morocco: Wheat producer subsidy equlva;ent 

Percent 

15~----------------------------~ 

10 

5 

o 

-5 

-10 

-15 

-~~----------------------------~1982 83 84 85 86 87 88 89 

Marketing Foreign Total 
board e)(change 

Conon lint production in Morocco is low compared with 
other African producers. Yet, the Government consistently 
supported cotton with an average annual PSE of42 percenL 
M"\st of the support was provided through marketing board 
ud.ervention. 

Results by Policy 

The negative levels of support over the study period can be 
explained by movements in exchange rates. international 
reference prices, and policy reform. The level of support 
significantly declined in 1983 from the level of the previous 
year because implicit taxes associated with an overvalued 
exchange rate and shaIp movements in international refer­
ence prices overwhelmed the positive ttansfers of the 
marlceting board and credit subsidies. Poor rainfall in 
1983 resulted in a lO-percent drop in wheat production and 
a 47-percent decline in barley OUlpUL These declines, com­
bined with a high international sugar reference price, low­
ered the marketing board ttansfers by 64 percent from 
those of the previous year. The removal of price supports 
for Gorn and barley in 1988 and 1989 allowed the negative 
effec:ts of currency overvaluation and fertilizer price 
liberalization to significantly increase the aggregate tax 
level. 

Positive policy transfers peaked in 1985-86 and then declined 
dramatically by 1989 as economic reforms accelerated. Mar­
keting board support fell 45 percent and credit subsidies de­
clined 11 percent between 1986 and 1989. Fertilizer 
subsidies became consistently negative after 1986. Sharper 
rises in local prices for nibOgen-based fertilizer compared 
with the reference price (146 percent compared with 21 
percent over the study period) explain the pauern. This 
development is consistent with the conditions of the World 
Bank's Agricultnral Structc ...al Adjustment Loans of 1985 
and 1987. 

The two taxing policies, exchange rate overvaluation and im­
port transport assistance, increased in value during the study 
period. Overvaluation taxed producers 255 percent more in 
1989 than in 1982. 

The price and procurement system was generally ineffective 
in stimulating higher cereal production because only a 
fraction of all soft wheat and very small amounts of other 
major grains were ever purchared. Support price policies 
never reached the majority of grain producers because of a 
combination of factors. Among these were limited own 
transport for small farmers, few government purchasing 
sites, producer failure to meet quality standards, and market­
ing board budget and handling constraints. As a result, 
cereal output is lower than would have been optimally 
possible. 

Results for Consumers 

The Government heavily subsidized consumers for two of 
the three selected staples, transferring a net average of 
DH725 million ($87 million) per year, or 15 percent of total 
cost (table 3) (DH =dirham). Over time, the aggregate three­
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Table 2-Morocco: Producer subsidy equivalents by commodity 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 
Producer price 
Value to producers 
Policy transfers to 
producers'-

Marketing board subsidy 
Fertilizer subsidY 
Foreign exchange subsidy
Credit subsi dy
Import transport subs1dy
Irrigation subsidies 

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1,000 tons 
DHlton 
Mil. DH 

Mil. DH 
1411. DH 
Mil. DH 
H1l. DH 
H1l. DH 
Mil. DH 
Mil. DH 
Percent 
DHlton 
USS/ton 

2.183 
1.400 
3.056 

241 
118 

-324 
16.5 

-27.0 
56.6 

80 
2.6 

36.8 
6.1 

1.971 
1.400 
2.759 

134 
-13 

-387 
14.4 

-22.4 
61.1 
-212 
-7.7 

-107.8 
-15.2 

1.989 
1.500 
2.984 

62 
281 

-230 
9.9 

-21.4 
73.9 
176 
5.9 

BB.5 
10.0 

2.359 
1.800 
4.246 

163 
173 
130 

20.0 
-23.9 
68.9 

532 
12.5 

225.4 
22.4 

3.809 
2.000 
7.618 

984 
-63 

-582 
47.7 

-69.0 
88.1 

405 
5.3 

106.4 
11. 7 

2.428 
2.000 
4.856 

626 
-189 
-561 
41.3 

-40.6 
78.0 
-45 

-0.9 
-18.5 
-2.2 

4.019 
2.000 
8.038 

864 
-86 

-1361 
50.3 

-81.0 
89.13 
-524 
-6.5 

-130.3 
-15.9 

3.927 
2.200 
8.639 

841 
-295 

-1253 
51.8 

-83.5 
95.0 
-643 
-7.4 

-163.6 
-19.3 

Corn: 
Level of production 
Producer price 
Value to producers
Policy transfers to 
producers--

Marketing board subsidy
Fertilizer subsidy
Foreign exchange ~ubs1dy
Credit subsidy 
Irrigation subsidies 

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1.000 tons 
DHlton 
M11. DH 

Mil. DH 
Mil. DH 
Mil. DH 
Mil. DH 
Mil. DH 
1411. DH 
Percent 
DHlton 
USS/ton 

247 
1.000 

247 

19.1 
3.5 

-29.1 
1.3 

1S.6 
10.6 
4.3 
43 

7.1 

258 
1,300 

335 

21.6 
-0.3 

-44.2 
1.8 

16.9 
-4.4 
-1.3 
-17 

-2.4 

264 
1.600 

422 

44.7 
6.5 

-20.0 
1.4 

18.5 
51.2 
12.1 
194 

22.0 

321 
1.800 

578 

56.1 
4.2 

15.1 
2.7 

17.2 
95.3 
16.5 

297 
29.5 

307 
1,800 

553 

112.0 
-1.2 

-46.8 
3.5 

20.0 
87.5 
15.8 

285 
31.3 

240 
1.800 

432 

58.6 
-3.3 

-44.5 
3.7 

19.2 
33.6 
7.8 
140 

16.7 

358 
1.361 

487 

0.0 
-1.5 

-118.7 
3.1 

19.6 
-97.5 
-20.0 
-272 

-33.2 

403 
867 
350 

0.0 
-5.0 

-68.9 
2.1 

20.1 
-51.7 
-14.8 

-128 
-15.1 

Cotton: 
Level of production 
Producer price 
Value to producers
Policy transfers to 
producers-­

Har~eting board subsidy 
Fertilizer subsidy
Foreign exchange subsidy
Credit subsidy 
Irrigation subsidies 

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1.000 tons 
DHlton 
M11. DH 

Mil. DH 
Mil. DH 
Mil. DH 
M11. DH 
Mil. DH 
Mil. DH 
Percent 
DHlton 
USS/ton 

6 
11.770 

71 

27.0 
7.9 

-8.0 
0.4 
3.7 

31.0 
43.9 

5.165 
858 

7 
13.115 

92 

17.9 
-0.7 

-14.9 
0.5 
4.0 
6.7 
7.3 
954 
134 

4 
16.393 

66 

15.8 
14.7 
-4.9 
0.2 
4.3 

30.2 
46.0 

7.544 
856 

8 
18.033 

144 

66.8 
9.3 
3.9 
0.7 
4.0 

84.7 
58.7 

10.591 
1,053 

8 
19.672 

151 

111.9 
-2.7 

-10.1 
1.0 
4.7 

104.8 
66.6 

13.101 
1.440 

11 
19.672 

216 

107.4 
-7.4 

-33.3 
1.8 
4.5 

73.0 
33.7 

6.632 
790 

9 
19.672 

177 

109.1 
-3.3 

-25.2 
1.1 
4.6 

86.4 
48.8 

9.595 
1.170 

9 
20.656 

186 

95.2 
-11.3 
-25.2 

1.1 
4.7 

64.5 
34.7 

7.171 
845 

Sugar:
Level of production 
Producer price 
Value to producers
Policy transfers to 
producers--

Marketing board subsidy 
Fertilizer subsidy
Foreign exchange subsidy
Credit subsidy 
Irrigation subsidies 

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1,000 tons 
DHlton 
M11. DH 

Hil. DH 
Mil. DH 
Mil. DH 
Mil. DH 
Mil. DH 
M11. DH 
Percent 
DHlton 
USS/ton 

384 
144 
55 

-5.9 
10.1 

-65 
0.3 

24 
-37 
-66 
-95 
-16 

470 
144 

68 

-16.9 
-0.9 
-108 
0.4 
26 

-100 
-147 
-212 
-30 

451 
162 

73 

14.7 
18.8 

-40 
0.2 

29 
23 
31 
50 
6 

490 
174 

85 

16.9 
11.9 

19 
0.4 

28 
76 
90 

155 
15 

439 
199 
87 

25.1 
-3.4 
-77 
0.5 
34 

-21 
-24 
-48 
-5 

540 
199 
107 

44.3 
-9.5 
-161 
0.9 

33 
-92 
-86 

-170 
-20 

690 
195 
135 

52.6 
-4.2 
-343 
0.8 

35 
-259 
-192 
-3',5 
-46 

610 
217 
132 

55.7 
-14.4 
-310 
0.8 

37 
-231 
-175 
-379 
-45 

See footnotes at end of table. Continued-­

commodity CSE fluctuated, with peaks in 1984 and 1989 cent in 1989, while domestic prices increased 15 percent in 
and troughs in 1987 and 1988. The upswings coincided 1984 and declined 9 percent in 1989. Of the two policy 
with sharp divergences between the international reference interventions, the overvalued exchange rate was more 
price and the local prices. For example, the import unit important than the price subsidy in transferring value to 
value of wheat flour jumped 46 percent in 1984 and 70 per­ consumers. 
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Table 2-Morocco: ProdUClf subsidy equivalents by commodlty-COntlnu6d 

Item 	 Unit 19B2 19B3 19B4 19B5 19B6 19B7 19BB 19B9 

Barl ey:
Level of production 1.000 tons 2.334 1.22B 1.405 2.025 2.B20 1.543 3.454 2.999 
Producer price 	 DH/ton 1.416 930 1.2B1 1.440 1.B12 1.96B 793 1.109 
Value to producers Mil. DH 3.305 1.142 1.BOO 2.916 5.110 3.037 2.740 3.325 
Policy transfers to 
producers--

Marketing board subsidy Mil. DH 176 9 12 145 566 200 0 0 
Foreign exchange subsidy Mil. DH -225 -165 -123 B4 -3B4 -295 -667 -655 
Credit subsidy Mil. DH 1B 6 Ii 14 32 26 17 20 
Irrigation subsidies Mil. DH 32 25 29 21 22 14 20 23 

Total policy transfers Ml1. DH 1 -125 -76 264 235 -56 -630 -613 
PSE (per unit value) Percent 0.0 -10.9 -4.2 9.1 4.6 -loB -23.0 -lB.4 
PSE (per unit quantity) DH/ton 0 -101 -54 130 93 -36 -lB2 -204 

USS/ton 0.0 -14.3 -6.1 13.0 9.2 -4.3 -22.2 -24.1 

DH - Dirham.
PSE - Producer subsidy equivalent. 

USS - U.S. dollar. 


Table 3-Morocco: Summary of consumer subsidy equivalents 

Item 	 Unit 19B2 19B3 19B4 1985 1986 19B7 1988 19B9 

Policy transfers by
policy:

Price subsidy Mil. DH 105 -174 311 1.162 -727 -1.333 -1.893 -278 
Foreign exchange subsidy Mil. DH B50 1.112 743 -359 1.230 1.540 1.567 1.948 

Policy transfers by
commodity:

Wheat flour 	 Mil. DH 1.B35 1.922 2.365 2.430 2.073 1.496 372 1.96B 
Edible oils 	 Mil. DH 0 1 1 1 1 0 1 1 
Sugar 	 Mil. DH -881 -985 -1.312 -1.629 -1.571 -1.289 -699 -299 

CSE by commodity:
Wheat flour 	 Percent 86 82 148 92 66 46 14 119 
Edible oils 	 Percent 40 46 66 53 40 33 36 50 
Sugar 	 Percent -45 -44 -57 -66 -54 -48 -24 -10 

Total policy transfers Mil. DH 955 938 1.054 803 503 207 -325 1.670 
Cost to consumers Mil. DH 4.072 4.596 3.905 5.115 6.045 5.933 5.530 4.620 
Total commodity CSE Percent 23 20 27 16 8 3 -6 36 

DH - Dirhllm. 
CSE - Consumer subsidy equivalent. 

Results by Commodity 	 The annual average edible vegetable oil CSE was 46 percent, 
a fairly substantial percentage, but the actual transfers were

Sugar consumers were consistently taxed at an annual small, averaging DH600,OOO (573,000) a year. While retail 
average rate of44 percent of consumer cost (table 4). The prices changed sharply at the beginning of the period, they re­
internal retail sugar price was reportedly below rerming mained unchanged after 1986. The level of consumption.
cost, but compared with the international reference price, however, continued to rise throughout the period.
Moroccan consumers were penalized (6). Over the study 
period. the quantity subsidized increased 20 percent. the Results by PDllcydomestic price, 26 percent, and the reference price, 98 
percent Because per capita sugar consumption is very Of the two policy mechanisms, price intervention and cur­
high, an estimated 31 kilograms per person per year, rency overvaluation, the latter succeeded in transferring four 
policymakers are reluctant to institute radical changes times as much value to consumers at an annual average of 
(21). DH1.08 billion ($130 million), compared with a negative 

DH3S3 million ($43 million). Nonetheless, better subsidy tar­
The annual average wheat flour support was 82 percent (fig. geting became evident in 1989, when the price of high-qual­
2). The CSE trended upward but dipped in 1986-88. In ity flour was not subsidized. The lower quality flour 
these years, sharp drops in import unit values explained the dislributed in the OOWltry is an inferior .kind usually purchased 
declines in CSE's. by the poor, while the higher quality flour is mme commonly 



Table 4-Morocco: Consumer subsidy equivalent. by commodity 

Item 	 Un1t 1982 1983 1984 1985 1986 1987 1988 1989 

Wheet: 
Level of consumpt10n 1.000 tons 2.643 2.891 2.955 2.975 3.590 3.135 3.686 3.507 
Quantity subs1d1zed 1.000 tons 1.680 1.716 1.159 1.787 1.824 1.884 1.530 1.000 
Consumer pr1ce DH/ton 1.268 1.363 1.379 1.476 1.727 1.727 1.744 1.650 
Cost to consumer! M11. DH 2.130 2.339 1.598 2.637 3.150 3.254 2.668 1.650 
Policy trensfers to 
consumers--

Price subs1dy 1411. DH 1.129 1.010 1.706 2.756 1.000 227 -752 489 
Fore1gn exchenge subs1dy M11. DH 707 913 660 -326 1.073 1.268 1.124 1.479 

Totel po11cy transfers M11. DH 1.835 1.922 2.365 2.430 2.073 1.496 372 1.968 
CSE (per unit value) Percent 86 82 148 92 66 46 14 119 
CSE (per unit quant1ty) DH/ton 1.092 1.120 2.041 1.360 1.136 794 243 1.968 

US$/ton 181 158 232 135 125 95 30 232 

Ed1ble o11s: 
Level of consumption 1.000 tons 180 190 203 200 209 209 238 240 
Wholesale price DH/ton 4.60 6.00 	 6.00 6.33 7.00 7.00 7.00 7.00 
Cost to consumers Mfl. DH 0.83 1.14 1.22 1.27 1.46 1.46 1.67 1.68 
Policy transfers to 
consumers--

Price subsidy Mil. DH 0.19 0.30 0.66 0.75 0.35 0.13 0.15 0.43 
Foreign exchange subs1dy M11. DH 0.14 0.23 0.15 -0.07 0.24 0.35 0.44 0.42 

Total po11cy transfers Mil. DH 0.33 0.53 0.81 0.67 0.58 0.48 0.59 0.85 
CSE (per un1t value) Percent 40 46 66 53 40 33 36 50 
CSE (per unit quantity) DH/ton 2 3 4 3 3 2 2 4 

USS/ton 0.31 0.39 0.45 0.3:1 0.31 0.27 0.30 0.42 

Sugar:
Level of consumption 1.000 tons 680 712 740 672 707 722 741 783 
Quentity subsidized 1.000 tons 600 620 631 650 694 650 700 725 
Consumer prfce DH/ton 3.236 3.638 3.654 3.611 4.169 4.120 4.086 4.094 
Cost to consumers Mil. DH 1.941 2.255 2.306 2.477 2.893 2.678 2.860 2.968 
Po11cy transfers to 
consumers--

Pr1ce subsidy Mil. DH -1.024 -1.184 -1.395 -1. 595 -1.727 -1.561 -1.141 -767 
Foreign exchenge subs1dy M11. DH 143 199 84 -33 156 272 443 469 

Total po11cy trensfers Mil. DH -881 -985 -1.312 -1.629 -1,571 -1.289 -699 -299 
CSE (per unit value) Percent -45 -44 -57 -66 -54 -48 -24 -10 
CSE (per un1t quant1ty) DH/ton -1.468 -1.588 -2.079 -2.505 -2.263 -1.983 -998 -412 

USS/ton -244 -223 -~36 -249 -249 -236 -122 -49 

DH - Dirham. 
CSE - Consumer subs1dy equ1valent.
US$ - U.S. dollar. 

consumed by the affluent urban middle and upper classes 	 The price and procurement support system was not optimally 
(10). This change reflects an attempt by the Government to 	 effective, especially in stimulating higher cereal production. 
t\~ control budgetary outlays and yet meet equity goals. 	 Because of logistical problems, only a fraction ofall soft 

wheat and very small amounts of the other major grains were 
ever purchased. Thus. despite the appearance of support, 
grain fanners were not fully protected from the effects ofConclusions 
subsidizing soft wh~ flour for consumers. On the other 
hand, consumers, both rich and poor, clearly benefited 

For this report, Morocco's agricultmal policies and develop­ from the generally effective enforcement of subsidized food
menLt; were surveyed and quantified between 1982 and 1989. prices.
During this period. Moroccan policymakers began to imple­
ment far-reaching economic reforms. Aggregate producer Since Morocco is a net food importer, liberalization ofagri­support diminished in agriculture, while consumer food sub­ cultural trade through the General Agreement on Thriffs andsidies fluctuated but remained at ahigh positive level. 'Iiade (GATI) could imply higher food impmt bills ifthe talks 

succeed in lowering export subsidies in the leading cereal
More changes are expected in the marketing channels under producing and exporting nations. Further research is neededMorocco's structural adjustment program. For example, on Moroccan agricultural supply response, including welfare
all crops are scheduled to be libemlized, and the grain market­ implications of alternative market-based price stabilization 
ing board is expected to be either abolished or refonned. schemes (reference price linking, price bands, and the like).
The new challenge facing Mmx:can policymakers is how to Furthez study is needed on the foreign exchange effects of in­
a!tain economic efficiency without sacrificing goals ofprice creased import cereal prices, with and without export market
and supply stabilization as the move is made away from state access consttaints for Morocco's high-valued products.
bade and price controls. 
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Appendix: MethodoQogy 

This appendix explains ltow the effects of the policy intelVen­
lions analyzed between 1982 and 1989 were estimated. 
These policies include marketing board activities; exchange 
rate management; subsidies for inputs, such as credit, fertil­
izer, and irrigation; and transportation for imported grain. 

The associated merits and biases of the selected approaches 
are noted here. 

Pricing Policy 

Price controls were enforced by marketing boards that af­
fected both the PSE and the CSE. The level of marketing 
board intervention was estimnted as the difference between 
the official producer price plus a fixed margin for transporta­
tion and marketing cost (or consumer price paid) and the bor­
der price multiplied by total ONIG. purchases by grain type 
or total production for sugar and cotton (or subsidized con­
sumption quantities). The marketing board intervention, in ef­
fect, combines price supports and state marketing control. 
Because of the difficulty in separating the effects of these 
two policies, the conclllSions are given in summations. 

Because of the differences in the pricing and marketing of 
soft and hard wheat, disaggregated data were used to esti­
mate dIe level of intervention, after which the amounts were 
summed. For example, soft wheat prices are generally sup­
ported above the open market rate and the import parity 
price. The official price for soft wheat between 1982 and 
1984 averaged 150 percent above the import parity price 
(transported 175 kilometers inland) and an average 25 per­
cent over the market price (19). Commercialization patterns 
are also differenL Until 1988, nearly half of all soft wheat 
was sold through government channels. Only 4 percent of 
hard wheat was marketed in this way (19). Hard wheat is 
mostly sold through weekly village markets (sooks) and inde­
pendent traders, and unofficial prices averaged 25 percent 
higher than the government floor price for 1982-84. Moroc­
can consumers seem willing to pay apremium for hard 
wheat because of taste preferences. 

Official producer prices and official maIketing board pur­
chases were used for barley and corn PSE estimates. Barley 
has been mostly marketed since 1984 on a free market, with 
the same price structure as hard wheaL Barley prices have ex­
perienced sharp seasonal and annual price movements be­
cause of fluctuating output and exports. Com is also usually 
a free-market crop, but its price structure is unknown. Free 
market prices for all cereals are generally reported to be be­
low official support prices soon afier the harvest season (July 
and August), when most producers sell their grain to meet 
debt obligations (14). Com and barley prices were fully lib­
eralized in 1988 and 1989, and the border price was used to 
represent the producer price for those years (6). 

The industrial crops, cotton and sugar, are sold mainly 
through government channels (6). Accordingly. official pr0­
ducer prices were compared with either world or fanngate­
equivalent reference prices. Ocean freight, port fees, 
refming, and transportation costs were used to derive a 
weighted fanngate price equivalent for raw sugar beet and 
cane. Seed cotton official producer prices were converted to 
a lint equivalent, using a 3O.5o percent ginning rate. Produc­
tion quantities were to a lint equivalenL 

When we calculated wheat flour and sugar CSE's, we used 
weighted prices for product differentiation at the retail level. 



'!\vo kinds offlour are involved: a "deluxe" high-quality brand 
and a lower quality "national" brand. The weights were the 
quantity shares of each differentiated product in the total 
quantity subsidized and consumed. Reference prices for flour 
were import unit values and incorporated some degree of 
concession, reflecting the competition for the Moroccan mar­
ket between the European Community and the United States. 
A comparison with a data series based on a world price of un­
milled wheat transported to Morocco and converted to flour 
(factor equal to 0.70) showed negligible differences. There­
fore, import unit values were used because of greater trans­
parency. The raw Caribbean sugar price, the closest to a 
free-market price, was converted to a rermed border sugar 
price and used as the reference price for the sugar CSE. 

Foreign Exchange Rate Policy 

The effect of foreign exchange rate controls can be measured 
~ the ~rcentage of currency overvaluation multiplied by the 
mternational market value of each commodity's production 
or consumption. The method estimates the free-market equi­
librium rate, which corrects for current account imbalances 
and for the effects of trade policies as reported by Hasan Tu­
luy and Lynn Salinger (19). Their data series ended in 1984, 
so extrapolations were based on percentage changes in the 
domestic and French consumer price indexes (CPI) relative 
to official exchange rate changes. Since France is Morocco's 
leading trading partner, its CPI was used to indicate changes 
in the equilibrium rate. 

Caution is needed to interpret the barley, corn, and sugar esti­
mates. While exchange rate overvaluation directly affects ex­
porters ofagricultural crops, the effect is more indirect with 
nonexported or highly protected commodities because of 
cheapened import inputs that lower both the cost of produc­
tion and the signal of reference price in decisionmaking. 
None of the studied commodities is exported, and so more at­
tention should be paid to the PSE, excluding the foreign ex­
change component This modified measure reflects the 
relative direct levels of support or taxation. Indirect measures 
are not quantified. 

Fertilizer Policy 

When calculations were made of the effect of fertilizer subsi­
dies on producers, farmgate prices for urea were compared 
with the imported price, allowing a lO-percent markup for 
transportation at the official exchange rate. The fertilizer 
price was converted to nutrient basis, and if the international 
price equivalent in dirhams exceeded the local price, a per 
unit subsidy was shown to exist If the reverse held, a tax 
was present The PSE is this determined rate multiplied by 
the quantity of fertilizer used on each crop. 

Morocco exports large quantities of phosphate-based fertil­
izer. but imports nitrogenous fertilizers, which were assumed 
to be a more important nutrient in the agricultural production 
process. The subsidy outlays were consequently assumed to 
be directed to cover imported nitrogenous fertilizers.s 

5potash and phosphalB fertilizers were not studied. 

Credit POlicy 

Estimates of credit subsidies were based on the credit sub­
sidy allocated to crops according to the share ofagricultural 
value in each crop. The estimate was derived by multiplying 
the amount of credit disbursed to agriculture by the interest 
mte differential between lending rates on nonagricultural and 
agricultural loans. Since the agriCUltural interest rate is 
lower, it represents preferential treatment. The subsidy value 
was then allocated to the various crops based on respective 
share of total agricultural val.ue. 

Irrigated crops and fruits receive a greater share of the subsi­
dies than do other crops, especially cereals. A recent study 
showed that irrigated cash crops receive 70 percent of the in­
put and credit subsidies (17, p. 182). On average, between 
1982 and 1984, only 15 percent of the area of soft wheat was 
irrigated and less than 15 percent of the areas of hard Wheat, 
barley, and corn (17,19). Although we lack data on the distri­
bution of irrigated cropland over the entire period and on 
credit distribution, the bias implied in using the value alloca­
tion approach seems defensible in that some correlation is 
found between credit use and marketed surplus. 

Irrigation Policy 

Since 1930, Morocco has invested heavily in irrigation infra­
structure and has subsidized the distribution of water. Not un­
til the last two decades were attempts made to recover a 
modest portion of the investment costs through user fees and 
taxes. The estimate is the sum of annualized capital costs and 
user fee receipts minus operational expenses for nine large­
scale schemes. Commodity allocations are made according 
to area shares in the nine perimeters. Small- and medium­
scale irrigated areas are unmeasured, and since most govern­
ment outlays are for the nine large-scale areas, the exclusion 
of other irrigation schemes was not considered significant 

Import Transport Policy 

The final intervention calculated is an indirect transportation 
subsidy. The Government pays the transport cost of imported 
wheat from port to flour mills.6 This subsidy encourages 
millers to use imported grain inst.eAd of local grain, which 
they are prohibited from buying directly. Licensed commer­
cial traders who supply the millers with domestic wheat in­
cur transport costs that they pass on to millers, who then 
receive an allowance from the Government (4). Local pr0­
ducers, in contrast, absorb the full amount of transport cost 
between farmgate and the ONICL collection point (4). Thus. 
the intervention is a disincentive to local producers and is ac­
cordingly modeled as a hidden producer tax. This smn is cal­
culated as the transport subsidy rate per ton of imported 
grain times the total wheat quantity pmchased by ONICL. 

Sin most years, only soft wheat Is Impomd, and In Ihose years when 
hard wheat Is Imported, its share of the mtalls very small. 
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Appendix table 1-Wheat: calculation of Morocco~s prcclucerand consumer lubsldy equivalents 

Ite. 	 Un1t 1982 1963 1984 1985 1986 1987 1988 1989 

A. Araa harvested 
B. Product1on. totll 
BA. Marketed product1on. soft 
BB. Marketed product1on. hard 
CA. Producer price. soft 
CB. 	 Producer price. hard 
O. Producer value (B*CA)/1.oo0 

1.000 ha. 
1.000 tons 
1.000 tons 
1.000 tons 
OH/ton
OH/ton
1411. OIl 

1.686 
2.183 

479 
51 

1.400 
1.400 
3.056 

1.976 
1.971 

356 
58 

1.400 
1.400 
2.759 

1.856 
1.989 

307 
44 

1.500 
1.500 
2.984 

1.894 
2.359 

323 
41 

1.800 
1.800 
4.246 

2.226 
3.809 

922 
46 

2.000 
2.000 
7.618 

2.288 
2.428 

520 
34 

2.000 
2.000 
4.856 

2.317 
4.019 
1.081 

0 
2.000 
1.391 
8.038 

2.630 
3.927 
1.080 

0 
2.200 
1.618 
8.639 

E. Po11er transfers to producers:
1. Price po11cy--1/ 

a. 	 Producer pr1ce. 1nclud1ng urket1ng 
costs: soft 

aa. 	 Producer pr1ce. includ1ng .arket1ng 
costs: soft 

b. Border price, U.S. export unit value 
c. Border price. U.S. export unit value 
d. Pr1ce lupport. soft (la-1c)*BA/1,Ooo 
e. Price support. hlrd (laa-1c)*BB/1.000 
f. Price support. total 1d+1e 

OH/ton 

OH/ton
USs/ton
OH/ton
1411. OIl 
1411. OIl 
1411. 011 

1.532 

1.532 
179 

1.078 
218 

23 
241 

1.539 

1.539 
171 

1.214 
116 
19 

134 

1.655 

1.655 
168 

1.477 
54 
8 

62 

1.966 

1.966 
151 

1.517 
145 

18 
163 

2.180 

2.180 
128 

1.164 
937 
47 

984 

2.196 

2.186 
126 

1.056 
587 
38 

626 

2.190 

1.581 
170 

1.391 
864 

0 
864 

2.397 

1.815 
191 

1.618 
841 

0 
841 

2. Foreign exchange po11ey-­
a. Overv.luat10n 
b. Border pri ce 
c. 	 Foreign exchange subsidy


-2a*2b*B/IOO.000 
 

Percent 
OH/ton 

1411. OIl 

13.8 
1.078 

-324 

16.2 
1.214 

-387 

7.8 
1.477 

-230 

-3.6 
1.517 

130 

13.1 
1.164 

-582 

21.9 
1.056 

-561 

24.3 
1.391 

-1361 

19.7 
1.618 

-1253 

3. Fertilizer transfers-­
a. 
b. 
c. 

Fert111zer subsidy. urea 
Fertilizer used on vheat 
Fertilizer PSE 3a~3b/1.000 

1411. OH 
1.000 tons 
Mil. OH 

379 
310 
118 

-32 
401 
-13 

653 
431 
1.81 

343 
505 
173 

-94 
669 
-63 

-269 
700 

-189 

-116 
746 
-86 

-388 
760 

-295 

4. Credit polf ey--
II. Value. all agriculture
b. Credit. all agriculture 
c. Interest rate subsidy
d. Credit support (O/4a)*((4b*4c)/100) 

1411. DH 
1411. OIl 
Percent 
1411. DH 

15.983 17.043 21.567 
1.723 2.228 2.393 

5 4 3 
16 14 10 

29.756 29.702 22.856 
2.807 3.717 3.891 

5 5 5 
20 48 41 

23.157 24.662 
4.144 4.222 .. 4 

SO 52 

5. IlIIport transportatien subs1dy--lI 
a. Transportation subsidy rate 
b. Marketed production. soft 
c. Klrketed production. hard 
d. 	 Transportation subsidy 


-(5b+5c)/1.oo0*5a 
 

OH/ton
1.000 tons 
1.000 tons 

"11. DH 

51 
479 

51 

-27 

54 
356 
58 

-22 

61 
307 

44 

-21 

66 
323 

41 

-24 

71 
922 
46 

-69 

73 
520 

34 

-41 

7!i 
1081 

0 

-81 

77 
lOSO 

0 

-83 

6. Irrigation subs1dy-­
a. Total 1rr1gntion subsidY 
b. Wheat share of area 
c. Irrigation subsidy 6b/100*6a 

M11. DH 
Percent 
1411. DH 

159 
36 
57 

172 
36 
61 

189 
39 
74 

176 
39 
69 

204 
43 
88 

195 
40 
78 

200 
45 
90 

206 
46 
95 

F. Total transfers to producers: 
1. Total (If+2e+3c+4d+5cI+6c)
2. Producer subsfdy equ1valents (FlIO)*l00 

1411. 011 
Percent 

80 
2.6 

-212 
-7.7 

176 
5.9 

532 
12.5 

405 
5.3 

-45 
-0.9 

-524 
-6.5 

-643 
-7.4 

G. Cons.pt10n
GG. Quant1ty subs1d1zed 
H. Cons.er pri ce 
I. Consu.er cost (~G*H)/l.Ooo 

1.000 tons 
1.000 tons 
OH/ton
1411. 011 

2.643 
1.680 
1.268 
2.130 

2.891 
1.716 
1.363 
2.339 

2.955 
1.159 
1.379 
1.598 

2.975 
1.787 
1.476 
2.637 

3.590 ·3.135 
1.824 1.884 
1.727 1.727 
3.150 3.254 

3.&86 
1.530 
1.744 
2.668 

3.507 
1.000 
1.650 
1.650 

J. Pol1 er transfers to conslllers: 
1. Pri ce policy--

I. Bonil1r pr1ce. 1.port unit nlue 
b. Consuaer pr1ce 
c. Price support (la-1b)*GG/1.000 

OH/ton
OH/ton
Ml1. DH 

1.940 
1.268 
1.129 

1.952 
1.363 
1.010 

2.850 
1.379 
1.706 

3.018 
1.476 
2.756 

2.275 
1.727 
1.000 

1.848 
1.727 

227 

1.253 
1.744 

-752 

2.139 
1.650 

489 

2. Foreign exchar.Je polfcy-­
a. Overvaluat10n 
b. Border price 
c. Fore1gn exchange subs1dy

(21*2b*G)/loo.0oo 

Percent 
OH/ton 

1411. DH 

13.8 
1.940 

707 

16.2 
1.952 

913 

7.8 
2.850 

660 

-3.6 
3.018 

-326 

13.1 
2.275 

1.073 

21.9 
1.848 

1.l!68 

24.3 
1.253 

1.124 

19.7 
2.139 

1.479 

K. Tot.l transflrs to con~..rs: 
1. T=tal (lc+2c)
2. Consumer subs1dy equ1walent (Kl/I)*100 

N11. DH 
Percent 

1.835 
86.2 

1.922 
82.2 

2.365 
148.0 

2.430 
92.2 

2.073 
65.8 

1.496 
46.0 

372 1.968 
14.0 119.3 

hi. - H~h~. 
OH - D1 rilm. 
 
PSE - Producer subsidy equivalent. 
 
1/ Price and i_port transportat10n wedges of the PSE's are calculated us1ng .erketed rlther than totll production. 



Appendix ~Ie 2-<:om: calculation of Morocco'. producer subsidy equivalents 

Itea Unit 1982 1983 1984 1985 1986 1987 1998 1989 

A. Area harvelted 
B. Production 
BB. Marketed production 
C. Producer rrice 
D. Producer value (a*C)/1.000 

1.000 hi. 
1.000 tons 
1.000 tons 
DH/ton
M11. DH 

400 
247 

6B.7 
1.000 

247 

435 
258 

57.0 
1.300 

335 

384 
264 

56.7, 
1.600 

422 

401 
321 

84.2 
1.800 

5'78 

395 
307 

136.7 
1.800 

553 

368 
240 

51.5 
1.800 

432 

396 
358 

0 
1.361 

487 

406 
403 

0 
867 
350 

E. Policy transfers to producers: 
1. Price p~licy--1/ 

I. Producer price. including .. rket costs 
b. Border price. i.port unit vllue 
c. Border price. iaport unit vilue 
d. Price support (la-1c)*BB/1.000 

DH/ton
USS/ton
DH/ton
M11. DH 

1.132 
142 
853 
19 

1.439 
149 

1.050 
22 

1.755 
110 
966 

45 

1.966 
129 

1.300 
56 

1.980 
128 

1.161 
112 

1.986 1.552 
101 166 
848 1.361 
59 0 

1.065 
102 
867 

0 

2. Foreign exchlnge policy--
I. Overviluition 
b. Border price 
c. Foreign exchlnge subsidY 

-2a*2b*B/100.000 

Percent 
DH/ton 

N11. DH 

13.8 
853 

-29 

16.2 
1.060 

-44 

7.8 
966 

-20 

-3.6 
1.300 

15 

13.1 
1.161 

-47 

21.9 24.3 
848 1.361 

-45 -119 

19.7 
867 

-69 

3. Fertiliz6r transfers-­
a. Fertilizer subsidY. urea 
b. Fertilizer used on corn 
c. Ferti11zer PSE 3a*3b,ii,GuO 

Mil. DH 
1.000 tons 
M11. DH 

379 
9 
4 

-32 
10 
-0 

653 
10 
7 

343 
12 
4 

-94 
13 
-1 

-269 
12 
-3 

-116 
13 
-1 

-398 
13 
-5 

4. Cred1 t pol1 cy--
I. Value. all agriculture
b. Credit. all Igr1culture 
c. Interest rate subsidy
d. Cred1t support (D/4a)*«4b*4c)/100) 

M1l. DH 
M11. DH 
Percent 
M11. DH 

15.983 
1.723 

5 
1 

17.043 21.567 
2.228 2.393 

4 3 
2 1 

29.756 29.702 
2.807 3.717 

5 5 
3 3 

22.856 23.157 
3.891 4.144 

5 4 
4 3 

24.662 
4.222 

4 
2 

5. Irrigation subsidy--
I. To':al irrigat10n sujlsidY
b. COM! share of area 
c. Irrigation subsidY 5b/100*Ga 

M11. DH 
Percent 
M11. DH 

159 
10 
16 

172 
10 
17 

18!) 
10 
18 

176 
10 
17 

204 
10 
20 

195 
10 
19 

200 
10 
20 

206 
10 
20 

F. Total transfers to producers: 
1. Total (ld+2c+lc+4d+5c)
2. Produce~ subsidy equivalents (FlID)*100 

M11. DH 
Percent 

11 
4.3 

-4 
-1.3 

51 
12.1 

95 
16.5 

87 
15.8 

34 -97 
7.8 -20.0 

-52 
-14.8 

ha. - Hectare. 
DH - Di rhllll. 
US$ - U.S. dollar. 
PSE - Producer subsidy equivalent. 
1/ The price wedge of the PSE's is calculated using marketed rather than tot3l product1 on. 

Appendix table 3-Edlble vegetable oils: calculation of Morocco's consumer 
subsidy equivalents 

Item Unit 1982 1983 1984 198i; 1986 1987 1988 1989 

A. ConsURIption
B. ConsUiller pr1 ce 
C. ConsUMer cost (A*B)/1.000 

1.000 ton 
DH/ton
M11. DH 

180 
5 
1 

190 
6 
1 

203 
6 
1 

200 
6 
1 

209 
7 
1 

209 
7 
1 

238 
7 
2 

240 
7 
2 

D. Policy transfers to consumers: 
1. Price policy-­

a. Border pri ce. pl us handling
b. Consumer pr1ce 
c. Price support (la-1b)*A/1.000 

DH/ton
DH/ton
M11. DH 

6 
5 

0.2 

8 
6 

0.3 

9 
6 

0.7 

10 
6 

0.7 

9 
7 

0.3 

8 
7 

0.1 

8 
7 

0.1 

9 
7 

0.4 

2. Foreign exchange policy--
I. Overvlluation 
b. Border price 
c. Foreign exchange subsidY 

(2a*2b*A)/100.000 

Percent 
DH/ton 

Mil. DH 

13.8 
6 

0.1 

16.2 
8 

0.2 

7.8 
9 

0.1 

-3.6 
10 

-0.1 

13.1 
9 

0.2 

21.9 
8 

0.3 

24.3 
8 

0.4 

19.7 
9 

0.4 

E. Totll transfers to consumers: 
1. Total (lc+2c)
2. Consumer subsidy ~uivalent (El/C)*100 

Ml1. DH 
Percent 

0.3 
40.0 

0.5 
46.4 

0.8 
66.2 

0.7 
53.2 

0.6 
40.0 

0.5 
32.5 

0.6 
35.5 

0.8 
50.3 

DH - Dirham. 

51 



Appendix tablo 4-Barley: Calculation of Morocco'. producer subsidy equivalents 

Ite!! Unit 1982 11183 1984 1985 1986 1987 1988 1989 

A. Area harvested 1.000 hi. 2.047 2.151 2.126 2.383 2.472 2.314 2.499 2.3998. PrG~uctfon 1.000 tons 2.334 1.228 1.405 2.025 2.820 1.543 3.454 2.9GGBB. 	 Marketed production 	 1.000 tons 175 33 28 249 498 134 0 0C. Producer price 	 DH/ton 1.416 930 1.281 1.440 1.812 1.968 793 1.109O. Producer vllue (B*C)/1.000 	 M11. OH 3.305 1.142 1.800 2.916 5.110 3.037 2.740 3.325 
E. Policy trlnsfers to produce"s:

1. Price policy--ll 
I. Producer price. including mark9t cests DH/ton 1.699 1.116 1.537 1.728 2.174 2.362 952 1.330b. 	 Border pri ce. i .. port uni t vilue 
 

plus trlnsportation US$/ton 116 117 127 114 
 114 104 97 131c. Border price. i .. port unft vilue DH/ten 698 832 1.119 1.147 1.037 874 793 1.109d. Price support (la-1c)*BB/1.000 M11. OH 176 9 12 145 566 200 0 0 
2. Foref~ exchange policy-­

a. Overvaluation Percent 13.8 16.2 7.8 -3.6 13.1 21.9 24.3 19.7b. Border price 	 DH/ton 698 832 1.119 1.147 1.037 874 793 1.109c. 	 Foreign exchange subsidy 
 
-2a*2b*81 100. 000 M11. OH 
 -225 -165 -123 84 -384 -295 -667 -655 

3. Credit polf cy-­
a. V.lue, all Igriculture 	 Mil. OH 15.983 17.04321.567 29.756 29.702 22.856 23.157 24.662b. Cred1t, all agriculture Mil. OH 1. 723 2.228 2.393 2.B07 3,717 3.891 4.1« 4.222c. Interest rite subs1dy 	 Percent 5 4 3 5 5 5 .. ..d. Credit support (O/~I)*«3b.3c)/lDO) M11. DH 18 6 6 14 32 26 17 20 

4. Irr1gat1on subsidy-­
a. Total irrf ga ti on subs1 dy Mil. OH 159 172 189 176 204 195 200 206b. Barley share of area 	 Percent 20 15 16 12 11 7c. Irrigation subsidy 4b/100*¢a M11. OH 32 25 29 21 	

10 11 
22 14 20 23 

F. Total transfers to producers:
1. Total (ld+2c+3d+4c) 	 MiT. DH 1 -125 -76 264 235 -56 -630 -6132. Producer subs1dy equivalents (F1/D)*100 Percent 0.0 -10.9 ·4.2 9.1 4.6 -1.8 -23.0 -18.4 

ha. - Hectare. 
 
DH - Dirham. 
 
US$ - U.S. dollar. 
 
PSE - Producer subsidy equivalent. 
 
11 The price wedge of the PSE's is calculated using marketed rather than total production. 
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Appel'KIlx table 5-Cotton (lint): calculation of Morocco'. producer subsidy equivalents 

1984 1985 1986 1987 1988 1989Item Unit 1982 1983 

A. Area harvested 1.000 ha. 11 11 9 13 14 15 18 14 
B. Production 1.000 tons 6 7 8 8 11 9 9 

11.770 13.115 16.393 18.033 19.672 19.672 19,672 20.656 C. Producer price DH/ton " 144 157 216 177 186D. Producer value (B*C)/1.000 M11. DH 71 92 66 

Eo Policy transfers to producers: 
1. Pri ce pol icy­ -

a. Producer pri ce. incl uding ma rketing 
costs 

b. Border price. Liverpool composite 
c. Border pri ce. Liverpool composite 
d. Price support (la-lc)*B/l.000 

DH/ton
USS/ton 
DH/ton 
M11. DH 

14.125 15.738 
1.599 1.854 
9.623 13.182 

27 18 

19.672 21.639 
1.784 1.321 

15.721 13.289 
16 67 

23.607 23.607 
1.057 1.648 
9.618 13.846 

112 107 

23.607 24.787 
1.400 1.674 

11.483 H.213 
109 95 

2. Foreign exchange policy-­
a. Overvaluation 
b. Border price 
c. Fore1gn exchange subsidy 

-2a*2b*B/I00.000 

Percent 
DH/ton 

M11. DH 

13.8 16.2 
9.623 13.182 

-8 -15 

7.8 -3.6 
15.721 13.209 

-5 4 

13.1 21.9 
9.618 13.846 

-10 -33 

24.3 19.7 
11.483 14.213 

-25 -25 

3. Fertilizer transfers-­
a. Fertilizer subsidy 
b. Fertilizer use 
c. Ferti11zer transfer (3a*3b)/1.000 

Mil. DH 
1.000 tons 
1-111. OH 

379 
20.8 
7.9 

-32 
22.5 
-0.7 

653 
22.6 
14.7 

343 
27.2 

9.3 

-94 
28.3 
-2.7 

-269 
27.5 
-7.4 

-116 
28.6 
-3.3 

-388 
29.0 

-11.3 

4. Credi t poli cy-­
a. Value. all agriculture 
b. Credit. all agriculture 
c. Interest rate subsidy
d. Credit support (D/4a)*«4b*4c)/100) 

M11. DH 
Mil. DH 
Percent 
Mil. DH 

15.983 17 .043 
1.723 2.228 

5 4 
0 0 

21.567 29.756 
2.393 2.807 

3 5 
0 1 

29.702 22,856 
3.717 3.891 

5 5 
1 2 

23.157 24.662 
4.144 4.222 

4 4 
1 1 

5. Irrigation 5ubsidy-­
a. Total irrigation subsidy 
b. Cotton share of area 
c. Irrigation subsidy 5b/l00*5a 

M11. DH 
Percent 
M11. OH 

159 
2 
4 

172 
2 
4 

189 
2 
4 

176 
2 
4 

204 
2 
5 

195 
2 
4 

200 
2 
5 

206 
2 
5 

F. Total transfers to producers: 
1. Total (ld+2c+3c+4d+5c)
2. Producer subsidy equivalents (Fl/D)*100 

M11. DII 
Percent 

31 
43.9 

7 
7.3 

3D 
46.0 

85 
58.7 

105 
66.6 

73 
33.7 

86 
48.8 

65 
34:7 

ha. - Hectare. 
DH - D1 rham. 
USS - U.S. dollar. 
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Appendix table 6-Sugar: calculation of Morocco'. producer and conlUmer sub31dy equlva!enta 

Itf/III Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Are. h.rvested 
B. Production 
C. Producer price 
O. Producer value (0*C)/l.000 

1.000 hi. 
1.000 tons 
OH/ton
Ml1. 011 

65 
384 
144 
~5 

71 
470 
144 
68 

71 
451 
162 

73 

66 
490 
174 
85 

64 
439 
199 
87 

74 
540 
199 
107 

74 
690 
195 
135 

75 
610 
217 
132 

E. Pol1 cy transfers to producers: 
1. Pri ce policy--

I. Producer price 
b. Border price. f....g.te wefghted pr1ce 
c. Price support (11-1b)*8/1.000 

OH/ton
OH/ton
Mil. 011 

144 
159 
-6 

144 
180 
-17 

162 
129 

15 

174 
139 

17 

199 
141 
25 

199 
116 
44 

195 
119 

53 

217 
125 
56 

2. Foreign exch.nge policy--
I. Overvaluetion 
b. Sorder price. Caribbean plus 

tr.nsportatfon 
c. Forefgn exch.nge subs1~ 

-2.*2b*8/100.000 

Percent 

OH/ton 

Ml1. DH 

13.8 

1.229 

-65 

16.2 

1.424 

-108 

7.8 

1.144 

-40 

-3.6 

1.047 

19 

13.1 

1.331 

-77 

21.9 

1.360 

-161 

24.3 

2.043 

-343 

19.7 

2.578 

-310 

3 • Fertilizer transfers-­
•• 
b. 
c. 

Fertilizer subGi~. urea 
Fertilizer used an sug.r
Fertilizer PSE. 31*3b/l.000 

1411. 011 
1.000 tons 
M11. OK 

379 
27 
10 

-32 
29 
-I 

653 
29 
19 

343 
35 
12 

-94 
36 
-3 

-269 
35 
-9 

-116 
37 
-4 

-388 
37 

-14 

4. Credft pol1cy--
I. Value. all agriculture
b. Credft ••11 agriculture 
c. Interest rate subsidy
d. Credit support (D/4a)*«4b*4c)/100) 

1411. OH 
1411. DH 
Percent 
Ml1. 011 

15.983 
1.723 

5 
0 

17.043 21.567 
2.22S 2.393 

4 3 
0 0 

29.756 29 .• 702 
2.807 3.717 

5 5 
0 1 

22.856 23.157 24.662 
3.891 4.144 4.222 

& 4 4 
1 1 1 

5. Irr1gat1on subs1dy-­
a. Total 1rrigation subsf~ 
b. Sugar share of area 
c. Irrfgat10n sub1s~ 5b1100*5. 

1411. DH 
Percent 
Mfl. 011 

159 
15 
24 

172 
15 
26 

189 
16 
29 

176 
16 
28 

204 
17 
34 

195 
17 
33 

200 
18 
35 

206 
18 
37 

F. Total transfers to producers: 
1. Total (lc+2c+3c+4d+5c)
2. Producer subs1dy equivalents (f1/0)*lOO 

Mil. 011 
Percent 

-37 
-66 

-laO 
-147 

23 
31 

76 
90 

-21 
-24 

-92 
-86 

-259 
-192 

-231 
-175 

G. Consumpt1on
GG. Qaant1ty subsid1zed 
H. Consumer price
I. Consumer cost (GG*H)/l.000 

1.000 tons 
1.000 tons 
DH/ton 
1411. DH 

680 
600 

3.236 
1.941 

712 
620 

3.638 
2.255 

740 
631 

3.654 
2.306 

672 
650 

3.8U 
2.477 

707 
694 

".169 
2.893 

722 
650 

4.120 
2.678 

741 
70D 

4.086 
2.860 

783 
725 

4.094 
2.968 

J. Pol1 cy transfers to consumers: 
1. Price po11cy-­

•• 80rder pr1ce. Caribbean 
b. Consumer Price 
c. Price support (la-lb)*GG/l.000 

OH/ton
OH/ton
1411. 011 

1.529 
3.236 

-1.024 

1.728 1.443 
3.638 3.654 

-1.184 -1.395 

1.356 1.680 
3.811 4.169 

-1.595 -1.727 

1.718 2.455 
4.120 4.086 

-1.561 -1.141 

3.Cl36 
4.094 

-767 

2. Foreign exchange policy-­
a. Overvaluat1on 
b. Border pri ce 
c. Foreign exchange 5ubsi~ 

(2a*2b*G)/I00.000 

Percent 
DH/ton 

M11. DH 

13.8 
1.579 

143 

16.2 
1.728 

199 

7.8 
1.443 

84 

-3.6 
1.35& 

-33 

13.1 
1.680 

156 

:H.9 
1.n8 

272 

24.3 
2.455 

443 

19.7 
3.036 

469 
K. Total transfers to consumers: 

1. Totlll (lc+2c)
2. Consumer subsidy equivalent (KI/I)*100 

Ml1. 011 
Percent 

-881 
-45.4 

-985 -1.312 
-43.7 -56.9 

-1.629 -1.!i71 
-65.7 -54.3 

-1.289 
-48.1 

-699 
-24.4 

-299 
-10.1 

hi. a Hectare. 
DH - 01 rham. 
PSE - Producer subsidy equfvalent. 
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Nigeria 
 

By Carl C. Mabbs-Zeno 
 

Economic and Agricultural 
Development~ 

Nigeria is the seventh largest nation in Africa in land area, 
but with over 110 million citizens, it has the largest poprua­
lion on the continent and the 10th largest in the world. De­
spite this reladvely high density, Nigeria has ample land fm 
agriculture in various ecological zones defined mainly by 
rainfall. About 40 percent of the land is under cultivation, in­
cluding that which is fallow. Most of the population stiil 
lives in ruml areas, with agriculture accounting for as much 
as 70 percellt ofemployment and 30 percent of gross domes­
tic product (GDP). 

Recent change in Nigeria's economy has been closely linked 
to its oil wealth. Oil has been exported from Nigeria sinre 
1958, but this product did not come to dominate the econ­
omy until after the civil war thal. ended in 1970. The sudden 
increase in export revenue from oil in the early 1970's and 
again in the early 1980's strengthened the state and dramati­
cally raised expectations for living standards. Export earn­
ings, spurred by oil revenues, increased threefold between 
1975 and 1980, while real GDP expanded 4 percent per year. 
The state captured a large portion of the revenues and ex­
tended its controls. The subsequent decline in other eco­
nomie sectors was also sudden and massive. The status of 
export agriculture declined from that of the leading sector to 
one ofconsistently low perfonnance. Oil prices, after peak­
ing in the early 1980's, were cut in halfby the end of the dec­
ade. Nigeria's export earnings and overall economy suffered 
as a resulL Real GDP stagnated through the mid-1980's and 
only rocenUy has begun to rise. 

The role ofgovernment significantly shifted in 1986, with 
the initiation ofa sttuctural adjustment program (SAP). The 
program followed the pattern of recommendations from inter­
national lending agencies, which emphasized greater reliance 
on mmtet incentives throughout the economy. 

The policy reforms, designed to aid agriculture in the fll'St 
years ofdie SAP, relied on price increMes to raise production. 
Prices did rise, and some crops responded immediately. The 
response in these years did not reflect new investment, since 
most of the increases were in tree crops that did not have 
time to mature and to contribute to outpuL In the longer run, 
however, the production increase may be sustained by exten­
sive new plantings, currently underway, ofcocoa and rubber. 

The quantity of food crops produced generally rose after the 
SAP was inttoduced, but the rate of increase was lower than 

was that for cash crops. Cassava, yam, and com were the 
only major food crops that failed to exceed the producdon 
levels of 1970. That record conlJ:asts with that of cash crops, 
of which the production had ger!milly decreased so much 
that the recovery after 1986 W8:§ insufficient to set new re­
cords.1n 1988. producm offroo cwps were generally plan­
ning to expand, but not as cofJsistently as were cash crop 
producers. 

Policies In the 1980Ds 

The SAP consists of policy reforms in all areas of the econ­
omy. As a resultof dtese reforms, international financial ar­
rangements were renegotiated with public and private 
creditors. The policy reforms have not always replaced gov­
ernment conttol with market forces. Each area of reform has 
experienced intermittent resurgence ofgovernment cmttol 
even while genemlly following the direction planned in 1986. 

Following the Nigerian President's announcement of wide­
reaching ~onomic refonns in June 1986, the International 
Monetal) lJund immediately began negotiating a standby 
agreement with Nigeria. In September 1986, the Nigerian 
Government signed a letter of intent, which was ratified by 
the Fund's Executive Board on December 12 of that year. 
The agreement was worth as much as US$760 million, but 
its principal importance lay in freeing other international 
lenders to reach agreement. The lenders attached conditions 
to their loans that maintained or extended the policy reforms. 

Macroeconomic and Trade 
Policy Developments 

The plan for structural adjustment included tight monetary 
policy, in which the money supply would be restricted to con­
ttol inflation. The insttuments conttolling money supply 0p­
erate mainly through credit availability and bank liquidity. 
The Central Bank uses several tools, including (1) an annual 
ceiling on credit growth by banks, (2) a cash ratio on demand 
deposits, which has the effect of a reserve requirement for 
commercial (but not merchant) banks, (3) adjustments in the 
rediscount rate, and (4) numerous selective credit conttols. 
Credit to the Government further effects money supply. 

The centtal reform in the SAP was deconttol of foreign cur­
rency exchanges. The fmt step toward market valuation of 
the currency was telmed the second-tier foreign exchange 
market (SFEM) and was instituted in September 1986. The 
fll'St tier of the currency market was maintained at officially 
overvalued rates for debt repayment and payments to intema­
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donal organizations, although the level ofovervaluation was 
reduced at irregular intervals. The second tier of ~!IJ currency 
marlcet, used for all other ttansactions. was essentially floating. 

In July 1987, the two tiers were unified in a foreign exchange 
market at rates close to their open-market level. Complete 
unification was achieved in January 1989, when the autono­
mous rate for the private sector was abolished. The rules for 
detennining the rates have varied as different auction methods 
have been applied, resulting in some appreciation of the naira, 
especially in 1987, but the naira's value has generally remained 
much clo~cr to the open-market value. The black market has be­
come much less active than it was in the decade before 1986. 

Anew tariffschedule was instituted in 1988 with a plan for the 
following 7 years. The !l:hedule did not allow for tariffs higher 
than the ones that had prevailed before the SAP. On average, 
the tariff reductions were not large. Agricultural commodities 
were protected at about the same rate as commodities from 
other sectors that involved unbanned goods. The most impor­
tant bans, however, concerned agricultural imports, resulting 
in protection for agriculture relative to manufacturing. 

Import licensing before 1986 had the effect of placing quanti­
tative restrictions on imports. Licenses were issued accord­
ing to the availability of foreign exchange, but permitted 
levels for the year were not announced in advance. Actual im­
ports represent the best record of the effective quotas. The 
list of imports banned in 1986 emphasized agricultural prod­
ucts, including rice, corn, wheat. vegetable oil, eggs in shen, 
fISh, fruits, live poultry, and vegetables. 

Agriculture' Policy Developments 

The principal agricultural goals of the SAP were (1) to rapidly 
increase food production and thereby reduce food import.~ 
and (2) to increase output of traditional export crops to rt.use 
incomes and reduce dependence on oil exports. Measures 
taken to achieve these goals included abolishing commodity 
marlceting boards, increasing availability of fertilizer and 
credit. banning imports of wheal, corn, rice, vegetable oil, 
poultry, and animal feed, and devaluing the exchange rate. 

Producer Pricing Policies 

Commodity prices were controlled by the Nigerian Govern­
ment through several mechanisms before the SAP. Prices 
paid to producers of most cash crops were dictated by com­
modity boards. Various inputs, notably fertilizer and petrol, 
were subsidized. The prices of import substitution commodi­
ties were affected by the controls on imports. All prices of 
tradables were also affected by the controls on fomign ex­
change that led to overvaluation of the naira. 

The marketing boards were only effective in controlling the 
price of commodities that passed through ports to be ex­
ported, such as cocoa and rubber, or through mil1s, such as 
cotton, wheat, and rice. The minimum price was often set 
wen below the expected market price for food crops. The 
marketing board for root crops lasted only 2 years because it 
was ineffective. Even for commodities of which prices were 

affected by a marketing board, the fanngate price often dif­
fered significantly from the announced price because buying 
agents were able to influence the ttansaction. The boards 
served various marketing functions, but price control was 
their most conspicuous role. 

With the loss of marlceting boards and w~th CuneHlCy devalu­
ation, the real prices of most cash crops rose abruptly. Real 
producer prices of four major cash crops (cocoa, cotton, pea­
nuts, and palm kernels) rose an average of 133 percent dur­
ing 1986. The real prices were eroded by inflation in 
subsequent years, but cotton and palm kernel prices re­
mained,above the highest real prices of 1977-86. 

The real producer prices of food crops rose after 1986, espe­
cially in 1987, but except for rice, these prices have not reached 
the levels of 1975-83. Real food crop prices only recovered 
from a 3-4 year dip. This pattern contrasts with that ofcash 
crops. ofwhich real prices generally exceeded any earliez ones. 

Msrtcetlng Policies 

By the time the SAP was formally launched, the Nigerian 
Government was already selling many of its parastatals, espe­
cially those engaged in agrlcultW'al production. Six of the 11 
government companies engaged in direct agricultural produc­
tion were for &ale by r:nid-1986. All agricultural production 
by the Government was planned to be brought to an end, 
and the SAP therefore specified that the River Basin Devel­
opment Authorities would cease from agricultural produc­
tion, even though dlese agencies remained active in 
development of water resources. 

The Government remains involved with storage (construct­
ing modem storage facilities and holding part of the coun­
try's strategic reserves) and inspection of various export 
commodities. 

Input Policies 

The subsidies on fertilizer were apparently targeted for re­
moval when the SAP was conceived. The Government was 
to withdraw from :>i'''~rtation, transportation, and distribu­
tion of fertilize~'S" :3). Real subsidy leveis on fertilizer rose 
after the SAP. 

The ability of the Government to eilforce its fertilizer price 
has apparently changed over time, but documentation of this 
policy is scanty. An unpublished study found that 40 percent 
of the fertilizer used in 1989 passed to farmers outside official 
channels. In that year, farmers paid three times the official 
price for such fertilizer (8). Also in 1989, the States of Nige­
ria were directed to sell fertilizer at the same price as they 
bought it from Federal sources, but at least two States, Niger 
and Gongola, charged a margin for their marketing costs. 

Just as the price of fertilizer did not always reflect official 
policy, the quantity of it reaching farmers was not at full om­

'Ilallcized numbers In parenlheses refer to literature cI&9d In Ihe Ref­
erences section at Ihe end of Ihls chapter. 
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~iallevels. Since neighboring countries do not support fertil­ Estimation of Policy Intervention 
Izer sales at nearly the subsidy in Nigeria, considemble incen­ In Agriculture tive exists for unofficial exports. Such exports have been 
estimated at 20 percent of Nigerian imports and production 

In this report, subsidy equivalents are estimated for sevemlfor 1983-87 (8). Disappearance at the port has independently 
crops in different subsectors. The estimates are calcu!ated forbeen estimated at 9 percent of imports for 1977-84 (4). 
1982-89 to place the SAP reforms in a historical context. 
However, because of data constraints, relatively few policiesThe petroleum subsidy was explicitly targeted for removal 
are isolated in the estimates.even before the SAP. This subsidy affects agriculture mainly 

through its effect on transportation costs rather than through 
Producer subsidy equivalents (PSE's) were measured forproduction costs. The revenue generated by removal of the 
wheat, white com, rice, sugar, cotton, and cocoa. Effects onsubsidy was eannarked for use in funding the Directorate of 
consumers were measured for all these with the exception of Food, Road, and Rural Infrastructures (DFRRI), a use impor­
cocoa and wl>jte com.tant to rural people (3). The subsidy was not, however, elimi­

nated, even though the DFRRI was established and is now 
Results for Producers functioning. 

Total transfers from government policies to producers of the 
Consumer Policies crops studied here ranged from taxation of 42 percent of pron 

ducer revenues in 1984 to a subsidy of 18 percent in 1987 (ta­Trade restrictions have had the largest influence on consumer 
ble 1). The net effect on producer revenue has been modemteprices. Import bans for grains were imposed in 1985 and 
compared with subsidies in other countries. 1986 to lower the cost of food imports and to stimulate do­

mestic food production. Following the import bans, prices of 
Results by Commodityw~eat flour ~d barley ~se. These price increases, coming 

WIth lowered mcomes, mduced consumers to substitute Of the six commodities for which PSE's were calculated a 
lower priced domestically produced commodities, such as pattern exists of taxation on the cash crops and of subsidy on 
cassava gaO, sorghum, and rice. The demand for these prod­ the food crops, especially before 1986 (table 2). Com produc­
ucts consequently drove up their prices as well. Between ers were subsidized throughout the study period, but relative 
1987 and 1989, the real price of cassava rose more than three­ to producer revenue, these subsidies were negligible. Wheat 
fold. The real rice price nearly doubled. producers were taxed between 1982 and 1985. Wheat sup-

Table 1-Nlgerla: Summary of producer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by policy:
Pesticide subsidy 
Credit subsidy 
Foreign exchange 
Tariff 
Fertilizer subsidy
Marketing board 
Nontar1ff border controls 

Mil. 
Mil. 
Mil. 
Mil. 
Mil. 
Mil. 
Mil. 

Hr. 
Hr. 
Nr. 
Hr. 
Hr. 
Hr. 
Nr. 

4 
6 

-607 
24 
30 
31 

797 

4 
7 

-766 
71 
43 
15 

448 

6 
9 

-1.615 
114 

51 
-32 
872 

3 
8 

-1.208 
118 

57 
-37 

1.043 

5 
6 

-1.078 
48 
75 

149 
1.113 

4 
5 

127 
137 
189 

0 
185 

12 
15 

-845 
217 
285 

0 
757 

6 
22 

-1.079 
407 
271 

0 
324 

Policy transfers by commodity:
Wheat 
Corn (wh1 te)
Rice (milled)
Sugar
Cotton 
Cocoa 

M11. 
Mil. 
Mil. 
Mil. 
Mil. 
Mil. 

Nr. 
Hr. 
Nr. 
Hr. 
Nr. 
Hr. 

-1 
21 

590 
-11 
-34 

-281 

-3 
28 

213 
-16 
-17 

-383 

-5 
35 

455 
-17 
-55 

-1.008 

-1 
36 

697 
-16 
-36 

-696 

5 
43 

800 
-12 
-63 

-456 

25 
97 

262 
17 

176 
67 

118 
154 
450 
16 

160 
-456 

154 
138 

-149 
39 

287 
-517 

PSE by commodity:
Wheat 
Corn (white)
Rice (milled)
Sugar
Cotton 
Cocoa 

Percent 
Percent 
Percent 
Percent 
Percent 
Percent 

-13 
2 

139 
-138 
-136 
-138 

-36 
2 

60 
-167 
-99 

-211 

-45 
2 

80 
-289 
-210 
-472 

-28 
2 

98 
-241 
-171 
-422 

42 
3 

116 
-137 
-90 

-106 

65 
8 

36 
40 
65 

9 

74 
4 

38 
27 
49 

-18 

61 
3 

-8 
31 
80 

-18 

Total policy transfers 
Value to producers 
Total ~ommod1ty PSE 

Mil. Hr. 
M11. Hr. 
Percent 

284 
1.903 

15 

-178 
1.843 

-10 

-595 
2.790 

-21 

-16 
2.497 

-1 

317 
2.641 

12 

646 
3.024 

21 

441 
8.404 

5 

-48 
10.643 

-0 

Hr. - Naira. 
PSE - Producer subsidy equivalent. 
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Table 2-Nlgeria: Producer IUbDldy equivalents by commodity 

I tell Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 1.000 ton 26 26 27 10 15 30 50 60 
Producer price Hr./ton 280 280 400 450 800 1.300 3.200 4.200 
V.lue to producers M11. Hr. 7 7 11 5 12 39 160 252 
Policy transfers to 
producers--

Fertilizer subsidy Mil. Hr. 0 1 1 0 0 2 8 9 
Credit subsidy 1411 • Hr. 0 0 0 0 0 0 0 1 
Marketing board Mil. Hr. 4 4 7 3 9 NA HA itA 
Foreign exchange Mil. Hr. -5 -7 -13 -4 -5 1 -11 -19 
Border controls Mil. Hr. HA HA ItA HA HA 22 120 163 

Total policy transfers Mil. Hr. -1 -3 -5 -1 5 25 118 154 
PSE (per unit value) Percent -13 -36 -45 -28 42 65 74 61 
PSE (per unit quantity) Hr./ton -35 -101 -178 -126 334 839 2.357 2.566 

USS/ton -52 -139 -234 -141 248 209 526 349 

Rice: 
Level of production 1.000 ton 583 614 647 682 632 552 554 599 
Producer price Hr./ton 730 575 883 1.040 1.094 1.311 2.110 3.161 
Val ue. to producers M11. Hr. 426 353 571 709 691 724 1.169 1.893 
Policy transfers to 
producers--

Tariff Mil. Hr. 15 64 105 112 35 HA HA HA 
Fertilizer subsidy H11. Hr. 7 12 14 17 19 52 72 70 
Credit subsidy Mil. Hr. 1 1 2 2 1 1 2 4 
Foreign exchange H11. Hr. -230 -312 -538 -477 -369 ~6 -261 -385 
Hontar1ff border controls Mil. Hr. 797 448 872 1.043 1.113 1f>~ 637 162 

Total policy transfers r411. Hr. 590 213 455 697 800 2~~2 1150 -149 
PSE (p~r unit value) Percent 139 60 80 98 116 36 38 -8 
PSE (per unit quantity) Hr./ton 1.013 348 704 1.022 1.266 415 l~'IZ -249 

US./ton 1.504 480 921 1.145 939 118 IS1 -34 

Sugar:
Level of production 1.000 ton 54 58 55 69 40 S9 50 SO 
Producer price Hr./ton 152 164 107 97 218 726 1.224 2.525 
Value to producers M11. Hr. 8 10 6 7 9 43 61 126 
Policy transfers to 
producers--

Tariff Mil. Hr. 1 2 2 2 1 13 31 63 
Fertilizer ~ubs1dy H1l. Hr. 0 1 1 0 1 1 2 2 
Credit subsidy Mil. Hr. 0 0 0 0 0 0 0 0 
Foreign exchange Mil. Hr. -13 -19 -19 -19 -14 3 -16 -26 

Total policy transfers Mil. Hr. -11 -16 -17 -16 -12 17 16 39 
PSE (per unit value) Percent -138 -167 -289 -241 -137 40 27 31 
PSE (per unit quantity) Hr./ton -209 -274 -308 -234 -298 294 327 778 

USSlton -310 -379 -403 -262 -221 73 73 106 

Cotton (11 nt ) : 
Level of production 1.000 ton 20 13 15 10 28 27 29 26 
Producer price IIr./ton 1.275 1.400 1.750 2.125 2.500 10.000 11.250 14.000 
Value to producers M11. "r. 25 18 26 21 70 270 324 358 
Policy transfers to 
producers--

Fertilizer subsidy Mil. Hr. 5 6 7 9 14 38 56 62 
Credit subsidy Mil. Hr. 0 0 0 0 0 0 1 1 
Marketing board Mil. Hr. -8 -1 -1 -1 2 0 0 0 
Foreign exchange Mil. Hr. -39 -28 -68 -49 -90 14 -84 -120 
Tariff Mil. Hr. 8 5 7 4 11 124 187 344 

Total policy transfers M11. Hr. -34 -17 -55 -36 -63 176 160 287 
PSE (per unit value) Percent -136 -99 -210 -171 -90 65 49 80 
PSE (per unit quantity) Hr./ton -1.730 -1.387 -3.678 -3.638 -2.253 6.537 5.554 11.212 

USSlton -2.569 -1.917 -4.815 -4.079 -1.672 1.632 1.239 1.524 

Corn (white):
Level of production 1.000 ton 1,785 1.660 1.800 2.000 2.000 1.900 2.200 1.900 
Producer price Hr./ton 691 767 1.090 795 714 611 1.891 2.735 
Valu2 to producers Mil. III'. 1.233 1.273 1.962 1.590 1.428 1.161 4.~iO 5.197 
Policy transfers to 
producers--

Fertilizer subsidy Mil. Hr. 17 24 28 32 40 96 146 128 
Credit subsidy Mil. Hr. 4 5 7 5 3 2 8 10 

Total policy transfers Mil. Hr. 21 28 35 36 43 SJ1 154 138 
PSE (per unit value) Percent 2 2 2 2 3 8 4 3 
PSE (per unit quantity) tlr./ten 12 17 19 18 22 51 70 73 

USS/ton 18 24 25 20 16 13 16 10 

See footnotes at end of table. Continued-­
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Table 2-Nlgeria: Producer subsidy Gqulyalenta by commodlty-COntlnued 

Item Un1t 1982 1983 

COCOII: 
Level of product10n 	 1.000 ton 156 140 
Producer pr1ce 	 Hr./ton 1.300 1.300 
VlIlue to producers 	 Mil. Hr. 203 182 
Policy trllnsfers to 
producers--

Pest1c1de subs1dy M11. Hr. 4 4 
Credit subs1dy M11. Hr. 1 1 
Mllrketing bOllrd Ml1. Hr. 35 13 
Fore1gn exchllnge M11.Hr. -320 -401 

Totlll policy trllnsfers 	 M11. Hr. -281 -383 
PSE (per un1t vlIlue)	 Percent -138 -211 
PSE (per un1t qUllnt1ty) 	 Hr./ton -1.800 -2.739 

USS/ton -2.672 -3.785 

Hr. - HlIira. 
HA - Not IIpplicllble.
PSE - Producer subs1dy equivlIlent.
USS - U.S. dollllr. 

port has been high since 1986, especially as a percentage of 
wheat value, but the crop is too small to account for a large 
proportion of the transfers within the agricultural sector. 

Among the crops sbldied here, the taxing effect on cocoa 
was most important. This effect was largest both in terms of 
naira transferred and as a proportion of producer revenue. 
Until the marketing board was abolished, the effective net 
tax on cocoa producers was typically two or three times the 
revenue received. Dming the 8 years sbldied, the taxing ef­
fect was greatest in 1984 and nearly as high in 1985. 

While this net taxation is large compared with that on other 
Nigerian commodities, the tax is comparable with the taxa­
tion on cocoa in other producing nations. Thus, the taxation 
on cocoa hurt Nigeria's international competitiveness com­
paree! with unilatemlliberalization of government interven­
tion in cocoa, but it had little effect on international 
competitiveness compared with a liberalized global market 
in cocoa. As other countries liberalize their cocoa sectors as 
part of their own sbUCtural adjustment or similar policy re­
form programs, Nigeria's market share is unlikely to im­
prove. Amodel of the global cocoa market found that 
complete multilateral liberalization ofcocoa would result in 
Nigeria maintaining market share but losing export revenue 
as prices fall (6). 

Since cocoa is the only large export crop, most other cash 
crops serve for import substibltion. PSE's were calculated 
for sugar and cotton with similar patterns ofgovernment in­
tervention. Sugar was taxed the more heavily, but both were 
taxed in all years until 1987. For both crops, the major 
source of taxation was through the overvalued currency. For 
both crops, tariffs became relatively important in 1987, ac­
counting for most of the subsidization experienced since then. 

Com was affected relatively little by government policy. 
Com grown in Nigeria is usually white com, used for direct 
human consumption. It does not compete with the yellow 
com formerly imported by Nigeria for use as feed, especially 

1984 1985 1986 1987 1988 1989 

150 110 123 105 230 256 
1.425 1.500 3.500 7.500 11.000 11.000 

214 165 431 788 2.530 2.816 

6 3 5 4 12 6 
1 1 1 1 5 6 

-38 -40 138 HA HA HA 
-977 -659 -600 62 -473 -529 

-1.008 -696 -456 67 -456 -517 
-472 -422 -106 	 9 -18 -18 

-6.722 -6.323 -3.704 	 640 -1.984 -2.020 
-8.799 -7.088 -2.749 	 160 -443 -274 

for poultry. Thus the border measures that are important in al­
tering the prices of tradable commodities have no direct ef­
fect on Nigerian com producers. The most important effects 
ofgovernment intervention for corn producers have been the 
subsidized inputs, mainly fertilizer. Levels of support mnged 
from 1.7 to 8.4 percent of producer revenue. 

Rice production, in contrast, has been substantially sup­
ported most years since 1982 (fig. 1). Despite the taxing ef­

figure 1 

Nigeria: Rice producer subsidy equivalent 
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feet of the overvalued naira, direct border controls have been 
SuffICient to result in net subsidies. This mte of subsidy is 
probably the highest for any ~ crop in Nigeria, but the 
rate is less than that given 10 rice producelS in many other na· 
tions. The pattern of government suppon is globally highest 
for import substitution crops, like rice in Nigeria. Japan sub­
sidizes its rice production Iuates generally over 100 pem:nt 
of the producer value, and the United States, at Jevels only 
 
slightly below Nigeria's (10). 

Nigerian border measures consisted mainly of import licens­
ing before 1986 and of the impon ban since 1986. These 
measures restricted importS enough to raise the producer 
price in Nigeria. Thrift's on rice imports raised the domestic 
price funher while generating government revenue, but the 
eft'ect was less than that of the quantitative controls. Precise 
determination of the price shift due 10 these measures is com­
plicated by the dift'erences in quality between imported rices 
and Nigerian rice. Nigeria shifted from relatively high-quai­
ity U.S. rice to Thai rice in the early 1980's. The Nigerian 
rice seDs for a lower price than the imported varieties. 

Various subsidies were also provided ro rice producers. 
although the total subsidy value was much less than the 
value of higher prices for output Irrigation schemes were 
particularly designed to benefit rice producers. The benefits 
of the large irrigation projects are difficult to assess or to 
assign to particular years, and no attempt is made here to 
value them. Most rice production, however, uses smaD-scale 
technology. 

Wheat is relatively new in the Nigerian diet, becoming popu­
lar dwing the import boom that came with high oil revenues. 
Wheat production in Nigeria is greatly hindered by the warm 
climate. Nonetheless, Nigerians strongly prefer wheat bread 
The marketing board supported wheat prices at a level insuf­
ficient to fuDy oft'set the eft'ects ofcurrency overvaluation. 

The ban on wheat imports, however, coupled with the re­
duced overvaluation, has resulted in large subsidization 
 
rates for wheat production. Although wheat production is 
 
subsidized in many countries, including the RU\ior exporters, 
 
the recent Nigerian subsidy levels ofover SO percent ofpr0.­

ducer revenue are considerably higher than is typical else­

where (JO). 
 

Production levels for wheat in recent years are especially dif­

ficult to measure because of the incentive to smuggle wheat 
and seD it as grown in Nigeria. The impon figures of Nige­
ria's neighbors show evidence that signifacant trade of wheat 
has continued 10 flow into Nigw despite the ban. The price 
of wheat bread has risen with the ban, but this bread remains 
available in quantities difficult to justify on the basis ofdo­
mestic production capacity. 

Results by Policy 

Of the seven policies sbldied for effects on producers, the 
heavy taxing effect of foreign exchange controls wa~ abe 
most important in all years except 1987. The subsidies result­
ing from nontarift' border controls, mainly import bans and li­
censing, were large but did not oft'set the effect of the 
overvaluation of foreign exchange. Commodity boards were 
often important to specific commodities, but their overall ef­
fect was Jess because some boards taxed while others subsi­
dized. The various input subsidies were relatively 
unimportant to producer revenue. 

Results for Consumers 

For the commodities here studied, transfers to consumers as 
a result of government policy ranged from taxation of28 per­
cent ofconsumer cost in 1987 to a maximum subsidy rate of 
30 percent in 1983 (table 3). Consumers were subsidized in 
1982-84 but have been taxed since that time. 

Table 3-Nlgerla: Summary of consumer subsidy equivalents 

Item 

Policy transfers by policy:
Tariff 
Foreign exchange
Hontar1ff border policy 

Policy transfers by commodity:
Wheat 
Rice UI111ed)
Sugar
Cotton 

CS£ by crop:
Wheat 
R1 ce (ml1l ed)
Sugar
Cotton 

Total policy transfers 
Cost to consu~ers 
Total commodity CSE 

Hr. - Ha1ra. 

Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Mil. Hr. -70 -166 -220 -232 -119 -701 -1.131 -1.857 
1411. 
Mil. 

Hr. 
Hr. 

995 
-667 

1.305 
-648 

2.023 
-1.289 

1,838
-1,829 

1,306 
-1.300 

-157 
-72 

652 
-500 

930 
-301 

Mfl. Hr. 265 315 704 695 279 -277 -568 -780 
1411. Hr. 
1411. Nr.• 

-249 
196 

-131 
240 

-587 
151 

-1,277
137 

-788 
185 

-152 
-158 

-144 
-163 

212 
-436 

1411. Hr. 46 68 245 222 212 -342 -103 -224 

Percent 143 184 321 267 146 -134 -277 -161 
Percent -21 -10 -31 -51 -41 -7 -6 6 
Percent 144 175 302 247 145 -36 -25 -34 
Percent 121 162 299 252 139 -67 -33 -39 

1411. Hr. 
1411. Hr. 
Percent 

258 
1,524
16.9 

492 
1,606
30.6 

513 
2.247 
22.8 

-223 
2.885 
-7.7 

-112 
2.378 
-4.7 

-929 
3.310 
-28.1 

'979 
3.551 
-27.6 

-1.228 
6,132
-20.0 

CS£ - Consumer subsidy equivalent. 
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Results by Commodity 	 were relaxed in 1987. Of the commodities studied, wheat re­
ceived the greatest measured effect from government activ-

The crops that are important to consumer subsidy levels dif­ ity. Wheat consumers were subsidized during 1982-86,
fer from those that a:re important to producer subsidies (table averaging 212 percent of the crop cost. They were taxed dur­
4). Wheat has been a major import but not a major product. ing 1987-89, at an average of 191 percent ofcrop cosL
Sugar has also been cons~derably more important as an im­
port item. The com that is iJroduced is different from that Results by Policy
which was imported. 

Consumer subsidy equivalents (eSE's) were calculated for 
Among the crops .studied, rice consumption was taxed most tariffs, foreign exchange controls, and other border measures, 
consistently (fig. 2). Rice prices were controlled at levels that mainly import licensing. Until 1987, the most important bor­
did not vary with international markets. Net taxes on other der measure to affect agricultural consumers was the control 
consumers did not occur until foreign exchange controls of foreign exchange. This control was large enough to offset 

Table 4-Nlgerla: Consumer subsidy equivalents by commodity 

Item 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of consumption 1.000 ton 1.432 1.257 1.565 1.638 1.001 362 259 325 
Wholesale price Hr./ton 129 136 140 159 192 573 793 1.488 
Cost to consumers Mil. Nr. 185 171 219 261 192 207 205 484 
Policy transfers to 
consumers--

Border controls Mil. Hr. -19.3 -18.7 -23.7 -27.4 -24.8 -263.2 -623.5 -881.5 
Foreign exchange Mil. Hr. 284 334 727 723 304 -14 55 101 

Total policy transfers M11. Hr. 265 315 704 695 279 -277 -568 -780 
CSE (per unit value) Percent 143 184 321 267 146 -134 -277 -161 
CSE (per unit quantity) Hr./ton 185 251 450 425 279 -766 -2.195 -2.400 

USS/ton 275 346 589 476 207 -191 -490 -326 

Rice: 
Level of consumption 1.000 ton 969 1.015 950 1.014 802 899 567 603 
Retail price 	 Hr./ton 1.202 1.237 	 1.996 2.447 2.376 2.400 4.219 6.322 
Cost to consumers M11. Hr. 1.165 1.256 	 1.896 2.481 1.906 2.158 2.392 3.812 
Policy transfers to 
consumers--

Tariff 	 Mil. Hr. -25 -106 -155 -166 -44 IIA NA NA 
Foreign exchange Mil. Nr. 443 623 857 718 556 -80 356 513 
Hontariff border policy Mil. Nr. -667 -648 -1.289 -1.829 -1.300 -72 -500 -301 

Total policy transfers M11. Hr. -249 -131 -587 -1.277 -788 -152 -144 212 
CSE (per unit value) Percent -21 -10 -31 -51 -41 -7 -6 6 
CSE (per unit quantity) Hr./ton -.?o57 -129 -618 -1.259 -983 -169 -253 351 

USS/ton -382 -178 -808 -1.412 -729 -42 -57 48 

Sugar:
Level of consumption 1.000 ton 899 835 468 569 585 597 525 500 
Retail price 	 Nr./ton 152 164 107 97 218 726 1.224 2.525 
Cost to consumers M11. Hr. 136 137 50 55 128 433 642 1.263 
Policy transfers to 
consumers--

Tariff 	 Mil. Hr. -14 -27 -15 -17 -19 -130 -321 -631 
Foreign exchange Mil. Nr. 209 267 166 153 204 -28 158 196 

Total policy transfers Mil. Nr. 196 240 151 137 185 -158 -163 -436 
CSE (per unit value) Percent 144 175 302 247 145 -36 -25 -34 
CSE (per unit quantity) tlr./ton 218 287 322 240 316 -265 -311 -871 

USS/ton 323 397 421 269 235 -66 -69 -118 

Cotton (11 nt) : 
Level of consumption 1,000 ton 30 38 60 50 75 67 29 26 
Wholesale price Nr./ton 1.279 1.120 	 1.368 1.757 2.037 7.645 10.801 22.393 
Cost to consumers Mil. Nr. 38 42 82 88 153 512 311 573 
Policy transfers to 
consumers--

Tariff 	 Mil. Hr. -13 -14 -27 -22 -31 -307 -187 -344 
Foreign exchange Mil. Hr. 59 82 272 244 242 -35 84 120 

Total policy transfers Mil. Nr. 46 68 245 222 212 -342 -103 -224 
CSE (per unit value) Percent 121 162 299 252 139 -67 -33 -39 
CSE (per unit quantity) Nr./ton 1,544 1.814 4.088 4.437 2.823 -5.111 -3.579 -8,742

USS/ton 2.293 2.508 5.351 4,973 2.095 -1.276 -799 -1.188 

Hr. - Naira. 
CSE - Consumer subsidy equivalent. 
USS - U.S. dollar. 
NA- not applicable. 
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the taxing effeclS of cdler border measures until 1985 and re­
sulted in anet subsidy from all policies. The rise in importance 
of import licensing, with its effect of raising prices, was suffi­
cient by 1985 to result in net taxation ofconsumers for the 
commodities studied. As with producer subsidies, the coo­
sumer subsidy measures show an abrupt change in pattern with 
the start of the structural adjustment program. The effects of 
both previously important policies were much reduced, leav­
ing tariffs responsible for most of the remaining policy effect. 
'Iaxation rates were at record highs (in percentage tenns) for the 
2 years of 1987 and 1988, until the increasing overvaluation of 
the naira again nearly offset tariffs and import bans in 1989. 

Conclusions 

The policy levels measured here demonstrate the disincen­
tive to several fonus ofcrop production 'that resulted from 
government policies. The policies caused the most severe 
burden for cash crops. The policies also attest to the exten­
sive liberalization undertaken in 1986. Some reversion to ear­
lier patterns has occurred since 1986, but previous levels of 
intervention have not been matched. Despite liberalizations, 
grain imports remain constrained by trade policy. 

The importance ofexchange rate policy for ttadable com­
modities is shown in this re}}nrt, but price policy was some­

figure 2 

Nigeria: Rice consumer subsidy equivalent 

Percent 
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times even more impmant for specific commodities. Fertilizer 
policy is among the most important sources of transfelS that 
are administered directly today, creating the greatest poten­
tial for bureaucratic problems. Most of the policy effects are 
concenttated on a few commodities that do not represent the 
bulk of production or consumption. The potential for in­
creased production through further liberalization is limited. 
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Appendix: Methodology 

The major Nigerian sources ofdata on Nigerian agriculture are 
the Federal Office of Statistics (FOS) and the Centtal Bank 
of Nigeria. Other sources include the World Bank, the Food 
and Agriculture Organization of the United Nations (FAO), 
and the U.S. Department of Agriculture (USDA). Each of 
these regularly publishes time series on production and other 
agricultural variables, but these sources differ widely in their 
conclusions. FAO and USDA generally show the largest pr0­
duction numbers, while FOS typically has the smallesL FAO 
figures for poultty meat production, for example, are six 
times the level reported by the FOS. USDA estimates of rice 
production are often double FOS numbers, but USDA wheat 
estimates are considerably lower than FOS estimates. 

These discrepancies reflect the paucity of systematic primary 
data and differing assumptions about population, nutritional 
status, and unofficial trade. The data, therefore, me especially 
poor at offering implications on nutrition levels or unofficial 
uade. This report relies principally on data from the CentIal 
Bank of Nigeria when such information is available. This 
source has had formal responsibility for monitoring producer 
prices through the Technical Committee on Agriculture, and 
it has been the most consistent in its procedures for compil­
ing price estimates. Its production numbers may not be obvi­
ously superior to those of other sources, but its figures tend 
to be in the middle, lather than on the extremes, of the range 
of estimates and parallel the FOS numbers in most cases. 

Pricing Policy 

In cases where prices were directly controlled, tI\.{> ::'~I}Sidy 
equivalent was calculated by comparing prices received by 
fanners with international prices ami multiplying the difference 
by the quantity ofproduction. Direct price control was imple­
mented through marketing boards for some crops, although 
the marketing boards were ineffective in controlling the prices 
of those crops which,like com, did not pass through a market­
ing bottleneck such as processing milk or a port for exportation. 

The appropriate international price was often difficult to de­
termine, since it varies according to the commodity under 
study. Adjustments were generally made to available price se­
ries to account for differences in quality and location between 
the local price and the international price. For example, the 
uansportation cost for rice was added to the port price in 
Thailand. The tIansportation cost to Nigerian ports was 
added, but tIansportation costs within Nigeria were ignored. 
In the absence of government intervention, the fanngate 
price of rice would equal the import price if the tIansporta­
tion cost from the farmgate equals the uansportation cost 
from the porL Quality was genernlly treated by using data for 
the closest quality for which an international price series was 
available, but further adjustment was done where price differ­
ences between domestic and imported commodities were ob­
served. Unweighted avelage prices throughout the year were 
used to represent international prices because of the conven­
ience of obtaining such prices, although prices during the har­
vest season might have been theoretically better justified. 

Many of the problems of adjusting international prices can 
be eliminated by using import unit values (that is, by using 
the average cost of imports). Data on import unit values is 
available for commodities that were legally imported in sub­
stantial quantities. 

Exchange Rate Policy 

Detennination of the equilibrium Iate can be accomplished 
in various ways. The only published account of black nuuket 
Iates around the world indicates unofficial exchange Iates 
during the 1980's that value the naira 10-15 percent less than 
the Iates estimated in this report (2). A rigorous examination 
of the exchange Iate would take account of the value of trade 
with Nigeria under various cun-encies. This was considered 
unlikely to yield more useful information than would view­
ing the exchange Iate simply in dollar terms. 

The procedure used here is based on the premise that the offi­
cial and equilibrium exchange rotes were equal in August 
1987, the month following the unification of the two official 
foreign exchange markets. Overvaluation in other time peri­
ods is calculated by compensating for the inflation of the 
nairn compared with the inflation of the dollar and the 
change in official exchange IateS. 

Tariffs 

The subsidy equivalent for a tariff was calculatOO as the prod­
uct of the tariff late, the open-market price, and the quantity 
of production. Thriffs were only measured as subsidies for 
commodities that were imported in substantial quantities. 

Nontariff Border Controls 

For several commodities during some or all of the period 
studied, border controls existed, of which the effect could not 
be directly measured. Controls like licensing of imports and 
bans of imports tended to raise domestic prices. The effect of 
such policies was determined by comparing international 
prices with domestic prices in a fashion analogous to the pro­
cedure used to measure the effect of price policies. Part of 
the price difference, however, could, in some cases, be attrib­
uted to tariffs, and the value of the tariff subsidy was sub­
tracted from the subsidy total to reveal the nontariff border 
control effect. 

Input Polley 

Credit subsidies were measured by comparing interest lates 
in the nonagriculturnl sector with agriculturnl interest lares 
and multiplying the difference by the amount of credit as­
sumed in the production of each crop. Credit was allocated 
among crops according to the proportion of agriculturnl 
value in the crop. 

Fertilizer and pesticide subsidies were reported in govern­
ment statistics. All pesticide subsidies were allocated to c0­

coa producers. Fertilizer was allocated to crops according to 
the proportion of all cropland area used in production of the 
crop. 
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Appendbc table 1-Wheat: calculation of Nigeria's producer end coMUlller subsidy equivalents 

Itell Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 1.000 ha. 12 14 16 5 7 15 40 50 
B. Prodllc~"on 1.000 tons 26 26 27 10 15 30 50 60 
C. Producer pr1:ce
D. Producer value (B*C)/l.ooO 

Nr ./ton
1411. Nr. 

280 
i 

280 
7 

400 
11 

450 
5 

800 
12 

1.300 
39 

3.200 
160 

4.200 
252 

E. Policy transfers to producers: 
1. Price po1i ey-­

a. Producer price
b. Border' price. U.S. export unit value 
c. Border price. U.S. export unit value 
d. Price support (11-1c)*8/1.0oo 

IIr./ton
USS/ton
Nr./ton
1411. Hr. 

280 
192 
129 

4 

280 
188 
136 

4 

~:lO 
183 
140 

7 

450 
178 
159 

3 

800 
142 
192 

9 

NA 
NA 
NA 
NA 

NA 
NA 
NA 
Nil 

NA 
NA 
NA 
NA 

2. Foreign exchange policy-­
a. Official exchange rate 
b. Equl1ibrilllll e.)(cllange rate 
c. Overv.l uilt1 on 

USS/Nr.
USS/Nr.
Percent 

1.5 
0.6 
154 

1.4 
0.5 
195 

1.3 
0.3 
332 

1.1 
0.3 
277 

0.7 
0.3 
159 

0.2 
0.3 
-7 

0.2 
0.2 
27 

0.1 
0.1 
21 

d. Foreign exchange subsidy 
-lc*2c*B/1OO.000 1411. Nr. -5.2 -6.9 -12.5 -4.4 -4.6 1.2 -10.6 -18.7 

3. Fertil1zef' transfer!.-­
a. Uheat share of land Percent 0.06 0.07 0.08 0.02 0.03 0.06 0.16 0.20 
b. Application rate 
c. Fertilizer subsidy
d. Fertilizer PSE (3a/3.88)*3b*3c 

Percent 
1411. Nr. 
1411. Nr. 

0.16 
135 

0.31 

0.16 
191 

0.52 

0.16 
219 

0.67 

0.16 
267 

0.23 

0.16 
352 

0.41 

C.16 
874 

2.12 

0.16 
1214 
7.84 

0.16 
1167 
9.42 

4. Credit poli cy-­
a. Value. all agriculture
b. Credit. all agriculture 
c. Credit support «B*C/1.000)/4a)*4b 

1411. Nr. 
Mil. Nr. 
1411. Nr. 

10.622 
35 

0.02 

12.145 
43 

0.03 

18.116 
60 

0.04 

20.835 
64 

0.01 

31.928 
67 

0.03 

44.859 
74 

0.06 

56.170 
102 

0.29 

64.903 
130 

0.50 

" ~ rder con trol s-­. Producer pricec'" 

b. Bordei' price. U.S. export unit value 
c. Border price. U.S. export unit value 
d. Prfce support (la-lc)*B/1.000 

Nr./ton
USS/ton
Nr./ton
Hf 1. Nr. 

NA 
NA 
Nil 
NA 

NA 
NA 
NA 
IiA 

NA 
NA 
Nil 
NA 

NA 
NA 
tlA 
NA 

Nil 
NA 
NA 
NA 

1.300 
143 
573 

21.8 

3.200 
177 
793 

120.4 

4.200 
202 

1.488 
162.7 

F. Total transfers to producers: 
1. Tob1 (ld+2d+3d+4c+5d)
2. Producer subsidy equivalents CFlIO)*100 

Hf 1. Nr. 
Percent 

-0.9 
-12.5 

-2.6 
-35.9 

-4.8 
-44.6 

-1.3 
-27.9 

5.0 
41.7 

25.2 
64.5 

117.9 
73.7 

153.9 
/iLl 

G. Consu~ti OIl I.MO tons 1.432 1.257 1.565 1.638 1.001 362 259 325 
H. Retal1 priCE!
I. Consuller CO$t \ ""'H) 11.000 

Nr./ton
Hf 1. Nr. 

280 
401 

280 
352 

400 
626 

450 
737 

600 
801 

1.300 
471 

3.200 
829 

4.200 
1.365 

J. Policy transfers to consumers: 
1. Import ban policy-­

•• Border price. U.S. export unft value 
b.Rehil price 
c. IMPort ban CSE C1a-1b)*G/1.000 

Nr ./ton
Nr./ton
Mil. Hr. 

NA 
NA 
NA 

NA 
NA 
NA 

NA 
NA 
NA 

Nil 
NA 
Nil 

NA 
NA 
NA 

573 
1.300 
-263 

793 
3,200 
-6?4 

1.488 
4.200 
-881 

2 • Foreign exchange policy-­
•• Offfcial exchAnge rate 
b. Equi1fbrillll exchange ra te 
c. Overv.l ueti on 
d. Foreign exchange subsidy 

(2c*la)*G/100.000 

USS/Nr.
USS/Nr.
Percent 

I4fl. Nr. 

1..5 
0.6 
154 

284 

1.4 
0.5 
195 

334 

1.3 
0.3 
332 

727 

1.1 
0.3 
277 

723 

0.7 
0.3 
159 

304 

0.2 
0.3 
-7 

-14 

0.2 
0.2 
27 

55 

0.1 
D.! 
21 

101 

3. Tlrf ff-­
a. 
b. 
c. 

Border price
IlIIPorts 
Tariff rate 

Nr./ton
1.000 tons 
Ratio 

129 
1.492 

0.. 1 

136 
1.370 

0.1 

140 
1.693 

0.1 

159 
1.723 

0.1 

192 
1.295 

0.1 

Nil 
Nil 
NA 

Nil 
NA 
NA 

NA 
Nli 
NA 

d. Tariff subsidy -(3c*3a*3b)/1.000 Mf1. Hr. -19.3 -18.7 -23.7 -27.4 -24.8 Nil Nil NA 

K. Total transfers to consumers: 
1. Total (1c+2d+3di
2. CSE (K1/CCG*la)/l.000»*100 

Mil. Hr. 
Percent 

265 
143 

315 
184 

704 
321 

695 
267 

279 
146 

-277 
-134 

-568 
-277 

-780 
-161 

hi. - Hectare. 
Mr. - Naira. 
NIl - Not applicable because of import ban. 
US$ - U.S. dollar. 
PSE - Produc~r subsidy equivalent. 
CSE - Consumer subs1 ".1' equival elit. 
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Appendix table 2-Rlce: calculation of Nigeria". producer and consum. subsidy equivalents 

It.. Unit )9:=2 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production 
C. Producer price 
D. Producer value (B*C)/1.000 

1.000 hi. 
1.000 tons 
Nr./ton
M11. Hr. 

500 
583 
730 
426 

530 
614 
575 
353 

570 
647 
883 
571 

610 
682 

1.040 
709 

560 
632 

1.094 
691 

630 
552 

1.311 
724 

635 
554 

i!.1l0 
1.169 

640 
599 

3.161 
1.893 

E. Policy transfers to producers: 
1. Hontariff border controls-­

a. Producer prfce 
b. Border price. Thai plus

transportation (30S) 
c. Border price. Thai 
d. Price sup~rt «la-1c)*B/1.000)-5c 

Hr ./ton 

US'/ton
Nr./ton
M11. Hr. 

730 

381 
257 
261 

575 

360 
260 
129 

883 

328 
251 
304 

1.040 

283 
252 
426 

1.094 

273 
368 
424 

1.311 

305 
1.221 

50 

2.110 

392 
1.757 

195 

3.161 

416 
3.064 

58 

2. Foreign exchange policy-­
a. Official exchl~ge rate 
b. Equf1ibriLllll exchange ra te 
c. Overvaluation 

USs/Nr.
USS/Hr.
Percent 

1 
1 

154 

1 
0 

195 

1 
0 

332 

1 
0 

277 

1 
0 

159 

0 
0 

-7 

0 
0 

27 

0 
0 

21 
d. Foreign exchange subsidy 

-lc*2c681100 .000 M11. Nr. -230 -312 -538 -477 -369 46 -261 -385 

3. Fertf11zer transfers--
I. Rice share of land 
b. App 11 ca ti on rate 
c. Fert1lfzer subsidy
d. Fertilizer PSE (3a/249.9S)*3b*3c 

Percent 
Percent 
1'111. Nr. 
M11. Nr. 

2 
6 

135 
7 

3 
6 

191 
12 

3 
6 

219 
14 

3 
6 

267 
17 

2 
6 

352 
19 

3 
6 

874 
52 

3 
6 

1.214 
72 

3 
6 

1.167 
70 

4. Credit pol icy- -
I. Val ue. all Igri culture 
b. Credit. 111 agriculture 
c. Credit support «B*C/1.000)/4a)*4b 

Mil. 
M11. 
Mil. 

Mr. 
Hr. 
Nr. 

10.622 
35 
1 

12.145 
43 
1 

18 .116 20.8~5 
60 64 
2 2 

31.928 
67 

1 

44.fl59 56 .170 
74 102 

1 2 

64.903 
130 

4 

5. Tari ff-­
a. Tariff 
b. Border price. Thai 
c. Tariff PSE (51/100)*5b*B/1.000 

Percent 
Nr./ton
Mil. Nr. 

10 
257 

15 

40 
260 

64 

65 
251 
105 

65 
252 
112 

15 
368 
35 

NA 
MA 
NA 

NA 
NA 
NA 

NA 
NA 
NA 

F. Total transfers to producers:
1. Total (ld~2d+3d+4c+5c) 
2. Producer subsidY equivalents ( F1/D)*100 

M11. Hr. 
Percent 

55 
13 

-106 
-30 

-113 
-20 

79 
11 

110 
16 

149 
21 

8 
1 

-253 
-13 

G. Con sulllP ti on 
H. Retail price
I. Consumer cost (G*H)/l.000 

1.000 tons 
Mr./ton
M11. Nr. 

969 
1.202 
1.165 

1.015 
1.237 
1.256 

950 1.014 
1.996 2.447 
1.896 2.481 

802 
2.376 
1.906 

899 
2.400 
2.158 

567 
4.219 
2.392 

603 
6.322 
3.812 

J. Policy transfers to consumers: 
1. Montariff border controls-­

a. 

b. 
c. 

Border price. Thai plus
transportation (301) 

iletail price 
Montariff CSE «( 1a*1.9)-lb)*G/1.000) -3c 

Nr ./ton
Nr ./ton
1411. Mr. 

257 
1.202 

-667 

260 
1.237 

-648 

251 252 
1.996 2.447 

-1.289 -1.829 

368 
2.376 

-1.300 

1.221 
2.400 

-72 

1.757 
4.219 

-500 

3.064 
6.322 

-301 

2. Foreign exchlnge policy--
I. Official exchlnge rite 
b. ECjui11brillll exchllnge rate 
c. Overval ua ti on 

USSlH\,. 
US$/Nr.
Percent 

1 
1 

154 

1 
0 

195 

1 
0 

332 

1 
0 

277 

1 
0 

159 

0 
0 

-7 

0 
0 

27 

0 
0 

21 
d. Foreign exchange subsidy 

(2c*la)*G/100.000 1411. Nr. 443 623 857 718 556 -80 356 513 

3. Tariff-­
a. Tlriff Percent 10 40 65 6S 15 NA NA NA 
b. 

c. 

Border price. Thai plus
transportati on (301)

Tariff CSE -(3./100)*3~*G/1.OOO 
IIr./ton
M11. Hr. 

257 
-25 

260 
-106 

251 
-155 

252 
-166 

368 
-44 

MA 
NA 

NA 
NA 

NA 
ItA 

K. Total transfers to consllllers: 
1. Tota' Uc+2d+3c)
2. CSE (K1/I)*100 

1411. Hr. 
Percent 

-249 
-21 

-131 
-10 

-587 -1.277 
-31 -51 

-788 
-41 

-152 
-7 

-144 
-6 

212 
6 

ha. - Hectare. 
Nr. - Nlira. 
US$ - U.S. dollir. 
NA - Not applicable because of ilPort ban. 
PSE - Producer subs1~ equivalent.
CSE - ConsLIIIler subsidy equivalent. 
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Appendix table 3--Com: Calculation of Nigeria's producer subsidy equivalents 

Ite. Un1 t 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Product1on 
C. Producer pr1ce 
D. Producer value (B*C)/l.OOO 

1.000 ha. 1.970 
1.000 tons 1.785 
Hr./ton 691 
1411. Hr. 1.233 

1.890 
1.660 

767 
1.273 

1.975 
1.800 
1.090 
1.962 

2.000 
2.000 

795 
1.590 

2.000 
2.000 

714 
1,428 

2.000 
1.900 

611 
1.161 

2.200 
2.200 
1.891 
4.160 

2.000 
1.900 
2.735 
5.197 

E. Po11~ transfers to producers:
1. Credit-­

a. Value. In agriculture
b. Cr~1t. all agr1culture 
c. Cred1t support «B*C/1.000)/4a)*4b 

1411. 
Mn. 
1411. 

Hr. 
Hr. 
tlr. 

10.622 
35 
4 

12.145 
43 
5 

18.116 20.835 
61! 64 

7 5 

31.928 
61 
3 

44.859 
74 
2 

56.170 64.903 
102 130 

8 10 
2. Fert1l1zer transfers-­

a. Corn shlr~ 'of land 
b. App11cat1on rate 
c. Fert111zer sUbs1dy
d. Fertilizer PSE (31/479.16)*3b*3c 

Percent 
Percent 
1411. Hr. 
1411. Hr. 

9.31 
6.55 

135 
17.2 

9.15 
6.55 

191 
23.9 

9.39 
6.55 
219 

28.2 

8.65 
6.55 
267 

31.5 

S.33 
6.55 
352 
~0.1 

0.00 
6.55 
874 

95.6 

8.80 
6.55 

1.214 
1~6.0 

8.00 
6.55 

1.167 
127.6 

F. Total transfers to ~roducers: 
1. Totll (lc+2d) 
2. Producer subs1dy equ1 valents (Fl/D)*l00 

M11. Hr. 
Percent 

21 
1.7 

28 
2.2 

35 
1.8 

36 
2.3 

43 
3.0 

97 
8.4 

154 
3.7 

U8 
2.7 

hi ... Hectore. 
Hr • .. NI1 fl. 

PSE .. Producer subsidy equivalent. 
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Appendix table 4-Sugar: Calculation of Nigeria'. producer and consumer subsidy equivalents 

It. Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production 
C. Producer price 
D. Producer value (B*C)/l.ooO 

1.000 ha. 
1.000 tons 
Nr./ton
Nfl. ~r. 

20 
54 

167 
9 

22 
58 

197 
11 

20 
55 

139 
8 

10 
69 

126 
9 

11 
40 

251 
10 

12 
59 

943 
56 

12 
50 

1.836 
92 

12 
50 

3.788 
189 

E. Policy transf.rs to produters: 
1. Foreign exchange policy--

I. Official exchange rate 
b. Equilibria. exchange rate 
c. Overvaluation 

USS/Nr.
US$/Nr.
Percent 

1.5 
0.6 
154 

1.4 
0.5 
195 

1.3 
0.3 
332 

1.1 
0.3 
277 

0.7 
0.3 
159 

0.2 
D.3 

-7 

0.2 
0.2 
27 

0.1 
0.1 

21 
d. Foreign exchange subsidy 

-4b*lc1l8/100 .000 M11. Nr. -12.6 -18.5 -19.5 -18.6 -13.8 2.9 -16.4 -26.5 

2. Fertilizer transfers-­
a. Sugar share of land 
b. Application rate 
c. Fertilizer subsidy
d. Fertilizer PSE (2a/50.5)*2b*2c 

Percent 
Pl!rcent 
M11. Hr. 
Ml1. Hr. 

0.09 
1.78 
135 

0.45 

0.11 
1.78 
191 

0.72 

0.10 
1.78 
219 

0.74 

0.04 
1.78 

267 
0.41 

0.05 
1.78 

352 
1i.57 

0.05 
1.78 
874 

1.48 

0.05 
1.78 
1214 
2.06 

0.05 
1.78 
1167 
1.98 

3. Credit pol1cy-­
a. Vllue. all agriculture
b. Credit. all agriculture 
c. Credit support «B*C/1.000)/3a)~3b 

Ml1. 
Mil. 
Ml1. 

Nr. 
Hr. 
Hr. 

10.622 
35 

0.03 

12.145 
43 

0.04 

18.116 20.835 
60 64 

0.03 0.03 

31.928 
67 

0.02 

44.859 
74 

0.09 

56.170 64.903 
102 130 

0.17 0.38 

4. Tar1ff--
I. Tariff 
b. Border price. Caribbean 
c. Tarfff PSE (4a/100)*4b*B/1.000 

Percent 
Hr./ton
Ml1. Hr. 

10 
152 

1 

20 
164 

2 

30 
107 

2 

30 
97 
2 

15 
218 

1 

30 
726 
13 

50 
1.224 

31 

50 
2.525 

63 

F. Total transfers to producers:
1. Tot.l (1d+2d+3c+4c)
2. Producer subsidy equivalent (Fl/D)*100 

Ml1. Hr. 
Percent 

-11 
-125 

-16 
-139 

-17 
-222 

-16 
-185 

-12 
-119 

17 
31 

16 
18 

39 
21 

G. Consu~tion 
H. Retail price 
I. Consu~r cost (S*H)/1.000 

1.000 tons 
Hr ./ton
Ml1. Hr. 

899 
152 
136 

835 
164 
137 

4611 
10'/ 

SlI 

569 
97 
55 

585 
218 
128 

597 
726 
433 

525 
1.224 

642 

500 
2.525 
1.263 

J. Policy transfers to consumers: 
1. Foreign exchange policy-­

a. Official exchange rate 
b. EquilibriUM exchange rate 
c. Overval ullti on 

US$/Nr.
USs/Hr.
Percent 

1.49 
0.59 
154 

1.38 
0.47 
195 

1.31 
0.30 
332 

1.12 
0.30 

277 

U.74 
0.29 

159 

0.25 
0.27 

-7 

0.22 
0.18 

27 

0.14 
0.11 

21 
d. Foreign exchange subsidy 

(lc*2b)*G/100.000 M11. Hr. 209 267 166 153 204 -28 158 196 

2. Tar1ff-­
a. Tar1ff 
b. Border pr1ce. Caribbean 
c. Tar1ff r.SE -(2a/100)*2b*G/1.000 

Percent 
Nr./ton
Mi 1. Hr. 

10 
152 
-14 

20 
164 
-27 

~O 
107 
-15 

30 
97 

-17 

15 
218 
-19 

30 
726 

-130 

50 
1.224 
-321 

50 
2.525 

-631 

k. Total transfers to consumers: 
1. Tot.l (ld+2c)
2. ConsUier subsidy equivalent (kl/I)*100 

M11. Hr. 
Percent 

196 
144 

240 
175 

151 
302 

137 
247 

185 
145 

-158 
-;;6 

-163 
-25 

-436 
-34 

ha. - Hectare. 
Nr. - Naira. 
US$ - U. S. dollar. 
PSE - Producer subsi dy equival ent. 
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Appendix table 5-Cotton lint: Calculation of Nigeria's producer and consumer subsidy equivalents 

Ita Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 1.000 hi. 215 205 200 220 285 320 340 390 
B. Ilroductfon 1.000 tons 20 13 15 10 28 27 29 26 
C. Producer prfce 
D. Producer value (B*C)/1.000 

IIr./ton
Mfl. Hr. 

1.275 
25 

1.400 
18 

1.750 
26 

2.125 
21 

2.500 
70 

10.000 11.250 
270 324 

14.000 
358 

E. Polfcy transfers to producers: 
1. Hontarfff border controls-­

a. Producer prfce 
b. Border price. fMPort unft values 
c. Border prfce. fMport unft values 
d. Price support «lD-1c)~B/1.000)-5c 

Hr./ton
US$lton 
Hr./ton
Mfl. Hr. 

1.275 
1.900 
1.279 

-8 

1.400 
1.548 
1.120 

-1 

1.750 
1.790 
1.368 

-1 

2.125 
1.970 
1.757 

-1 

2.500 
1.511 
2.037 

2 

10.000 11.250 
't,~8 2.410 
7.645 10.801 

0 0 

14.000 
3.043 

22.393 
0 

2. Forefgn exchange polfcy-­
a. Offfcfal eKchange rate 
b. Equf1fbrf UIII exchange ra te 
c. Overvaluatfon 
d. FOI'Clf gn exchange subsfdy 

-lc*2c*B/100 ,DOD 

USS/Hr.
USS/tlr.
Percent 

~11. Hr. 

1.49 
0.59 
154 

-39 

1.38 
0.47 
195, 

-28 

1.31 
0.30 

S3;;! 

-68 

1.12 
0.30 

277 

-49 

0.74 
0.29 

159 

-90 

0.25 
0.27 

-7 

14 

0.22 
0.18 

27 

-84 

0.14 
0.11 

21 

-120 

3. Fortfl fzer transfers-­
a. Cotton share of land 
b. Applicatfon rate 
c. Fertflfzer subsfdy
d. Fertflfzer PSE (3a/234.53)*3b*3c 

Percent 
Percent 
M11. Hr. 
Mf 1. Hr. 

1.02 
8.00 
135 

4.68 

0.99 
8.00 
191 

6.47 

0.95 
8.00 
219 

7.12 

0.95 
8.00 

267 
8.64 

1.19 
8.00 

352 
14.25 

1.28 
8.00 

874 
38.14 

1.36 
11.00 
1214 

56.31 

1.56 
8.00 
1167 

62.08 

4. Credft pol icy- ­
•• Val ue. all agrf culture 
b. Credft. all agrfculture 
c. Credft support «B*C/1.000)/4a)*4b 

foilfl. 
Mfl. 
Mfl. 

Hr • 
Hr. 
Hr. 

10.622 
35 

0.1 

12.145 
43 

0.1 

18.116 '::il.835 
60 64 

0.1 0.1 

31.928 
67 

0.1 

44.859 56.170 
74 102 

0.4 0.6 

64.903 
130 
0.7 

5. Tar1 ff-­
a. Tarfff Percent 33 33 33 25 20 60 60 60 
b. 
c. 

Border price. import unit values 
Tarfff PSE (5a/100)*5b*B/1.000 

Hr./ton
Mfl. Hr. 

1.279 
8 

1.120 
5 

1.368 
7 

1.757 
4 

2.037 
11 

7.645 10.801 
124 187 

22.393 
344 

F. Total transfers to producers:
1. Total (1d+2d+3d+4c+5c)
2. Producer subsf~ equivalent (;,1/D)*100 

Hf 1. Hr. 
Percent 

-34 
-135.7 

-17 
-99.1 

-55 -36 
-210.2 -171.2 

-63 
-90.1 

176 
65.4 

160 
49.4 

287 
80.1 

G. Consumptf on 
H. Retail price
I. Consumer cost (G*H)/1.000 

1.00C tons 
Nr./ton
Mfl. Hr. 

29.8 
1.279 

38 

37.6 
1.120 

42 

60 
1.368 

82 

50 
1.757 

88 

75 
2.037 

153 

67 28.8 
7.645 10.801 

512 311 

25.6 
22.393 

573 

J. Polfcy transfers to consumers: 
1. Foreign exchange policy-­

a. Off1cial exchange rate 
b. Equflfbrfum exchange rate 
c. Overvill uati on 
d. Foreign exchange subsIdy 

(lc*2b)*G/100.000 

US$/Nr.
USS/Nr.
Percent 

Mil. Hr. 

1.49 
0.59 
154' 

59 

1.38 
0.47 
195 

82 

1.31 
0.30 
332 

272 

1.12 
0.30 

277 

244 

0.74 
0.29 

159 

242 

0.25 
0.27 

-7 

-35 

0.22 
0.18 

27 

84 

0.14 
0.11 

21 

120 

2. Tariff-­
a. Tariff Percent 33 33 33 25 20 60 60 60 
b. 

c. 

Border prfce. Thai plus 
transporta t1 on (30S)

Tariff CSE -(2a/100)*2b*G/1.000 
IIr./ton
Mf 1. Hr. 

1.279 
-13 

1.120 
-14 

1.368 
-27 

1.757 
-22 

2.037 
-31 

7.645 10.(101
-307 -187 

22.393 
-344 

K. Total transfers to con~umers: 
1. Total (1d+2c)
2. Consumer subs1~ equivalent (KlIl)*100 

Mil. Hr. 
Percent 

46 
121 

68 
162 

245 
299 

222 
252 

212 
139 

-342 
-67 

-103 
-33 

-224 
-39 

ha. - Hectare. 
Nr. - Hafra. 
USS - U.S. dollar. 
PSE 
CSE 

- Producer subsidy equivalent. 
- Consumer subs1~ eqUivalent. 
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Appendix table &-Cocoa: calculation 01 Nigeria'. producer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1997 1988 1989 

A. Area harvested 
B. Production 
C. Producer price
O. Producer value (B*C)/1.000 

1,000 ha. 
1.000 tons 
Hr./ton 
M11. Hr. 

700 
156 

1.300 
203 

700 
140 

1.300 
182 

700 
150 

1.425 
214 

700 
110 

1.500 
165 

700 
123 

3.500 
431 

700 
105 

7.500 
788 

700 700 
230 256 

11.000 11.000 
2.530 2.816 

E. Pol1 cy transfers to producers: 
1. Market1 ng boa reI·-

I. Producer pr1c:p., including 1IIIrket1ng 
costs 

b. Border pr1 ce export unit value 
c. Border pr1 ce. export un1 t II.lue 
d. Pr1ce support (la-1c)*B/1.000 

Hr./ton
US $I ton 
Nr./ton 
M11. Hr. 

1.560 
1.983 
1.335 
35.04 

1.560 
2.031 
1.470 
12.65 

1.710 1.800 
2.569 2.422 
1.963 2.161 

-37.89 -39.66 

4.200 
2.281 
3.074 

138.48 

NA 
NA 
NA 
NA 

NA 
MA 
NA 
NA 

HA 
HA 
HA 
HA 

2. Foreign exchange policy-­
a. Off1cill exchange rate 
b. Equ111br1u. exchange rate 
c. Overvaluation 
d. Foreign exchange subsidy 

-2c*lc*BI 100. 000 

Hr/U.S.S 
Hr/U.S.'
Percent 

M11. Hr. 

1.49 
0.59 
154 

-320 

1.38 
0.47 
195 

-401 

1.31 
0.30 
332 

-977 

1.12 
0.30 

277 

-659 

0.74 
0.29 

159 

-600 

0.25 
0.27 

-7 

62 

0.22 
0.18 

27 

-473 

0.14 
0.11 

21 

-529 

3. Cred1 t-­
a. Value. all agriculture 
b. Credit. all agriculture 
c. Credit support ((B*C/1.000)/3a)*3b 

Mil. Hr. 
M11. Nr. 
M11. Nr. 

10.622 
35 
1 

12.145 
43 
1 

18.116 20.835 
60 64 
1 1 

31.928 44.859 
67 74 

1 1 

56.170 64.903 
102 130 

5 6 

4. Pesticide transfers-­
a. Pesticide transfers Mil. Hr. 3.7 4.4 6.0 3.1 4.7 3.8 12.1 6.3 

F. Total transfers to producers: 
1. Total (ld+2d+3c+4a)
2. Producer subsidy equivalents (F1/0)*100 

M11. Hr. 
Percent 

-281 
-138 

-383 
-211 

-1008 
-472 

-696 
-422 

-456 
-106 

67 
9 

-41;6 
-16 

-517 
-18 

ha. - Hecta re. 
til'. -Naira. 
NA - Hot applfcable because of import ban. 
USS - U.S. dollar. 
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Senegal 
 

By Margaret Missiaen 
 

Economic and Agricultural 
 
Developments 
 

Senegal was one of a number of African counlries that opted 
for nAfrican socialism"at independence in 1960. This politi­
cal theory supposed that the state, and especially an enlight­
ened bureaucracy. would manage the economy for the 
benefit ofall its citizens. This philosophy ttanslated into ex­
tensive price controls, subsidies, and state owned and man­
aged industry. These general policies were in effect in 
Senegal from 1960 through 1983. when the tirstreal at­
tempts at sbUctuml adjustment began. Extensive state disen­
gagement and general economic liberalization have 
characterized the period following 1983 (8).1 

Adjustment of the Senegalese economy became unavoidable 
at the end of the 1910's, when a combination of poor finan­
cial and economic policies plunged an already weak econ­
omy into asevere crisis. The Government recognized the 
sbortcomings of its overly ambitious development plans and 
nationalization policies that were munched following the 
short-lived boom in peanut and phosphate export earnings in 
the mid-1910's. Refonn efforts then aimed at reestablishing a 
viable balance of payments, promoting private investment in 
agriculture and industry, and achieving greater efilciency in 
the management of public sector resources (13). 

These policy refQl'll1s, assisted by some increases in agricul­
tw'aI output in years of favorable weather, have connibuted 
to noticeable economic improvemenL Between 1985 and 
1990, real gross domestic product (GDP) grew at an average 
rate of 3 percent, despite drought in 1988 and 1990. This in­
crease compares with a long-term economic growth trend of 
2.5 pezcent and a population growth rate of 2.9 percent (13). 
The rate of inflation feU from 11 percent in 1983 to 2 percent 
in 1990, while the overall fISCal balance improved from a 
deficit of 6 percent ofGDP in 1983 to a I-percent smplus in 
1990(5). 

From 1985 to 1988, GDP growth was driven principally by 
the strong performance of the agricultural sector, a product 
of favcxable price incentives, particularly for peanuts, and 
years ofgood rainfall. As a result, output of peanuts and cere­
als expanded at an annual rate ofabout 10 pen:enL Expan­
sion and contraction offset each other in 1989 and 1990 due 
to fluctuating w~ther. While the recovery in peanut produc­
tion stimulated the vegetable oil-processing industry, other 
industries remained depressed because of a combination of 

'Ilallclzed m.mbeis In parenfleses rerer 10 literature eiled In fie Ref­
erancea aec1Ion at Ite end of fils ch~ter. 

factors, which included the JXKX' investment climate, the high 
cost ofproduction factors (particularly labor and energy), a 
rigid labor merkel. and stiff competition from imports follow­
ing the trade liberalizalion measures introduced in 1986. The 
service seeror, which accounts fer oyer halfofGOP, per­
formed well, despite the declining share ofgovernment 
services. 

Only a SmaI1 sttuctura1 shift in employment from agriculture 
to industry took place in the postindepemlence period, with 
about 10 percent of the labor force remaining in agriculture. 
Wide fluctuations in agricultuml outplit,1argely a result of 
weather, alternately pulled overall GDP up and down. In 
1984, when the value ofcrop output fell 42 percent, total 
GOP dropped by 5 pen:enL In 1986, when crops recovered 
by 20 pen:ent, GOP rose 5 pen:enL Intense development ef­
forts have failed to overcome the major consttaints to agricul­
tural production, including afragile resource base, soil 
degradation, swings in international prices, and a poor d0­
mestic policy environmenL 

Policies In the 1980's 

As noted earlier, Senegalese authorities adopted a series of 
adjuslJllent programs dming the last decade to redress the 
country's sttuctural and financial problems. In the early 
1980's, the results were unsatisfactory because ofdrought 
and lack ofcommitment to making difficult policy choices. 
Since 1983. Senegal has made substantial progress toward 
economic and financial adjustment. The Government has pr0­
gressively liberalized the economy, strengthened agricultuml 
and industrial production incentives, reduced the fiscal defi­
cit, improved public investment programming, initiated pub­
lic enterprise reform. and controlled domestic credit 
expansion. 

Macroeconomic and Trade 
Policy Developmenta 

The Government's medium-tenn adjustment program for 
1985·92 and the Seventh Development Plan (1986-89) set 
outdevelopment objectives. The long-term goal was to lay a 
firm foundation for sustainable growth with equity. One of 
the I8rgets was to achieve an avezage annual real GOP 
growth rate of 3.5 pettent. The Government's strategy was 
based on two main goals: (1) progressive withdrawal of the 
state from production activities, along with promotion ofpri­
vate sector inveslJllent and production incentive policies, and 
(2) aclIievement ofgreater efficiency in public resource 
management. 
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cent ownership of the peanut-processing industry, the Paras­
tatal for Processing and Marketing of Edible Oils in Senegal 
(Societe Nationale de Commercialisation des Oleagineux du 
Senegal, SONACOS). Later, as the processing industry ex­
panded and peanut oil prices declined, the Government was 
obligated to subsidize the mills. Policymakers are still grap­
pling with the issue of reducing losses in the peanut sector 
while protecting oil mill employment and fanners' incomes. 

In 1987/88, with the sharp decline in world marlcet prices of 
peanut oil and with a much larger peanut output stemming 
from higher prices and favorable rainfall, the government 
deficit on peanut operations amounted to an estimated 1.6 
percent ofGOP. To reduce the deficit on peanut operations, 
the Government reduced the peanut producer price for the 
1988/89 crop from CFAF90 to CFAF70 per kilo. This, to­
gether with the recovery in world prices, generated small sur­
pluses in 1988/89 and 1989190. 

The Government has also liberalized cereal markets. Before 
October 1985, only licensed wholesalers were allowed to pur­
chase coarse grains from producers. Since then, restrictions 
on grain collection and trade have been removed. A floor 
price replaced the official price, with margins no longer fIXed 
by the Government. Guaranteein& the floor price is the re­
sponsibility of the Food Security Commission (Commission 
de la Securite Alimentarie, CSA). The role of the state in rice 
trade was also reduced, although to a more limited extent. 
Since 1980, the CPSP has controlled rice imports and distri­
bution. In recent years, the private sector has been allowed to 
import small quantities of high-quality rice. 

Input Policies 

The Senegalese Government has promoted fertilizer use 
through subsidies since the 1960's. However, during the re­
cent fiscal crisis, donors have insisted that these subsidies be 
reduced. The World Bank outlined five main conditions for 
loans. First, no Treasury fmancing for fertilizer subsidies was 
allowed, thereby eliminating the 50-percent average subsidy 
maintained since the mid-1970's. Second, temporary subsi­
dies, financed by the U.S. Agency for International Develop­
ment (USAID) and used to slow the increase in prices. had to 
be phased out. Third, fertilizer imports would be liberalized. 
Fourth, domestic marketing of fertilizer would be transferred 
to the private sector. Fifth, panterritorial pricing had to be 
abolished. 

Fertilizer subsidies have played an important role in fertilizer 
use in Senegal, and the effect ofreduced subsidies on price has 
been dramatic. By 1985/86, the average fertilizer price was 
2.4 times the 1980 price in real terms, compared with the pea­
nut producer price, which was only 13 percent higher. The ef­
fect on demand was significant. Fertilizer use fell from over 
100,000 tons in 1980/81 to about 12,000 tons in 1986/87. In 
1989, fertilizer was sold for the first time at the full market 
price, when a 4-year USAID fertilizer subsidy program 
ended. Fertilizer sales then amounted to less than 3,000 tons. 

The retention of a share of the producer price to cover the 
provision of peanut seed and fertilizer was eliminated for the 

1985/86 season. Reconstitution of the peanut seed stock was 
left to the fanners, with the SONACOS hoiding a buffer 
stock of 100,000 tons. Fanners were thus given the option of 
retaining their own seed or storing it with the oil mills. In ad­
dition, farmers could buy seed from the security stock, which 
is reg&rded by the Government as the foundation for a high­
quality seed base. Senegal's seed policy is designed to foster 
the gradual entry of the private sector into marketing opera­
tions and of farmers into producing and conserving seed. 

Credit Policies 

The formal credit system in the agricultural sector collapsed 
when ONCAD was abolished in 1980. A critical constraint to 
Senegal's agricultural sector is the absence ofany formal credit 
system. Between 1984 and 1988, the agriCUltural sector's 
share of total domestic credit (short- and long-term) was less 
than 2 percent. Barely 3 percent of private sector credit was 
directed towards agriculture. In recent years, payment of the 
debts amassed by ONCAD has used about half of total pub­
lic secler credit. For example, seasonal crop credits, primar­
ily for peanuts, were halved between 1980-83 and 1984-87. 

Consumer Policies 

The consumer polices of the Senegalese Government have 
often been contradictory because of conflicting pressures 
from producers and consumers. As noted earlier, reduced im­
port dependency has been the primary food policy goal. 
However, only 19 percent of Senegal's land is classified as 
arable, and much of that is in areas of marginal rainfall, 
where the risk of crop failure is very high. Large-scale irriga­
tion schemes have proved to be very expensive, driving pro­
duction costs above import parity prices. Policy conflicts 
arise from the desire to provide incentives to producers while 
keeping retail food prices low. 

Producer interests are served by fixing retail rice, sugar, and 
tomato paste prices above equilibrium levels, while consum­
ers are implicitly taxed by fIXed retail prices. The case of 
vegetable oil is not as clear, since world prices fluctuate 
widely. Also, local consumers prefer domestic peanut oil. 
The Government profits from most retail pri~.cn"ttQls. _ 

Both the World Bank and the International Monetary Fund 
(IMF) have supported the privatization ofrice trade. The trade 
monopoly of the CPSP was to be eliminated by the end of 
1986, with full privatization a year later. However, these goals 
were compromised by several factors. First, the number of 
traders with sufficient capital to import rice was limited. Sec­
ond, with the decrease in imported rice prices, the CPSP's 
surplus on the rice account has risen dramatically and has been 
used to support the government budget. As of the end of 
1991, liberalization ofrlce imports had not been carried out. 

While the Government's stated policy is to encourage con­
sumption of domestic grains over wheat and rice, prices have 
favored rice consumption when processing and transporta­
tion costs are considered. Rice consumption, especially out­
side Dakar, increased during the 1980's, despite retail prices, 
which were significantly above import costs. The Govern­
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ment tried to dampen demand for rice in 1984 by increasing 
the retail price from CFAFI30 to CFAFI60 a kilo. The price 
remained unchanged through 1986, while the import price 
fell from CFAF90 to CFAF50 a kilo. Pressure for market lib­
eralization forced the Government in 1989 to respond to pres­
sure from donors and consumers and let the retail price drop 
to CFAF130 a kilo. The Government hoped that lower rice 
prices for consumers would partially offset the effect of 
lower peanut producer price, which has negative conse­
quence throughout the peanut-based economy. 

The policy ofencouraging millet/sorghum consumption 
faces severe consttaints. Little arable land remains available 
to expand planted area<i unless land is shifted from odD crops. 
Such a shift has, in fact, been occurring for several years as 
farmers switched from peanuts tc; millet/sorghum to meet 
their own food needs. The scope is limited for extracting ad­
ditional marketed surpluses from millet/sorghum producers. 

The vegetable oil consumption policy favored other oils over 
peanut oil. The Government imported cheaper vegetable oils 
and exported peanut oil. The European Community program 
to stabilize export earnings from agricultural products for de­
veloping countries (STABEX) supported the price for a fixed 
volume of peanut oil exports and so provided an incentive 
for Senegal to export that quantity, even though oil was then 
imported for domestic consumption. 

Estimation of Policy Intervention 
 
In Agriculture 
 

Subsidies and taxes that affect Senegal's producers and con­
sumers were estimated for four commodities using producer 
subsidy equivalents (PSE's) and consumer subsidy equiva­
lents (eSE's) for the period 1982-89. Positive PSE's/CSE's 
indicate that the Government is subsidizing producers/con­
sumers, while negative results indicate a tax. Transfers result­
ing from official price policies, fertilizer subsidies, and 
exchange rate policies are quantified for wheat, rice, mil­
let/sorghum, and peanut oil. 

Wheat, an imported commodity, provides about 6 percent of 
calories in the dieL Rice, providing 30 percent ofcalories, is 
both domestically produced and imported. Millet/sorghum, 
which gives 30 percent of calories, comes from domestic sup.­
plies. PWluts, Senegal's main cash crop, are crushed for oil 
for export and domestic consumption. Vegetable oils supply 
only 6 percent of the calories in the typical diet. 

These commodities were selected because of their impor­
tance in trade (wheat and rice) or because of the large share 
of land and labor devoted to them (millet/sorghum and pea­
nuts), The Government controls the producer prices of rice 
and peanuts and the retail prices of rice. wheat floW', and 
vegetable oil The producer price of millet/sorghum was also 
fixed until the begiMing of the 1989~ season, but the Gov­
ernment never really intervened in the market for this crop. 
Only a small portion of the crop entered marketing channels, 
and an even smaller share was purchased by the GovernmenL 

Exchange rate policy is determined by the fact that Senegal 
is a member of the franc zone and maintains an exchange 
rate fIXed at a constant CFAFSO to 1French franc. The con­
vertibility of the currency is guaranteed by the French Treas­
ury. While Senegal benefits from subsidies from the French 
'Ii'easury. the Government cannot use exchange rate policy to 
effect ttansfers to or from producers, consumers, or the Gov­
ernment. Because the CFAF is freely convertible, PSE's and 
eSE's showed only small distortions due to exchange rate 
policies. 

AelUHs for Producers 

The PSE's for Senegal were positive, on average, indicating 
a transfer of resources to producers (table 1). Between 1982 
and 1989, the Government switched from taxing producers 
(8 17-peICent tax in 1982-84) to subsidizing them (a 5().per­
cent subsidy in 1987-89). Millet/sorghum and peanut oil ac­
count for 50 pereent and 35 percent of the producer value of 
the commodities in this report, millet/sorghum because of 
the 1arge quantities produced and peanut oil because of its 
high unit value, 

Exchange rate policy had little effect because the CFAF was 
very close to the equilibrium rate. Some observers report that 
the CFAF is currently overvalued. Estimates of the extent of 
the overvaluation range up to 50 percent (8). However, these 
estimates were not supported by such economic indicators as 
the real effective exchange rate or the inflation rate. The unof­
ficial rate reported in the World Currency Yearbook was used 
in the calculations (3). 

Results by Commodity 

The Government exerts strong control over the peanut sector. 
Ali peanuts crushed for export or domestic consumption are 
processed at th() government mills. The producerprice in the 
early 1980's was set at CFAF70 a kilo. but CFAFIO-20 were 
withheld to pay for seed and fertilizer. Net returns to farmers 
varied from CFAF50 to CFAF60 a kilo between 1982 and 
1984. Dwing that time, production fell from 1 million tons 
to 500,000 tons. Sales to the mills declined even more, from 
700,000 tons to 140,000 tons. By 1984, more than two­
thirds of the crop was being marketed outside otiicw cnan­
nels and was consumed as nuts or processed into oil by . 
small-scale, inefficient methods. The oil mills, with a capac­
ity of about 1 million tons, opemted very inefficiendy. 

Favorable world prices for peanut oil encouraged the Govern­
ment to increase the peanut producer price to CFAF90 a kilo 
in 1985 (fig. 1). The producer tax dropped rapidly, and when 
the high producer price was maintained despite falling world 
prices, producers received subsidies in 1986 and 1987 (table 
2). The oil mills accumulated huge deficits in the3e years, 
forcing the Government to reduce the producer price. ~ 
deficits have now been controlled, but the Government con­
tinues to confront !be difficulties caused by its price sWbi1iza.. 
lion policy, given voJatile world prices. 

The goal of Senegal's rice policy has been to reduce import 
dependency. This policy has been very expensive because high 
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Table 1-Senegal: SUmmary of producer subllely equlvalenta 

IteM 	 

Policy transfers by
policy:

Fertilizer subsidy
Price subsidy 
Foreign exchange 

Policy transfers by
cOlllllod1ty:

Millet/sorghum
Rice 
Peanuts 

PSE by commodity:
Millet/sorghum
Rice 	 
Peanuts 	 

Total policy transfers 
Value to producers 
Total commodity PSE 

Unit 

M11. CFAF 
Mil. CFAF 
M11. CFAF 

Mil. CFAF 
M11. CFAF 
M11. CFAF 

Percent 
Percent 
Percent 

Mil. CFAF 
M11. CFAF 
Percent 

1982 1983 

1.420 1.406 
11.686 -15.349 
-1.166 -3.291 

9.072 1.120 
2.198 2.106 

669 -20.461 

31 6 
45 33 
2 -195 

11.939 -17.235 
77 .227 36.316 

15 -47 

CFAF - African Financial Community franc. 
PSE - Producer subsidy equivalent. 

production costs raise the price ofdomestic rice signifIcandy 
above that of imported rice. The CPSP purchases domestic 
rice from mills at CFAFI80 perkilo and resells it at die whole­
sale price ofCFAFI20 per kilo. The Government held retail 
prices above import parity to support domestic producers. 

Figln1 

Senegal: Peanut 011 producer subsidy equivalent 

Percent 
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50 

0 ........­
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1982 83 84 85 86 87 88 89 

Price Foreign Total 
exchange 

19S4 1985 19S6 1987 1988 1989 

0 384 371 193 118 0 
-5.483 23.778 75.349 84.376 43.598 31.321 
-2.872 1.142 607 193 -974 -1.542 

1.049 23.125 29,205 37.376 28.934 28,950
3.142 10.710 15.195 14.543 12.730 14.929 

-12.546 -8.531 31.927 32.843 1.077 -14.101 

4 35 66 73 65 53 
35 86 121 126 96 91 

-148 -35 63 55 4 -35 

-8.355 25.304 76.327 84.762 42.741 29.779 
45.723 	 103.686 107.670 122,699 84.690 111.611 
 

-18 24 71 69 50 27 
 

The results for millet/sorghum are difficult to analyze be­

cause the commodity is not traded, and the sorghum sold in 
 
international markets is a poor substitute for the commodity 
 
produced and consumed in Senegal. Eliminating millet/sor­
 
ghum from the total would reduce producer subsidies. 
 

Results by Policy 

Price policy is by far the most important method ofgovern­
ment intervention for producers in Senegal. Fluctuations in 
the level of producer subsidies reflect the Government's 
price stabilization policies, which fail to respond to changes 
in international prices. The Government has continued to pr0­
vide price subsidies to producers, but the cost has declined 
from the peak of 1987. If the subsidy to millet/sorghum pr0­
ducers is discounted, the rice subsidy and the peanut oil tax 
offset each other in 1989. 

Price policy is a very sensitive political issue because agricul­
tural and food prices have a large effect on the living stand­
ards of most Senegalese. Political pressures often slow the 
government response to international price changes. 

The value of fertilizer subsidies was small compared with 
other policy interventions. Most of the subsidies were phased 
out after 1983. The small wbsidies provided from 1985 to 
1988 were part ofa USAID program to ease the ttansition to 
free.market picing for fertilizer. All subsidies were finally 
eliminated in 1989. 

Rasu", for Consumers 

Senegalese consumers were taxed at increasingly higher 
rates throughout the 1980's (table 3). In 1982-84, these taxes 
averaged 27 pm:ent ofconsumer cost, while in 1987-89, 
they averaged more than 50 percent The Government's pric­
ing policy was the principal faclm' underlying the taxes. Rice 
and miHet/sorghum had the highest consumer taxes. 
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Table 2-Senegal: Producer subsidy equlvalenta by commodity 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Millet/sorghum:
Level of production 1,000 tons 585 352 471 950 634 801 594 767 
Producer price CFAF/ton 50,000 55,000 60,000 70,000 70,000 64,000 74,400 71,000 
Value to producers Ml1. CFAF 29.250 19.360 28.260 66.500 44.380 51.264 44.194 54.457 
Policy transfers to 
producers--

Fertilizer subsidy Hfl. CFAF 680 748 0 172 168 105 19 0 
Price subsidy Mil. CFAF 8.730 1.468 2,398 22,352 28,804 37,206 29,250 29,423 
Foreign exchange Mil. CFAF -337 -1.096 -1.349 601 233 65 -335 -473 

Total policy transfers Ml1. CFAF 9.072 1,120 1.049 23.125 29.205 37.376 28.934 28.950 
PSE (per unit value) Percent 31 6 4 35 66 73 65 53 
PSE (per unit quantity> CFAF/ton 15.508 3.181 2.228 24.342 46,065 46.661 48.710 37.745 

USS/ton 47 8 5 54 133 155 164 118 

Rice: 
Level of production 1.000 tons 95 108 136 147 148 136 146 168 
Producer price CFAF/ton 51.500 60.000 66.000 85.000 85,000 85.000 91.100 97.700 
Value to producers Mil. CFAF 4.893 6.480 8.976 12.495 12.580 11.560 13.301 16.414 
Policy transfers to 
producers--

Fertilizer subsidy Mil. CFAF 612 597 0 128 96 51 71 0 
Price subsidy Mil. CFAF 1.676 1.994 3.673 10.457 15.028 14.476 12.814 15.117 
Foreign exchange Mil. CFAF -91 -484 -531 125 72 17 -155 -188 

Total po11cy transfers Ml1. CFAF 2.198 2.106 3.142 10.710 15.195 14.543 12.730 14.929 
PS£ (per unit value> Percent 45 33 35 86 121 126 96 n 
PSE (per unit quantity) CFAF/ton 23.132 19.502 23.106 72.858 102.671 106.933 87,191 88.866 

USS/ton 70 51 53 162 296 356 2~3 279 

Peanut oil: 
Level of production 1.000 tons 244 71 48 93 192 226 132 198 
Producer price CFAF/ton 176.471 147.059 176.471 264.706 264,706 264.706 205.882 205.882 
Value to producers Mil. CFAF 43.085 10.476 8.487 24.691 50.710 59.875 27.196 40.740 
Policy transfers to 
producers--

Fert111zer subs1dy H11. CFAF 128 61 0 84 107 37 27 0 
Price subsidy Hil. CFAF 1.280 -18.811 -11.554 -9,031 31.517 32.694 1.534 -13.220 
Foreign exchange H1l. CFAF -739 -1.710 -992 417 302 112 -484 -881 

Total policy transfers Ml1. CFAF 669 -20.461 -12.546 -8.531 31.927 32.843 1.077 -14.101 
PS£ (per unit value) Percent 2 -195 -148 -35 63 55 4 -35 
PSE (per un1t quantity) CFAF/ton 2.740 -287.223 -260.891 -91.454 166.657 145.197 8.155 -71.260 

USS/ton 8 -754 -597 -204 481 <183 27 -223 

CFAF - African Financial Community franc. 
PSE - Producer subsidy equivalent. 
USS - U.S. dollar. 

Tab!e 3-Senegal: Summary of consumer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by
policy:

Price subsidy Mil. CFAF -39.703 -36.244 -32.588 -82.864 -106.111 -109.743 -85.056 -71.593 
Foreign exchange M11. CFAF 900 4.212 3.644 -1.031 -530 -128 1.015 1.137 

Policy transfers by
COMlllod1ty:

Wheat Mil. CFAF -1.931 -1.640 985 -2.058 -4.698 -2.986 912 1.508 
M111 et/sorghum Mil. CFAF -24.466 -14.106 -15.167 -45.552 -53.199 -56.241 -53.692 -50.374 
Rice Hil. CFAF -12.406 -16.286 -14.762 -36.286 -48.744 -50.6<15 -31.260 -21.589 
Peanut oil M11. CFAF -246 70 57 -317 -18.666 -19.258 -4.428 -406 

CSE by commodity:
Wheat Percent -16 -10 6 -11 -28 -22 6 9 
Millet/sorghum Percent -45 -28 -28 -47 -66 -71 -66 -58 
Rice Percent -27 -28 -27 -50 -69 -71 -45 -34 
Peanut oil Percent -34 8 9 -19 -69 -64 -25 -2 

Total policy transfers Mil. CFAF -39.049 -31.962 -28.886 -84.212 -125.306 -129.129 -88.468 -70.861 
Cost to consumers Mil. CFAF 114.359 126.239 125.242 190.852 195.870 193.789 182.219 184.081 
Total commodity CSE Percent -34 -25 -23 -44 -64 -67 -49 -38 

CFAF - African Financial Community franc. 
CSE - Consumer subs1dy equivalent. 
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Results by Commodity 

Wheat consumers were taxed in 5 of the 8 years (table 4). 
The Government continued to increase flour prices 
through 1986, despite falling world prices. Between 1984 
and 1986, the cost to the mills of a too of wheat fell from 
CFAF90,OOO to CFAF63,OOO, while the retail price of flour 
increased from CFAF170 to CFAF200 a kilo. Wheat flour 
and bread prices are regulated by the Government as a matter 
of economic and social policy. The CPSP is responsible for 
controlling wheat and flour prices. Some of the profits from 
flour sales accrued to the government budget, thereby creal­
ing an incentiye to increase revenues by maintaining higher 
prices. 

Retail prices have been allowed to decline since 1986 as a 
part of the market liberalizatioo program. The lower flour 
prices were intended to offset the effect 00 incomes of the re­
duced peanut producer prices. Because of the importance of 
peanuts in the Senegalese economy, a lower producer price 
for this commodity has repercussions throughout the economy. 

As with the PSE's, the eSE's for millet/sorghum show a sub­
stantiallevel of government intel'ventioo (fig. 2). Such inter­
vention gives a misleading impression of this nontradcd 
commodity. While Senegalese consumers are highly taxed 
compared with the reference price, the s<qhum traded inter­
nationally is a poor substitute for the domestic product. Sol­
ghum imported as food aid in drought years was sold at a 

Table 4-Senegal: Consumer subsidy equivalents by commodity 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of consumption 
Retail price
Cost to consumers 

1.000 tons 
CFAF/ton
Mil. CFAF 

122 
100.800 
12.298 

137 
122.400 
16.769 

133 
122.400 
16.279 

132 
144.450 
19.067 

118 
144.450 
17.045 

109 
124.425 
13.562 

135 
104.400 

14.094 

156 
104.400 
16.286 

Policy transfers to 
consumers- -

Price subsidy 
Foreign exchange 

Total policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

Mil. CFAF 
Mil. CFAF 
M11. CFAF 
Percent 
CFAF Iton 
USS/ton 

-2.018 
87 

-1.931 
-16 

-1!i.828 
-48 

-2.098 
459 

-1.640 
-10 

-11.968 
-31 

558 
427 
985 

6 
7.409 

17 

-1.959 
-98 

-2.058 
-11 

-15.588 
-35 

-4.646 
-52 

-4.698 
-28 

-39.813 
-115 

-Z.973 
-12 

-2.986 
-22 

-27.390 
-91 

806 
106 
912 

6 
6.754 

23 

1.388 
120 

1.508 
9 

9.670 
30 

Mill et/sorghum:
Level of consumption 
Retail price
Cost to consumers 

1.000 tons 
CFAF Iton 
Mil. CFAF 

664 
82.500 
54.780 

563 
90.000 
50.670 

547 
97.500 
53.333 

865 
112.500 

97.313 

716 
112.500 
80.550 

768 
103.500 
79.488 

684 
119.100 
81.464 

757 
114.000 
86.298 

Policy transfers to 
consumers--

Price subsidy 
Foreign exchange 

Total policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

Mil. CFAF 
Mil. CFAF 
Mil. CFAF 
Percent 
CFAF/ton
USS/ton 

-24.849 
383 

-24.466 
-45 

-36.846 
-112 

-15.860 
1.754 

-14.106 
-28 

-25.055 
-66 

-16.733 
1.566 

-15.167 
-2a 

-27.728 
-63 

-45.005 
-547 

-45.552 
-47 

-52.661 
-117 

-52.936 
-263 

-53.199 
-66 

-74.300 
-215 

-56.179 
-62 

-56.241 
-71 

-73.230 
-244 

-54.079 
385 

-53.692 
-66 

-78.498 
-264 

-50.841 
467 

-50.374 
-58 

-66.545 
-209 

Rice: 
Level of consumption 
Reta11 price
Cost to consumers 
Policy transfers to 

1.000 tons 
CFAF/ton
M11. CFAF 

452 
103.000 
46.556 

446 
130.000 
57.,980 

423 
130.000 

54.990 

455 
160.000 

72.800 

444 
160.000 

71.040 

443 
160.000 
70.880 

492 
140.000 

68.880 

492 
130.000 

63.960 

consumers-­
, Price subsidy 

Foreign exchange 
Total policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

Mil. CFAF 
M11. CFAF 
Mil. CFAF 
Percent 
CFAF/ton
USS/ton 

-12.837 
431 

-12.406 
-27 

-27.447 
-84 

-18.286 
2.000 

-16.286 
-28 

-36.516 
-96 

-16.412 
1.651 

-14.762 
-27 

-34.897 
-80 

-35.900 -48.529 
-385 -215 

-36.286 -48.744 
-50 -69 

-79.748 -109.783 
-177 -317 

-50.591 
-54 

-50.645 
-71 

-114.322 
-380 

-31.783 
523 

-31.260 
-45 

-63.537 
-213 

-2?.140 
551 

-21.589 
-34 

-43.881 
-138 

Peanut oil: 
Level of consumption 
Retail price
Cost to consumers 

1.000 tons 
CFAF/ton
Mil. CFAF 

2 
362.739 

725 

2 
461.500 

821 

1 
461.500 

640 

3 
521.495 

1.672 

52 
521.495 
27.235 

57 
521.495 
29.858 

51 
350.740 
17.781 

50 
350.740 
17.537 

Policy transfers to 
consumers--

Price subsidy 
Foreign exchange 

Total policy transfers 
CSE (per unit value) 
CSE (per unit quantity) 

Mil. CFAF 
M11. CFAF 
Mil. CFAF 
Percent 
CFAF Iton 
USS/ton 

-252 
6 

-246 
-34 

-123.014 
-374 

27 
43 
70 
8 

39.111 
103 

29 
29 
57 
9 

41.334 
95 

-303 -18.583 
-14 -G2 

-317 -18.666 
-19 -69 

-98.962 -357.414 
-220 -1.032 

-19.229 
-28 

-19.258 
-64 

-336.349 
-1.119 

-4.613 
186 

-4.428 
-25 

-87.338 
-293 

-629 
223 

-406 
-2 

-8.125 
-25 

CFAF - African Financial Community franc. 
CSE - Consumer subsidy equivalent. 
US$ - U.S. dollar. 
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discount of up to 30 percent compared with local grains. The 
government policy is to encourage substitution of local 
coarse grains for imported wheat and rice. The price of mil­
let/sorghum is now determined by the free markeL 

Government intervention in the rice market is the most impor­
tant as far as consumers are concerned (fig. 3). Expenditures on 
rice make up a significant share of the family food budget in ru­
131 as well as urban areas. Pel' capita consumption is 90 kilos a 
year in the cities and 40 kilos in the countryside (8). As with 
wheat, the Government allowed rerail rice prices to increase 
while international prices were falling. Senegal imports mostly 
low-quality l00-percent brokien rice, which sells at a substantial 
discount internationally. The lmport price of this rice f~ll from 
CFAF91,OOO a too in 1984 to CFAF51,OOO a ton in 1986. 

Government rice policies reflected two goals. The fllSt was 
the encowagement of domestic production by providing in­
centives to producers. The second W$ the protection ofgov­
ernment windfalls, which increased as the gap between the 
import and the retail price widened. These policies have 
changed in response to pressure to liberalize markets and re­
duce the distortions caused by set prices. The Government 
also sought to reduce pressure on consumers that resulted 
from the lowm' peanut price by reducing retail rice prices 
from CFAFl60 to CFAFl30 a kilo in 1989. Rice is an impor­
tant component of Senegalese diets even in rural areas. With 

F"1gUre2 

Senegal: Sorghum consumer subsidy equivalent 

Percent 
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o 
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Price Foreign Total- encha;e -

70 percent of the labor force in agriculture and most farmers 
producing some peanuts, the lower retail rice price would 
help offset the loss of income from peanuts. 

Results by Policy 

'l\vo policies in the eSE analysis were common to all four 
commodities: the price wedge component and the exchange 
rate componenL The consumer price wedge resulted from the 
same policy that affected the producer price wedge; namely, 
that ofadministratively determined and stable prices that did 
not reflect world price movements. The foreign exchange ef­
feets were the opposite of those for producers, since lbese in­
volved subsidies in 1982-84 and 1983-89 when the currency 
was slightly overvalued. Otherwise, the effects on foreign ex­
change policies on consumers were insignifICanL 

Conclusions 

Senegal's 1985-92 medium-term economic recovery pro­
gram was supported by the World Bank and the IMP. The pr0­
gram's objective was to return the country to a sustainable 
growth path while correcting severe fmancial imbalances. To 
restore growth, the Government planned to improve the qual­
ity of public investments by rehabilitating productive infra­
structure. Above all,the private sector was to be encouraged 

Flgure3 

Senegal: Rice consumer subsidy equivalent 
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through a IibmWzed regu1alcry envirorunent (especially in 
trade and pricing), an improved incentives system, and a 
sound financial sectllr. 

Some progress has been made in structural change, most no­
tably in moving to a narrow-band tariff regime from quanti­
tative reslrictions, in more rational public investment 
programming, and in decontrolling prices in domestic trade 
for most commodities. Economic activity rebou~ded in 
1990 as agricullUre recovered from the drought of 1989 and 
as real GDP grew 4.5 percent. Inflation has remained below 
3 percent, and the extemal sitUR~O : Us continued to im­
prove, I2S the current account ~fic~~ fell to 7.8 percent of 
GDPin 1990 from 9.5 percent in .d88. 

The Government has significantly liberalized the agricultural 
sector in recent years and plans to pursue key refonns in the 
context ofa World Bank agricultural sector adjustment loan. 
The authorities are reassessing the protection system for cere­
als. Revisions affect the pricing for imported rice, the mecha­
nism for managing the importation of lower quality rice, and 
the role of the SAED in the production and marketing ofdo­
mestic rice. In the peanut sector, the Government has de­
cided to link the producer price to the intemati9nal price. It 
also intends to privatize the peanut oil-processing company. 

The role of the Government in the near future will be to stabi­
lize prices around international equilibrium levels rather than 
subsidize producer prices. The peanut producer price for 
1991/92 was increased from CFAF70 to CFAFSO a kilo to re­
flect the higher world peanut oil prices in 1990 and 1991. An 
immediate challenge involves the huge subsidies that Senegal 
still pays to rice producers, and this issue must be addressed. 

Senegal consistently taxed its consumers. However, the rate 
of taxation fell from 67 percent in 1987 to 38 percent in 
1989. Retail rice prices were reduced to align them more 
closely with the world price. The policy aims to protect 
consumers from world price fluctuations. While local 
prices are JlI}W more closely aligned with world prices, 
consumers will be taxed or su1>sidized on an annual basis 
as the cost of imports ru;,es and falls. 
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Appendix: Methodology 

Producer and consumer subsidy equivalents were estimated 
for four crops in Senegal, including imported commodities 
(wheat and rice), an exported commodity (peanut oil), and a 
nontraded commodity (millet/sorghum). 

Pricing Policy 

Fol' PSE's, domestic producer prices, including an estimate 
of marketing costs, were compared with reference prices plus 
transportation costs. Data on processing costs were included 
where available. The cost, insurance, and freight (c.i.t) prices 
were used for wheat and rice, and the U.S. gulf price was 
used for sorghum. For peanut oil, the unit value of Senegal's 
exports was used as the reference price. For eSE's, the retail 
price was compared with the reference price. The price of 
wheat flour was converted to wheat equivalent Where appro­
priate, the reference prices in U.S. dollars were converted to 
local currency at the official exchange rate.trale des Etats de l'Afrique de I'Ouest).LA Co1lllt'lercial­

isation de I'Arachide au Se1U!gal. Various years. 

2. 	 Commander, Simon, Ousseynou Ndoye, and Ismael 
Ouedrago. "Senegal, 1979-88," StructlU'ai Adjustment 
and AgricuitlU'e. Ed. Simon Comma."KIer. London, 
Overseas Development ~nStitute, 1989. 

3. 	 Cowitt, Philip. World Currency Yearbook 1988-89. New 
York: International Currency Analysis, Inc., 1991. 
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The reference price for wheat was based on the actual cost of 
wheat delivered to the flour mills (import cost plus ttansporUi­
non to the mills). Senegal does not produce wheat, and so, only 
CSE's were calculated. Estimates ofthe handling and milling 
costs reported in the Foreign Agricultural Service's 1989 
Senegal Grain and FeedAnnual Report (11) were used WI esti­
mate costs at the retail leveL The costs for 1982-88 were calcu­
lated by deflating the 1989 fJgUreS by the Consumer Price Index. 

For millet/sorghum, the sorghum price at U.S. gu1fports was 
used as the reference price. The value was increased by 10 
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percent to account for a taste and quality preference for local 
cereals. .Most sorghwn traded internationally is used for ani­
mal feed. The Ocean freight rates for wheat were applied to 
sorghwn. Marketing costs were assumed to add 20 percent to 
the producer price. No actual data on marketing COSfS were 
avaiJaide. 

The reference price used for rice was the C.i.f. reported at 
the pcxt of Dakar. Marketing costs were added to the pr0­
ducer price ofpaddy rice, and that pice was converted to 
milled rice equivalent The Govemment-controlled retail 
price was compared with the reference price to arrive at the 
CSEprice. 

The unit value ofSenegal's peanut oil exports was used as 
the reference price. The producer price ofpeanuts was con­
verted to die peanut oil equivalenL The average Uilit value of 
peanut meal e~pons was used as an estimate of peanut-proc­
essing costs. On avemge. mills hope to cover their process­
ing cost with the sale of meal. This is a consezvative estimate 
ofpmcessin& costs in Senegal. gi\-en the inefficiency of the 
mills. The producer price and processing costs were added 

and compared with the export imit value. The CSB price was 
calcuIaled by subtracting the retai1 price of peanut oil from 
the expM price and multiplying t!1e difference. iillli;'S 
consumption. 

Exchange Rate Policy 

The CFAF is maintained at a moo value ofso CFAF = 1 
French franc. The Senegalese Government cannot adjust the 
e"-l.clumge rate. The unofficial exchange reported in the World 
Currency Yearbook was used in the calcuJations (3). The ref­
erence price was converted to local currency at both the offi­
cial and unofficial exchange rates. and the difference 
between the two prices was multiplied by the Quantii}' pr0­
duced or consmned. 

Fertilizer Polley 

Data on the per ton value of the subsidy of fertilizer and the 
amount used on each crop were available. These two figures 
were multiplied to arrive at the value of the fertilizer subsidy 
for each crop. 

Appendix table l-Wheat: calculation of Senegal's producer and ~nsumer subsidy equivalents 

Itell 	 Unit 19a:;~ leDa 1984 HI85 1986 1987 1988 1009 

A. ConsUllptiDn 	 1.000 tons 122 137 133 132 l18 109 135 156 
B. Retail price. flour 	 CFM/ton HID.aOO 122.400 122.400 144.450 144.450 124.425 104.400 104.400 
C. ConsUMer cost (A*B)/l.OOO H11. CFAF ii:.2~ 16.769 16.279 19.067 17.045 13.562 14.094 16.286 

D. Pol1 cy transfers to consumers: 
1. Pri ce wedge-­

a. Bord~r price. c.1.f. flour m111 CFAF/ton 63.86i' 78.204 99.995 88.075 63.382 57.799 71.561 1~.300 
b. Hl111ng C~;;lts 	 CFAF/ton 20.394 28.879 36 .610 4l.532 41.698 39.347 38.806 39.000 
c. Retal1 pr~ce. floor CFAF/ton 100.800 122.400 122.400 144.450 144.450 124.425 104.400 104.400 
d. Price support (la+io-1c)*A/1.000 Hi 1. CFAF -2.018 -2.098 558 -1.959 -4 •.646 -2.973 806 1.388 

2. Exchange rate adjustment-­
a. Official exchange rite CFAF/USS 329 38] 437 «9 346 301 298 319 
b. Equfl1br1ua exchange rate CFAF/UE$ 333 400 456 445 343 300 .302 323 
c. 	 Border pr1tel. equl1ibrium 

exchall!ili! ra te ';:~i"F/ton 64.578 81.553 93.199 87.330 62.939 57.688 72.348 75,070 
d. 	 Exchllnge rate subsidy 

( 1c-2c)*All.000 H11. CrAF 87 459 427 -9S -52 -12 106 120 

E. Total transfers to coosumrs: 
1. T;)tll (ld+2d) 	 Mil. CFAF -J .~Jl -1.640 985 -2.0S8 -4.698 -2.986 912 1,508 
2. 	 CoosuMer subsidy equivalents

([lIC)*l00 Percent -16 -10 6 -11 -28 -22 6 9 

CFAF - African Financial Community franc. 
c.1 •f. - Cost. insurance. and freight. 
 
US. - U.S. dollar. 
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Appendix table 2-MUletisorghum: Calculation of Senegal's producer and consumer subs~dy equivalents 

Uni t 1982 1983 1984 1985 19£0 1987 1988 1989
Item 

991 784 1.335 993 1.074 1.023 1.0851.000 ha. 	 1.002A. Area harvested 352 950 801 594 7671.000 tons 585 471 634B. Producti on 	 
50.000 55.000 60.000 70.000 70.000 64.000 74.400 71.000

C. Producer price 	 CFAF/ton 
19.360 28.260 66,500 44.380 51.264 44.194 54.457

D. Producer value (B*C)/1.000 Mil. CFAF 29.250 

E. Poli cy transfers to producers: 
1. Pri ce wedge--

I. Producer price including 85.200CFAF Iton 60.000 66.000 . 72.000 84.000 84.000 76.800 89.280marketing costs 
b. Border pr1 i:i!. U. S. gul f port 

137 162 153 135 111 101 134 147plus transportation USS/ton 
c. Border price. U.S. gulf port 

66.909 60.471 38.567 30.351 40.038 46.839plus transportati on CFAF/ton 45.077 61.830 
22.352 28.804 37.206 29.250 29.423

d. Price support {la~lc)*B/l.000 Mil. CFAF 8.730 1.468 2.398 

2. Eltchange rate adjustml.."1lt-­ 298 319 a. Offi c1l1 exchange ra iI, CFAF/USS 329 381 437 449 346 301 
323b. Equili brium exchange rate CFAF/USS 333 400 456 445 343 300 302 

c. Border price. equilibrium 
45.654 64.945 69.772 59.839 38.200 30.270 40.602 47.455exchanlie rate 	 CFAF/ton 

d. 	 Exchange rate subsidy
( 1c-2c)*8/1.000 Mil. CFAF -337 -1. 096 -1.349 601 233 65 -335 -473 

Ferti1i zer-­ 8.000 03. 
a. Domestic subsidy 	 CFAF/ton 83.900 50.900 0 20.000 24.000 16.000 

3b. Fertilizer use 	 1.000 tons ~ 15 12 9 7 7 2 
c. Fert11izer subsidy. 3a*3b/l.000 Hi1. CFAF 680 748 0 172 168 105 19 0 

F. Total transfers to producers: 
1.049 23,125 29,205 37.376 28.934 28.9501. Total (ld+2d+3c) 	 1411. CFAF 9.072 1.120 

2. Producer subsidy equivalents 35 66 73 65 53(Fl/D)*100 Percent 31 6 4 

684 757G. Conswnpt10n 	 1.000 tons 664 563 547 865 716 768 
114.000H. Retail pri ce. mill et meal CFAF/ton 82.500 90.000 97.500 112.500 112.500 103.500 119.100 

1. Conswner cost (G*H)/1.000 1411. CFAF 54 .780 50.670 53.333 97.313 80.550 79,488 81.464 86.298 

J. Pol1 cy transfers to consumers: 
1. Pri ce wedge-­

a. Border price. U.S. gulf port 
38.567 30.351 40.038 46.. S39plus transportation CFAF/ton 45.077 61.830 66.909 60.471 

97.500 	 103.500 119.100 Ih.DOOb. Retail price. millet meal CFAF/ton 82.500 90.000 112.500 112.500 
-54.079 ·5J.841c. Price support (la-lb)*G/l.000 Mil. CFAF -24.849 -15.860 -16.733 -45.005 -52,936 -56.179 

2. Exchange rate adjustment-­
a. Offi cial exchange ra til CFAF/USS 329 381 437 449 346 301 298 319 
b. Equilibrium exchange rate CFAF/US$ 314 313 306 280 258 272 289 303 

c. 80rder pri ce. equili brium 
69.772 59.839 38.200 30.270 40.602 47.455eXl:hange rate 	 CFAF/ton 45.654 64.945 

d. Exchange rate subsidy -263 -62 386 467(lc-2c)*8/1.000 	 Mil. CFAF 383 1.754 1.566 -547 
K. Total transfers to consumers: 

Mfl. CFAF -24.466 -14.106 -15.167 -45.552 -53.199 -56.241 -53.692 -50.3741. Total (lc+2d)
2. 	 Consumer subsidy equivalents 

(Ufl)*lOO Percent -45 -28 -28 -47 -66 -71 -66 -58 

ha. - Hectare. 
 
CFAF - Afr~1:iln Financi al Community franc. 
 
USS - U.S. dollar. 
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Appendix table 3-RIce: calculation of Senegal's producer and consumer subsidy equivalents 

Item Unit 1982 1983 1994 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production. paddy 
C. Producer price. paddy 
D. Producer value (B*C)/l.000 

1.000 ha. 
1.000 tons 
CFAF/ton 
Ml1. CFAF 

68 
95 

51.500 
4.893 

52 
108 

60.000 
6.480 

66 
136 

66.000 
8.976 

71 
147 

85.000 
12.495 

72 
148 

85.000 
12.580 

74 
136 

85.000 
11.560 

81 
146 

91.100 
13.301 

80 
168 

97.700 
16.414 

E. Pol1 cy transfers to producers: 
1. Price pol1cy-­

a. Producer price including 
marketi n9 costs 

b. Border price. import unit value 
c. Price support (la-lb)*B/l.000 

CFAF/ton 
CFAF/ton 
Ml1. CFAF 

92.239 
74.600 
1.676 

107.463 
89.000 

1.994 

119.209 
91.200 
3.673 

152.239 
81.100 
10.457 

152.239 
50.700 
15.028 

152.239 
45.800 
14.476 

163.164 
75.400 
12.814 

174.985 
85.000 
15.117 

2. Exchange rate adjustment-­
a. Official exchange rate 
b. Equilibrium exchange rate 
c. Percent overvaluation 
d. Border price. equ111br1um 

exchange rate 
e. Exchange rate subsidy 

( lb-2d)*B/l.000 

CFAF/trS$ 
CFAF/USS 
Percent 

CFAF/ton 

Mil. CFAF 

329 
333 

1 

75.553 

-91 

381 
400 

5 

93.484 

-484 

437 
456 

4 

95.103 

-531 

449 
445 

-1 

80.252 

125 

346 
343 

-1 

50.217 

72 

301 
300 

-0 

45.678 

17 

298 
302 

1 

76.463 

-155 

319 
323 

1 

86.U9 

-188 

3. Fert111 zer -­
a. Domestic subsidy 
b. Fertilizer use 
c. Fert1hzft1r subsi ely. 3a*3b/l.000 

CFAF/ton 
1.000 tons 
M11. CFAF 

83.900 
7 

612 

50.900 
12 

597 

0 
12 
0 

20,000 
6 

128 

2~ .000 
4 

96 

16.000 
3 

51 

8.01)0 
9 

71 

0 
2 
0 

F. Total transfers to producers: 
1. Total (lc+2e+3c) 
2. Producer subsidy equivalents 

(Fl/D)*100 

1411. CFAF 

?ercent 

2.198 

45 

2.106 

33 

3.142 

35 

10.110 

86 

15.195 

121 

14.543 

126 

12.730 

96 

111.929 

91 

G. Consumption 
H. Retail pri ce 
I. Consumer cost (G*H)/l.OOO 

1.000 tons 
CFAF/ton 
Mil. CFAF 

452 
103.000 

4G.556 

446 
130.000 
57.980 

423 
130.000 

54 .990 

455 
IG().OOO 
72.800 

444 
160.000 

71.040 

443 
160.000 
70.880 

492 
140.000 

68.880 

492 
130.000 
63.960 

J. Policy transfers to consumers: 
1. Price pol1cy-­

a. Border price. import unit value 
b. Retal1 price 
c. Price support (la-lb)*G/1.000 

CFAF/ton 
CFAF/ton 
Mil. CFAF 

74.600 
103.000 
-12.837 

89.000 
130.000 
-18.286 

91.200 
130.000 
-16.412 

81.100 
160.000 
-35.900 

50.700 
160.000 
-48.529 

45.800 
160.000 
-50.591 

75.400 
140.000 
-31.783 

85.000 
130.000 
-22.140 

2. Exchange rate adjustment-­
a. Off1 cial exchange rate 
b. Equilibrium exchange rate 
c. Border price. equl1ibr1um 

exchange rate 
d. Exchange rate subsidy 

( lc-2c)*B/l.000 

CFAF/US$ 
CFAF/USS 

CFAF Iton 

Mil. CFAF 

329 
333 

75.553 

431 

381 
400 

93.484 

2.000 

437 
456 

95.103 

1.651 

449 
445 

80.252 

-386 

346 
343 

50.217 

-215 

301 
300 

45.678 

-54 

298 
302 

76.463 

523 

319 
323 

86.119 

551 

K. Total transfers to consumers: 
1. Total (lc+2d) 
2. Consumer subsidy equivalents 

(KlIl)*100 

Ml1. CFAF 

Percent 

-12.406 

-27 

-16.286 

-28 

-14.762 

-27 

-36.286 

-50 

-48 .744 

-69 

-50.645 

-71 

-31.260 

-45 

-21.589 

-34 

ha. - Hectare. 
CFAF - African Financial 
US$ - U.S. dollar. 

COlllDun1ty franc. 
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Appendix table 4-Peanut 011: calculation of Sinegal'. producer and consumer subsidy equivalents 

I tell Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production. 011 
C. Producer pr1 ce. 011 
D. Producer value (B*C)/1.000 

1.000 ha. 
1.000 tons 
CFAF/ton 
1411. CFAF 

NA 
244 

176.471 
43.085 

HI. 
71 

147.059 
10.476 

IIA 
48 

176.471 
8.487 

Nil 
93 

264.706 
24.691 

NA 
192 

264 .706 
50.710 

HI. 
226 

264.706 
59.875 

NA 
132 

205.882 
27.196 

HA 
198 

205.882 
~1}.740 

E. Policy trftn$fers to producers: 
1. Price wedge-­

a. Producer pr1 ce 
b. Producer price plus 

processing costs 
c. Border price. export unit value 
d. Price support (la-1b)*B/1.000 

CFAF/ton 

CFAF/ton 
CFAF/ton 
1411. CFAF 

176.471 

241.943 
236.700 

1.280 

147.059 

212.531 
476.600 
-18.811 

176.471 

241.943 
482.200 
-11.554 

264.706 

330.178 
427.000 

-9.031 

264.706 

330.178 
165.660 

31.511 

264.706 

330.17B 
185.640 
32.694 

205.882 

271.355 
259.740 

1.534 

205.882 

271.355 
338.162 
-13.220 

2. Exchange rate adjustMent--
I. Offfcial exchange rate 
b. Equi11brfull exchange rata 
c. Percent overvlluatfon 
d. Border prf ce. equ111 br1ulII 

exchange rite 
e. Exchange rite subsidy 

( 1c-2d)1l1I/1.000 

CFAF/US$ 
CFAF/USS 
Percent 

CFAF Iton 

Mf 1. CFAF 

329 
333 

1 

239.725 

-739 

381 
400 

5 

500.611 

-1.710 

437 
456 

4 

502.834 

-992 

449 
445 

-1 

422.5l3 

417 

346 
343 

-1 

164 .081 

302 

301 
300 

-0 

185.146 

112 

298 
302 

1 

263.402 

-484 

319 
323 

1 

342.615 

-881 

3. Fert111 zer--
I. DOMestic subsidy 
b. Fertilizer use 
c. FertH fzer subsf dy. 3a*3bl 1. 000 

CFAF/ton 
1.000 tons 
Mfl. CFAF 

83.900 
2 

128 

50.900 
1 

61 

0 
9 
0 

20.000 
4 

84 

24.000 
4 

107 

16.000 
2 

37 

8.000 
3 

27 

0 
3 
0 

F. Total transfers to producers: 
1. Total (ld+2e+3c) 
2. Producer subsfdy equfvalents 

(H/O)*lOll 

Mfl. CFAF 

Percent 

669 

2 

-20.461 

-195 

-12.546 

-148 

-8.531 

-35 

31.927 

63 

32.843 

55 

1.017 

4 

-14.101 

-35 

G. ConsLllptfon 
H. Reta 11 prf ce 
I. Consu=er cost (G*H)/l.000 

1.000 tons 
CFAF/ton 
1411. CFAF 

2 
362.739 

725 

2 
461.500 

821 

1 
461.500 

640 

3 
521.495 

1.672 

- 52 
521.495 
27.235 

57 
521.495 
29.658 

51 
350.740 
17.781 

50 
350.740 
17.537 

J. Polfcy transfers to consumers: 
1. Prfce wedge-­

a. Border prfce. export unit value 
b. Retafl prfce 
c. Prfce support (la-lb)*G/l.000 

CFAF/ton 
CFAf Iton 
Mf 1. CFAF 

236.700 
362.739 

-252 

476.600 
461.500 

27 

482.200 
461.500 

29 

427.000 
521.495 

-303 

165.660 
521.495 
-18.583 

185.640 
521.495 
-19.229 

259.740 
350.740 

-4.613 

338.162 
350.740 

-629 

2. Exchlnge rate adjustment--
I. Offfchl ellchange rate 
b. Equflibrfum exchange rate 
c. f.~rder prfce. equflfbrfum 

ellchange rate 
d. EXchange rmte subsidy 

( lc-2c)*B/1.000 

CFAF/US$ 
CFAF/US$ 

CFAF/ton 

1411. CFAF 

329 
333 

239.725 

6 

381 
400 

500.611 

43 

437 
456 

502.834 

29 

449 
445 

422.533 

-J.Ii 

346 
343 

164 .081 

-132 

301 
300 

185.146 

-28 

298 
302 

263.402 

186 

319 
31:3 

342.615 

223 

K. Total transfers to consumers: 
1. Totll (lc+2d) 
2. Consumer subsidy equfv.lents 

(1<111)"'100 

Mfl. CFAF 

Percent 

-246 

-34 

70 

8 

57 

9 

-317 

-19 

-18.666 

-69 

-19.258 

-64 

-4.428 

-25 

-406 

-2 

ha. - He.:.·r.ire. 
CFAF - Afrfcln Ffnanc1al 
US$ - U.S. dollar 

COlmlullHy franc. 
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South Africa 
 

By Gene A. Mathia and Margaret Mi~siaen 

Economic and Agricultural 
 
Developments 
 

South Africa is an upper-middle-income country with a per 
capita income of nearly $2.500. The 40 million inhabitants 
live in an area almost twice the size ofTexas (3).1 las 
semiarid climate and open space for cattle grazing are similar 
to those ofTexas. The income disttibuuon is highly skewed 
toward the mining and manufacturing sectors that are owned 
and controlled by the white minority. The majority, particu­
larly blacks, sustain impoverished living standards typical of 
many developing countries. 

Since 1948, the South African economy has been operating 
under a legislative mandate that attempts to separate racial 
groups. This ~1aces resttictions on where ~ black poJlUl:l-.
tion can live and work and on land Ownership. These pohCles 
~: .....:.: the international community to impose economic 
sanctions, beginning in the 1970's, which affect both ttade 
and fmancial ttansactions. 

The financial sanctions hamper fmancial flows to South Af­
rica and, in effect, reduce its access to external capital. This 
reduced access placed great pressure during most years of 
the 1980's to maintain a current account surplus that could 
offset the large net capital outflows. These internal and exter­
nal conditions consttained economic growth. In the fust half 
of the 1980's. real gross domestic product (GDP) growth av­
erctged less than 1 percent annually. In me second half of the 
1980's, growth accelerated to 1.5 percent per year. However, 
given the population growth rate of slightly mere than 2 per­
cent annually, real incomes declined through the 1980's in 
per capita tenns. 

South Africa had a current account deficit averaging more 
than $1 billion annually during 1980-84. Since 1985, the 
year when major trade partner sanctions were institu'ied, the 
current account balance has reen positive, averaging more 
than $2 billion annually. This turnaround can be attributed to 
a sharp drop in imports in 1984-85 and to a steady rise in ex­
ports during 1985-88. 

SmUll Africa's total imports declined 30 percellt between 
1985 and 1986. Since 1987. however, imports have increased 
to $17 billion. Agricultural imports have remained fairly sta­
ble through the 1980's at $8 billion annually. Total and agri­

11tallclzed mmbers In parentheses refer to literature clled In !he Ref· 
erervces section at the end of this chapter. 

cultural exports have gradually increased since 1982, aver­
aging around $22 billion and $2 billion late in the decade. 

Gold and nevc.ral other sttategic minerals not affected by the 
ban made up a large share of South Africa's export earnings, 
about 60 percent in the mid-1980's. Gold alone conttibuted 
almost 50 percent of mineral exports. The ability to export 
minerals enabled South Africa to maintain positive current 
accounts. Manufacturing had been slowly growing but con­
tributed only about 10 percent to export earnings. Agricul­
ture's conttibution to export earnings had been falling before 
the sanctions, but the sanctions created additional problems 
by forcing South African exporters to search for smaller, 
high-cost markets. Some export diversification has occmred, 
but the removal of these sanctions could significantly affect 
the type ofdomestic agricultural policy reforms and the 
response patterns that might be expected in the agricultural 
sector. 

Recent elections. in which the winning party supported a 
more moderate political agenda and gradual political reform. 
may be sufficient to cause further relaxation of uade sanc­
tions. Most observers think that the performance of the econ­
omy will improve when these sanctions are relaxed. The 
agricultural sector would be a potentiru beneficiary of the re­
moval of uade sanctions, since many of South Africa's agri­
cultural exports have been banned by the United States, the 
European Community, and Japan, all former major trading 
partners. 

South Africa's agricultural sector has a small number of 
whi~ farmers who represent a large. productive, and diversi­
fied commercial subsector that controls most of the land Ie­
so~. South Africa also has a large number of black small 
fanners who represent a subsistence subsector that controls 
few resources. South Africa is one of the few African coon­
tties that is a net agricultural exporter in mQSt years, despite 
the trade sanctions. Agricultural exports represent about 40 
percent of agricultural gross nationalllroduct (GNP). The 
main exports are com and com products, wool, sugar, bides 
and skins, and mohair, while the principal imports are wheat 
and rice. 

Policies In the 1980's 

South Aftica maintained for many years a legislative agenda 
that enforced practices that placed severe resttictions on the 
majority group of blacks. Thus, a large reserve of labor re­
sources has not been active in the economy, and few attempts 
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other legislation (13). The schemes for com and winter cere­
als fix the price before planting. Before 1988, the price was 
often set above market equilibrium price. The excess produc­
tion was purchased at the fIXed price and exported at a subsi­
dized price, frequently below the estimated costs of 
production. 'Thxpayers paid the costs of the export subsidies, 
while domestic consumers paid the higher than market equi­
librium prices for grains for both feed and food use. Since 
1988, subsidies have been paid from a stabilization fund cre­
ated and funded by a levy on producers (11). 

Since the 1987-88 marketing season, price determination has 
been the responsibility of the marketing boards. Prices are 
set to benefit producers in the long run, to signal expected re­
turns before planting, and to avoid loans by the industry to fi­
nance a certain marketing year. The marketing board 
considers crop size, international market conditions, ex­
change rates, domestic demand, marketing costs, operational 
financing, and government aid, if any. Because the first 
price quote is announced 8-9 months before the crop is deliv­
ered and the fmal marlcetings are made after about 2 years, 
changed marketing conditions may have far-reaching effects 
on what prices the producer will actually receive. The proc­
ess continues by announcing a delivery price paid to produc­
ers upon the delivery of a producL The fmal price is 
determined during a marketing season, and if marketing con­
ditions have been favorable, supplementary payments are 
made to producers. 

Until 1985, the South African Sugar Association adminis­
tered the marketing of sugar under a single-price scheme. Su­
crose production was oontrolled with quotas, and producers 
received one price for the product. The quota was registered 
to a particular tract of land, but it could be transferred to a 
different area. The producer received a weighted mean price 
of the domestic price and the expected export price plus 
transport subsidies and an equalization fund payment (8). 

In 1985, a two-tier price scheme was ~ntrodur,ed to assist 
small producers. It is composed of two pools. The A-pool 
is based on a quota for the domestic ma!"ket plus about 50 
percent of previous mean el'tports, and farmers receive. a 
subsidized price under norm.a1 marketing conditions. The B­
pool is voluntary, and growers receive the export realization 
price (9). 

Ibrlceilng Policies 

The Deputment of AgricultW"C and Water Supply organi7.es 
agriculture in South Africa as a single agricultural unit. The 
South African Agriculture Union (SAAlJ) is the national or­
ganization acting for all commercial farmm. Its purpose is 
to ensW"C the best possible fmancial and social position for 
fanners within the national economy. The SAAU also serves 
the needs of die cooperatives. Agricultural cooperatives 
function to provide farmers with agricultural inputs and to 
market the farmers' agricultural products in both unproc­
essed and processed fOnDS. 

The Directorate of Marketing was established in 1988 with 
two subdirectomtes: Marketing Administtation and Market­

ing Policy. The Directorate's mission is to administer the 
Marketing Act of 1968. The Sub-directorate of Marketing 
Administration deals with the implementation of this act. 
The Sub-directorate has several functions dealing with the 
maIketing of most agricultural products and the budgeting of 
expenditures on com and bread subsidies. 

At present, the Directorate administers 21 agricultural com­
modity control boards. Management of the marketing of 
about 80 percent of the gross value of agricultural products is 
conducted under these control schemes. The commodity 
board is the basic entity for administering the various efforts 
to stabilize and support commodity prices. Much of the 
credit and marketing infrastructure subsidies are channeled 
through each commodity board. 

Input Policies 

South African farmers procure inputs from agricultural coop­
eratives. Agricultural cooperatives have provided about 60 
percent of the farmers' needs in recent years. Several types 
of financial aid are available to farmers, including mortgage 
credit and production loans, as well as grants for soil and 
water improvements, such as flood control. 

Interest rates on these loans are difficult to specify because 
the recoverable amount varies for the outstanding principal 
of the loans on which interest is charged. The amount is de­
tennined by the Minister of Agriculture and approved by the 
Minister ofFinance. Farmers pay a subsidized rate ofonly 3 
percent, well below commercial rates, on loans for the hous­
ing ofpermanent farm laborers. There is litde evidence, how­
ever, that input subsidies are used as major production 
incentives. 

Consumer Policies 

Wheat for domestic food requirements is sold at a fIXed 
price, which is adjusted monthly to cover handling, stor'ctge, 
and fmancing costs. No price is fIXed for wheat sold for local 
feed use or export. Bread price subsidies are gradually being 
removed by raising the consumer price. 

The domestic selling price for corn is higher than the pra­
ducer price. The difference in the prices is used to fmance in­
ternal handling, storage, and fmancing costs as well as 
export subsidies. 

Estimation of Policy Intervention 
 
In Agriculture 
 

Government intervention in South African agriculture is per­
vasive and occurs through the sector's more than 20 control 
boards authorized under the 1968 Marketing Act (1). Only 
about 20 percent of gross value of agricultural production 
was produced and marlceted under free-market conditions in 
1988. The three commodities selected for study here (com, 
wheat, and sugar) accounted for about 25 percent ofgross ag­
ricultural value in 1988. Slaughter cattle, milk and butterfat, 
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wool, eggs, deciduous fruit, oilseeds, wine, and citrus fruits in a slowdown ofproducer price hikes, and the sharp nire in 
were also important commodities marketed under govern­ the world com price. 
ment control schemes. However, policy and price data are 
not available for calculating the costs and benefits of inter­ Wheat producers were alternately taxed and subsidized 
vention for these commodities. through the study period. The taxes, which occurred in 1985, 

1986, 1988, and 1989, averaged 18 percent ofproducer reve­
Government intervention in wheat and com production in­ nue. The subsidies ranged from less than 3 percent to more 
cludes transportation, fertilizer, credit subsidies, price sup­ than 26 percent. 
ports, and foreign exchange regulations. On the consumer 
side, price and foreign exchange subsidies and grants are fac­ Sugar producers received the largest transfm as a proportion 
tors of intervention. Sugar is marketed through cooperatives. ofproducer revenue. These ttansfers were received during 
but government policies affect both producers and consum­ 1983-88 and averaged 28 percent of producer revenue. 
ers of sugar. 

Results by Policy 
Results for Producers 

Pricing policies of the mll1keting boards and the Sugar Asso­
The estimates ofproducer subsidy equivalents (PSE's) are ciation have been the major soUICe of producer subsidies for 
summarized for 1982-89 in table 1. The policy decision of all three commodities. Price movements for sugar were con­
the Government to reduce its intervention in agriculture is ap­ trolled by government import licensing requirements. On the 
parently working. Producers received large transfers in 1983­ other hand, foreign exchange policies worked against produc­
84 and 1986-87 but were taxed in 1988 and 1989. The ers of the three crops. The average level ofcurrency over­
subsidies peaked in 1987 at 33 percent of producers' reve­ valuation was more than 9 percent All producers benefited 
nue. The taxes in the 2 most recent years of the study aver­ from the interest rate subsidy on agricultural credit Transpor­
aged 12 percent. tation and fertilizer policies resulted in small ttansfers to pro­. ducers throughout the 1982-89 period • 
Results by Commodity 

It is too early to determine the effects of reduced support on 
On average, com producers received the lI.lrgest subsidies in production patterns. Areas planted to wheat were largely un­
absolute terms (table 2). The subsidies also exhibited an in­ affected by the reduction of support in 1988 and 1989. The 
creasing trend through 1987, averaging about 7 percent of acreage of marginal land planted to sugar has dropped gradu­
producer revenue in 1982 compared with 39 percent in 1987 ally since the responsibility of cane transportation was ttans­
(fig. 1). In 1988. com producers incurred a tax, and in 1989, ferred to growers in 1984 and since the two-price pool 
received a negligible subsidy. The change since 1987 can be system was introduced in 1985. Com acreage declined by
attributed to two factors: the movement toward marlcet-ori­ about 10 percent in 1988-89, even though the level of sup­
enred policies to determine producer prices, which resulted port to com producers remained positive. 

Table 1-Somh Africa: Summary of producer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by policy:
Transportation subsidy H1l. R 0.9 1.5 5.5 4.2 3.0 1.4 2.0 0.8 
Fertilizer subsidy Mil. R 6.8 4.1 1.8 1.7 1.5 1.2 0.5 0.0 
Credit subsidy Hil. R 75.3 98.9 144.2 122.4 135.7 123.4 130.3 170.5 
Price subsidy Mil. R 328.3 124.4 189.2 17.7 780.8 1.247.0 -436,6 -206.8 
Import controls H1l. R -171.3 181.1 55.0 153.3 317.4 326.2 95.0 -328.7 
Foreign exchange H1l. R -293.9 -195.6 -122.9 -317.5 -421.6 -485.7 -219.9 -222.7 

Policy tr~nsfers by
commodity:

Wheat Mil. R 114.5 75.7 53.6 -121.0 -19.8 268.3 -270.1 -224.9 
Corn H1l. R 81.& -0.4 178.9 -7.3 586.0 729.5 -219.5 3.3 
Sugar Mil. R -250.1 139.2 40.2 110.2 250.6 215.5 60.9 -365.3 

PSE by commodity:
Wheat Percent 17.2 15.9 7.8 -22.7 -2.4 22.0 -22.4 -26.1 
Corn Percent 7.2 -0.1 17.5 -0.4 30.3 39.4 -11.8 0.1 
Sugar Percent -74.2 38.0 11.9 24.1 49.2 34.9 10.0 -50.0 

Total policy transfers H11. R -53.8 214.5 272.6 -18.1 816.8 1.213.4 -428.7 -586.9 
Value to producers H11. R 2.143 1.564 2.045 2.787 3.270 3.688 3.682 4.847 
Total comModity PSE Percent -2.5 13.7 13.3 -0.6 25.0 32.9 -11.6 -12.1 

R - Rarid. 
PSE - Producer subsidy equivalent. 
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The reduction ofgovernment support is intended to cut exceeded 13 percent of the total cost of the crops. However, 
across all tradable commodities and thus would not be ex­ in the second halfof the study period (1986-89), consumers 
pected to greatly affect the production shares or relative prof­ were either taxed (1986-87) or given negligible subsidies. 
itability of producing these commodities. One stated goal of 
the Government's policy is to encourage forestry and pasture Results by Commodity 
over export crops. The efforts by the various marlceting 

Wheat consumers have benefited from the favorable wheatboards to set producer prices to equate production to domes­
policies. Bread price subsidies and favorable foreign ex­tic consumption are intended to reduce export subsidies. 
change more than offset the wheat price taxes for all years ex­However, trade seems to be more closely tied to weather pat­
cept 1987 (table 4). The net subsidy ranged from less thanterns than to any policy actions. Even with sanctions, South 
16 percent of the cost of the crop to more than 50 percent.Africa is relying on the international market to manage sur­
The effective tax on wheat in 1987 was very large because of plus production or provide for production shortfalls. 
low international prices for wheat relative to the price set by 
the wheat board.Resulis for Consumers 

The levels of support to consumers for the three commodities Com consumers, on the other hand, were more likely to be 
has declined (table 3). During the first halfof the study period taxed than wheat consumers, particularly in the latter half of 
(1982-85), total transfers to consumers increased but never the study period (fig. 2). Taxes to com consumers peaked in 

Table 2-South Africa: Producer subsidy equivalents by commodity 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 1.000 tons 2.434 1,774 2.335 1.684 2.322 3.146 3,.539 2.005 
Producer price R/ton 274 268 294 317 354 387 341 430 
Value to producers Mil. R 666 476 687 534 823 1.219 1.207 862 
Policy transfers to 
producers--

Transportation subsidy Mil. R 0.2 0.3 1.0 0.8 0.6 0.3 0.4 0.2 
Fertilizer subsidy Mil. R 2.5 1.6 0.7 0.4 0.4 0.5 0.2 0.0 
Credit subsidy Mil • R 21.8 28.6 41.6 35.3 26.3 43.6 47.S 43.0 
Price subsidy Mil. R 151.2 92.7 46.8 -103.9 48.2 362.5 -250.2 -234.4 
Foreign exchange Mil. R -61.1 -47.5 -36.5 -53.6 -95.3 -138.5 -68.3 -33.7 

Total policy transfers Mil. R 114.5 75.7 53.6 -121.0 -19.8 268.3 -270.1 -224.9 
PSE (per unit value) Percent 17.2 15.9 7.8 -22.7 -2.4 22.0 -22.4 -26.1 
PSE (per unit quantity) R/ton 47.1 42.7 22.9 -71.9 -8.5 85.3 -76.3 -il2.2 

US$/ton 43.5 38.4 16.0 -32.8 -3.8 41.9 -33.8 -42.9 

Cor'n: 
Level of production 1.000 tons 8.503 4.318 4.714 8,295 8.321 7.342 7.251 12.442 
Producer price (yellow) R/ton 134 167 217 217 233 252 258 262 
Value to producers Mil. R 1,140 721 1.021 1.797 1.937 1.850 1.867 3.254 
Policy transfers to 
producers--

Transportation subsidy Mil. R 0.7 1.2 4.5 3.4 2.4 1.2 1.6 0.7 
Fertilizer subsidy Mil. R 4.3 2.5 1.0 1.3 1.1 0.7 0.3 0.0 
Credit subsidy Mil. R 48.9 64.2 93.6 79.4 101.0 71.9 73.9 117.7 
Price subsidy Mil. R 177.1 31.7 142.4 121.6 732.6 884.5 -186.4 27.6 
Foreign exchange Mil. R -149.3 -100.0 -62.6 -213.1 -251.0 -228.8 -108.8 -142.7 

Total policy transfers Hil. R 81.8 -0.4 178.9 -7.3 586.0 729.5 -219.5 3.3 
PSE (per unit value) Percent 7.2 -0.1 17.5 -0.4 30.3 39.4 -11.8 0.1 
PSE (per unit quantity) R/ton 9.6 -0.1 37.9 -0.9 70.4 99.4 -30.3 0.3 

US$/ton 8.9 -0.1 26.4 -0.4 31.0 48.8 -13.4 0.1 

Sugar:
Level of production 1.000 tons 2.055 2.126 1.378 2.370 2.170 2.200 2.235 2.240 
Producer price R/ton 164 172 245 193 235 281 272 326 
Value to producers Mil. R 337 366 337 456 510 619 608 731 
Policy transfers to 
producers--

Import controls Mil • R -171.3 181.1 55.0 153.3 317.4 326.2 95.0 -328.7 
Credit subsidy Mil. R 4.7 6.2 9.0 7.6 8.4 7.9 8.7 9.7 
Foreign exchange Hil. R -83.6 -48.1 -23.8 -50.8 -75.2 -118.5 -42.8 -46.3 

Total policy transfers Mil. R -250.1 13!)' 2 40.2 110.2 250.6 215.6 60.9 -365.3 
PSE (per unit value) Percent -74.2 38.0 11.9 24.1 49.2 34.9 10.0 -50.0 
PSE (per unit quantity) R/ton -121.7 65.5 29.2 46.5 115.5 91,1..0 27.2 -163.1 

US$/ton -112.5 58.9 20.3 21.2 50.9 48.2 12.0 -62.3 

R - Rand. 
PSE - Producer subsidy equivalent. 
US$ - U.S. dollar. 
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Figln1 by sharp increases in prices during years ofproduction shoo­
South Africa: Com producer subsidy equivalent falls because of the export contracts with Asian counlries. 

Sugar consumers were blll'dened by paying prices that werePercent 
higher than international prices. The net taxes varied and have

OOr---------------------------~ averaged about a third of the cost of the crop. Domestic po­
duction changed very little during the period. but consump­

50 	 tion fa: all purposes trended upward. The sugar induslly has 
promoted astrategy to change corulUIDeI' attitudes about the 
pGtential harmful effects ofsugar and to create new uses for

40 	 the product, but per capita consumptioo of sugar has re­
mained about 34 kilogmms annually. Another goal is to stop 

30 	 or funit'dumping"of foreign sugar entering the local market 
either as sugar or as intennediat.e products. To the extent that 
these goals are achieved, consumers will pay bigbu prices.

20 

Except for the last few years, domestic sugar prices have 
been pushed higher than world prices because ofsupply-side10 
factors, such as incentives to limit the area planted to sugar­
cane. Marginal sugar lands have been diverted to timber and 
pasture. Rates of return to capital for sugar production are 
set fairly low, and cost-of-production pricing is not conducive 

-10 	 to bringing many marginal sugar lands hack into production. 

-20 "'-_______________-11 	 The Sugar Association must now finance export sub!!idies 
and is reluctant to provide rrumy incentives for export expan­

1982 83 84 85 8S 87 88 89 sion beyond contract levels (pool A sugar). These costs of 
subsidizing exports and the limited profitability of produc­

Price Foreign Credit Total tion suggest that South Africa's sugar production is not likelysKehan,s _ B88883­ to expand much above the current level. 

Results by PDlicy 

1987 at 33 yercent of the cost of the crop. Domestic prices have The Government's foreign exchange policy consistently 
been raised more and at a faster rate than world prices. Con­ worked to subsidize consumers through the overvalued CUfa 
sumers may be paying higher than world prices in the future rency during the study period. The pricing policy for grain re­
ifpromotion efforts to divert land to pastures for increased sulted in a tax on wheat and com consumers in most years 
livestock grazing are successful. Also, consumers may be hwt because the respective wholesale prices exceeded interna-

Table ~SolJth Africa: Summary of consumer subsidy equivalents 

Item 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by policy:
Price subsidy on grain 1411. R -263.2 -40.3 -6.4 120.7 -623.8 -1.040.2 127.2 -41.0 
Price subsidy on bread 1411. R 182.0 193.5 267.6 194.3 180.5 147.0 147.4 132.0 
Import controls 1411. R 40.0 -193.8 -103.3 -210.4 -202.5 -Z49.0 -348.5 -87.3 
Foreign exchange M11. R Z15.~ 244.4 129.9 234.1 293.1 359.1 158.2 139.3 

Policy transfers by commodity:
Wheat Mil. R 96.2 104.3 23B.4 374.0 203.3 -77.0 229.1 413.1 
Corn 1411. R -8.3 266.3 131.6 147.0 -398.8 -527.1 176.3 -211.0 
Sugar 	 1411. R 86.8 -166.7 -82.1 -183.1 -157.2 -179.0 -321.0 -59.1 

CSE by commodity:
Io!heat Percent 17.4 15.6 35.3 51.5 24.1 -7.1 23.1 38.1 
Corn Percent -0.8 23.G 10.6 11.4 -26.S -32.S 10.4 -9.9 
Sugar Percent 24.5 -40.8 -17.2 -32.9 -23.4 -22.5 -30.9 -5.1 

Total policy transfers Hil. R 1.75 204 288 339 -353 -783 84 143 
Cost to consumers 1411. R 1.965 2,204 2.392 2.582 3.020 3.503 3.729 4.379 
Total commodity CSE Percent 8.9 9.2 12.0 13.1 -11.7 -22.4 2.3 3.3 

R - Rand. 
CSE - Consumer cubsidy equfvalent. 
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lional prices. Bread consumers were subsidized in all years 	 minor source of support and may decrease even further as 
of the study, since the Government subsidized bakeries to 	 the Government tries to reduce expenditures on agriculture. 
keep the bread prices low. Finally, the Government's import 
controls, which were measured for sugar, resulted in a tax on 	 The future ofSouth African agriculture appears to depend on 
sugar for consumers in all years because the local price was 	 the power of the producer groups to exact higher than world 
set above the world price. 	 prices from domestic consumers. Producers will need the power 

ofGovernment to protect domestic markets from imports. Al­
though South Africa ~ very modem technology in much of 
its agriculture and its resources are considerable, the productionConclusions 
of agricultuml goods for international marlrets does not appear 
to be a high priority. Even without sanctions, South Africa

Recent policy actions taken by the Government ofSouth Africa would appear to be a high-cost producer ofagricultural prod­
suggest a move to more open-market operations, with little gov­ ucts with few clear comparative advantages in the temperate
ernment support ofcommodity board operations. Export sub­ tradable commodities. Its highly variable weather patterns
sidies are becoming the responsibility of the industry group. will create alternate production gluts and shortfalls, and the; in­
Marketing boards are, therefore, forced to be very cautious in ternational market will likely offer an important safety net for
setting producer prices at levels that will provide incentives managing the agricultuml sector. In all likelihood, the removal 
to create surplus production. Yet, subsidies to agricultural ~ of international sanctions would have little effect on govern­
ducels come from board action in setting producer prices. In ment management of the sector. South Africa is not likely tothe past, foreign exchange rates were an important factor, but select agriculture as an export growth sector. Furthennore,
the more flexible rate structure will reduce this potential source the Government is unlikely to adopt an aggressive export pro­
of subsidy or taxation. Credit subsidies have been a relatively motion orientation for agricultural products in the near future. 

Table 4-South Africa: Consumer subsidy equivalents by commodity 

Item 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of consumption 1.000 tons 1,971 2.377 2.228 2.207 2.315· 2.732 2.493 2.424 
\ilholesale price Rlton 280 280 303 329 365 398 398 448 
Cost to consumers 1411. R 552 666 675 726 845 1088 993 1085 
Policy transfers to 
 
consumers--


Price subsidy on grain Mil. R -135.2 -152.8 -64.1 109.4 -72.2 -344.3 33.6 240.4 
Price subsidy on bread Mil. R 182.0 193.5 267.6 194.3 180.5 147.0 147.4 132.0 
Foreign exchange Mil. R 49.4 63.6 34.8 70.3 95.0 120.3 48.1 40.8 

Total policy transfers 1411. R 96.2 104.3 238.4 374.0 203.3 -77.0 229.1 413.1 
CSE (per unit value) Percent 17.4 15.6 35.3 51.5 24.1 -7.1 23.1 38.1 
CSE (per unit quantity) R/ton 48.8 43.9 107.0 169.5 87.8 -28.2 91.9 170.4 

USS/ton 45.1 39.4 74.4 77 .3 38.7 -13.9 40.6 65.1 

Corn: 
Level of consumption 1.000 tons 6.9150 6.806 5.725 5.479 5.206 5.573 5.675 6.362 
Wholesale price (yellow) R/ton 155 170 221 243 285 288 295 333 
Cost to consumers Mil. R 1.058 1.129 1.239 1.300 1.503 1.620 1.697 2.124 
Policy transfers to 
 
consumers--


Price subsidy on grain Mil. R -128.0 112.5 57.7 11.3 -551.6 -595.9 93.6 -281.4 
Foreign exchange Mfl. R 119.6 153.8 73.9 136.5 152.8 168.8 82.7 70.5 

Total polfcy t~ansfers 1411. R -8.3 266.3 131.6 147.8 -398.8 -527.1 176.3 -211.0 
CSE (per unit value) Percent -0.8 23.6 10.6 11.4 -26.5 -32.5 10.4 -9.9 
CSE (per unit quantity) 	 R/ton -1.2 39.1 23.0 27.0 -76.6 -94.6 31.1 -33.2 

USS/ton -1.1 35.2 16.0 12.3 -33.8 -46.5 13.7 -12.7 

Sugar:
Level of consumption 1.000 tons 1.152 1.195 1.225 1,272 1.305 1.300 1.433 1.360 
Wholesale p~ice R/ton 308 342 390 437 516 612 725 860 
Cost to consumers Mfl. R 355 409 478 556 673 795 1039 1170 
Polfcy transfers to 
consum"l"s--

Import controls Mfl. R 40.0 -193.8 -103.3 -210.4 -202.5 -249.0 -348.5 -87.3 
Forefgn exchange Mil. R 46.8 27.0 21.2 27.2 4!i.2 70.0 27.5 28.1 

Total policy 'ransfers Mil. R 86.8 -166.7 -82.1 -183.1 -157.2 -179.0 -321.0 -59.1 
CSE (per unit value) Percent 24.5 -40.8 -17.2 -32.9 -23.4 -22.5 -30.9 -5.1 
CSE (per unit quantity) Rlton 75.4 -139.5 -67.0 -144.0 -120.5 -137.7 -224.0 -43.5 

US$/ton 69.7 -125.4 -46.6 -65.7 -53.1 -67.7 -99.1 -16.6 

R - Rand. 
CSE - Consumer subsidy equivalent.
USS - U.S. dollar. 
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The producer price of wheat minus the import cost (world 
price plus ttansportation) was used to detennine the price 
PSE. For consurilers, the difference between the wholesale 
wheat price and the import price was calculated. Then, the re­
ported bread subsidy was added1 to arrive at the total wheat 
eSE(lO). 

When the price PSE for com was computed, the Maize Mar­
keting Board's cost on domestic sales was added to the pro­
ducer price and compared with the export price. South Africa 
is an important supplier tlf white com to Far Eastern 00.:n­
tries that pay a premium for this high-quality product. Tkie 
unit value of South African exports is a better reference price 
than the U.S. price of yellow feed com. This export price 
was compared with the wholesale price to estimate eSE's. In 
recent years, when the price of white corn was significantly 
above that for yellow, a weighted average of the two prices 
was used. 

Price intervention for sugar took the form of import controls 
because domestic prices are significantly above world prices. 
The producer price of sugarcane was converted to raw sugar 
equivalent using the sucrose content. Refining costs were 
added to the raw price and then compared with the reference 
price for Caribbean raw sugar. For eSE's, the price of white 
sugar in Durban was converted to raw equivalent by subtract­
ing the rerming cost and the refining weight loss. The differ­
ence between these two raw prices was the unit value of the 
priceeSE. 

Exchange Rate Policy 

The effect of exchange rate policy on consumers and pro­
ducers was calculated by converting the reference price to 
rand at the unofficial rate and comparing this with the price 
converted at the official rate. The unofficial rate was reported 
in the World Currency Yearbook (4). The exchange rate 
transfers were calculated by taking the difference between 
these prices (the one converted at the official rate and the one 
at the unofficial rate) and multiplying by the volume of 
production. 

Fertilizer Policy 

Fertilizer subsidies were computed by calculating the value 
of each crop as a share of total crop value. This percentage 
was then used to allocate the total fertilizer subsidy among 
crops. 

CredH Policy 

The total value of agriCUltural credit was multiplied by the in­
terest rate subsidy and then by the share of credit allocated to 
each crop. 

Transportation Policy 

To~\l transportation subsidies were divided among the crops 
so that 6 percent was allocated to wheat and 23 percent to 
com. 
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Appendix table 1-Wheat: Calculation of South Africa'. producer and consumer ..baldy equlvalem. 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production 
C. Producer price
D. Producer value (B*C)/1.000 

1.000 ha. 1.974 
1.000 tons 2.434 
R/ton 274 
M11. R 666 

1.809 
1.774 

268 
476 

1.919 
2.335 

294 
687 

1.951 
1.684 

317 
534 

1.926 
2.322 

354 
823 

1.729 
3.146 

3{"~ 

1.219 

1.985 
3.539 

341 
1.207 

1.830 
2.005 

430 
862 

E. Policy transfers to producers:
1. Pr1ce wedge-­

a. Producer price
b. Border price. U.S. gulf port plus 

transportat10n 
c. Border price. U.S. gulf port plus 

transportation
d. Price support (la-1c)*B/1.000 

R/ton 

USS/ton 

R/ton
Ml1. R 

274 

195 

211 
151 

268 

194 

216 
93 

294 

191 

274 
47 

317 

173 

379 
-104 

354 

147 

334 
48 

387 

134 

272 
362 

341 

182 

412 
-250 

430 

209 

r)i!l.7 
:::34 

2. Exchange rate adjustment-­
a. Offic1al exchange rate 
b. Equ111br1um exchange rate 
c. Border pr1ce. equ111br1um exchange 

rate 
d. Exchange rate subs1dy (lc-2c)*B/1,OOO 

R/USS
R/USS 

R/ton 
M~'. R 

1.1 
1.2 

237 
-61 

1.1 
1.3 

243 
-47 

1.4 
1.li 

290 
-37 

2.2 
2.4 

411 
-54 

2.3 
2.5 

375 
-95 

2.0 
2.4 

316 
-138 

2.3 
2.4 

431 
-68 

2.6 
2.7 

564 
-34 

3. Fert111zer transfers-­
a. 
b. 
c. 

Field crop value 
Fert11izer subsidy. all crops
Fert111zer subsidy «D/3a)*3b) 

Mil. R 
M11. R 
Ml1 • R 

3.172 
12.0 
2.5 

3.101 
10.6 
1.6 

3.413 
3.5 
0.7 

4.749 
3.5 
0.4 

4.S84 
2.S 
0.4 

5.241 
2.0 o ~... 

5.914 
1.0 
0.2 

7.343 
0.0 
0.0 

4. Credit transfers-­
a. 
b. 
c. 
d. 

Government agr1cultural credft 
Interest rate subsfdy
Share of credit to wheat 
Cred1t subsidy (4a*(4b/l00)*(4c/100» 

Mil. R 
Percent 
Percent 
M11. R 

2.604 
6 

14 
22 

3.420 
6 

14 
29 

4.600 
7 

14 
42 

5.642 
5 

14 
35 

6.219 
S 
9 

26 

6.597 
4 

17 
44 

7.237 
4 

17 
48 

8.104 
4 

13 
43 

5. Transportat10n transfers-­
a. Transportat10n subs1dy 
b. Wheat share of subs1dy 
c. Transportation subs1dy (Sa*(5b/100» 

"11. R 
Percent 
M11. R 

3 
6 

0.2 

5 
6 

0.3 

19 
6 

1.1 

15 
6 

0.8 

10 
6 

0.6 

5 
6 

0.3 

7 
6 

0.4 

3 
6 

0.2 

F. Total transfers to producers:
1. Total (1d+2d+3c+4d+Sc)
2. Producer subs1dy equivalents (Fl/D)*100 

1411. R 
Percent 

115 
17 

76 
16 

54 
8 

-121 
-23 

-20 
-2 

268 
22 

-270 
-22 

-225 
-26 

G. CO;lsumpt10n
H. Wholesale pr1ce 
I. Consumer cost (G*H)/1.000 

1.000 tons 1.971 
R/ton 280 
M11. R 552 

2.377 
280 
666 

2.228 
303 
675 

2.207 
329 
726 

2.315 
365 
845 

2.732 
398 

1.088 

2.493 
398 
993 

2.424 
448 

1.085 

J. Po11cy transfers to consumers: 
1. Pr1ce wedge-­

a. Wholesale pr1ce 
b. Border pr1ce. U.S. gulf port plus

transportation 
c. Border price. U.S. gulf port plus 

transportat10n
d. Gra1n pr1ce support (la-1c)*G/1.000 
e. Bread pr1ce support 

R/ton 

USJ/ton 

R/ton
M11. R 
M11. R 

280 

195 

211 
-135 
182 

280 

194 

216 
-153 
194 

303 

191 

274 
-64 
268 

329 

173 

379 
109 
194 

365 

147 

334 
-72 
181 

398 

134 

272 
-344 
147 

398 

182 

412 
34 

147 

448 

209 

547 
240 
132 

2. Exchange rate adjustment-­
a. Off1c1al exchange rate 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchage 

rate 
d. Exchange rate subsidy (lc-2c)*B/1.000 

R/USS
R/USS 

R/ton
M11. R 

1.1 
1.2 

237 
49 

1.1 
1.3 

243 
64 

1.4 
1.5 

290 
35 

2.2 
2.4 

411 
70 

2.3 
2.5 

375 
95 

2.0 
2.4 

316 
120 

2.3 
2.4 

431 
48 

2.6 
2.7 

564 
41 

K. Total transfers to consumers: 
1. Total (1d+1e+2d)
2. Consumer subsidy equivalents (K11I)*100 

Mil. R 
Percent 

96 
17 

104 
16 

238 
35 

374 
51 

203 
24 

-77 
-7 

229 
23 

413 
38 

ha. - Hectare. 
R - Rand. 
USS - U.S. dollar. 
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Appendix table 2-COm: Calculation of South Africa's producer and consumer subsidy equivalents 

Item Un1t 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 1.000 ha. 4.198 4.078 4.028 3.913 4.054 4.029 3.657 3.778 
B. Product10n 
C. Producer pr1ce 
D. Producer value (B*C)/1.000 

1.000 tons 8.503 
R/ton 134 
M11. R 1.140 

4.318 
167 
721 

4.714 
217 

1.021 

8.295 
217 

1.797 

8.321 
233 

1.937 

7.342 
252 

1.850 

7.251 12.442 
258 262 

1.857 3.254 

E. Po11cy transfers to producers:
1. Pr1ce ~edge--

a. Producp.r pr1ce plus marketing costs 
b. Export price 
c. Price support (la-1b)~B/1.000 

R/ton
R/ton 
Ml1. R 

157 
137 
177 

194 
187 

32 

263 
233 
142 

261 
247 
122 

276 
188 
733 

291 
I. i'1 
884 

299 
325 

-186 

302 
300 

28 

2. Exchange rate adjustment-­
a. Official exchange rate 
b. Equilibrium exchange rate 
c. Border price. U.S. gulf port plus

transportation
d. Border price. U.S. gulf port plus

transportation 
e. Border price. equ1lfbr1um exchange 

rate 
f. Exchange rate subsidy (2d-2e)*B/1.000 

R/USS
R/USS 

USS/ton 

R/ton 

R/ton
M11. R 

1.1 
1.2 

137 

1048 

166 
-149 

1.1 
1.3 

168 

187 

210 
-100 

1.4 
1.5 

162 

233 

246 
-63 

2.2 
2.4 

139 

305 

331 
-213 

2.3 
2.5 

108 

245 

275 
-251 

2.0 
2.4 

9S 

193 

224 
-229 

2.3 
2.4 

14~ 

320 

335 
-109 

2.6 
2.7 

143 

373 

385 
-143 

3. Fertflizer transfers-­
a. 
b. 
c. 

Field crop value 
Fertilizer subsidy. all crops
Fertilizer subsidy (D/3a)*3b) 

Mil. 
Mil. 
Mil. 

R 
R 
R 

3.172 
12.0 
4.3 

3.101 
10.6 
2.5 

3.413 
3.5 
1.0 

4.749 
3.5 
1.3 

4.584 
2.5 
1.1 

5.241 
2.0 
0.7 

5.914 
1.0 
0.3 

7.343 
0.0 
0.0 

... Credit transfers-­
a. 
b. 
c. 

Government agricultural
Interest rate subsidy
Share of credit to corn 

credit Mil. R 
Percent 
Percent 

2.604 
6 

31 

3.420 
6 

31 

4.600 
7 

31 

5,642
5 

31 

6.219 
5 

36 

6.597 
4 

27 

7.237 
4 

26 

8.104 
4 

36 
d. Credit subsidy (4a*(4b/100)*(4c/100» M11. R 49 64 94 79 101 72 74 118 

5. Transportation transfers-­
a. Transportation subsidy 
b. Corn share of subs1dy 
c. Transportation subsidy (5a*(5b/100» 

M11. R 
Percent 
M11. R 

3 
23 

0.7 

5 
23 

1.2 

19 
23 

4.5 

15 
23 

3.4 

10 
23 

2.4 

5 
23 

1.2 

7 
23 

1.6 

3 
23 

0.7 

F. Total transfers to producers:
1. Total (1d+2d+3c+4d+5c)
2. Producer subsidy equivalents (Fl/0)*100 

M11. R 
Percent 

82 
7 

-0 
-0 

179 
18 

-7 
-0 

586 
30 

730 
39 

-219 
-12 

3 
0 

G. Consumption. food 
GG. Consumption. feed 
H. Wholesale price. white 
HH. ~holesale price. yellow
I. Cons tiller cost «G*H)/1.000)+( (GG*HH)/1.000) 

1.000 tons 3.394 
1.00U tons 3.421 
R/tOR 155 
!tlton 155 
M11. R 1.058 

3.261 
3.377 

170 
170 

1.129 

2.963 
2.601 

225 
221 

1.239 

2.594 
2.722 

247 
243 

1.300 

2.508 
2.556 

308 
285 

1.503 

2.721 
2.697 

3W 
288 

1.620 

2.655 
2.854 

322 
295 

1.697 

2.669 
3.473 

363 
333 

2.124 

J. Policy transfers to consumers: 
1. Price wedge-­

a. Export price
b. Price supp~rt

1a-H*G/1.000+1a-HH*GG/l.000 

R/ton 

Mil. R 

137 

-128 

187 

113 

233 

58 

247 

11 

188 

-552 

171 

-696 

325 

94 

300 

-281 

2. Exchange rate adjustment--
B. Off1c1al exchan2e rate 
b. Equilibrium e~change rate 
c. Border price. offiCial exr..hange rate 
d. Border pr1ce. equfl1brium exchange 

\'ate 
e. Exchange rate subsidy (lc-2c)*B/1.000 

R/USS
R/USS
R/ton 

R/ton
M11. R 

1.1 
1.2 
148 

166 
120 

1.1 
1.3 
187 

210 
154 

1.4 
1.5 
233 

246 
74 

2.2 
2.4 
305 

331 
137 

2.3 
2.5 
245 

275 
153 

2.0 
2.4 
193 

224 
169 

2.3 
2.4 
320 

335 
83 

2.6 
2.7 
373 

385 
70 

K. Total transfers to consumers: 
1. Total (1b+2e)
2. ConsuMer subsidy equivalents (K1II)*100 

M11. R 
Percent 

-8 
-1 

266 
24 

132 
11 

148 
11 

-399 
-27 

-527 
-33 

176 
10 

-211 
-10 

ha. - Hectare. 
R .. Rand. 
USS - U.S. dollar. 
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Appendix table 3-Sugar: Calculation of South Africa'. producer and consumer twbaldy equlwSenta 

Item Unit 1982 1983 1984 1905 1986 1987 1988 1989 

A. Area harvested 1.000 ha. 3!13 406 412 407 412 402 389 381 
B. Production. raw 
C. Producer price
O. Producer value (B*C)/1.000 

1.000 tons 2.055 
R/ton 164 
Mil. R 337 

2.126 
172 
366 

1.378 
245 
337 

2.370 
193 
456 

2.170 
235 
510 

2.200 
281 
619 

2.235 
272 
608 

2.240 
326 
731 

E. Policy transfers to producers:
1. Price wedge-­

a. Border price. Caribbean plus 
transportation

L>. Border price. Caribbean plus 
tl'ansportat1on 

c. Refining costs 
d. Price support «C+1c)-1b)*B/1.000 

USS/tol! 

R/ton
R/ton
MH. R 

317 

343 
95 

-171 

164 

183 
95 

181 

211 

303 
98 
5S 

116 

255 
127 
153 

124 

282 
193 
317 

164 

333 
200 
326 

181 

409 
179 

95 

257 

612 
199 

-329 

2. Exchange rate adjustment-­
a. Official excnange rate 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchange 

rate 
d. Exchange rate subsidy (lb-2c)*B/1.000 

R/USS
R/USS 

R/ton
M11. R 

1.1 
1.2 

383 
-84 

1.1 
1.3 

205 
-48 

1.4 
1.5 

320 
-24 

2.2 
2.4 

276 
-51 

2.3 
2.5 

316 
-75 

2.0 
2.4 

387 
-118 

2.3 
2.4 

428 
-43 

2.6 
2.7 

693 
-46 

3. Credit transfers-­
a. 
b. 
c. 
d. 

Government agricultural credit 
Interest rate subsidy
Share of credit to sugar
Credit subsidy (3a*(3b/100)*(3c/lOO» 

M11. R 
Percent 
Percent 
Mil. R 

2.604 
6 
3 
5 

3.420 
6 
3 
6 

4.600 
7 
3 
9 

5.642 
5 
3 
8 

6.219 
5 
3 
8 

6.597 
4 
3 
8 

7.237 
4 
3 
9 

8.104 
4 
3 

10 

4. Transportation trans~ers--
a. Tr~nsportat1on subsidy
b. Sugar share of subsidy 
c. Tr~nsportat1on subsidy (4a*(4b/100» 

M11. R 
Percent 
M11. R 

3 
0 
0 

5 
0 
0 

19 
I) 

0 

15 
0 
0 

10 
0 
0 

5 
0 
0 

7 
0 
0 

3 
0 
0 

F. Tot~l transfers to producers:
1. Total (1d+2d+3d+4c)
2. Producer subsidy equivalents ( Fl/D)*100 

M11. R 
Percent 

-250 
-74 

139 
38 

40 
12 

110 
24 

251 
49 

216 
35 

61 
10 

-365 
-50 

G. Consumption
H. Wholesale price 
I. Consumer cost (G*H)/1.000 

1.000 tons 1.152 
R/ton 308 
Mil. R 355 

1.195 
342 
409 

1.225 
390 
478 

1.272 
437 
556 

1.305 
516 
673 

1.300 
612 
795 

1.433 
725 

1.039 

1.360 
860 

1.170 

J. Polfcy transfers to consumers: 
1. Pr1ce wedge-­

a. Raw price. Durban 
b. Border price. U.S. gul f port pl us 

transportation 
c. Border price. U.S. guit port pi us 

transportlition
d. Price support (lc-1a)*G/1.000 

Rlton 

US$/ton 

R/ton
M11. R 

308 

317 

343 
40 

345 

164 

183 
~194 

387­

211 

303 
-103 

420 

116 

255 
-210 

437 

124 

282 
-202 

524 

164 

333 
-249 

652 

181 

409 
-348 

737 

257 

672 
-8i' 

2. Exchange rate adjustment-­
a. Official exchange rate 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchange 

rate 
d. Exchange rate subsidy (lc-~c)*B/1,OOO 

R/IlSS
R/USS 

R/ton
Mil. R 

1.1 
1.2 

383 
-47 

1.1 
1.3 

205 
27 

1.4 
1.5 

320 
21 

2.2 
2.4 

276 
27 

2.3 
2.5 

316 
45 

2.0 
2.4 

387 
70 

2.3 
2.4 

428 
27 

2.6 
2.7 

693 
28 

K.·Total transfers to consumers: 
1. Total (1d+2d)
2. Contumer subsidy equivalents (KIll )*100 

Ml1. r. 
Percent 

87 
24 

-167 
-41 

-82 
-17 

-183 
-33 

-157 
-23 

-179 
-23 

-321 
-31 

-59 
-5 

ha. - Hectare. 
R - Rand. 
USS - U.S. dollar. 
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Tanzania 
 

By Margaret Missiaen and Kathy lindert 
 

Economic and Agricultural 
Deve!~~ments 

'Dulzania's economic po1icy has been characterized by three 
distinct policy regimes: a brief, market-oriented period fol­
lowing iiId~dence in 1961, a state-monopoly regime with 
mmtet suppression between 1967 and 1985, and a return to 
lib<eraiized nwkets under the Economic Recovery Program 
(ERP) adopted in 1986. The Arusha Declaration of 1967 dra­
matically reversed the economic ~limau: from a neutral, ~ 
market system to an inward-looking regune based on Strict 
government conlrol, domestic production of manuflK:tured 
goods to substitute for imports, and a socialist docttine, The 
policy objectives of this regime were to achieve self-SUIIi­
cieney in·food production, to develop infant industties and 
human resources, and to reduce dependence on foreign in­
vestment. State; conlrol reached most sectors and virtually all 
stages ofproduction, marketing, and disttibution. Policy in­
struments included price intervention, parastatal creation, 
prohibitive taxes, licensing, quotas, rationing, and reslric­
tions on internal trade. 

After impressive growth in the 1960's and early 1970's, Tho­
zania's economy steadily declined. The crisis ~ed in 
1982, forcing pDlicymakers to reevcluate their system of 
si9te controls. The Government's economic restructuring pro­
grci."!1: begun in 1984, was followed by the World Bank Ec0­
nomic Recovery Program (ERP), adopted in 1986 and 
expanded by the Economic and Social Action Program 
(ESAP) in 1989. 

The ERP included both monetary and fiscal policy refonns. 
Its key objectives were to increase output, to reduce infla­
tion, and to restore balance to the country's external account. 
Policy measures includOO exchange rate adjustinents, im­
proved agricultural production incentives, trade liberaliza­
tion, and in.~tructure development. This study attempts to 
quantify the effecL~ of these policy reforms on agricultural 
incentives. 

The ERP achieved mOOesl success in the second half of 
the 1980's. Real growth in gross domestic product (GDP) 
rebounded from an average of 1 percent during 1980-85 to 
an avemge of 4.5 pereent since the implementation of the 
ERP in 1986. With a population growth rate of 3.3 percent a 
year, per ~itaGDP growth rates were positive in me late 
1980's (11). 

lllallclzed nLmbers In p8l8ntleses refer to literature clled In 1I1e Ref· 
erences section at 1I1e end of 1111$ chapter. 

Domestic expenditures, however, grew faster than GDP and 
resulted in increased dependency on external fmancin3. Be­
tween 1966 and 1990, imports increased fivefold, while ex­
ports grew at less than half that rate. The resulting 
balance-of-tmde deficit was largely offset by external assis­
tance. The external resource flow grew from 8 percent of 
GDP in 1985 to 31 percent in 1989. Private consumption ex­
penditures accounted for 96 percent of GDP and public ex­
penditures for 11 pereent, with savings a negative 6 percent 
ofGDPin 1989(11). 

The most impressive recovery has been in Tanzania's agricul­
ture. AgricullW'al production increased 4-5 percent per year 
during 1986-90. In recent years, bumper harvests have been 
brought in. More favorable weather conditions as wen as in­
centive sttuctures account for this growth. Agriculture's 
share of GDP has climbed steadily, a reversal of the histori­
cal trend The sector now generates 46 percent of national 
output and employs 90 percent of the workforce. Smallhold­
ers dominate agricultural produCtion, accounting for 85 per­
cent of total output Output from this subsector is composed 
principally of com, sorghum, and millet. These s.'1lall farms 
also account f<r most rainfed farming. Estate fanning con­
centrates on cash crop production of wheat and rice. Irri­
gated commercial wheat and rice production is dominated by 
large state farms. The Canadian-assisted National Agricul­
ture and Food Cmporation (NAPeO) wheat farms supply 30­
40 percent of wheat consumption, while estate farming 
provides 80 percent of marketed rice (9). 

Agriculture generates 80 percent of total export earnings. 
Thnzania is a net exporter of agriCUltural commodities, with 
$66.8 million in agricultural imports and $283.1 million in 
exports in 1989. Traditional cash crops include coffee, cot­
ton, and cashews. The ERP, in an attempt to diversify Tanza­
nia's export base, is also providing incentives to encourage 
nontraditional exports, such as starches, horticulfural prod­
ucts, and light manufactures. Com, the main staple in Tanza­
nia, has been exported for the past few years. The other grain 
staples are rice and wheaL Tanzania is a net importer of 
wheat, and imports rice during deficit years. Most of these 
imports are donor supported. 

Policies In the 1980's 

The economic decline in the 1970's and early 1980's forced 
policymakers to reform the inward-looking, interventionist 
economic climate in nwzania. General liberalization began 
in 1986 with the adoption of the ERP. 
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Maeroeconomlc and Trade 
Policy Developments 

Both monetary and fiscal policy refonns are included on the 
ERP agenda. The 1inzanian Government is simplifying its 
rax system to make rax collectioo 100m effective. Expendi­
lW'es are being geared toward priority areas sucllas intia­
structure. capital maintenance. and social services. 

Monetaty ,aliey refonns have only recently been imple­
mented. In early 1991. the 18nzanian Government began 
opening up the financial system to private competition. inter­
est rate reguJadoo was relaxed and simp!i:fi.ed to incorporate 
It single maximum lending rate of 31 percent (11). 

The main financial refonns were conducted through ex­
change rate adjustments. Exchange rate overvaluation se­
verely hindered growth in the early 198O's by reducing 
exports. 10cmect for ovenaluation. the Thnzanian currency 
(shilling) was devalued rapidly. from 17oS shillings to the dol­
lar in 1985 to 32.7 in 1986. For fear offueling inflation. 
however. the Government slowed the pace ofdevaluation in 
1987 and 1988, and the shilling even appreciated slightly 
against major currencies. Further adjusbnents devalued the 
official rate to 143.4 shillings to the dollar in 1989 (4). 

In a move to ease foreign exchange constraints, the Own 
Funds Import Scheme was adopted in 1984, gmnting free im­
port licenses to these who do not request foreign currency 
from the Bank ofThnzania. In 1988, external trade was fur­
ther liberalized with the Open General License (OOL) facil­
ity supported by the World Bank. This system initially 
allowed certain essential items to be imported. The list was 
expanded several times, and by 1991. only a few import 
items, such as nuclear reactors. mili!llry equipment, precious 
stones. cigarettes. and alcoholic beverages were prohibited. 
LiI;t"AJ-Ses are still l'eqnired for e~rew.al trade. but the ,ole of 
marlceting boards hi controlling trade channe}s has been sig­
nifir.antly reduced. Custcms tariffs were also lowered under 
the ERP ftom prohibitive levels to a maximum level of60 
pertenl Also, to encourage diversification of exports, ex­
porters of nontraditional products could retain up to 50 per­
cent ofexpert earnings (9). 

Agricultural Policy Developments 

Recent changes in 'Thnzanian agricultural policy reflect the 
ERP strategy of agricultural-led development An explicit ob­
jective of the ERP is to improve agricultural output through 
improved producer incentives. 

Much of the government intervention thai: characterized the 
agricultural sector since the Arusha Declaration has been cur­
tailed. Pamstafals. such as the National MiUing Corpcistion 
(NMC). the Government's grain marketing board, no looger 
monopolize marketing channels. The role of the NMC has 
been reduced to buyer and seUer of last resort. Cooperative 
unions and private traders have gradually replaced the NMC 
and other paniftatals. Producer prices have been decontrolled 
for many grains and are now set as indicative prices that 
guide farmers in negotiating sales. The liberalization ofcot­

9B 

ton and coffee naarkets. however, haS lagged behind dIat of 
other sectcn. with tefmms bnplemented in July 1990. 

Marketing inefficiencies, input sllMages, foreign ex~bange 
and liquidity c:onsuaints. payinent delays, and weak inh­
strucaure contiGue to hinder agricmtural growdl. Although ex­
change rate devaluations have made qricultural expons 
more COOlpetitive. highC' IeveDDeS have !lOt always bceiI 
passed on to producers. Devaluaaicm has also made imports 
ofe&ienlial inputs mcxe expemive. 

Ptoducer PrlcJ", Polk_ 

Although tbe Government has biSklricaUy inte.'VeDed for 
lower income groups in the pricing of staple foods, it is cur­
rently attempting to phase out such policies in favor of tolal 
price Iiberali7m.ioo. This goal is intended to enable farmers 
to cover their costs. increase l118dceted output, and reach self­
suftlciency in staple food production. The Government set 
prodUCC'Z prices for basic commodities before 1986. adjusting 
these prices annually in response to market conditions and 
caging production costs. 

When growing food shortages and adeteriorating economy 
appeared iii the early 1980's, the Government allov,"ed c0op­
eratives to participate in marketing activities. In 1982183. a 
dual pricing system for low- and high-potential producing ar­
eas was adopted. In the following yeas. price and. marketing 
regulation policies were modified in an attempt to reduce. 
government intervention. 

Oftlcw pricing policy changed dramatically following the 
liberalizatim of the grain trade. Between 1986 and 1990. 
maize produa-z prices increased 18 percentannualIy. rice 
prices. 2S percent. and wheat, 37 petceDt. Howevf.f, the gains 
fOf maize aM rice were less than the inflation rate, which aVe 
eraged 30 pe:cent a yeai' tium 1986 to 1990 (9). 

ProdI'lcer price controls for sorghum, millet, and cassava 
were removed in 1987. Official prices of all othet grains be­
came minimum producer pric:s paid by the cooperatives. 
Prices at the other stageS of the marketing chain could be 
freely negotiated. and the official consumer price was elimi­
nated. The official minimum producer price was replaced by 
the system ofindicative prices in the 1990191 marketing sea­
son. Actual prices paid to fanners now dqJend on current 
madcet conditions. However, government marketing agents 
are still obligated to buy all offered commoiJities at the offi· 
cialprice. . 

In recent years. the Government has attempted to ad,i\!st 
producer prices for expon crops to reflect world III8l'ket cOn­
ditions. As a result, producer prices fer coffee and cotton 
were increased several tUnes during the 1980's. Although in­
flation eroded any gain for cotton producers. reai coffee 
prices increased. 

Mslk6'tlng Policies 

Until the early 1980's, the marketing of fann products. both 
cash and food crops, was the responsibility ofstate-run mar­



keling boards. Inefficiencies in this system were identified ICS 
the main reason for the agricultural sector's low productivity. 
Agradual transition of the marketing system from agovern­
ment-aHltrolled. single channel to Ii multichannel operation 
consisting ofboth government and private agents was undel­
taken. The reforms attempted to improve the operation of the 
marketing system. in which inefficiencies had resulted in low 
prices. delayed payments to prodDCelS. and untimely deliv­
ecy of inputs. Export quality had also deteri~ because of 
processing and shipping bottlenecks. 

The Govmunent abolished permit requirements for internal 
food grain movements in the mid-1980·s. Coopel8tives.l1bol­
ished in the mid-1970's, were reestablished, and relations be­
tween these and pamslatals were redefined. Rti'011D of the 
grain marketing system began in 1984.lndividllals were per­
mitted to move grain across regional boundarie.\ in lots of 
less than SOO kilograms. All weight resttictions on the initlre­
gionalllDOvement of grain had been eliminated by March 
1987. and prh;'ate ttaders began to compete with the NMC. 
Slarting in the 1988189 marketing season, regional coopera­
tives were allowed to sell directly to private traders, although 
market outlers fm farmers were stiD confined to the primary 
cooperative societies. The following season, fanners were al­
lowed to IlCD directly to trade.rs. This refonn effectively re­
moved the last obstacle to fully liberalized grain wde. Also, 
NMC's aa=ess to crop financing was cut off beca1!Se of its 
large debllmeal'S to the banking system, which effectively 
eliminated it from the m.mceL 

Direct government intervention under the new liberalizaliOll 
policies is limited to the opel8ticn of the Strategic Grain Re­
serve, a lSO,O(X)..ton government maize reserve used for 
emergency food distribution and buffer stock opel8tions. 

~~~emment is Ii~g the marketing of cash crops. 
10 JWU, government ml'l'kebng boards ior cotton, cas!iew 
nuts, and coffi~ stopped buying and selling these crops. 
Fourteen of 16 regional buying centers were closed, all de­
parUnents were reorganized, and staffs were reduced. Market­
ing boards are being restructured to provide basic services, 
such as administration ofexport auctions m tender proce­
d~, provision of nuutet intelligence, and marketing agent 
semces. 

The Ministry ofLocal Government Coopenuives and Market­
ing was established in late 1987 to eliminate the ovezlapping 
of responsibilities amoog government agencies.,By 1988, 
1inzania had 24 cooperative unions and oVel4~OOO primary 
cooperadve societies. In addition to such essential activities 
as supp!ying fann inputs. nuuteting, ~ primary process­
ing, the coopezatives ha':!e been involved in wholesale and 
rd8il saies, export marketing. advanced processing, and 
other activities that have sttained budgeas and management 
capacities. 

0verall.1he Government has made modest progress in im­
proving parasl8lal performance by reducing dired budget 
subsidies, making mme competitive the economic environ­
ment in which parastata!s operate, and encouraging manag­
ers to operate in a more commercial manner. 

Input Policies 

The Government began subsidizing ferti1i.zel' and other in­
puts in the mid-1970's. The fertilizer price paid by fanners 
was about one-third theine.emational price and covered only 
uansponation and handling costs. The ERP has now granted 
import duty exemptions for fertilizers and agricultural ma­
chinery and equipment to increase input availability, but for­
eign exchange constraints and weak disttibution ch!lDllels 
continue to delay deliveries. Input dismbution has been Iibez­
aIized since 1987. " 

A1thC'Jgh high fertilizer subsidies and fIXed pricing led to 
nuuket distortions and ineftlcient input use, these policies 
were continued through much of the 1980':i. Domestic fertil­
izer prices were aligned with w«ld prices in 1984 but held 
constant in 1985. Acombination of higher domestic prices 
and lower wmld prices reduced the subsidies in 1987. In 
1988, subsidies increased, as the Government failed to tmns­
mit world price increases to the domestic market. In 1990, 
the Government reduced fertilizer subsidies from 80 percent 
to 55 percent of the cost This policy change resulted in three 
price increases during the 1990191 season. 

Parastatals, cooperatives, and the private sector compete in 
the supply and distribution of fertilizer. Agrochemicals can 
be i~ported by pri~ate fmns muter the OOL system. but ti­
D8DCmg has been difficult to obtain because of a banking cri­
sis. Alternatively, fertilizer is imported by the Tanzania 
Fertilizer Company and disttibuted through a growing sys­
tem of private WOOl'S. These ttaders handled about 50 per­
~ntof total s.upplies in the 1990191 marketing year. AU 
unpmted ferulizers are currently provided by foreign donon. 

"The availability ofcredit is critical to the success of the agri­
culturzl sector. However, the government credit system for 
crop purchases a.i!d inpoJ! supply !s on tIre verge ofcolli!pse. 
Because of the fungibility of loans, fann credit has been fre­
quendy used fm nonfann activities. Poor fann loan recovery 
rates and political interference in the credit system have 
f~instituti~s to lim.it funds. Recent policy changes have 
gIven coopezatives a maJOf role not only in marketing but as 
concomi!BDt credit operators. Although initially successful, 
tooperalives have recently been constnained by funding 
shortages and erratic government policy changes. 

~·s fmancial system is public, although recent policy 
IDlU8Uves have called for increased privatization. Agricul­
turallending expanded under the ERPand now w;cmmts 
for 60 pm:ent ofcommercial credit a1locatioos. The Gov­
erntlXmt appears committed to increased agricultural lending. 
However. the availability ofcredit in general and the avail­
ability ofcredit to JIOIl88rlcuiturai sectors in particular 
bas been severely restricted except in CISeS ofadequate 
collateral (9). " 

Consumer Alllc_ 

Official consumer prices are also set ood revised annually by 
the Government of1Bnzania. Consur1ier price subsidies were 
introduced in 1976 and primarily benefited urban 00IISUIntn', 
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These subsidies continued into the 1980's. Until then, policy 
favored high government intervention, with self-sufficiency 
in foOO production as a primary goal. National marketing 
boards, such as the NMC, controlled 75 percent of grain 
uade. Open nuuket prices tended to be double or triple offi­
cial consumer prices. ERP refonns, however, refocused pol­
icy objectives on privatization and decontrol ofretail pricing. 
Consumer prices increased to cover higher producer price 
margins as well as ttansport and marketing costs. Official re­
tail prices under the ERP tend to be higher than open market 
prices except during offseason periods when stocks are low. 
Domestic grain marketing has boon ttansfelTed from JW8Sta­
tal monopolies to cooperatives and private ttaders. About 70 
percent of aU agricultural commodities are now ttaded on the 
open market at generally lower, unofficial prices. High offi­
cial consumer prices, hence, effectively serve as maximum 
indicative prices (9). 

Estimation of Policy !nterventlon 
 
In Agriculture 
 

Policies that affect Thnzanian producers Bud consumers were 
estimated for five crops, using producer subsidy equivalents 
(PSE's) and consumer subsidy equivalents (CSE's). The com­
modities chosen for evaluation include three staple crops, 
wheat, com, and rice, as well as two cash crops, coffee and 
cotton. 

Com is the main staple in the Thnzanian diet, contributing 31 
percent of caloric intake. Thnzania has been a net exporter of 
com from 1987 to 1990. Rice accounts for 7 percent ofca­
loric intake and has been imported during deficit years, 
mainly as food aid. Wheat consumption is becoming more 
important, particularly in urban areas. It represents 1 percent 
of the toml diet in Thnza.nja, with a larger share in u..rbaai ar­
eas. Imports account for a third of wheat Consumption and 
are mainly donor supported (3). 

The two cash crops are heavily traded. Virtually all coffee 
produced (98 percent) is exported, as is two-thirds ofTanza­
nian cotton lint. Together, coffee and cotton generated 82 per­
cent of total agricultural export earnings in 1989 (4). 

An explicit Qbjective of the ERP is to improve illCl"~tives for 
agricultmal production. The PSE estimates for 'Dmzania attempt 
to quantify the effect ofkey policy refonns on these incentives. 
PSE's include agricultmal policies that control producer 
prices and fertilizer subsidies. These estimates also account 
for the effect ofexchange rate intervention from 1982 to 1989. 

Many policies that affect producer incentives were not quan­
tified in PSE estimates. Severe mput shortages, delayed pay­
ments, limited credit, and foreign exchange constraints 
plague the'Dmzanian economy and discourage production. 
Since the implementation ofERP reforms, eased import re­
suicLions have expanded the availability of inputs and con­
sumer goods, boosting producer incentives. Privatization of 
marketing and trade liberalization have also increased effi­
ciency and improved the production environment. 

CSE estimates include measures ofconsumer price interven­
tion. An Bdditional measure to account for exchange rate ef­
fects is calculated and combined with price policy transfers 
to derive aggregate CSE's. 

Several policies affecting coosumer incentives and purchas­
ing power were omitted from CSE measure.1I because of in­
sufficient data. Transport and storage bottlenecks and 
internal grain movement restrictions influence marketing 
costs. Also, the effects of privatization were not quantified in 
CSE estimates. Before ERP refonns were implemented, the 
NMC controlled 7S percent of grain trade. Official retail 
prices were thus fairly accurate statistics for CSE estimation. 
With ERP, however, a larger share of marketed output was 
sold on the open market. By 1989, aoout 70 percent of mar­
keted output was privately traded. Because official retail 
prices were used in CSE calculations, price policy taxation is 
somewhat biased for the late 1980's. 

Results for Producers 

With the exception of 1985 and 1986, Tanzanian PSE's were 
negative, indicating a net tax to producers (table 1). Cash 
crops, especially coffee, tended to be taxed more than food 
crops. Such taxation is particularly evident for years follow­
ing the drought of 1983/84, when price differentials favored 
food crops over exports. 

Domestic price intervention and fmeign exchange policies 
governed the results of PSE estimates. The price component 
of total PSE's was positive for most y~!S, indicating that 
producer prices were generally higher than international ref­
erence prices. These subsidies were offset by exchange rate 
overvaluation, which faxed producers in all years. 

Results by Commodity 

Results from tlte three stapleS showed similar trends: nega­
tive but increasing PSE's in the early years, which indicated 
declining taxes, subsidies in the mid-1980's, and a return to 
taxation in recent years (table 2). 

During the drought of the early 1980's, the Thnzanian Govern­
men! attempted to boost food production by raising official 
producer prices. Price policy transfers therefore increased 
during this period, especially for com and rice. These price 
subsidies were offset, however, by exchange rate overvalu­
ation, causing total policy transfers to be negative (fig. 1). 

In the mid-1980's, exchange rate devaluations and more fa­
vomble pricjr.g policies resulted in large transfers to produc­
ers. Domestic producer prices were adjusted upward faster 
than world prices. These positive effects offset the effect 
from the elimination of fertilizer subsidies from 1984 to 
1986. 

Despite ERP efforts to boost producer incentives, price sup­
portsft:ll dramatically in the later years, as domestic prices 
failed to keep up with rising world grain prices. The pace of 
devaluation also slowed, !ncreasing overvaluatioo. Despite a 
resumption of fertilizer subsidies, the net result was a tax on 
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Table 1-Tanzania: Summary of producer Mlldy equ~VlIeni8 

Item Unit 1982 1983 US4 1985 19a& 1987 1988 19S9 

PSE Producer subsidy equivalent. 

Policy transfers by policy:
Fertilizer subsidy
Price subsidy 
Foreign exchange 

M11. Sh. 
Mil. Sh. 
Mil. Sh. 

274 
3.341 

-20.740 

146 
4.418 

-19.431 

0 
10.892 

-1&.578 

-206 -231 
U~.573 24.907 

-10.5GB' -11.003 

229 
21.13& 

-2&.019 

493 
-6.709 

-25.501 

873 
-25,947
-4.989 

Policy transfers by
commodity:

Wheat 1411. Sh. -270 -251 -73 201 240 -58 -778 -992 
Corn 
Rice 
Cotton 
Coffee 

M11. Sh. 
Mil. Sh. 
Mil. Sh. 
Mil. Sh. 

-7.066 
-2.529 
-1, 796 
-5.459 

-&.909 
-l.571 
-2.005 
-4.130 

-951 
670 

-1.4&9 
-3.863 

5.832 
3.445 
1.501 

-3.179 

9.591 
&.01l5 
2.601 

-4.7&3 

1.464 
5.060 

-5.275 
-5.84& 

-15.374 
-1.743 
-3.233 

-10.5B9 

-18.321 
-2.&09 

-8S8 
-7.173 

PSE by commodity:
Wheat 
COI"n 
Rice 

Percent 
Percent 
Percent 

-18& 
-244 
-263 

-113 
-190 
-112 

-20 
-12 
31 

46 
53 

103 

4& 
70 

119 

-9 
8 

55 

-99 
-73 
-16 

-79 
-53 
-25 

Cotton 
Coffee 

Percent 
Percent 

-313 
-912 

-240 
-497 

-115 
-336 

91 
-209 

72 
-223 

-112 
-207 

-77 
-186 

-29 
-112 

Total policy transfers 
Yalue to producers 
Total commodity PSE 

M11. SI:. 
Mil. Sh. 
Percent 

-17.120 
5.245 

-326 

-14.e&~ 
6.919 

-215 

-5.6B7 
12.&9& 

-45 

7.799 
17.819 

44 

13.&74 
25.062 

55 

-4.&55 
36.561 

-13 

-31.718 
42.401 

-75 

-30,0&3
55.933 

-54 

Sh. - Tanzanian shilling. 
-

grain production. Compared with price and exchange rate Producers of cotton were iaXed in all years except 1985 
componenLc;, the effects of fertilizer subsidies were minex'. and 1986. These taxes declined over the years, however, av­

eraging 215. percent of producer revenue in 1982-83 and 53 
The extent to which grains are'traded on the open market percent in 1988-89. While official producer prices were held 
rather than through official channels is not quantified in PSE 
measures. Yet. the structure of the open market has a pr0-

FIgure 1found impact on producer incentives. In the early 1980's, par­
TII1Dnll: Com producer _baldy equivalentallel market prices of grains were often mcxe than double 

official price levels.. Improved efficiency from privatization, 
more favorable weather conditions, and incmlSed availabil­ Percent 
ity of consumer goods and inputs explain the bumper crops 200 1of the late 1980's, despite tbe i.-lcrQDC in taxes. 

The Thnzanian Government regulated expon crops more 100 
than food crops during the 1980's. Single-channel marketing 
monopolies for coffee and conon were not removed until 
July 1990. Many policies affecting cotton IIDd coffee pr0-

~o .... WIi.............rttI' ..... _~_. ....___-a 
 
ducer incentives had to be omitted from the PSE estimates 
because of insufficient data. Storage and infrasttucture 
bottlenecks have crippled the expon sector and made linza­
nia a relatively high-cost supplitli'. Given Thnzania's high -100 
dependence on foreign inputs, foreign exchange constraints 
have resulted in low input and fertilizer use, d~ite govern­
ment subsidies. Large exchange rate devaluations have 

·200funher increased production costs. Payment delays lasting 
up to a yeaI' afa delivery have also reduced production 
incentives. 

Cotton production is dominated by smallholders. The price 
system is designed to promote quality exports with higher 
prices for better grades. Inputs are generally subsidized 
and seed is provided free ofcharge. Refonns under ERP ~~--------------~----------~ 1982 83 84 85 86 87 88 89 
allow traders to retain 2S percent of expon earnings to boost 
cotton exports. Cotton has increased in importance in total Price FUehre,gn Fertilizer Total 

e:tcnangeexpon earnings, generating nearly the same share as coffee 
in 1990(9). ~-
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Table 2-Tananla: Producer IUbaldy equivalents by commodity 

Itelll Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 
Producer price 
Yftlue to producers
Policy transfers to 
producers--

Fertilizer subsfdy
Price subsfdy 
Foreign exchange 

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1.000 tons 
Sh./ton
Ml1. Sh. 

Mf1. Sh. 
Mil. Sh. 
Mfl. Sh. 
Mil. Sh. 
Percent 
Sh./ton
USS/ton 

58 
2.500 

145 

8 
116 

-394 
-270 
-186 

-4.66l 
·501 

74 
3.000 

222 

4 
175 

-431 
-251 
-113 

-3.396 
-306 

83 
4.500 

374 

-0 
320 

-394 
-73 
-20 

-884 
-58 

72 
G.OOO 

432 

-6 
425 

-219 
201 
46 

2.786 
159 

72 
7.200 

518 

-6 
432 

-186 
240 
46 

3.339 
102 

15 
9.000 

675 

6 
335 

-400 
-58 

-9 
-778 
-12 

76 
10.350 

787 

14 
-318 
-474 
-778 
·99 

-10.235 
-103 

rn 
13,000
1.261 

24 
-900 
-lUi 
-992 
-79 

-10.226 
-71 

Corn;
Level of productfon 
Produc~r prfce
Value to producers
Policy tra~sfer~ to 
producer!>-­

Fertfl1!er subsidy
Price subs 7dy
Foreign exchange 

Total policy transfers 
PSE (per unit vllue) 
PSE (per unit quantity) 

1.000 tons 
Sh./ton
Mfl. Sh. 

1411. Sh. 
Mf1. Sh. 
M11. Sh. 
M11. Sh. 
Percent 
Sh./ton
US SIton 

1.654 
1.750 
2.895 

183 
1.972 

-9.221 
-7.066 

-244 
-4.272 

-459 

1.651 
2.200 
3.632 

99 
2.115 

-9.123 
-6.909 

-190 
-4.185 

-377 

1.939 
4.000 
7.756 

-0 
6.865 

-7.816 
-951 
-12 

-490 
-32 

2.093 
5.226 

10.938 

-138 
11.154 
-5.184 
5.832 

53 
2.786 

159 

2.210 
6.223 

13.753 

-154 
13.992 
-4.246 
9.591 

70 
4.340 

133 

2.359 
8.077 

19.054 

153 
11.625 

-10.314 
1.464 

8 
621 
10 

2.339 
9,000

21.051 

330 
-4.347 

-11.357 
-15.374 

-73 
-6.573 

-66 

3.126 
11.000 
34.386 

585 
-16.084 
-2.823 

-18.321 
-53 

-5.861 
-41 

Rice: 
Level of production
Producer price 
Value to producers
Policy transfers to 
producers--

Fertilizer subsidy
Pr1ce subsidy 
Fore1gn exchange

Total policy transfers 
PSE (per unit valUE)
PSE (per unit quantity) 

1.000 tons 
Sh./ton
M11. Sh. 

Ml1. Sh. 
M11. Sh. 
Mil. Sh. 
M11. Sh. 
Percent 
Sh./ton
USS/ton 

320 
3.000 

960 

13 
1.048 

-3.591 
-2.529 

-263 
-7.903 

-850 

350 
4.000 
1.400 

7 
l,fiPl 

-3.2SlJ 
-1.571 

-112 
-4.488 

-404 

356 
6.000 
2.136 

-0 
2.977 

-2.307 
670 

31 
1.883 

123 

427 
7.828 
3.343 

-10 
5.133 

-1.679 
3.445 

103 
8.061 

461 

547 
9.254 
5.062 

-11 
8.136 

-2.120 
6.005 

119 
10.977 

336 

644 
14.400 
9.274 

11 
10.982 
-5.933 
5.060 

55 
7.857 

122 

615 
17.300 
10.640 

24 
4.457 

-6.225 
-1.743 

-16 
-2.835 

-29 

570 
19.000 
10.830 

43 
-1.638 
-1.094 
-2.689 

-25 
-4.718 

-33 

Cotton lint: 
Level of production 
Producer price 
Value to producers
Po11cy transfers to 
producers--

Fert1lizer subsidy
Price subsidy 
Foreign exchange 

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1.000 tons 
Sh./ton
/111. Sh. 

H11. Sh. 
M1l. Sh. 
M11. Sh. 
M11. Sh. 
Percent 
Sh./ton
USS/ton 

43 
13.373 

574 

35 
592 

-2.422 
-1.796 

-313 
-41.857 
-4.501 

48 
17.463 

834 

19 
714 

-2.737 
-2.005 

-240 
-41.997 
-3.783 

';1 

25.075 
1.279 

-0 
1,111l

-2.579 
-1.469 

-ltti 
-28.813 
-1.883 

42 
38.806 
1.643 

-26 
2.475 
-947 

1.501 
91 

35.459 
2.026 

71 
50.448 
3.598 

-29 
4.343 

-1.713 
2.601 

72 
36.473 
1,115 

81 
58.060 
4.729 

29 
347 

-5.651 
-5.275 

-112 
-64.769 
-1.007 

53 
66.716 
4.226 

62 
-379 

-2.916 
-3.233 

-77 
-51.039 

-514 

':I'" ..v 

83.582 
3.026 

110 
-704 
-293 
-888 
-29 

-24.518 
-171 

Coffee: 
Level of production 
Producer pr1ce 
Value to producers
Policy transfers to 
producers--

Fert1lizer subsidy
Price subs1dy 
Foreign exchange 

Total policy transfers 
PSE (per unit value)
PSE (per un1t quantity) 

1.000 tons 
Sh./ton
H11. Sh. 

"11. Sh. 
Mil. Sh. 
M11. Sh. 
Mfl. Sh. 
Percent 
Sh./ton
USS/ton 

56 
12.000 

672 

35 
-381 

-5.112 
-5.459 

-812 
-97.485 
-10.482 

50 
16,800

832 

19 
-267 

-3.881 
-4.130 

-497 
-83.435 
-7.517 

4i 
23.500 
1.152 

-0 
-381 

-3.483 
-3.863 

-336 
-78.845 
-5.153 

54 42 
28.200 50.750 
1.523 2.132 

-26 -29 
-614 -1.995 

-2.539 -2.739 
-3.179 -4.763 

-209 -223 
-58.877 -113.415 
-3.364 -3.46G 

43 57 51 
f,i6.000 99.170 126.000 
2.830 5.697 6.430 

29 62 110 
-2.153 -6.123 -6.621 
-3.721 -4.529 -662 
-5.846 -10.589 -7.173 

-207 -186 -112 
-1~6.325 -184.324 -140.552 

-2,120 -1.856 -980 

Sh. 
PSE 
US$ 

- Tanzanian shflling. 
- Producer subsidy equivalent. 
~ U.S. dollar. 
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above world prices through 1987, these price policy trans­
fers did not offset exchange rate overvaluation, which taxed 
producezs throughout the period. 

Coffee production was heavily taxed during the entire period 
(fig. 2). Coffee trade was regulated by marketing boards Ib"ld 

Figln2 

Tanzania: Coffee producer subsidy equivalent 

Percent 
o 

-1000 ....._____________...1 

1982 83 84 85 86 87 88 89 

Price F::!gn Total 
_~lL..-"!r-

International Coffee Agreement quotas until 1989. Official 
domestic prices were pegged well below world prices. Ex­
change rate overvaluation also taxed exportS, resulting in 
negative oveml1 PSE's throughout the period. Coffee produc­
ers were charged the same average input fee regardless of 
use. Low profit margins failed to cover costs. ERP reforms 
allowed for 25-30 percent retention ofexport earnings to 
boost incentives. However, because of low relative incentive 
schemes, coffee exports declined in importance from 40 per­
cent ofexport 'ialue in 1985 to 20 percent in 1990 (4). 

Result. by Pcllcy 

From 1982 to 1986, the Thnzanian Government increased 
producez prices to boost incentives during the drought years. 
Exchange raIe overvaluation offset these subsidies, however, 
and resulted in an overall tax. Devaluations under the ERP 
made expm1S DKXe oompetitive. But, the rate ofdevaluation 
slowed in Iatt:r years, and the shilling even appreciated slightly 
against major currencies in 1987 and 1988. The Thnzanian 
Government also failed to transmit world price increases 
to producers in 1988 and 1989. Although these measures 
preserved price stability, they resulted in an aggregate tax 
on producers and thus conflicted with ERP efforts to boost 
incentives. 

Fertilizer was also subsidized in most years except in 1984­
86, when these ttansfers were abolished. Compared with 
price and exchange components, the effects of fertilizer sub­
sidies were minor. 

ResuHs for Consumers 

On average, 1lmzanian consumers were subsidized in the 
early 1980's and then taxed under the ERP (table 3). Policy 
goals have tmditionally focused on self-sufficiency of food 
production, though recent objectives have favored privatiza­
tion and InJde liberalization with reduced food subsidies. AI-

Table 3-Tanzania: Summary of consumer subsidy equivalents 

Iter. 

Po11cy transfers by po11cy:
Pr1ce subs1dy
Fore1gn exchange 

Po11cy transfers by
cOlllMod1ty:

Wheat 
Corn 
R1ce 
Cotton 

CSE by cOM.od1ty:
Wheat 
Corn 
Rice 
Cotton 

Total policy transfers 
Cost to consumers 
Total COMMOdity CSE 

Sh. - Tanzanian shilling. 

Un1t 1982 1983 19S4 1985 1986 1987 1988 1989 

M11. Sh. -3.925 -5.401 -8.994 -14.827 -23.927 -17.543 -13.600 -2.966 
14.078 14.151 11.756 7.407 6.435. 15.465 15.930 3.205 

Ml1. Sh. 
Mil. Sh. 

555 
6.825 

308 
6.193 

-340 
2.990 

-759 
-4.604 

-1.331 
-13.189 

-1.352 
824 

-2.649 
7.687 

-4.547 
12.433 

M11. Sh. 
M11. Sh. 

2.032 
741 

1.585 
664 

-782 
893 

-2.073 
16 

-2.807 
-166 

-2.509 
959 

-2.897 
189 

-6.999 
-649 

Percent 123 45 -24 -48 -58 -41 -46 -55 
Percent 120 80 29 -30 -52 3 20 28 
Percent 175 84 -20 -44 -39 -19 -17 -29 
Percent 346 265 208 3 -16 60 9 -19 

M11. Sh. 10.153 8.750 2.762 -7.420 -17.492 -2.079 2.329 240 
M11. Sh. 7.511 10.529 16.080 22.243 35.770 43.555 63.766 79.511 
Percent 135 83 17 -33 -49 -5 4 0 

CSE - Consu~er subsidy equivalent. 
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though regions of food deficit exist, Thnzania is not a food­
deficit countty, and it should be self-sufficient in most 
grains. Consumption needs often eAceedproduction, how­
ever, and imports are needed to WI gaps in r,equirements. Be­
cause of foreign exchange constraints,ik()wever, much of 
these imports are donor supported, 8Jld commercial grain im­
ports carry levies of 25-30 percent 

Domestic price controls and foreign exchange policies gov­
erned CSE measures. The price wedge was negative for all 
years, indicating that official retail prices were higher than 
world prices. Exchange rate overvaluation, however, subsi­
dized consumption throughout the period and was large 
enough to offset price policy taxes in the early years. 

Results by Commodity 

Corn, the most important food item, is consumed as corn 
meal and contributes 31 percent of caloric intake. Com 
consumption ~ subsidized during 1982-84 and 1987-89 (fig. 
3) (fable 4). Exchange rate overvaluation subsidized con~ 
sump-tion and offset taxation from high official consumer 
prices. Devaluations under the ERP reduced purchasing 
power of food buyers. Domestic prices continued to rise, 
despite falling world prices, causing aggregate com CSE's 
to plunge and become negative. The Tanzanian Government 
did not anticipate declining world prices and was slow to 
respond. CSE's recovered in later years, as devaluation 

F'JGUI'e3 

Tanzania: Corn consumer subsidy equivalent 

Percent 
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slowed, and world price rises overtook officiai retail price 
increases. 

Wheat and rice CSE's followed very similar trends. Thnzania 
is not self-sufficient in wheat and rice production and has 
had to rely on imports, mainly donor supported, to meet its 
needs. Overvalued exchange rates increased purchasing 
power in the early 1980's, subsidizing wheat and rice con­
sumption, and offsetting price policy taxation. ERP liberaliza­
tion reforms turned net transfers into taxes, and CSE's 
became negative in 1984. Consistent with stated ERP goals 
of privatization and reduction of consumer subsidies, retail 
prices increased to cover higher producer price margins and 
oosts of transport, marketing, and devaluation. Official retail 
prices rose above parallel market prices. Devaluations fur­
ther reduced purchasing power of consumers. 

Domestic cotton lint consumption claims only a minor share 
of production, with most cotton exported to earn foreign ex­
change. The bunt oflint consumption is used lIS an intennedi­
ary good for the domestic textile industty. The main users are 
the Friendship Thxtile Mill and the Sunflag Mill, which together 
claim 45 percent of the domestic market. Total installed mill 
capacity was 16,000 tons in 1989, but actual use was con­
strained by power supply intmuptions and othrz complications. 
Low textile production and foreign exchange constraints on 
imports translate into unsatisfied domestic demand. Tanzania 
has thus become a major importer of used clothing. 

Cotton trade was monopolized by parastatals until July 1990, 
when marketing was turned over to cooperative societies. 
Price policy taxed consumption, on average, except in 1984 
and 1987, when world prices rose faster than official COil­
sumer prices. Exchange rate overvaluation sll'bsidized COD­

sumption during most of the period. Aggregate cotton 
CSE's fluctuated considerably from 1982 to 1989. On aver­
age, domestic cotton consumption was subsidized. In 1986 
and 1989, however, price wedge taxation, coupled with ex­
change rate devaluation, resulted in negative eSE's. 

Results by Policy 

From 1982 to 1984, exchange rate overvaluation offset retail 
price taxation, resulting in an overall subsidy to consumers. 
These subsidies became negative with the implementation of 
ERP reforms. Government efforts to reduce consumer subsi­
dies resulted in an increme in retail prices to cover transpOrt and 
marketing costs. Also, exchange rate devaluations reduced the 
purchasing power of'Thnzanian consumers. These policy rea 
fonns re:ru1ted in an overall tax on consumption. This tax was 
reduced somewhat in the late 1980's, when devaluation slowed, 
and world prices rose faster than official retail price adjUSlments. 

Conclusions 

Thnzania's agricultural growth under the ERP has been im­
pressive. 1\vo main factors account for this recovery. F'1I'St, 
weather conditions have improved. Second, the ERP im­
proved the overall incentive structure. However, many of 
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these improvements have not been incorporated into this re­ exchange bureaus were licensed in April 1992. They are al­

port's PSE estimates for want of sufficient data. Increased lowed to buy and sell foreign exchange at freely negotiated 
 
availability of inputs and consumer goods boosted incen­ rates. 
 
tives. liade liberalization and increased efficiency of market­

ing channels were also important steps in providing a more The Government continues to liberalize agricultural market­

favorable production environment in Tanzania. Consumer ing. The current goals are to provide incentives for agricul­

subsidies have been reduced. and eSE's in recent years are tural production and exports and to raise rural incomes. With 
 
negative. though policy proposals under ERP II indicate the exception of five traditional export crops (coffee. cotton. 
 
plans to reverse this laXation. tea, tobacco. and pyrethrum). farmers are free to sen their 
 

crops to any buyer. Cashew marketing was opened to pri­
The Government has accelerated exchange rate and trade vate ttaders for the 1991/92 season. Agreement has been 
refonns to improve the allocation offoreign exchange and the reached in the cotton sector to establish the fll'St private gin­
competitiveness of the 1lmzanian economy. The first foreign ning company. 

Table 4-Tanzania: Consumer subsidy equivalents by commodity--.. 
Item 	 Un1t 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
(evel of consumpt10n 1.000 tons 118 125 142 133 132 135 120 127 
Wholesale prfce Sh./ton 3.822 5.464 9.997 11.793 17.399 24.313 47.940 65.679 
Cost to consumers M11. Sh. 451 683 1.420 1.568 2.297 3.282 5.753 8.341 
Po11cy transfers to 
consumers--

Pr1ce subs1dy Ml1. Sh. -247 -419 -1. 014 -1, 163 -1.671 -2.072 -3.397 -4.699 
Fore1gn exchange M11. Sh. 802 727 673 405 340 720 748 153 

Total po11cy transfers Ml1.Sh. 555 308 -340 -759 -1.331 -1.352 -2.649 -4.547 
CSE (per un1t value) , Percent 123 45 -24 -48 -58 -41 -46 -55 
CSE (per un1t quant1ty) 	 Sh./ton 4.702 2.464 -2.396 -5.704 .10.081 -10.018 -22.078 -35.800 

US$/ton 506 222 -157 -326 -308 -156 -222 -250 

Corn: 
Level of consumpt10n 1.000 tons 1.788 1.846 2.056 2.165 2.193 2.244 2.306 2.512 
Wholesale pr1ce Sh./ton 3.178 4.173 5.006 7.083 11.471 11.359 16.813 17.516 
Cost to consumers M11. Sh. 5.682 7.704 10.292 15.336 25.156 25.490 38.772 44.001 
Po11cy transfers to 
consumers--

Pr1ce subs1dy M11. Sh. -3.143 -4.007 -5.297 -9.967 -17.402 -8.987 -3.510 10.165 
Fore1gn exchange M11. Sh. 9.968 10.201 8.288 5.362 4.214 9.811 11.197 2.268 

Total po11cy transfers Ml1.Sh. 6.825 6.193 2.990 -4.604 -13.189 824 7.687 12.433 
CSE (per unit value) Percent 120 80 29 -30 -52 3 20 28 
CSE (per un1t quant1ty) Sh./ton 3.817 3.355 1.454 -2.127 -6.014 367 3.333 4.950 

USS/ton 410 302 95 -122 -184 6 34 35 

R1ce: 
Level of consumpt10n 1.000 tons 227 274 304 342 407 432 340 352 
Wholesale pr1ce Sh./ton 5.128 6.904 12.956 13.927 17.902 30.518 50.518 67.642 
 
Cost to consumers Mil. Sh. 1.164 1.892 3,939 4.763 7.286 13.184 17.176 23.810 
 
Policy transfers to 
consumers--

Pr1ce subsidy Ml1. Sh. -515 -967 -2.751 -3.417 -4.384 -6,490 -6.338 -7.674 
Fore1gn exchan9~ Ml1. Sh. 2.547 2.552 1.970 1.344 1.577 3.980 3.441 676 

Total po11cy transfers Ml1.Sh. 2.032 1.585 -782 -2.073 -2.807 -2.509 -2.897 -6.999 
CSE (per un1t value) Percent 175 84 -20 -44 -39 -19 -17 -29 
CSE (per un1t quant1ty) Sh./ton 8.950 5.783 -2.571 -6.060 -6.896 -5.809 -8.521 -19.882 

USS/ton 962 521 -168 -346 -211 -90 -86 -139 

Cotton: 
Level of consumpt10n 1.000 tons 13 12 16 13 13 14 12 13 
klholesale pr1ce Sh./ton 15.870 21.400 26,320 43.590 81.350 116,300 175.000 250.000 
Cost to consumers Ml1.Sh. 214 251 430 576 1.031 1.599 2.065 3,358
Policy transfers to 
 
consumers--


Pr1ce subs1dy M11. Sh. -20 -7 68 -280 -471 5 -354 -758 
Fore1gn exchange M11. Sh. 761 672 826 296 304 954 543 109 

Total policy transfers M11. Sh. 741 664 893 16 -166 959 189 -649 
CS~ (per un1t value) Percent 346 265 208 3 -16 60 9 -19 
CSE (per un1t quant1ty) Sh./ton 54.973 56.719 54.731 1.182 -13.132 69.782 16.014 -48.303 

US$/ton 5,911 5,110 3.577 68 -402 1,085 161 -337 

Sh. - Tanzan1an sh11l1ng. 
CSE - Consumer subs1dy equ1va1ent. 
USS - U.S. dollar. 
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The Government is concerned about the decline in world 
commodity prices, particularly for cotton and coft'ee, and the 
implications of this decline for the repayment of funds that 
were borrowed by cooperative unions to finance a bumper 
cotton crop in 1991192. The removal of many of the foreign 
exchange resttictioos should facilitate exports and allow Wl­
ions to make substantial rednctions in their outstanding debL 

References 

1. 	 Food Needs Assessment ProjecL "Tanzania: Food 
Needs Assessment (1990191)." Unpublished. Washing­
ton, DC, 1990. 

2. 	 International Monetary Fund. "Indicators of Real Effec­
tive Exchange Rates." Unpublished manuscript. Wash­
ington, DC, various issues. 

3. 	 .lnterMlional Financial Statistics. 
Washington, DC, various issues. 

4. 	 . Unpublished material. Washington, 
 
DC, various years. 
 

5. 	 United Nations, Food and Agriculture Organization. 
 
Food Owlook. Rome, various issues. 
 

6. 	 __~~_.Nutrition Country Profile. Rome, 
 
Aug. 1988. 
 

7. 	 United Republic ofTanzania, Ministry ofAgriculture. 
Price Policy Recommendalions/ol' the JUly 1982 Agri­
cultural Price Review. Annu6, Cotton. July 1982. 

8. 	 U.S. Department of Agriculture, Economic Research 
 
Service. Unpublished computer database, 1991. 
 

9. 	 , Foreign Agricultural Service. nAnnual 
Agricultural Situation, Grain and Feed, Coffee. and Cot­
ton Reports:' Unpublished. American Embassy, Nai­
robi, various years. 

The into-store cost ofdomestic rice was used as the estimate 
ofproducer price plus marketing costs for 1985~87 (9). Mar­
keting costs for other years were calculated from these data. 
These prices were compared wiih me referera::e price (T'nai 
100 percent 2nd grade free on board (f.o.b.) Bangkok) plus 
transportation costs to calculate the price wedge of the PSB. 
The retail price was reduced by 20 pereent of the marketing 
costs to compute a comparable domestic price used to calcu­
late the price eSB's. 

10. 	 World Bank. Tanzania Economic Report: Towards Sus­For cotton, the actual marketing costs, which wexealmost 50 
tainable Development in lhe 199Os. Report No. 9352-
TA. Washington, DC, June 11, 1991. 

11. 	 Unpublished material. Washington, DC, vari­
ous years. 

Appendix: Methodology 

Producer and consumer subsidy equivalents were estimate.:! 
for five crops in Tanzania. The level ofgovernment 
intervention was calculated for three foo~ crops. wheat. 
rice, and corn, and two cash/export crops, coffee and cotton 
lint 

Pricing Policy 

For PSB's, domestic producer prices, including an esIimaIe 
of marketing costs, were compared wid. reference prices 
plus transportation costs. The U.S. gulf prices were used 
as reference prices for wheat and com. and the Thai 2nd 
grade price was used far rice. 18nzania's expert unit values 
were subsdtuted for world reference prices for coff.ee and 
cotton lint because ofquality differences of1inzanian 
commodities as compared with those reflected in the world 
price. 

For eSB's, the retail imd eferenceprices were compared. 
The pice of wheat flour was converted to wheat equivalmt 
An estimate of marketing costs was subtracted from domes­
tic food crop prices. Whem appropriate, the reference prices 
in U.S. dollars were converted to 1lmzanilm shillings at the 
off1Cial exchange nue. 

Marketing costs (a third of the producer price) for wheat 
were based on those for com (7). These costs were added to 
the producer price and compared with the U.S. gulf price 
plus ocean freighL Marketing and processing C08t$ of flour 
were subtracted from the retail price converted to wheat 
equivalenL 

For com, the producer price was increased by a third to ac­
COWlt for marketin,(g costs, and this was compared with the 
price at U.S. gulfporlS (7). The ocean freight rates for wheat 
were applied to com (5). At the consumer level, the retail 
price ofcom grain minus 20 percent of the marketing costs 
was used to anivc at the domestic price that was compared 
with the reference price. 

pereent of the producer price, ofseed cotton for 1982 and 
1983 were added to the producer price (7). The pereentage 
was applied to the later years to estimate costs when no dara 
were availttble. These prices were converted to lint equiva­
lent and com~with 'I1mzan~'s cotton export unit values. 
Because of the wide range ofcotton grade trade in world 
11I8Ikets, the Livel}."'OO! index was not considered a valid ref­
erence price. 

The export unit value ofTanzania's coffee was similarly used 
as the reference price. Domestically, the marketing costs 
were added to the producer price and the two prices com­
pared. No eSB was calculated for coffee, since domestic usc 
is small, with little government intervention. 
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Exchange Rate Policy 

The equilibriumexc_ge rate was calculated using the in­
dex of the real eifectivt\ exchange rate and multiplying it by 
the 1990 oftlcial exchant1e rate (2). The'Thnzanian shilling 
has been devalued several times since 1985. The equilibrium 
rate was assumed to equal the official rate in 1990. The dif­
ference between the equilibrium rate and the official rate rep­
resents the distortion cause by exchange rate policy. This 
difference was multiplied by the volume of production (or 
consumption) and by the product price to detennine ex­
change rate transfers. 

FertIl~8r Policy 

Fertilizer prices are set by the Government in 'Thnzania. The 
policy provided subsidies to producers in most years. To cal­
culate the value of this subsidy, the domestic price of urea 
was compared with the world price converted to shillings (9, 
3). The difference in the prices was multiplied bythe share of 
total fertilizer applied to each crop as reported in the Annual 
Agricultural Situation Reports (9). 

Appendix table 1-Wheat: calculation of Tanzania's prodUC8f and consumer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 1.000 ha. 65 60 59 52 60 54 53 50 
B. Production 1.000 tons 58 74 83 72 72 75 76 97 
C. Producer price Sh ./ton 2.509 3.000 4.500 6.000 7.200 9.000 10.350 13.000 
D. Producer value (B*C)/1.000 Mil. Sh. 145 222 374 432 518 675 787 1.261 

E. Policy transfers to producers:
1. Pr1 ce wedge-­

a. Producer price including marketing costs Sh ./ton 3.731 4.478 6.716 8.955 10.746 13.433 15.448 19.403 
b. Border pr1 ce. U. S. gulf port 

plus transportation USS/ton 186 190 187 174 145 139 198 200 
c. Border price. U.S. gulf port 

plus transportation Sh./ton 1.730 2.109 2.858 3.047 4.742 8.965 19.630 28.679 
d. Price support (la-1c)*B/1.000 Mil. Sti. 116 175 320 425 432 335 -318 -900 

2. Exchange rate adjustment-­
a. Official exchange rate Sh./US$ 9 11 15 18 33 64 99 143 
b. Equilibrium oxchange rate Sh./USS 46 42 41 35 50 103 131 149 
c. Border price. equilibrium exchange rate Sh./ton 8.524 7.929 1.600 6.089 7.318 14.296 25.863 29.880 
d. Exchange rate subsidy (lc-2c)*B/1.000 M11. Sh. -394 -431 -39~ -219 -186 -400 -474 -116 

3. Fertilizer -­
a. Urea. mny orfg1n (Europe) Sh ./ton 7.310 5.194 6.969 4.769 5,40(1 12.009 2!U79 20.443 
b. Tanzanil fertilizer price. urea 461 Sh./ton 3.115 3.115 6.975 6.975 7.640 9.932 15.209 14.310 
c. Fertilizer use 1.000 tons 82 90 99 118 130 13!.l 123 180 
d. Fertfl1zer subsidy ((3a-3b)*3c/1.000) 1411. Sh. 8 4 -0 -6 -6 6 14 24 

*0.022 (2.2 percent of total use) 

F. Total transfers to producers: 
1. Total (ld+2d+3d) M11. Sh. -270 -251 -73 201 240 -58 -178 -992 
2. Producer ~ubsfdy equivalents (F1/D)*100 Parcent -186 -113 -20 46 46 -9 -99 -79 

G. Consumpt1cln 1.00a tons 118 125 142 133 132 135 120 127 
H. Reil price, flour Sh./ton 3.822 5.464 9.997 11.793 17.399 24.313 47.940 65.679 
I. Consumer cost (G*H)/1.000 Mil. Sh. 451 683 1.420 1.568 2.297 3.282 5.753 8.341 

J. Pol1 cy transfers to consumers: 
1. Pr1 ce wedge-­

a. Border price. U.S. gulf port
plus transportatf on Sh./ton 1.730 2.109 2.858 3.047 4.742 8.965 19.630 28.679 

b. Retafl price. flour Sh./ton 3.822 5.464 9.997 11.793 17.399 24.313 47.940 65.679 
c. Price support (la-1b)*G/1.000 Mil. Sh. -247 -419 -1.014 -1.163 -1.671 -2.072 -3.397 -4.699 

2. Exchange rate adjustMent--
I. Off1 cfal exchange rate Sh./USS 9 11 15 18 33 64 99 143 
b. Equ1librfum exchange rate Sh ./USS 46 42 41 35 50 103 131 149 
c. Border price. equ11fbrfum exchange rate Sh./ton 8.524 7.929 7.600 6.089 7.318 14.296 25.863 29.880 
d. Exchange rate subsidy (2c-l~)*G/1.000 Mil. Sh. 802 727 673 405 340 720 748 153 

K. Total transfers to consumers: 
1. Tohl (.lc+2d) Mil. Sh. 555 308 -340 -759 -1.331 -1.352 -2.649 -4.547 
2. Consumer subsfdy equivalents (K1/I)*100 Percent 123 45 -24 -48 -58 -41 -46 -55 

til. - HKtare. 
Sh. - Tanzanian sh11lfng. 
USS - U.S. dollar. 
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Appendix table 2-com: Calculation of Tanzania'. producer and consumer ";'sldy equivalents 

Ita linn 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area hllrvested 
B. Production 

1.~a hi/.
1.000 tons 

1.350 
1.654 

1.350 
1.651 

1.609 
1.939 

1.629 
2.093 

1.549 
2.210 

1.672 
2.359 

1.725 
2.339 

1.777 
3.126 

C. Producer price 
D. Producer vllue (B*C)/l.OOO 

SII./ton
Mil. Sh. 

1.750 
2.895 

2.200 
3.632 

4.000 
7.756 

5.226 
10.938 

6.223 
13.753 

8.077 
19.054 

!I. 000 
21.051 

11.000 
34.386 

E. Pol1cy transfers to producers: 
1. Price wedge--

I. Producer price 1ncl lId1n" ""kiting costs 
b. Border price. U.S. f.o.b. plus

transportlt1on 
c. Border price. U.S. f.o.b. plus

transportltion
d. Price support (11-1c)*8/1.0oo 

Sh./ton 

USSIton 

Sh./ton
\il11. She 

2.612 

153 

1.420 
1.972 

l.284 

180 

2.003 
2.115 

5.970 

1S9 

2.429 
6.865 

7.809 

142 

2.480 
n.154 

9.867 

108 

3.536 
13.992 

12.282 

114 

7.354 
11.625 

13.433 16.~18 

154 150 

15.291 21.563 
-4.347 -16.084 

2. Exchlnge rite adjust..nt--
I. Off1c1.1 exchlng. rite 
b. Equ111br1ua exchlnge rite 
~. Border price. equ111br1U1 exchange rat. 
d. Exchlnge rate subs1~ (lc~2c)*B/1.000 

Sh./US'
Sh./US.
Sh./ton
Ml1. She 

9 
46 

6.gg5
-9.221 

11 
42 

7.528 
-9.123 

15 
41 

6.460 
-7.816 

18 
35 

4.957 
-5.184 

33 64 99 
50 103 131 

5.457 11.726 20.147 
-4.246 -10.314 -11.357 

143 
149 

22.466 
-2.823 

3. Fert11izer--
I. Urea. IllY or1 gin (Europe) 
b. Tanzani I fertilizer pri ce. urel 4ft 
c. Fert11fzer use 

Sh./ton
Sh./ton
1.000 tons 

7.310 
3.115 

82 

5.194 
3.115 

90 

6.969 
6.975 

99 

4.;69 
6.975 

118 

5.400 
7.640 

130 

12.009 
9.932 

139 

20.279 
15.209 

123 

20.443 
14.310 

180 
d. Fertfl1zer subsidy «31-3b)*3c/1.000) 

*0.053(53 percent of total lise) 
Ml1. Sh. 183 99 -0 -138 -154 153 330 585 

F. Totll transfers to producers:
1. Total (1d+2d+3d)
2. Producer subs1~ equivalents (FlID)*100 

11'11. Sh. 
Percent 

-7.066 
-244 

-6.go9
-190 

-951 
-12 

5.832 
53 

9.591 
70 

1.464 -15.374 -18.321 
B -73 -53 

&. Consllaption
H. Retail price. corn grain
I. Consll... r cost (&*H>l1.000 

1.000 tons 
Sh./ton
Ml1. She 

1.788 
3.178 
5.682 

1.846 
4.173 
7.704 

2.056 
5.006 

10.292 

2.165 
7.083 

15.336 

2.193 
11.471 
25.156 

2.244 
11.359 
25.490 

2.306 
16.813 
38.772 

2.512 
17.516 
44.001 

J. Policy trlnsfers to consu.."s: 
1. Price wedge-­

a. Border price. U.S. gulf f.o.b. plus 
trc!lsport.~ion

b. Retl11 price. corn grl1n 
c. Price support (lc-1b)*G/l.OOO 

Sh./ton
Sh./ton
M11. Sh. 

1.420 
30 178 

-3.143 

2.003 
4.173 

-4.007 

2.429 
5.006 

-5.297 

2.480 3.536 
7.083 11.471 

-9.967 -17.402 

7.354 
11.359 
-8.987 

15.291 
16.813 
-3.510 

21.563 
17.516 
10.165 

2. Exchlnge rite ~djus~Dent--
I. Off1c1.1 exchlnge rate 
b. Equ111br1u. .~chlnge rite 
c. Border price. equ111br1u. exchlnge rate 
d. Exchlnge ra~e subs1~ (2c-1a)*&/1.0oo 

Sh./US'
Sh./US'
Sh./toll
Mil. Sh. 

9 
46 

6.995 
9.968 

11 
42 

7.528 
10.201 

15 
41 

6.460 
8.288 

18 
35 

4.957 
5.362 

33 
50 

5.457 
4.214 

64 
103 

11.726 
9.811 

99 
131 

20.147 
11.197 

143 
149 

22.466 
2.268 

K. Totll transfers to cons..ers: 
1. Totll (1c+2d)
2. Consuaer subs1 ~ equ1¥al ent:; nlll )oft 100 

Ml1. Sh. 
Porcent 

6.825 
120 

6.193 
80 

2.990 
29 

-4.604 -13.1S9 
-30 -52 

824 
3 

7.687 
20 

12.433 
28 

hi. - Hectire. 
Sh. - Tlnzln1.n shilling.
f.o.b. - Free on board. 
USS - U.S. dollar. 
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Appendix table 3-RIce: C81cu1at1or. of Tanzania's producer andcollSUmM subsidy equivalents 

I tell 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Arel harvested 	 1.000 hi. 297 304 312 323 333 409 421 434 
B. ProductiGn. plddy 	 1.000 tons 320 350 356 427 547 644 615 570 
C. Producer pri ce. g:ddY 	 Sh./ton 3.000 4.000 6.000 7.828 9.254 14.400 17.300 19.000 
D. Producer vilue ( *C)/1.000 	 Mfl. Sh. 960 1.400 2.136 3.343 5.062 9.274 10.640 10.830 

E. PoliCJ trlnsfers to producers:
1. Pri ce wedge--

I. Producer price. ~lled including
.Irketing costs 	 Sh./ton 6.1M 8.178 J2.267 15.958 22.004 32.549 39.123 42.967 

b. Border price. Thai 2nd grade plus 
trlnsportation 	 USS/ton 307 304 255 225 218 241 321 320 

c. 	 Border price. Thli 2nd grlde plus 
trln!Dj:tIrtlUon Sh./ton 2.858 3.375 3.9OS 3.936 7.131 15.496 31.875 45.841 

d. Price support (11-1c)*B/1.000 Mil. Sh. 1.048 1.681 2.977 5.133 8.136 10.982 4.457 -1.638 

2. Exchange rite Idjustllent--
I. Officill exchlnge rite 	 Sh./US$ 9 U 15 18 33 64 99 143 
b. Equilfbrfu. exchange rite Sh./US' 46 42 41 35 50 103 131 149 
c.Border prfce. equflfbriu. exchlnge rate Sh./tQlft 14.078 12.687 10.385 7.867 11.006 24.709 41.997 47.76<i 
d. Exchlnge rite subsfdl (lc-2c)*B/1.000 Mfl. Sh. -3.591 -3.259 -2.307 -1.679 -2.120 -5.933 -6.225 -1.094 

3. Fertf 11 zer-­
I.Urel. Iny orfgfn (Europe) Sh./ton 7.310 5.194 6.969 4.769 5.400 12.009 20.279 20.443 
b. Tlnzl~fl fertflfzer price. U~I 46i Sh./ton 3.115 3.115 6.915 6.975 7.1540 9.932 15.209 14.310 
c. Fertflizer use 	 1.000 tons 82 90 99 118 130 139 123 180.,d. Fertilizer subsidy «31-3b)*3c/1.000) Nfl. Sh. 13 0 -10 -11 11 24 43 

*0.039 (3.9 porcent of totll use) 

F. Totll transfers to producers: 
1. Totll (ld+2d+3ci) 	 Mil. SII. -2.529 -1.571 670 3.445 6.005 5.060 -1.743 -2.689 
2. Producer subsidy equivilents (F1/D)*100 Percent -263 -112 31 103 119 55 -16 -2tE 

G. Cons..ptfon 	 1.000 tons 227 274 304 342 407 432 340 352 
H. Retlfl price 	 SII./ton 5.128 6.904 12.956 13.927 17.902 3O.51a ro.518 67.642 
I. Cons_er cost (G*H)/l.OOO 	 Mfl. Sh. 1.164 1.892 3.939 4.763 7.286 13.184 17.176 23.811) 

J. Policy transfers to consWiers: 
1. Price wedge--

I. 	 Border price. Thli 2nd grlde plus 
trlnsportltion Sh./ton 2.858 3.375 3.905 3.936 7.131 15.496 31.875 45.841 

b. Retafl price 	 Sh./ton 5.128 15.904 12.956 13.927 17.902 30.518 SO.518 67.642 
c. Price support (11-1b)*G/l.000 I4fl. Sh. -515 -967 -2.751 -3.417 -4.384 -6.490 -6.338 -7.674 

2. Exchlnge rite adjustment--
I. Official exchlnge rete 	 SII./US. 9 11 15 18 33 64 99 143 
b. Equilibrfu. exchlnge rite Sh./US. 46 42 41 35 50 103 131 149 
c. Border price. equflibriu. eXchlflgl'! rite SII./ton 14.078 12.687 10.385 7.867 11.006 24.709 41.997 47.760 
d. Exchlnge rate subsidy 	 Mfl. Sh. 2.547 2.552 1.970 1.344 1.577 3.980 3.441 676 

(2c-1a)*G/l.000 

k. Totll transfers to consu ..rs: 
1. Total (lc+2d) 	 Mfl. Sh. 2.032 J, .585 -782 -2.073 -2.807 -2.509 -2.897 -6.999 
2. Consu..r subsfdy eqUivalents (Kl/I)*lOO Percent 175 84 -20 -44 -39 -19 -17 -29 

ha. - Hectare. 
Sh. 	 - Tlnzanian shflling.
US. - U.S. dollar. 
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Appendix table 4-Cottoa. lint: calculation of Tanzania'. p~ and consumer subsidy equivalents 

Itelll Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production. lint 
C. Producer price. lint 
D. Producer value (B*C)/l.000 

1.000 ha. 
1.000 tons 
Sh./ton
Mil. Sh. 

360 
43 

13.373 
574 

375 
48 

17.463 
834 

340 
51 

25.075 
1.279 

335 
42 

38.806 
~.643 

450 
71 

50.448 
3.598 

460 
81 

58.060 
4.729 

430 
63 

66~716 
4.226 

260 
36 

83.582 
3.Q26 

E. Pol1 cy transfers to producers: 
1. Price wedge-­

a. Producer price. lint including
lIarketi na cos t 

~. Border price. export unit value 
c. Bo.'dar price. export unit value 
d. Price support (la-1c)*B/1.000 

Sh./ton
USs/ton
Sh./ton
M11. Sh. 

28.179 
1.546 

14.380 
592 

35.731 
1.872 

20.780 
714 

52.239 
1.992 

30.480 
1.110 

80.846 105.100 120.958 138.993 174.129 
1.280 1.352 1.815 1.540 1.842 

22.400 44.200 116.700 144.978 193.590 
2.475 4.343 347 -379 -704 

2. ~xchange rate 8djustMent-­
a. Official exchange rate 
b. Equilibriull exchange rate 
c. Percent overvaluation 
d. Border price. equilibriulll exchange rate 
e. Exchlnge rate subsidy (lc-2d)*B/l.000 

Sh./US$
Sh./US$
Percent 
Sh./ton
M11. Sh. 

9 
46 

393 
70.843 
-2.422 

11 
42 

276 
78.119 
-2.737 

15 
41 

166 
81.051 
-2.579 

18 
35 

100 
44.772 

-947 

33 64 99 143 
50 103 131 149 
54 59 32 4 

68.218 186.082 191.014 201.697 
-1.713 -5.651 -2.916 -293 

3. Fertilizer -­
•• Urea. any origin (Europe) 
b. Tanzania fertilizer price. urea 461 
c. Fertilizer use 
d. Fertilizer subsidy «3a-3b)

*3c/1.000)*O.01 (10 percent of total use) 

Sh./ton
Sh./ton
1.000 tons 
M11. Sh. 

1.310 
3.115 

82 
35 

5.194 
3.115 

90 
19 

6.969 
6.975 

99 
-0 

4.769 
6.975 

118 
-26 

5.400 
7.640 

130 
-29 

12.009 
9.932 

139 
29 

20.279 
15.209 

123 
62 

20.443 
14,310

180 
110 

F. Total transfers to producers: 
1. Totll (ld+2e+3d)
2. Producer subsidy equivalents (FlID)*lOO 

M11' Sh. 
Percent 

01.796 
-313 

-2.005 
-240 

-1.469 
-115 

1.501 
91 

2.601 
72 

-5.275 
-HZ 

-3.233 
-77 

-888 
-29 

S. Conslllption
H. VIIol eSll e price
I. ConSUMer cost (6*H)/l.000 

1.000 tons 
Sh./ton
Mil. Sh. 

13 
15.870 

214 

12 
21.400 

251 

16 
26.320 

430 

13 
43.590 

576 

13 14 12 13 
91.350 116.300 175.000 250.000 
1.0:U 1.599 2.065 3.358 

J. Policy transfers to consUI!Iers: 
1. Price wedge--

I. Border pr1 ce. export unit value 
b. Whol eSll e price 
c. Price support (la-1b)*G/l.000 

Sh./ton
Sh./tcn
Mil. Sh. 

14.380 
15.870 

-20 

20.780 
21.400 

-7 

30.480 
26.320 

68 

22.400 
43.590 

-280 

44.200 116.700 144.978 193.590 
81.350 116.300 175.000 250.000 

-471 5 -354 -758 

2. Exchange rate ac!jusblent-­
a. Offi cial exchange rate 
b. Equi1ibriu. exchange rote 
c. Border priee. equilibriu. exchange rate 
d. Exchange rate subsidy

(Zc-la)*GIl.OOO 

Sh./US$
Sh./US$
Sh./ton
M11. Sh. 

9 
46 

70.843 
761 

11 
42 

78.n9 
672 

15 
41 

81.051 
826 

18 
35 

44,772 
296 

33 64 99 143 
SO 103 131 149 

68.218 186.082 191.014 201.697 
304 954 543 109 

K. Total transfers to consumers: 
1. Total (lc+2d)
2. Consumer subsidy equivalents (K1/I)*100 

Mil. Sh. 
Percent 

741 
346 

664 
265 

893 
208 

16 
3 

-166 
-16 

959 
SO 

189 
9 

-649 
-19 

ha. - Hectare. 
Sh. - Tanzanian shilling.
USS - U.S. dollar. 
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Zambia 
 

By Linda Scott 
 

Economic and Agricultural 
 
Developments 
 

For most of its 29-year history, Zambia's economy has been 
heavily dependent on the copper industry. In the early years 
of independence, Zambia relied heavily on copper revenues 
to finance its ambitious social and economic development 
programs and its impon-dependent industtial and agricultural 
sectors. Although the country has significant agricullural poIe~ . 
tial, government agricultural policies were designedprimarily 
to ensure a reliable supply ofcom, the country's main staple, 
for the growing wban areas smrounding the copper mines. 
Zambia is now the most urbanized country in Africa, with 
over 50 percent of its population residing in urban areas. 

When world copper prices collapsed in 1975, the economy 
entered a period ofrapid decline, from which it is still trying 
to recover. The 1980's were largely characterized by run­
away inflation, unmanageable government bu~getdeficits, 
an inefficient agricultural sector, and a per capita external 
debt burden that is the highest in the world. Real gross do­
mestic product (GDP) deciined every year between 1980 and 
1984 with a small increase of less than 2 percent in 1985 
and i986. In 1988, GDP grew a little over 6 percent in real 
terms in 1 year, primarily as a result of favorable weather, a 
record com harvest, strong manufacturing growth, export ex­
pansion, and higher copper prices (5).1 

Large government budget defIcits, caused primarily by the 
maintenance ofextensive subsidies despite declimng export 
revenues, limited growah throughout the decade and fueled 
inflation. Inflation climbed steadi1y.inm the double digits 
throughout the 1980's, reaching 158 peiCent in 1989. Growth 
in the money supply also fueled inflation. Between 1985 and 
1989, the money supply increased at an average annual rate 
of43 percent Between 1985 and 1988, the growth rate ac­
celerated. increasing from 24 percent in 1985 to averages of 
54 and 62 percent in 1987 and 1988. Negative real interest 
rates brought investment to a virtual standstill (5). 

Although DKlI'e than half the populaIion resides in urban areas, 
about 60 percentofZambia's populaIion is direcdy dependent 
on agriculture fm its income (27). The COWltry ..an eslimated 
60 million hecsares ofamble land, 2S million ofwhich are suit­
able «X' agricuJrural productir, ~ .. ~~biaalso has good poIeIltiai 
fm inigaIioo, aJthouih ~ !.<oi:ilil0 pen:ent of the land is cur­
ready inigaIed (27). Since independence. however, much ofIbis 
agricultural capacity has gone unlapped in favor ofudlan poll. 

'llallcized numbers In p.-entleses refer tel literature cited In 1'18 Ref· 
erences tI8CtIon at .....nd of .... chapa. 

cies designed to support the copper sector. Agri.culture's share 
of GDP remained fIxed at 14 percent in the 1980's, and food 
self-sufficiency eroded. The nation is now a net food importer. 

Zambian agriculture is dominated by C(X'8 production, which 
accounts for 70 percent ofall land under cultivation and 
more than 80 percent of total fertilizez consumption. Wh~t 
became increasingly important during the decade,with pr0­
duction growing from 4,000 mettic tons in 1980 to 47,000 
metric tons in 1989. Wheat is grown under irrigation, primar­
ily by commercial producers, while com is rainfed and pr0­
duced mainly by smallholders. Com production is highly 
susceptible to weather variations. FoUr times during the 
1980's, the com crop was signiflcandy reduced by drought 
or excessive min&. POOr rainfall in 1980, 1983, and 1984 was 
a majm cause of increased imports in those years. 

;1anbia was self-sufficient in com dlrough much of the 1960's 
imd 1970's, with importS IICCCW1ting fm less than 3 pen:entof 
t.oIal consumpaon between 1965 and 1979. The 1980's, how· 
eVa", were marked by a steady erooioo ofself-sufficiency, with 
impmts peaking at 24 percent of toIal consumption during the 
drought of 1983. Wheat imlfOl1S ~ a pen:en1age oftoml con­
sumption declined in the 1980·s, ~ the Goverrunentencour­
aged domestic growers and limited impOOs to conserve fcxeign 
exchange. In recent years, a significant portioo ofwheat was 0b­
tained as food akl, as commercial import cap':itydiminished. 

Agricultural growth in the 1980's was limited by sevenl inlL7­
acting factms, including low ruralpopulatioo densities, ineffi­
cient madreting systems, late paymentS to produceIs that 
delayed planting and input purclua-.s, poor~on~ 
slOOlge facilities, mtd lateprice announcements. High intlaIion, 
which resulted in declining reallXOducer prices, and SllMn8l­
oed exchange rate that discouraged expcxtsresulted in extalSive 
cross-bordec smuggling, black markets, and domesticslKldages. 
In 1991,92, an estimated 180.000 IDnS ofcom, Qr nearly 15 per­
cent of the total aop, was lost through illegal exputs, mainly to 
7mre, Malawi, and1lmzania (24). Agricultural expcxts awnged 
less than 3 pen:entoftotal expons between 1982 and 1989. 

Policies In the 1980's 

Government policies and moon programs in tbe 1980"s 
stemmed from the desire of the Government and of t!te inter­
national donor community to arrest Zambia's agricullUral de­
cline. An inability to meet external debt obligations led II) a 
series ofstructural adjustment programs UIlderUlten in c:oD­
jlDlCtion with the IMP and World Bank. Economic and agri­
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cultural policies ranged from extensive go'iemment interven­
tion in the tatly part of the 1980's to libemlizalion in the lat­
ter halfofdie decade. These polices had a signiflC8Dt effect 
on the agricultural seen. This report examines the history of 
government economic r.oHcies and intervention in the agri~ 
cultural sector during the 1980's and attempts to quantify the 
effect of these poHcies on the com and wheat sectors. 

f.lacroeconomlc and Trade 
POlicy Developments 

Maaoeconomic and trade po&y in !he 1980'snmged from ex­
tensi'Je govenunent cootrols in the early part of the decade to 
increased b"bera1it.alion in the lauer half. Between 1964 and 
1983, the Government pursued a policy ofcontrol over most 
segments ofthe coonomy, including inlaeSt and exchange lIlIeS 
and)mducerand oonswnerpices. As the c:oIlapseofthe tq)­
per indusIry led to a scan:ity offcxeign exchImge, die Govan­
ment reacted with an extensive system of foreign exchange 
restrictions, expm laxes, and import licensing. Consumption 
was financed d1rough deficit spending and extem&l borrowing. 
When die Government was unable to meet its extemal debt obH­
gations in 1982, it uncIemok 8 stlI'ies ofpolicy reforms in coo­
jWlClion widt tOO International Monetary FlUId (IMF) and the 
WOOd Bank, designed to SIabilize the economy. Between 1982 
and 1985, aset ofmodende policy ref,~were enacted, in­
cluding a 3S-~nt devaluation of the kwacha, interest rate 
adjwuments, reductions in government spending, tax in­
creases, and a doubling ofproducer com and fertilizer prices. 

In 1985, the Goverrunent began 8 more extensive series of 
poHcy moons. including decontrol of interest rates. huge re­
tail price increases on the heavily subsidized staple food. 
com meal. and a foreign exchange auction designed to ease 
the country·s chronic foreign exchange derlCit These meas­
ures weJe ineffeetive. however. in correcting the eeonomy·s 
long-term slrUctural imbalances. Between October 1985 and 
the end of 1987. the foreign exchange auction led to a rapid 
and significant depreciation of the kwacha (K) from 
K2.15I$U.S. to K12.00I SU.S. Although tile auction had tile 
positive effect ofmating exportS m(WC rompetiaive and of 
sharply reducing black nuukeas, in the short term, it had an 
overall negative economic effeet The auction increased die 
domestic price of imports. and thereby contributed. to higher 
intlatiOIl 8nd expanded government budget deficits (1). 

The auction. alang with the entire reform program, was sus­
pended in 1987largdy because ofdomestic poIilical pressure 
stemming from 001ISUIIKJ: pice inaeaa. The 1987-88 period 
was characterized by the reimposition ofcontrols over tile 
ealOOIIIy, including fixed intmlst and exchange ndes, renewed 
prioo controls. and a limit on debt service to no more than 10 
pe1.'CCIlt ofexpon revenues. Late in 1988, IDOIiRting inflation, 
unmanageable budget defICits. and a severe shortage ofcon­
sumergoods that was caused by smuggling and foreign ex­
change shortages pIOOIpIed the Government to enact Ii new 
series ofpoHcy reforms. These included a 2S-percent devalu­
ation of Ihe kwacha. increased intaest rates and reserve re­
quirements. and a threefold increase in consumer com meal 
prices. Acoupon sysrern was introduced to insulate low-m­
come consumers from the full effect of tile price increases. 

In 1989, the Government undertook a more radical adjust­
ment program known as the Fourth N81iona1 Develq;mekll 
Plan (FNDP). Under this program, producerand COIlSWIIel 
price controls were lifted for aU OOIIlmodities with the excep­
tion ofcom and fertilizer. Price cantrols were JqJIaced with it 
system offloor and c:tili:ng prices. The kwacha was furdler 
depreciated along with iheestabli!hment ofa dual-window 
exchange rate ~lJStem. Maximum taritl'rates were reduced 
from 100 perf. to SO percent for most goods, with the ex­
ception ofa fbw luxury item•• The extensive system offer­
eign exchange licensing and allocatioll was abolished in 
1990. Export contto1s were also significantly reduced (24). 

Implementalionoflhe 1989 popn met willi limiled succas. 
Despite these Rfonns, 1lUIly impManteconomic indicaIm ftJl 
far below criginaI expectati<lm. The budget deficit w. reduced 
by only a third ofirs target, andinflalion. which had reached 
ISS pen:ent in 1989, feU to only lOS percent in 1990. Iooreased 
consumer prices for corn meal were rescinded following the 
outbreak of wban rioting in 1990. Govenunent subsidy pay­
ments sf.:yrocketed. when consume! prices for corn remained 
steady despite a threefold increase in producer prices. In 
1991.(JOlitical pressure generated by the upcoming general 
election inhibited die implementation of further reforms (5). 

Refmns moved quickly at the end of1991lDllb-lhcadmini­
stration ofnewly elected president Frederick Oillube and his 
Movement for Multi-party DernocIacy party. The primary 0b­
jective of the Government·s current reform program is k> stabi­
Hze the macroeconomic eIlvironment in anticipation ofa cooiin­
uing declinein the copper secfDr. Urgent goals include mising 
percapita income. export diversificalion, cmtroIling int1aIion, 
and reducing the economy's dependence on importal inputs (5). 

AgrlcuHural Policy Developments 

Since independence. Zambia's agricultural policies have 
been designed primarily to povide a cheap and reliable food 
supply for the country"s large and politically powrzfw wban 
popuJaIion. Com has been the primary focus oflbe Govern­
ment·s agricultural poHcies. although intervention in the 
wheal market has also been widespead. 7anbia has tried to 
meet its agricultural policy objectives through a eootbinaiion 
ofproducer price controls, marketing and input subsidies. 
and the estabHshmentofa single marketing audKxity to over­
see all SI8geS o(com purchasing, sale. and t'1put distribution. 

Prlt:lng PoIlca 

Between 1964 and 1982, ~Government tightly cootrolled 
most producer and consumer prices. Producer and into-mill 
prices were set by the Government to maintain low retail 
prices in urban markets. The Government set producer·pr¥.;es 
based 00 several criteria, including production costs, fair re­
tum to producers, import-export parity. food securiLy, and po.. 
liticBl acceptabUity. The Government also set producer 
prices for wheat Wltill989. when controls were replaced 
with minimum Door prices. 

i 

Price controls on com wete lifted and reimposed several 
times during the decade. Betw~ 1971 arid 1982, the Gov­
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emmenl pureued a strategy of food self-sufficiency by en­
couraging com poduction in remote areas through a uniform 
pricing system and by tightly controlling prices in wban re­
tail nuukets. Under uniform pricing, com producers nation­
wide were paid the same price for their crop without regard 
to distance from madcet or transportation costs. The Govern­
ment's agricuillD'al parasWal, the National Agricultural Mar­
keting Boord (NAMBOARD), and later, the local Provincial 
Cooperative Unions (PCU's) were compensated for ttanspor­
tatioo and marketing costs with government subsidies. 

The uniform pricing policy was initially intended II> _uIaIe 
productioo by smaU fanners in remote areas who had been ne­
glected during the colonial period. Inslead, the poIicyencoor­
aged COOl poductiOIl in higil-cost regions far from ronsurna­
markets, allhough IDlIlY of these areas were pocdy suited to 
com production. Increa;ed JXOductiOll by growers in remote re­
gions significantly increased the 00Sl ofuansportaIion and mar­
keting subsidies and presented a ronsiderable drain on govern­
ment bOOgets. In the early 1980's, com sOOsidies averaged about 
5-10 percent of the government budr.~ By 1989, subsidies ac­
counted for 16 percent of total government expenditures (24). 

Producer prices rarely covered production costs, despite gov­
ernment attempts to ~ }lroducer prices in accordance with 
estimated production costs and despite the provision of sub­
stantial input subsidies, primarily for fertilizer. Rapid infla­
tion, combined with fixed producer prices, significantly 
eroded rural-urban terms of trade ova- the decade. Although 
nominal producer prices for com increasedsignificantly over 
the decade, growing by more than 700 percent ootween 1982 
and 1989, real producer prices declined almost steadily. Be­
tween 1982 and 1989, producer prices declined at an annual 
average rate of4.4 percenL Between 1986 and 1989, real 
prices drqJped 48 percent (18). 

Price controls and government subsidies have been the prime 
target ofgovernment reform programs since 1982, although 
changes have proved to be politically problematic. Most agri­
cultural prices, with the exception ofcom, wheat, and fertil­
izes. were decontrolled in 1932. as part of the Government's 
fust structural adjustment refom~s. In 1986, the Government 
lifted comrols for breakfast meal (i~ghly refIRed com meal), 
while retaining fixed prices for roller meal (less refmed rom 
meal). Following urban rioting, prices for both commodities 
were set and remained unchalged unti11990, when they were 
increased with the implementation of the FNDP. Again, how­
ever, urban rioting and the political pressure of tile 1991 elec­
tions prompted the Government to rescind the price increase. 

Changes in government pricing policies have been the cor­
nerstone of the Chiluba government's refonn efforts. Late in 
1991, roller meal subsidies were reduced by SO percent, and 
breakfast meal subsidies were cut by 90 percent, resulting in 
a total price increase of more than 100 percenL The Govern­
ment has now eliminated all subsidies on breakfast meal and 
has significantly reduced the subsidy 00 roller meal. The Gov­
ernment also terminated the coupon program for low-income 
COIUSUIIH2'S at the end of 1991. These reforms are intended to 
significantly reduce government subsidy payments in rela­
tion ftf GDP. Cwrent plans are to eliminate aU subsidies by 

1994 (5). However, it is as yet unclear how the implementa­
tion of these policies will be affected by the devastating 
drought that sharply reduced the 1992 com harvesL 

"",tketlng Policies 

Until ve~y recently, the Government tightly cmuolled all as­
pects ofagricultural marketing. Between 1964 and 1980, 
NAMBOARD was solely responsible for the procurement, 
marketing, international trade, and storage ofcom and also 
for the imponatioo and distribution of inputs. Primary re­
sponsibility for com marketing shifted among agencies sev­
eral times between 1980 and 1989. 

Many of NAMBOARD's responsibilities, including the in­
traprovincial marketing ofcrops and inputs, were shifted to 
die Provincial Cooperative Unions (PCU's) in 1980. After 
1980, NAMBOARD's duties were limited to the interprovin­
cial trade of COOl and fertilizer, management of the nation's 
com stocks, and the import and export of both COOl and fertil­
i7as. NAMBOARD was briefly given control again of the sale 
and distribution of fertilizer in 1985. In 1986, com marketing 
was opened 10 PCU's and private traders, with NAMBOARD 
set as the buyer of last resorL In 1989, NAMBOARD was 
abolished under the Th"DP. Although markets have now been 
opened to private traders, the purchase, handling. storage, 
and transport of corn is still handled primarily by the PCU's. 

Throughout die 1980's, government agricultum1 policies 
were implemented primarily through payments to NAM­
BOARD and the PCU's. The uniform pricing system neces­
sitated that the Government compensate madceting agencies 
for transporting crops from remote regions and for the differ­
ence between tire into-mill price and marketing costs. The 
Government also subsidized storage costs for the country's 
strategic com reserve. In 1990, the uniform pricing system 
was replaced with a system of regionally differentiated floor 
prices in which fanners have the option to sell directly to 
consumers, millers, cooperatives, and private traders. 

Despite attempts at h"beralization, the marketing agencies 
have been beset by logistical ineftlciencies, including inade­
quate suage facilities. late procurement ofempty grain 
bags, and transportation difficulties. Corn production was dis­
couraged by delayed and inadequate government payments. 
Marketing costs f.9r the COOl sector have typically equaled 
twice the cost ofcrop production (18). 

The Govenunent relies heavily on marketed OUlpUt to feed 
the country's large urban population. Recent disI'uptions in 
the marketing system have threatened urban food avai1abil­
ity. In 1990, the financial difficulties of many of the Coopera­
tive Unions na.sulted in high onfarm retention rates and a 
sharp reduction in urban food supplies (24). 

The Chiluba government has moved rapidly to reform the 
marketing system. In March 1992, the Govemmenl elimi­
nated fertilizer and com-handling subsidies and significantly 
adjusted producer and into-mill prices for the 1992Jl)3 crop 
year. MilletS will be allowed to adjust ilato-mill prices in re­
sponse to market conditions (5). 
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Input Pollc_ 

Govenun~t fertilizer subsidies have been a central compo­
nent ofZambia's postindependence agricultural policy. The 
com sector accounts fm approximately 80 pen:ent of fertil­
izer consumption. Wheat growers account fm about 15 per­
cent of use, with the remainder distributed among other, 
mainly commercial, crops. In any given year, approximarely 
75 penmt of Zambia's fertilizer imports come from foreign 
donors, with 2S pen:ent imported conunen:wly (18). 

Between 1971 and 1991, fMilizezprices were fixed by the 
GovenunenL The prices were based on several criteria, in­
cluding national requirements, the anticipated mix ofdoIu 
pledges, commezew imports, domestic production, the aver­
age cost per ton of local and imported fertilizen. and antici­
pated subsidy levels. Beginning in 1971, fertilizer WIS 
priced Wliformly throughout the COWlIIy and was impcxt.ed 
and distributed by NAMBOARD. Differentials in transporta­
tion and marketing costs were paid for with government sub­
sidies. Prices were fIXed between 1985 and 1987, with a 
sharp increase in 1988 due to devaluation and a wmldwide 
increase in fertilizer prices. Prices were again increased in 
1989 in conjunc'aon with the FNDP. 

Fertilizer subsidies have been a major drain on government 
budgets and have encouraged the production of high-input 
crops and crop varieties. Fertilizer use lIas declined some­
what in recent years because of inefficient allocation and late 
deliveries. Also, Zambia loses an estimated 15,000 to 25,000 
tons of fertilizer annually in illegal exports, primarily to 
Malawi, where local prices have frequently been double 
those in Zambia. Govenunent subsidies have generally not 
adequately oompensat.ed marketing agencies. Actual costs of 
fertilizer arc estimsted to be SO percent higher than govern­
ment payments (18). 

Consumption Policies 

The bulk of the Government's agricullUl'al poiicies since in­
dependence has been designed to provide an inexpensive and 
reliable soun:e of food for the nation's consumers. Govern­
ment policies have favored consumers over producers, with 
consumers insulated from producer and international price in­
creases. The price ofcom was set by the Government from 
1964 to late 1991, when most remaining c~rn subsidies were 
removed by Ihe Oliluba government Suhsidies have been a 
major cause ofgovernment budget deficits and have been a 
powerful domestic political issue. 

Estimation of Policy Intervention 
 
In Agriculture 
 

Producer and consumer subsidy equivalents (PSE's and 
eSE's) were generated for this report to quantify the extent 
of govamnent intervention in the agricultural sector during 
1982-89. Positive PSE's (eSE's) indicare a subsidy for pr0­
ducers (consumers), while negative PSB's (eSE's) indicare a 
tax. PSE·s and eSE's were calculated for the corn and wheat 

sectors, two mtjor areas ofgovernment inlel'YeOtioil eDina 
the 1980's. CmI is the primary food crop and main stlple in 
the diet. It accounts fm more than 70 pen:ent tX toIa1 calories 
and nearly du'ee-quartas of the c:ourury's crop area. Cool is 
primarily minCed, with most of the marlreted output ac­
counted for by smaJ1-scaIc producers. Output is highly sus" 
ceptible to weaaher variations. Wheat has increased in 
impm18llCe over the last 10 years, with production increasing 
at an annual avet0'8ge rate of26 pen:ent between 1982 and 
1989. Production was negligible before 1980. Whtat is 
grown prim!Jri1y under inigation by large-sca1e commcmaI 
producers.lmpM substibltion hu I=n a major government 
objective fm the wheat sector. 

Three forms ofgovernment intervention were measured: in­
put policies (intervention in the fertilizer 1PVket), pricing 
policies (government price controls and transpcrtadon and 
marketing policies), and foreign exchange policies (exchange 
rate adjustments). Several policies that affect the agricultural 
sector were not measured because ofdata and methodologi­
callimitations. These policies include credit policies. re­
search and extension services, agricultural investment, and 
government monetary and fiscal policies. 

Resuhs for Producers 
The PSE's indicate that com producers were taxed, while 
wheat producezs were, for the most part, subsidized (table 1). 
The level of taxation on com producers increased over the 
decade, while subsidies fm wheat producers remained fairly 
steady, with the exception of 1989, when wheat producers 
were taxed. Government pricing policies had by far the most 
signiflC8llt effect on producers, particularly in the com sec­
tm'. Government-set prices remained far below import parity 
in the com sector over most of the period of this study. with 
the exception of 1982. Fertilizer subsidies were an important 
source of SU~ for wheat produters. 

Results by Commodity 

Com PSE's were large and negative throughout the decade, 
indicating a net tax on producers (fig. I) (table 2). This factor 
primarily resulted from government agricultural policies, 
which maintained low retail prices in urban areas through re­
duced producer prices. An exception occurred in 1982, when 
producers WC2'e subsidized at a level of3 percent because of 
a combination of low world prices and an overvalued ex­
change rate. 'Thxes on com producers increased steadily be­
tween 1983 and 1987 from 58 to 12:! percent but then 
dropped somewhat in 1989 to 103 przcent, when the Govern­
ment tried toslimulate corn production and reduce consumer 
subsidies under the FNDP. . 

The Government attempted to increase suppart to pmduc:ers 
during this period. fllSllhrough input subsidies. particularly 
on fertilizer, and second through increases in producer 
prices, which climbed nearly 700 pm:enl in nominal tams 
between 1982 and 1989. However, the subs!antial deprecia­
tion of the cumncy over the c:oune of the decide, which sig­
nificandy increased import prices, resulted in a net level of 
taxation. The domestic price ofimported com, including 
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Table 1-Z8mbla: Summary of producer IUbaIdy equivalents 

ltelll Unit 1982 !S83 

Policy transfers by policy:
Fertilizer subsidy Ml1. K. 3 -7 
Price subsidy Ml1. K. 7 -107 
Foreign exchange Ml1. K. -4 5 

Policy transfers: 
Wheat Ml1. K. 2 1 
Corn ., Ml1. K. 3 -109~ 

'il 

PSE by co••odity:
Wheat Percent 63 18 
Corn Percent 3 -58 

Total policy transfers Ml1. K. 6 -109 
Value to producers Ml1. K. 135 195 
Total coa.odity PSE Percent 4 -56 

K. - Kwacha. 
PSE - Producer subsidy equivalent. 

transportation costs. grew from K235 per ton in 1982 to 
10,338 in 1989. an 8-year increase of more than 1,300 pet­
cent. Ironically. producers were taxed most heavily in 1985 
and 1986. when producer prices nearly ttipled. This resulted 
mainly from the f<X'eign exchange auction. which caused 
rapid cWTellCy depreciation and widened the gap between 
producer prices and the domestic cost of imported com. 

Figure 1 

Zamb2a: Com producer subsidy equivalent 

Percent 

~~------....--------------------------~ 

0..-.... 

-50 

-100 

-150 1...____________.....;.-011 

1982 83 84 85 86 87 88 89 

1984 1985 1986 1987 1988 i989 

0 15 53 87 65 125 
-182 -316 -1.037 -1.138 -1.767 -2.419 

44 -36 96 -69 -3 -149 

2 1 3 3 20 -IS 
-140 -338 -891 -1.123 -1.726 -2.428 

37 15 10 8 27 -15 
-59 -96 -i19 -122 -100 -103 

-138 -336 -888 -1.120 -1.705 -2.443 
242 362 777 962 1.801 2.462 
-57 -93 -114 -116 -95 -99 

Wheat productls wae sulWdimi Ihroughout the decade. The 
exception occurred in 1989, when the removal ofdomestic 
price controls and devaluation resulted in a net level of taxa­
tion. The level of support fluctuated significantly throughout 
the decade. averaging 2S pen:ent between 1982 and 1988. 

The Government sought to encourage d9nlestic wheat pr0­
duction during this period for two reasons. FU'St, policymak­
ers aimed to satisfy arising demand for wheat in urban areas. 
while reducing the country's growing import dependency 
during a period of worsening fcreign exchange shortages. 
Second, the Government hoped to reduce the periodic short­
ages of flour that oc:cumd during the 1980's as a result of 
smuggling. reductions in output, and financial consuainlS 
that limited imports. Over the decade. doolemc productioo 
accounted fm an increasing shar\\~ of toW consumptioo. as 
production increased, and imports were reduced. 1bwanl the 
end of the decade. food aid accounted for a growing pmion 
of wheat imports. as the ability to commcmauy import it di­
minished. Food aid accounted for 100 pereent ofwheat im­
-pons between 1987 and 1989. 

Results by Policy 

The fertilizer subsidy has been an important mechaniam of 
agriculbnl intavention in 7mnbia in both the wheat_ CDIl 
sectors. The subsidy was begun to compensate producers for 
low government-setpices. The RlI8il pi:emfc:rtililm was sub­
sidized at an average annual rate of22 percent between 1982 
and 1989. with the highest subsidy levels occurring in 1986. 
1987. and 1989. Subsidies displayed aSftadily incasil1g ttend 
beLween 1985 md 1989. Medium- and 1aqc-sca1ec:ommacial 
producers located close to ttanspOrUdion networks have been 
the major beneficiaries ofthe fertilizer subsidy. 

For the most pan. the ferlilizer subsidy. a11hough substantial, 
was insuffICient to compellS8le com producers for the nep­
tive impact ofgovemment pricing and foreign excblnp poli­

PrIce Foreign Total cies. The exc:eplion occurred durinI198S-87. when Ibe- eXchanr fa1ilizer subsidy offset pricing policy in die wbeall!lecD_ 
resulted in a net level ofproducer Suppod. -
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The JD:e component WM the most significantofdie Ihree poli­ tim ofproclucers through foreign exchange policies in the lat­
cies measured in this study. Government pricmg policy in the ter half ofthe decade w. more extreme nongcom producen 
ccxn SCCU resulted in ill increasing level of taxation in aD years dull mnoog wheat producers. In nocm:e did apositive foreign 
except 1982. Between 1983 and 1989, the level of taxation exchange COOIponent offset the substantial effect of pricing 
·from the pice effect inaeaed at III O1Iluai average rate of79 policies within the com sector. In the wheat sector, however, 
percenL This level occurred as government budget diffICul­ the positive foreign exchange effect, combined with support 
ties worsened and the structmal adjustment process C8liISed provided by the fertilizer subsidy, offset die price effect and 
significant currency deve1ua1ion and illCreased import prices. resulted in anet level of support to producers in 1986. 

The pice compooent for wheat moved from positive 10 nega­ ResuRa for Consumers 
tive several times dining the period of the study. However, in 

Com consumers were lavily subsidized throughout the dec­all years except 1989 the positive impact of the fertilizer and 
ade, while wheat consumers were taxed (table 3). These poli­foreign exchange policies were sufficient to result in an over­
cies were c:onsistent with government objectives, which DlghtaD Ievd ofsupport. Strong ~pices in 1982 combined 
to SIJIlIXD coosumplioo of tile stapie, an, among urban dwell­with an overvalued exchange rate to keep import prices and 
ers while discouraging the conswnption of wheat, the impor­ttansportaIion costs low and 10 enable the Government to 
talion ofwhich ~ltedadrain on the COWIII'y'S scan:e foreignsuppOO producers while at the same time maintaining acon­
exchange reserves. Owing 1986-89, retail prices for plain flourtrolled retail markeL Producers were also supported in 1983 
grew nearly 800 ~tafter marlceiing COSIS were subttacted,and 1984, even though ill WldervaIued exchange raIe increased 
compared with a 143-peACeIIt increase in the domestic importthe domestic prite of imports. Despite a near doubling ofpr0­
price. Government pricing policies were significandy moreducer prices during 1985-87, the 125-percent increase in the 
impMant for consumers than foreign exchange policies.domestic price of imports, precipitated by rapid currency de­
The pice effect grew significandy after 1986, a.c; increases inpeciaIion dming lire foreign exchange auction, offset the price 
retail com prices Jagged behind the substantial increases ineffecL The supporllevel declined 7 percent during thb pe­
impM prices that occurred as a result ofcurrency devalu­riod. Wheat producers were taxed for the farst time in 1989, 
ation. 18xes on wheat consumers and subsidies for corn con­as the domestic price of imports increased nearly 60 percent, 
sumers both increased steadily in subsequent years.compared with a 9-percent increase in producer prices. 

In both the wheat and com secUJrs, the foreign exchange poli­ Results by Commodity 
cies taxed producers dming years ofcurrency overvaluation Zambia's two main slaples, roller and breakfast meal, were
and subsidized expoIb'S in years ofunJetvaluation. The taxa­ both heavily subsidized during the period of this study, with 

Table 2-Zambla: Producer subsidy equivalents by commodity 

It'~11 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 1.000 tons 11 12 10 18 30 33 35 44 
Producer price K./ton 356 397 472 502 960 1.233 2.111 2.300 
Value to producers Nil. K. 4 5 5 ·9 29 41 74 101 
Policy trunsfers to 
producers--

Fertilizer subsidy 1411. K. 0 -1 0 2 8 14 10 20 
Price subsidy Mil. K. 2 2 1 -0 -9 -8 10 -27 
Foreign exchange 1411. K. -0 0 1 -1 4 -3 -0 -8 

Total policy transfers M11. K. 2 1 2 1 3 3 20 -15 
PSE (per unit value) Percent 63 18 37 15 10 8 27 -15 
PSE (per unit q~antfty) K./ton 224 73 173 76 97 102 579 -334 
PSE (per unft quantity) USS/ton 242 58 96 28 13 11 70 -26 

Corn: 
Level of productfon 1.000 tons 735 935 872 1.122 1.224 1.063 1.943 1.700 
Producer prfce K./ton 118 203 272 315 611 867 889 1.389 
Value to producers 1411. K. 131 190 237 353 748 921 1.727 2.361 
Policy transfers to 
producers--

Fertilfzer subsidy 1411. K. 2 -6 0 13 45 73 55 105 
Price subsidy 1411. K. 5 -109 -183 ·315 -1.027 -1.130 -1.777 -2.392 
Foreign exchange Mf1. K. -4 5 43 -35 92 -66 -3 -141 

Total polfcy transfers 1411. K. 3 -109 -140 -338 -891 -1.123 -1.726 -2.428 
PSE (per unit value) Percent 3 -58 -59 -96 -119 -122 -100 -103 
PSE (per unft quantity) K./ton 5 -117 -160 -301 -728 -1.057 -88B -1.428 
PSE (per unit quantfty) USS/ton 5 -94 -89 -111 -100 -119 -108 -111 

K... Kwachl. 
PSE - Producer subsfdy equivalent. 
usa - U.S. dollar. 
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Table 3-Zambla: Summary of consumer subsidy equivalents 

Itell Unit 1982 1983 
 1984 1985 1986 1987 1988 1989 

Policy transfers by policy:
Price subsidy Mil. K. 24 166 
 228 278 1.319 1.800 1.769 1.761 

Fore1gn exchange M11. K. 5 -6 
 -45 33 -87 74 2 114 


Policy transfers by
cOlfiModity:

Wheat M11. K. -14 -4 
 -5 -25 8 -186 -298 -614 

Corn M11. K. 43 164 
 189 337 1.224 2.060 2.069 2.489 


CSE by cOM.odity:
Wheat Percent -34 -11 
 -17 -35 9 -58 -64 -70 

Corn Percent 32 89 
 77 89 306 487 440 159 


Total policy transfers M11. K. 29 160 
 183 312 1.232 1.874 1.771 1.815 
Cost to conSUMers !t11. K. 176 218 276 450 494 741 934 2.439 
Total cOllmodity CSE Percent 16 74 66 69 249 253 190 77 

K. - Kwacha. 
CSE - ConSUMer subsidy equivalent. 

suppM increasing steadily throughout the decade (fig. 2) (ta­ Conclusions 
ble 4). Support I8IIged from 32 pm:ent ofconsumer costs in 
1982 to 487 percent in 1987. Such suppm occurred despite The newly elected ChUuba goveznment faces map chal~ 
attempts by the Govenunenl and the international donor com­ lenges in the coming years in reversing Zambia's economic 
munity to hold down rubsidies as part of an overall policy of decline. The Government has committed itself to implement­
fiscal reslminL 'I'he, r.teady increase in consumer support oc­ ing the policy reforms necessary fm' restoring economic 
curred as consumez~ were in~uJated from large increases in growth, although it still faces major obstacles in the coming
producer and import prices. The high level ofsupport was 
also caused by the Goveznment's reluctance to increase con­
sumer prices for political and social reasons. Flg1n2 

Zambia: Com consumer subsidy equivalent 
In contrast with com consumers, wheat consumers were 
taxed throughout the 1980's, while wiles producers were Percent 
rnodezately subsidized. The exception to this policy occurred ~ -----------------,
in 1986, when a positive price subsidy offset the negative for­

eign exchange effect. Owing this year, consumers were sub­

sidized and were thus partially insulated from the more than 500 

twofold increase in import prices. 


Results by Policy 400 

Government pricing policy had by far the largest effect 
on consumer subsidy and taxation levels. Between 1987 300
and 1989, pricing policy was virtually the sole det.enninant 
of taxation levels for wheat consumezs. Pricing policy 
was equally important in the cern sector, where it accOimtOO 200
for the majority of the consumer subsidy throughout the 
decade. 

100
The foreign exchange effect was minimal for consumers 
throughout the 1980's. In no case did this effect reverse the 
direction of subsidies or taxes induced by pricing policies. 

0 ....- ­The foreign exchange effect was most significant in the 
wheat sector in 1989, when this effect expanded to its largest 

-100 1.-_______..............____--' 
level of the decade to slightly moderate an otherwise heavy 
level of taxation. The foreign exchange component was most 1982 83 84 85 86 87 88 89 
significant for com consumers in the same year. In 1989, the 

Price Fore!gr'1 Totalsubstantial foreign exchange effect added significantly to an 
exchangealready record consumez subsidy. 
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Table 4-Zambla: Consumer subsidy equivalents by commodity 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

lfheat: 
Level of consumption 
Retail price
Cost to consumers 

1.000 tons 
K./ton
Mil. K. 

123 
345 
42 

98 
334 
33 

68 
461 

31 

69 
1,031 

71 

76 
1.238 

94 

72 
4.<i16 

318 

78 
5.942 

463 

74 
11.832 

876 
Policy transfers to 
consumers--

Price subsidy 
Foreign exchange

Total policy transfers 
CSE (per unit value) 
CSE (per v.n1t quantity)
CSE (per unit quantity) 

Mil. K. 
Ml1. K. 
H11. K. 
Percent 
K./ton
USS/ton 

-15 
1 

-14 
-34 

-117 
-126 

-3 
-1 
-4 

-11 
-37 
-30 

-2 
-3 
-5 

-17 
-80 
-45 

-28 
3 

-25 
-35 

-365 
-134 

18 
-10 

8 
9 

106 
14 

-192 
6 

-186 
-58 

-2.581 
-290 

-298 
0 

-298 
-6~ 

-3.821 
-465 

-626 
13 

-614 
-70 

-8.291 
-643 

Corn: 
Level of consumption
Into-mill price
Cost to consumers 

1.000 tons 
K./ton
M11. K. 

752 
178 
134 

913 
203 
185 

846 
2ee 
244 

975 
389 
379 

1,030 
389 
400 

1.090 
389 
423 

1.210 
389 
470 

1.214 
1.288 
1.563 

Policy transfers to 
consumers--

Price subsidy 
Foreign exchange

Total policy transfers 
CSE (per unit value) 
CSE (per unit quant1ty) 
CSE (per unit quantity) 

Mil. K. 
Ml1. K. 
Mil. K. 
Percent 
K./ton
USS/ton 

39 
~ 

43 
32 
57 
62 

169 
-5 

164 
89 

180 
144 

230 
-42 
189 

77 
223 
124 

306 
30 

337 
89 

345 
127 

1.301 
-77 

1.224 
306 

1.188 
163 

1.992 
68 

2.060 
487 

1.890 
213 

2.057 
2 

2.069 
440 

1.710 
208 

2.388 
101 

2.489 
159 

2.050 
159 

K. - Kwacha. 
CSE - Consumer subsidy equivalent. 
USS - U.S. dollar. 
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Appendix: Methodology 

Producer and consumer subsidy equivalents (pSE's and 
CSE's) were estimated for two food crops in Zambia, corn 
and wheat. The Government intervened heavily in both sec­
tors during the 1980's. 

Pricing Policy 

PSE's for both sectors were calculated by comparing clcmes­
tic costs, including marketing costs, with world reference 
prices, including ocean transpoJtation and land freight 
charges. The South African price for white corn was used 
as a reference price for com, since a large pMion ofZam­
bia's cern imports have traditionally come from that country. 
Accordingly, no ocean freight c'osts were added to the 
reference price. Land freight costs were calculated from 
South Africa, based on 1988 daLll (24). Inland freight for all re­
maining yearn was estimated by adjusting the 1988 figure 
with the Consumer Price Index. For wheat, the U.S. gulf 
price was used, with ocean tmns,portalion calculated acccrd­
ingly. Land freight costs were estimated from Dar es Salam in 
Tanzania (14). 

eSE's were calculated for both Clom and wheat by calculat­
ing the difference between retail prices in urban markeas 
and the world reference price. For wheat, the retail price of 
plain flour was converted to wheat tlquivalf'11tS. Msrkding COSIs 
were then subtracted so that these could be compared with 
border prices. For com, the into-mill price was used instead of 
the retail price, as the inw-mill price bas been the primary 
point ofgovernment intervention in tbe marketing chain. 
Marketing costs for the procuremeait and stomge ofrolier meal 
were used as an estimate ofmarlceting costs for both COllI and 
wheat (14). 

Exchange Rate Policy 

A shadow exchange rate (21) was used to ~ure dK~ devia­
tion of the officW exchange rate from the unofficial ex' C(!;uilib­
rium rate. The shadow exchange rate is calcul2ted frora irade 
data, derived by measuring a premium on foreign exchange; 
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_ 	 ..die ...wluc of impms1IIdexports indomestic pice8 
divided by the total value of impodS &.nd expoc1S in bcrder 
prices. 'Ibispremium wilen muIripJied by die official excbalge 
..JDeI!IIRSthedegree., wbicb tile official..deviaaes from 
equilibrium (21). The uncknalualicm or ovenraluatim of the 
CUI'IaICY f~a penicuIar year was measured by calculating 
the dift'amce between the shadow and the official exchange 
rates. 'Ibis difference indic:ates the degree ofdiston.ion in­
duced by government policies in the exchange rate. 

FertlliDr POlicy 

Tbc fertiliza' subsidy was calculated by measuring the dift'er­
ence between the warld reference price and the. domesiic 
price plus nudeting cosm. For purposes of this analysis, the 
world and domestic prices f(]l' urea were used as a proxy for 
all fertilizers becawIe ofa lack ofdaIa for other typeS. 'The 
price gap was Iben multiplied by toII1 fertilizer use fm each 
c:ommodity.:as reported in various studies of the agricultural 
sector (14, 24). Por the c:cm sector, fertilizer use was esd­

. IJIIded at 80 pm:ent of total conswnption. For wheat, die 
figure was 15 percenL 

Appendix table 1-Wheat: Ca!culatlon of zambia'. producer and consumer IlUbsidy equivalents 

IteM 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 	 1.000 ha. 4 5 4 5 6 7 9 10 
B. Praduct10n 	 1.000 tons 11 12 10 18 30 33 35 44 
C. Producer price 	 K./ton 356 397 472 502 960 1.233 2.111 2.300 
D. Producer value (B*C)/l.000 	 Ml1. K. 4 5 5 9 29 ~1 74 101 

E. Pol1(1 transfers to producers:
1. Price wedge--

I. Producer price including Marketing costs K./ton 415 466 551 609 1.162 1.519 2.404 2.758 
b. 	Border pr1 ce U. S. gul f port plus 

transportation 	 US $I ton 237 242 241 229 202 197 258 261 
c. Border price. U.S. gulf port plus 

transportation 	 K./ton 220 303 432 621 1.472 1.751 2.118 3.368 
d. Price support tla"lc)*B/l.oo0 Ml1. K. 2 2 1 -0 -9 -8 10 -27 

2. Exchange rate a~ustBent--
a. Offichl exchange rate 	 K./US$ 1 1 2 3 7 9 8 13 
b. EquilibriuM eKchange rate 	 K./USS 1 1 2 3 6 9 8 14 
c. Border price. equ1libr1uD exchange rate K./ton 229 297 381 666 1.344 1.835 2.121 3.541 
d. Exchange rate subsidy (lc-2c)*B/1.OOO Ml1. K. -0 0 1 -I 4 -3 -0 -8 

3. Fertilizer - ­
a. Ur... any origin (Europe) plus shipping K./ton 305 l37 486 745 1.242 1.810 2.359 3.345 
b. Zalb1a fertilizer price. urea K./ton 259 482 482 535 535 535 1.300 1.420 
c. Fertilizer use 	 1.000 tons 59 53 44 76 79 72 65 68 
d. 	 F~rti11zer subsi~ «3a-3b)*3c/l.OOO)*0.15 Mil. K. 0 -I 0 2 8 14 10 20 

(15 percent of total use) 

F. Total transfers to producers: 
1. Tohl (ld+2d+3d) 	 Mil. K. 2 1 2 1 3 3 20 -IS 
2. Producer subsidy oqu1vllents (FI/D)*l00 Percent 63 18 37 15 10 8 27 -IS 

G. Conslllption 	 1.000 tons 123 M 60 69 76 72 78 74 
H. Retail price. flour 	 K./ton 345 334 461 1.031 1.US 4.416 5.942 11.832 
I. ConsUBar cost (;"'H)/1.000 	 Mil. K. 42 33 31 71 94 318 463 876 

J. Po11cr transfars to consUiers: 
1. Price wedge-­

a. 	 Border pri ce. U. S. gulf port plus 
transportlt1on K.lton 220 303 432 621 1.472 1.751 2.118 3.368 

b. buil price. flour 	 K./ton 345 ~34 461 1.031 1.239 4.416 5.942 11.832 
c. Price support (la-1b)*G/l.000 M11. K. -IS -3 -2 -28 18 -192 -29a -626 

2. Excltlnge rate .d,justllent--
I. Official exchange rate 	 K./US$ 1 1 2 3 7 9 8 13 
b. EquilibriuM exchange rata 	 K./USS 1 1 2 3 6 9 8 14 
c. Bordar price. lqu1l1br1u. exchange rate K./ton 228 291 381 666 1.344 1.835 2.121 3.541 
d. Exchange rate subsidy (lc-ll)*G/l.oo0 Mil. K. 1 -1 -3 3 -10 6 0 13 

K. Total transfers to consumers: 
1. Total (lc+(ld) 	 Nil. K. -14 -4 -5 -25 8 -186 -298 -614 
2. Consu.r subsidy equhalents (K1I1)*loo Porcent -34 -11 -17 -35 9 -58 -64 -70 

ha. 	 - Hecta.... 
K. - IrlIflcill. 
US$ - U.S. dollar. 
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Appendix table 2-COrn: calculation of lambla'. producer and conlumer subsidy equivalents 

It. Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Aru harvested 
B. Production 
C. Producer price 
D. Producer v.lu~ (B*C)/l.OOO 

1.000 ha. 
1.000 tons 
K./ton 
M11. K. 

456 
735 
178 
131 

546 
935 
203 
190 

507 
872 
272 
237 

582 
1.122 

315 
353 

588 
1.224 

611 
748 

610 
1.063 

867 
921 

723 
1.943 

889 
1.727 

1.021 
1.700 
1.389 
2.361 

E. Policy trlnsfers to producers: 
1. Price wedge--

I. Producer price including marketing costs 
b. Border price. U.S. f.o.b. plus

tranlpor tl ti on 
c. Border price. U.S. f.o.b. plus

transportation
d. Price support (11-1c)*B/1.000 

K./ton 

USs/ton 

K./ton
Ml1. K. 

236 

247 

230 
5 

272 

311 

389 
-109 

351 

313 

561 
-183 

422 813 

259 226 

703 1.652 
-315 -1.027 

1.153 1.182 

249 255 

2.216 2.097 
-1.130 -1.777 

1.847 

252 

3.254 
-2.392 

2. Exchange rite Idjustment--
I. Official exchange rate 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchange rite 
d. Exchlnge rate subsidy (lc-2c)*B/1.000 

K./USS
K./USS
K./ton
M11. K. 

1 
1 

235 
-4 

1 
1 

383 
5 

2 
2 

512 
43 

3 
3 

734 
-35 

7 
6 

1.577 
92 

9 
9 

2.279 
-66 

8 
8 

2.099 
-3 

13 
14 

3.338 
-141 

3. Fert11izer-­
a. Urea. Iny origin (Europe) plus shipping 
b. Zelilbfl fert11izer price. urea 
c. Ferti11zer use 
d. Fertilizer subsidy «3a-3b)*3c/1.000)*0.80 

(80 percent of total use) 

IC/ton
K./ton
1.000 tons 
Mil. K. 

305 
259 
59 
2 

337 
482 

53 
-6 

486 
482 

44 
0 

745 
535 

76 
13 

1.242 
53S 
79 
45 

1.810 
535 
72 
73 

2.359 
1.300 

65 
55 

3.345 
1.420 

6B 
105 

F. Total transfers to producers:
1. Total (1d+2d+3d)
2. Producer subsidy equivalents (F1/D)*100 

M11. K. 
Percent 

3 
3 

-109 
-58 

-140 
-59 

-338 
-96 

-891 
-119 

-1.123 -1.726 
-122 -100 

-2.428 
-103 

G. Con sumpti on 
H. Into-liI111 price. corn grai}l
I. Consumer cost (G*H)/1.000 

1.000 tons 
K.lton 
M11. K. 

752 
178 
134 

913 
203 
185 

846 
289 
244 

975 
389 
379 

1.030 
389 
400 

1.090 
389 
423 

1.210 
389 
470 

1.214 
1.288 
1.563 

J. Policy transfers to consumers: 
1. Price wedge-­

a. Border price. U.S. gulf f.o.b. plus 
transporta ti on 

b. Into-m1 n pri ce. corn grain 
c. Price support (la-lb)*G/1.000 

K./ton
K./ton
M11. K. 

230 
178 
39 

389 
203 
169 

561 
289 
230 

703 
389 
306 

1.652 
389 

1.301 

2.216 
389 

1.992 

2.097 
389 

2.067 

3.254 
1.288 
2.388 

2. Exchange rate adjustment-­
a. Official exchange rate 
b. Equ11 ibri U1R exchange ra te 
c. Border price. equi1ibrfum exchange rate 
d. Exchange rate subsidy (2c-1a)*G/l.000 

K./USS
K./USS
K./ton
Mil. K. 

1 
1 

235 
4 

1 
1 

383 
-5 

2 
2 

512 
-42 

3 
3 

734 
30 

7 
6 

1.577 
-77 

9 
9 

2.279 
68 

8 
S 

2.099 
2 

13 
14 

3.338 
101 

K. Total transfers to consumers: 
1. Total (1c+2d)
2. Consumer subsidy equivalents (K1/1)*100 

M11. K. 
Percent 

43 
32 

164 
89 

189 
77 

337 
89 

1.224 
306 

2.060 
487 

2.069 
440 

2.489 
159 

hi. - Hectare. 
K. - Kwacha. 
f.o.b. - Free on board. 
US$ - U.S. dollar. 
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Zimbabwe 

By Margaret Missiaen and Shahla Shapouri 

Economic and Agrlcunural 
 
Developments 
 

Zimbabwe is a landlocked country of9 million people, 
located in southern Africajust oorth of the Republic ofSouth 
Africa. Per capita gross domestic product (GDP) was $65{) in 
1989. Unlike most Sub-Saharan African counbies, agricul­
ture is not the dominant economic sector. Agriculture's share 
ofGDP was about 14 percent in 1989, while mining and 
manufacturing contributed a third (bf the value. However, in 
terms of employment and linkages to the rest of the econ­
omy agriculture's role is considerably greater than its share 
ofGoP. About 70 pe:n:ent of the population lives in rural ar­
eas, and agriculture is their main source of income. Zim­
babwe has one of the iaIgest, best integrated, and ~ 
diversified manufactming sectors in Sub-Saharan Africa, 
based on metal products. food processing, textiles, and 
chemicals. 

A brief historical background is helpful in analyzing the role 
of the Government in Zimbabwe'~ ecooomy. Zimbabwe's c0­

lonial past is unique in that the white seuler minority not 
only was sizable and influential but, after 1923. possessed de 
facto self-govenunenL The Unilateral DecJamtion of inde­
pendence (UDI) in 1965 was an unsuctesSful attempt by 1he 
IIlinmity to win sovereignty. The conbOl of the insimments 
ofgovernment allowed the settlers to structure the economy 
to their own advantage by means ofa broad state of intezven­
lion (14).1 UDI was followed by the imposition of interna­
tional economic sanctions and civil war. The trade embargo 
IBSted until an agreement on majority rule was reached in 
1919. Zimbabwe became independent 00 April 18, 1980, 
with a dual economic structure consisting of a well-devel­
oped modem sector dominated by a small white population 
and ~qely African, subsistence-cogununal sector. 

The modem sectm, accounting for the greater part of the 
GDP, includes most of the country's fertile agricultural land 
and IIlinm!l resources and is served by a developed rranspon 
and electtic power infrastructure. Preindependence economic 
devel~ efforts were centered almost entirely in this sec­
~. Following independence. the political and economic 
promises of the new Government led 10 major policy reforms 
aimed at"growth with equity." The goals were to provide an 
adequate retmn to producers, to maintain low consumer 
prices. to encoumge food self-sufficiency, and to promote 
exports. 

1i1a1lclzed ml11bers In parentleses reter ID li1erature diad In I'Ie Ref­
omnOBS sectlon allhe end of flis chapter. 

The first 2 years of independence brought unprecedented 
mtes ofecooomic growth to Zimbabwe. This growdl was 
laIgely a consequence of favorable weather, die end of the 
war. and the removal ofsanctions. During the mid-1980's. 
however, growth slowed dramatically, 1aIgely ~of 
droughts, emigration ofskilled workers, lack of investment 
in JXOductive sectors, and disincentives that hirldm'4 private 
sector activity. Since 1988, GDP growth bas increased be­
cause ofgood weather and the Government's renewed atten­
tion to economic issues. For the decade as a whole, however, 
income growth has been disappointing, with real per capita 
income decreasing at an avemge annual rate of 1 peroent. 

Zimbabwe's agricultural performance has been viewed as 
one ofthe success stories in Sub-Sal1"lnJl Africa. The sector. 
however. is faced wiih majorproblems which. if ignored, 
could adversely affect its perfonnance. One major problem is 
the skewed land distribution. The commercial farmers (feweA' 
than 5,000 farms) operate on about onw-dlird of the land, 
while more Ihan 1 million families are in the communal 
area and control ~bout 40 percent of the land. The commer­
cial farms are located in the areas with the most reliaNe 
rainfaI1 and good soils, while communal farms are in the 
areas with inadequate rainfall and low-qgaUty soils. Simllar 
imbalances exist in the mario:eting network and tile use of im­
proved teChnology. 

The conditions and productivity oftlte commercial farms are 
similar to those in well-developed agricultural exporting 
countries, while those of the communal farms are similar to 
diose of the less developed coonuies of the regioo. These lat­
f.er farms are overcrowded, with limited or no use of im­
proved technology. 

After independence, tbeGovemment made the commitment 
to reduce the inequalities of land distribution. 'The Govern­
ment implemented a resettlement program mat allowed 
commercial fanners to sell their land to the Government. 
This policy reduced the number of large commercial farms 
by about 30 percent and led to a 31-pm:ent reduction in area 
ofsuch fanns. These changes in land use influenced the 
cropping pattemsand the use of factorrs ofproduction. The 
lmge commercial farms have moved from production of 
food crops. particularly com, to industrial crops. The COOl­

munal farms increased dlcir madcet share of food crops. On 
the commen:iat farms, the use ofcapital and machinely bas 
increasingly replaced labor. These cbMges xesulted from the 
land resettlement policy and the relative shifts in pice and 
cost ofproduction. The cost ofproduction. pmiculady 
labm' costs, increased significantly because of the govern­
ment minimum wage policy. The growdl in IlUUteted share 

123 



icy has led to increased marketing costs, which put pressure 
on the government budget The price policy also fails to take 
into account the effects that different price levels have on 
household income. Prices are set for individual crops, and 
not much attention is paid to the resulting farm earnings. 

Nominal com prices doubled during the 1980's. In real 
terms, however, high inflation eroded the entire nominal in­
crease. The 1990 real com price was 30 percent below that of 
1980. Unti11988, com producer prices were based on domes­
tic production costs. The 1985 bumper crop led to substantial 
increases in GMB costs for crop storage, in addition to the 
expense of purchasing such a large crop frml'l smallholder 
farmers. As a result, com prices were held constant in 1986 
and 1987 to reduce both output and stocks and also to diver­
sify production. In 1987, a combination of constant prices 
and drought reduced the com crop. 56 percent. However, in 
1988, prices were raised to stimulate output and increase 
stocks to offset the effects of the 1987 drought 

Wheat prices are controUed by the Government at all levels 
through the monopoly 00 marketing held by the GMB. The 
GMB incurs losses in most years because of the low margin 
between its buying and selling prices. These losses are cov­
ered by the Government. Since demand for wheat exceeds 
supply, the GMB ~'8lions wheat to the millers through a 
monthly allocation scheme. The nominal price of wheat in­
creased threefold between 1980 and 1990. However, in real 
terms, the wheat price declined 20 percent during this period. 

Cotton prices reflect the Government's price stabilization 
policies, protecting producers, especially those in communal 
areas, from world price variations. Zimbabwe's high-quality 
cotton {inds ready buyers on the world market. The Govern­
ment, however, restricts exports to supply the local industry 
with cotton at prices low enough to make its textiles competi­
tive in world markets. 

Msttetil1(j Policies 

Marketing boonIs play an important role in improving agri­
cultural output, but higher administrative costs and rising 
budget deficits accompany increases in activity. Since inde­
pendence. the Government has extended marketing services 
to small farmers in communal areas, almost doubling the 
number ofcollection depots in 10 years. This policy has sig­
nificantly increased the volume of marketed crops. Marlceted 
com grew from 46 percent of production in 1980 to 60 per­
cent in 1989. The entire output of wheat is marketed through 
the marketing boani because wheat, produced on commercial 
farms, is not consumed onfarm. The marketed share of sor­
ghum remains low. 

As marketing activities expanded during the 1980's, GMB 
deficits grew. The Board's deficits resulted from several fae­
tots of marketing operations. including commodity storage, 
handling and transportation, and administrative costs. 

Because of the growing burden of marketing board costs, the 
Government is planning to setmate the marketing board 
functioos into commercial services and development serv­

ices. The boards with commercial service responsibilities are 
expected to maximize their profits in the same degree as 
does the private sector. Those with development service 
functions may be subsidized, depending on their perfonn­
ance. The bulk of the GMB activities fall into the develop­
ment services category. The Government is planning to 
balance private and public sector marketing activities. The 
Government is expected to continue its role in managing 
food security stocks, while the private sector will assume 
more responsibility for local trade. Formal and informal pri­
vate marketing is currently constrained by government regu­
lations. Private marketing activities are also hampered by the 
limited transportation system in rural areas and by credit 
shortages. 

An alternative, and possibly complementary, system would 
be the expansion ofcooperatives. Cooperatives already pro­
vide a wide range of services, including input supply and 
commodity marlceting. The number of cooperatives has rap­
idly increased, currently serving about 40 percent ofsmall­
holder farmers. Although cooperatives seem efficient, they 
suffer from limited resources and inadequate management 

Input Poli':ies 

Most fertilizer and seeds are distributed by farm cooperatives 
and farmers. Improved input use, particularly fertilizer, ex­
panded little during the 1980's. As the number ofl8rge-scale 
commercial farms declined, their use of inputs decreased. 

Ft ,;"illizer use declined during 1982-84 and again in 1986. 
Since then, growth rates have been slow, and fertilizer use 
has not reached the 1985 level. About half of the fertilizer is 
imported. Commercial farmers use 70-75 percent of fertil­
izer, which is concenb'ated on a few crops, 39 percent on 
com, 13 peI'Ce.'lt on wheat, and 10 percent on tobacco. The 
skewed distribution of use reflects differences in land qual­
ity, agroecological potential, drought risk, credit availability, 
and fertilizer aceessibility. 

The domestic fertilizer industry, consisting of two production 
and two retail companies, uses some imported inputs. Fertil­
izer is mostly distributed by fanners' cooperatives. The Gov­
ernment regulates the distribution system, which suffers 
from a weak transport infrastructure. Rural areas have no fer­
tilizer storage, and companies halt production when their 
storage facilities are full. The lack of storage in rural areas 
and the weak transport system increase distribution costs, es­
pecially in communal areas where farmers use small quanti­
ties. Fertilizer prices are controlled at the retail level and 
adjusted periodically by the Government. The price rise of 
fertilizer in 1985 outpaced the com price increase and re­
mained high for the rest of the decade. 

Compared with other developing countries, particularly 
those in the region, Zimbabwe shows an impressive record in 
adoption of new technology. The success is, however, limited 
to com and cotton. Com producers have benefited from the 
use of hybrid seed, adopted by close to 100 percent of the 
farmers, an increase from the 29 percent used by communal 
farmers in 1979. The average com yields in communal areas 
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have doubled since independence, and gains are reccrded 
even during drought years~ Because ofdelayed research. 
new varieties ofmillet and white sorghum have only recently 
become available. As a result, the adoptioo nue for improved 
varieties of these grains, which are mainly produced by 
smallholders, has been slow. Improved varielies ofwhite sor­
ghum have increaed yields up to 70 percent. while new mil­
let varieties have increased yields 2S pertenL An improved 
lDIUtetil!lg system and improved credit availability for pri­
vate seed cIisuibu~ are needed to further effiarge the ad0p­
tion rates of the improVed varieties. ' 

eon..".,.Fo/lc_ 

The Government also sets consumer prices for major food 
items. In the years following independence. the Government 
mainl8ined acheap food policy, with the retml price ofcom 
meal set below the producer and wholesale prices. As budget 
deficits increased, the price ofmeal was allowed to rise 
much fasrer than the producer or wholesale prices. The Gov­
emment bas also controlled the rising demand for wheat by 
rationing supplies to the mUiers. 

Estimation of Policy Intervention 
 
In Agriculture 
 

Producer and conswner subsidy equivalents (PSE's and 
CSE's) were cak:ulated to estimate the magnitude of measur­
able policies during 1982-89. Positive PSE's (CSE's) imfi­
cate that the Govemment is subsidizing producers 
(consumers), while negative PSE's (CSE's) indicate a tax. 
lite commodities included for evaluation are representative 
of the role of government intervention in Zimbabwe's agri­
cultural sector. Tobacco, the most valuable crop, is not in­
cluded because little government regulation appearS in this 

sector. The crop is sold at auction for:fme market pic:es. 
Quality differences by type of~make c:omparisom of 
intanalional prices difficult. The Govanmentintervenes 
heavily in die marketing ofl.Mher c:ropslhroup the AMA and . 
the various madteting boards. Com(II\aim) is the JIU\jot food 
aop in ZUnbsbwe, supplying 8bou14S peI\Xftt of the cal0­
ries in 1he diet. ~ c:mt is exported. especially to neigh-­
boring countries. in yeaa:s foUOwing good hInests. Wheat 
consumption is becoriling more imponant. 'Ibe Government 
has eooouraged increased wheatcultivadon, but suilable lind 
is limited, since wheat is 'JIOWb UJida'iJriaation during Ihe 
dry se8sOO. Output varies, depending on water accumuJalion 
during the previous rainy season. Wheat'impol1S average 
about aquarter ofoonsurnplioo. Sorghum wu included IS a 
nontraded item. CoIuln, die second most valuable c:ash crop, 
is analyzed because of the SII'OO8 govmunent role in its ~ 
motion. Cotron is increasingly grown by conureunal :!illIJleI'S 
and supports an expanding textile1ndusll'y. 

The three principal policiesatrecting the selected commodi': 
ties dUring the period ofthis study were produca- prices (set 
by the Govemment), marketing costs (carried by the ID8Jket­
ing boards), and exchange rates, which were not agricultw:e 
specifIC but affected ttade. Several JJO:nicies are not included 
in this study, such as publicly funded extension. resean:h, 
and investment. The effect ofa credit policy isalso difficult 
to measure. Credit is conttolled and allocated, but the Gov­
ernment has no direct subsidy policy for intelest rates. 

Results for Pmducers 

Overall producer tax rates varied widely but showed a declin­
ing trend from80 percent in 1982~84 to 9 percent in 1987-88 
(table 1). Exchange late policy was the dominant funn of 
government inbnentioo in the agricultural sector. Devalu­
ation of the Zimbabwean doUar greatly i'OOucedthe differ­
ences between producer and border prices during the 1980's. 

Table 1-Zlmbabwe: Sunlmary of producer subsidy equivalents 

IteM Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Polfcy transfers by
policy:

Price subsidy Mil. ZS 33 -112 -214 -27 175 11 62 17 
Foreign exchange Mil. ZS -175 -141 -103 -21 -46 -62 ' -116 -11 

Policy transfers by
COllliod1ty:

Wheat Mil. ZS -11 -II!, -6 4 -5 14 1 3 
Corn M11. ZS -84 -16l -186 -9 119 -18 57 69 
$orghu. Mfl. ZS -5 -8 -6 -4 2 1 -2 -3 
Cotton Ml1. ZS -42 -72 -120 -39 14 -49 -110 -62 

PSE by co&.od1ty;
Wheat Percent -27 -38 -24 7 -6 20 1 3 
Corn Percent -39 -154 -98 -2 26 -9 13 17 
SorghUIll Percent -64 -130 -78 -16 7 14 -5 -19 
Cotton Percent -!'4 -86 -85 -20 8 -27 -42 -26 

Total policy transfers Mfl. ZS -142 -253 -318 -47 129 -51 -54 7 
Value to producers M11. ZS 340 223 352 806 735 456 823 782 
Total co••odfty PSE Percent -42 -113 -88 -6 18 -11 -7 1 

ZS - Zf.babwean dollar. 
PSE - Producer subsidy equivalent. 
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"..,,,.by Commodity 

Com was die dominant commodity among the four analyzed 
in dlis study, 8CCOWIIing for aver half the value to producers 
in most years. 'lUalion declined from an avaage of97 pet­
cent of the poducer valli': e!VIy in the period to become III 
subsidy of 15 percent at the end (fll. i) (table 2). Despite the 
government policy ofsupporting communal producers with 
high prices, the overvalued exchange rate resulted in IaXa­
lion. This policy led to bunIensome stocks after the ~ 
1985 harvest, which caused the GMB to hold oomiMl prices 
coostant for 3 years. Price increases began agam in 1988 af­
ter stocks were drawn down to more normallcvels. 

Wheat poducerpioes wae closely aligned with warId pi~ 
through 1986. Even though poducetpices were high in Zim­
babwe,lhe transpOrtadoo costs of importing wheat brought 
border prices close to the domesaic price. A sharp increue in 
the producer price and in the marketing board operaling cost 
gave significant subsidies to producers in 1987. Higher world 
prices reduced Ihese subsidies in 1988 and 1989. Theoverval­
oed Zimbabwean dollar taxed producers in all years, thus off­
setting some of the subsidy. Ovaall,Ihe eft'ect of government 
intervention on wheat producers shifted from taxes in the 
early 1980's to small subsidies at the end of the period. 

Zimbabwe's c:ouon producers were taxed moot years be­
tween 1982 and 1989. However, on average, the late of taxa­
lion declined during the decade. The variation in the 

f9n1 
Zimbabwe: Com producer .ubskly equivalent 

Percent 
1~p-----------------------------, 

100 

50 

o 

-~ 

-100 

-150 

·250 '--------------­
1982 83 84 85 86 87 88 89 

Price Foreign Total 
exchange 

diftlction of the subsidy reflected the Government's price sta­
bilizalioo role. The policy was meant 10 give consistent price 
signals to producers despite fluctuations in intt.mational 
prices. The failUle to increase the poducer price to export 
parity was due in part to the policy ofsubsidizing the domes~ 
tic textile industry. 

R..It. by PoIlt:y 

Devaluatioo W8li the most important factor in lowering pr0­
ducer taxes. Producer prices are still set by the Government 
through the marketmg boards and reflect price atabilizalion 
policies. Producer prices for most crops have increased at 
less than abe rate of inflation. Losses by the boards due to ex­
panding serv.....es in communal areas have foreed managers to 
hold the line 00 prices to c<xltrol costs. 

Domestic price controls and foreign exchange policies have 
the ~ effect 00 poducers. The government role in in­
put supply is negligible. Credit rationing policies could not 
be quantified for this study. In the emy 1980's, fcxeign ex­
change policies were more important than domestic controls, 
but this importance diminished following major devaluations 
of the Zimbabwean dollar in the mid-1980's. 

By the end of the 1980's, producer taxes had changed to sub­
sidies because of price policies. These policies had aheir 
greatest effect on com and cotton producers. Most of the vari­
ation in transfers, however, can be attributed ~ production in­
stability. Rainfed crops. such as com and COUOO, are highly 
susceptible to drought, a common occurrence in Zimbabwe. 

Results for Consumers 

Conswner subsidies were markedly reduced as the Govern­
ment moved to bring prices in line with costs. The average 
consumer subsidy mte fell from 73 percent in the fllSt 3 
years to 11 percent in the last 3 years of the period of this 
study (table 3). Most of the adjustment resulted from the de­
valuation of the Zimbabwean dollar. 

On a per unit basis, subsidies declined for the food crops, but 
f9l' oottoo, the subsidies remained and averaged 76 pm:ent 
ofconsumer cost (table 4)" Com had the highest average sub­
sidy of the food crops, at 46 percent, followed by sorghwn at 
42 pm:ent and wheat at only 2S percent Sorghum is used in 
the processing industry IlJld is not direcdy subsidized at the 
retai1level. The Government liberalized the market for red 
SOIIhum (used for brewing) in 1990. However, the price for 
white sorghwn, which is mixed wilh wheal and conswned by 
abe lower income groups, is administered. by the Government 

The results indicate that the effect of reduced consumer sub­
sidies will be stronger among the urban polX' than among ru­
ral consumers because most marketed grains are sold in 
urban~. It is estimated that in a nonnal year about 10-15 
percent of marketed com is sold in the rural areas. In drought 
years, however, market dependency can increase by 50 per­
cent The Government is evaluating different policy options, 
such as targeted consumer subsidies. to reduce the short-term 
effect ofprice policy adjustments. In the long run, the cbal­
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lenge is to improve the productivity of the smail fanns and to 
provide employment opportunities that will increase the pur­
chasing power of the poor. 

"..,bby Commodity 

Consmner subsidies were the mainsray ofgovernment policy 
in the yean following independence. However, by the middle 
of the decade, rising budget deficits fDlted a reduction in 
these supports (fIg. 2). The most imporlant commodity is 
am.1he staple food. Sma, the Governmentc:ootrols. through 
the GMB, both the buying and the selling price of com. the 
board incurs losses as it implements government policies. In­
creases in the wOOlesale price ofcom tiequatdy lag behind 

the increases in producerpic:es. Also, millers arenotaDoWed 10 
irnrrlediIlely pass the wholesale price rises on to c:oosumers. 

Wheat imports supply about one-fourth ofconsumption. Zim­
babwe imports almost all of its wheat Oil concessional teIms. 
To save foreign exchange, dle Government negotiates bar­
ter arrangements with donor countries to exchange white 
com fex' wheat. The com is then used in food aid in neighbor­
ing countries. The Government has sharply lCduced wheat 
subsidies since 1982. Because of the limited area suitable 
for wheat poduction and the high production costs, Zim­
babwe cannot continue to expand output of wheat. COIl­
sumer wheat prices have been allowed to rise to dampen 
demand and to slow the growth in importS. Widl smaller 

Table 2-Zlmbabwe: Producer subsidy equivalents by commodHy 

Ite. Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of production 
Producer price 
Value to producers 
Policy transfers to 
producers--

Price subsidy 
Foreign exchange

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1.000 tons 
ZS/ton
Mil. ZS 

M11. ZS 
Ml1. ZS 
Mil. ZS 
Percent 
IS/ton
USS/ton 

213 
190 
40 

7 
-18 
-11 
-27 
-51 
-67 

124 
220 

21 

0 
-11 
-10 
-38 
-84 
-83 

99 
250 

25 

-2 
-4 
-6 

-24 
-60 
-49 

206 
285 
59 

5 
-1 
4 
7 

19 
12 

248 
300 
74 

0 
-4 
-5 
-6 

-19 
-12 

215 
330 

71 

21 
-7 
14 
20 
67 
40 

257 
365 
94 

13 
-12 

1 
1 
I; 
2 

284 
<400 
114 

5 
-1 
3 
3 

11 
5 

Corn: 
Level of production
Producer price 
Value to producers 
Policy transfers to 
producers--

Pr1ce subsidy
Foreign exchange

Total policy transfers 
PSE (per unit value) 
PSE (per unit quantity) 

1.000 tons 
ZS/'.ton
Mil. ZS 

Mil. ZS 
Mil. IS 
Mfl. ZS 
Percent 
ZS/ton
USS/ton 

1.786 
120 
214 

20 
-105 

-84 
-39 
-47 
-62 

884 
120 
106 

-88 
-74 

-163 
-154 
-184 
-182 

1.348 
140 
189 

-131 
-55 

-186 
-98 

-138 
-111 

2.960 
180 
533 

5 
-13 
-9 
-2 
-3 
-2 

2.546 
180 
458 

146 
-27 
119 

26 
47 
28 

1.093 
180 
197 

7 
-25 
-18 
-9 

-16 
-10 

2.229 
195 
435 

111 
-54 
57 
13 
25 
14 

1.931 
215 
415 

74 
-5 
69 
17 
36 
17 

Sorghu.:
Level of production 
Producer price 
Value to producers
Policy transfers to 
producers--

Price subsidy 
Foreign exchinge 

Total policy transfers 
PSE (per unft value) 
PSE (per unft quantfty) 

1.000 tons 
ZS/ton
Mil. ZS 

Mil. ZS 
M11. ZS 
Mil. ZS 
Percent 
U/ton
USS/ton 

67 
115 

S 

0 
-4 
-5 

-64 
-73 
-96 

52 
120 

6 

-4 
-4 
-8 

-130 
-155 
-154 

56 
140 

8 

-4 
-2 
-6 

-78 
-110 
-88 

133 
180 

24 

-3 
-1 
-4 

-16 
-29 
-18 

131 
180 
24 

3 
-2 
2 
7 

12 
7 

53 
180 
10 

2 
-1 
1 

14 
25 
15 

176 
195 

34 

4 
-5 
-2 
-5 

-10 
-6 

81 
215 
17 

-3 
0 

-3 
-19 
-40 
-19 

Cotton lint: 
Level of productfon 
Producer price 
Value to producers
Policy trftnsfer~ to 
producers--

Price subsfdy 
Foreign exchange

Total policy transfers 
PSE (per unft value) 
PSE (per unit quantity) 

1.000 tons 
ZS/ton
M11. ZS 

Mfl. ZS 
Mf 1. ZS 
Mfl. ZS 
Percent 
ZS/ton
USS/ton 

56 
1.390 

78 

6 
-48 
-42 
-54 

-753 
-991 

60 
1.390 

83 

-20 
-51 
-72 
-86 

-1.194 
-1.183 

92 
1.543 

141 

-78 
-42 

-120 
-85 

-1.313 
-1.059 

105 
1.821 

190 

-33 
-5 

-39 
-20 

-372 
-231 

89 
2.007 

179 

26 
-13 
14 
8 

155 
93 

87 
2.057 

179 

-20 
-29 
-49 
-27 

-564 
-340 

117 
2.224 

261 

-65 
-45 

-110 
-42 

-935 
-520 

94 
2.502 

236 

-56 
-4 

-62 
-26 

-660 
-313 

ZS - Zi.blbwean dollar. 
PSE - Producer subsidy equivalent. 
USS - U.S. dollar. 
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Table 3-Zlmbabwe: Summary of consumer subsidy equlDlent! 

IteM 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

Policy transfers by
policy:

Price subsidy M11. IS 13 152 169 67 -22 32 8 26 
Foreign exchange M11. ZS 121 158 77 11 26 59 75 8 

Policy transfers by
cOllllllodi ty:

Wheat 	 Ml1. Z$ 24 22 12 -3 10 -6 14 16 
Corn 	 M11. ZS 89 260 196 61 -18 62 10 -44 
Sorghum 	 M11. ZS a 11 6 4 2 0 5 1 
Cotton 	 Mil. l$ 13 16 32 16 10 34 53 61 

CSE by comlllodity:
Wheat 	 Percent 60 41 19 -4 11 -6 11 9 
Corn 	 Percent 44 113 82 16 -5 17 2 -9 
Sorghum 	 Percent 98 121 75 21 10 1 11 1 
Cotton 	 Percent 93 110 88 40 22 71 106 81 

Total policy transfers Mil. ZS 133 309 246 78 3 91 82 34 
Cost to consumers Ml1. l$ 262 308 346 511 492 546 672 762 
Total commodity CSE Percent 51 100 71 15 1 17 12 4 

ZS - Zimbabwean dollar. 
CSE - Consumer subsidy equivalent. 

com surpluses likely in the future,Zimbabwecannot rely on textile production. The pdce ofcotton lint to the mills was 
triangular transactions to finance its wheat imports. held constant from 1984 to 1988, causing the Board to lose 

Z$22 million on domestic sales in 1988 (Z$ = Zimbabwean 
The CMB has provided large subsidies to textile manufactur­ dollar). Beginning in 1989, the domestic price ofcotton was 
ers to support the government policy of promoting domestic allowed to rise and reached the export parity price by 1992. 

Domestic use of lint is about 30,000 tons a year. 

figure 2 
Results by PolicyZimbabwe: Com consumer subsidy equivalent 
The major fonn ofgovernment intervention in Zimbabwe is 

Percent through the exchange rate policy. The overvalued currency sub­
sidized consumers throughout the 1980's. Devaluations at the1~~--------------------'----------~ end of the decade brought the Zimbabwean dollar closer to the 
equilibrium mte and reduced consumer subsidies for all com­

100 	 modities. Consumer prices were also subsidiud in every 
year except 1986. Again, the goal of the intervention was sta­
bilizing consumer prices. Thus, the actual subsidy rose when 

80 	 world prices were high and declined when world prices feU. 

60 Conclusions 

Zimbabwe's highly regulated marketing network is the leg­40 
acy of the colonial era and, in pan, reflects needs that arose 
during the sanctions period. This system was retained by the 
postiodependence Government for ideological reasons and~ 
because it proved to be an expedient system for extending 
marketing services to rural constituents. The desire to cori'ecl 

o 	 past inequities in the provision of services led to the expan­
sion in the marketing infrastructure and in the range ofcrops 
that were conttolled. While the expansion of the marketing 
system has been successful in bringing small-holders into the -~~-----------------------------~ 1982 as 84 85 86 87 88 89 	 fannal marketing system, it has not ensured that rural food­
defIcit households have adequate access to food. 

Prioa Foreign Total-exchange 
Agricultural pricing in Zimbabwe is higbly interventionist,- with the producer and consumer prices for most major.-oo­
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ucts being administratively determined. At the. heart of)Dee sures food aVliJability and mUimizes aariculturalpotiBial 
policies is the cenllal role played by the price or ~an, impor- while reducing the costs ofoperaIing the system. Relaxing 
tant because of its share in consumer expenditure patternS costly and counteJproductive government inlaVention in 
and because of lite high poportion of land and other Ie- crop marketing and identifying appIoprialc roles for the pub-
SOUIteS dedicated to com production. lie and )Dvare aectOrs are critical 10 improving ihe system. 

The financi~i cost ofoperating an expanded llUli'keting sys­
tem hu J,rtoved 10 be quite high. The portion of Ihc 1Il8I'ket- References
iog board deficits Ihal is direcdy relaled 10 expmsion of the 
madceting network is difficult to identify precisely, but that 1. Intcmar'lona1 Currency Analysis. World CIII7tIlCY Ytar­the expansion of the system has contributed significandy to 

boolc. B,rookIyn, NY. Various years.rising costs has now become clear. 

2. InIanaIionaI Fund for Agricu1tural Dcve1opnent. p",.The critical issue facing policymakers is bow 10 design and 
postdLotm to 1M Republic ojZimbabwejor the Agri­implement a modified agricultural marlceting system ~'Ial en-

Table 4-Zlmbabwe: Consumer subsidy GqUIvaIentI by commodity 

Ity Unft 1982 1983 1984 1985 1986 1987 1988 1989 

Wheat: 
Level of consu.ptfon 1.000 tons 234 227 220 242 251 271 288 343
WholeSile prfce ZS/ton 169 239 285 324 358 378 426 480
Cost to consu.ers M11. ZS 40 54 63 78 90 102 122 165
Pol fey transfers to 
consu.ers·-

Price subsfdy M11. IS 4 2 3 -5 5 -14 1 14
Fore1gn exchange Mfl. ZS 20 20 9 2 5 ,~ 13 2

Total policy transfers Mfl. IS 24 22 12 -3 10 -& 14 16
CSE (per unft value) , Percent 60 41 19 -4 11 -6 11 9
CSE (per un1t quant1ty) IS/ton 101 97 54 -14 38 -21 49 46

USS/ton 133 97 44 -9 23 -13 27 22 

Corn: 
Level of consu.ptfon 1,000 tons 1.46G 1.461 1.355 1.688 1.526 1.656 1.840 1.706
WholeSile prfce ZS/ton 137 157 177 222 222 222 245 285
Cost to consu.ers "11. ZS 200 230 240 375 339 368 451 486
Polfcy transfers to 
consu.ers·-

Prfce subsfdy Mf 1. ZS 3 137 141 53 -J4 24 -35 -48
Forefgn exchange Ml1. ZS 86 124 55 7 16 38 44 4

Total polfcy transfers Mfl. ZS 89 260 196 61 -18 62 10 -44
CSE (per unft value) Percent 44 113 82 16 -5 17 2 -9
CSE (per unft quantfty) ZS/ton 61 177 145 36 -12 38 5 -26

USS/ton 80 176 117 22 -7 23 3 -12 
Sorghu.:

Level of consu.ptfon 1.000 tons 71 66 49 75 83 118 170 98
"holesale price IS/ton 110 139 165 239 239 239 282 3&0
Cost to conSUBers Mfl. 1$ 8 9 8 18 20 28 48 35
Policy transfers to 
conSUMers--

Prfce subsfdy M11. 1$ 3 6 4 3 1 -2 0 0
Forefgn exchange Mfl. IS 5 5 2 0 1 2 5' 0

Total polfcy transfers Ml1. ZS 8 11 (; 4 2 0 5 1
CSE (per unft value) Percent 98 121 75 21 10 1 11 1
CSE (per unft quantfty) lS/ton 108 168 123 50 25 2 30 5

USS/ton 142 167 99 31 15 1 17 2 

Cotton lint: 
Level of consu.ptfon 1.000 tons 12 11 22 24 27 29 31 40
Wholesale prfce ZS/ton 1.180 1.310 1.596 1.668 1.647 1.639 1.639 1.884
Cost to conSUMers Mil. ZS 14 14 36 40 44 48 50 76
Polfcy transfers to 
consu.ers-· 

Prfce subsfdy M11. 1$ 3 6 21 15 6 24 42 .60
Forefgn exchange M11. 1$ 10 9 10 1 4 10 12 2

Total po11cy transfers Mfl. IS 13 16 32 16 10 34 53 61
CSE (per unft vllue) Percent 93 110 88 40 22 71 10~ 81
CSE (per unft quantity) IS/ton 1.093 1.437 1.405 671 370 1.169 1.733 1.518

USSlton 1.439 1.423 1.133 417 222 704 9G3 120 

ZS - ZfMbabwean dollar. 

130 



cwt",al Credit aNi Export PromotitNI. Rome. Oct. 30. The Kie! Institute ofWorld Economics. Working Paper 
1989. 'tJ~). 419. Kiel, Germany, May 1990. 

21. 	 WCX'ld Bank. Unpublished material. Washington, DC,3. 	 International Monetary Fund. "IndiclJlors 0/Real Ef­
fective E%Clumge RlJle.,." Unpublished manuscript. 
Washington, DC, various issues. 

4. 	 .lnterllQlionaiFinancial Statistics. 
Washington, DC, various issues. 

S. 	 ' Unpublished rnateriaI. Washii~glOt'..t. 
DC, various years. 

6. 	 Nieuwoudt, W. L., and J. van Zyl. Maize MQ1'uliltg iIt 
tM FUIIITe. Unpublished manuscript. Pietennaritzlug. 
Republic ofSouth Africa. 1991. 

7. 	 Republic of Zimbabwe. Report o/'M Col'MIissioll 0/

Inql4iry illlo the Agricult",alltulustry. 1962. 
 

8. 	 , Agricultural Marketing Authority. 
Economic Review o/tIJe AgricultlU'allndllstry ofZim­
babwe. Various years. 

9. 	 , Grain Marketing Board. ()pcDting 
 
costs. Unpublished computer data. 1990. 
 

10. 	 • Office ofStatistics. StlJlistical Yearbook 0/ 
Zintbabwe. 1987. 

11. 	 Shapourl, ShahIa, and Margaret Missiaen. ZimbaIJwe: 
Policy Profile. Unpublished. U.S. Dept. A'll., Econ. 
Res. Serv., May 1991. 

12. 	 United Nations. Food and Agriculture Organization. 
Food Olllioolc. Rome, various issues. 

The reference (intem!ltional) price for wheat was based on 
die U.S. gulf ports price. Ocean freight rate for wheat to East 
African ports was added to bring the commodity to South Af­
rican parts (1). The cost of land transportation was calculated 
as the difference between the price at South Africa's pm and 
the price of wheat delivered to Zimbabwe (18). The average 
price adjusted by the Consumer Price Index (CPI) was used 
to estimate years for which data were missing. 

For com, the world price as quoted't>y the South African 
Maize Board was used (1(J). This price takes into account the 
price differential for white com, which is exported by South 
Africa and Zimbabwe. Maize Board "costs to ship" were 
used to bring the price to Zimbabwe's border (11). 

13. 	 U.S. Agency fCX' International Development Zim­The international price for U.S. No.2 yellow sorghwn was 
babwe: Agricult",al Sector Assistance. USAID, Sept. 
1982. 

14. 	 •Zimbabwe: Country Developmellt Strategy 
StlJlement. USAID, Feb. 1981. 

15. 	 U.S. Depedment ofAgriculture, Economic Research Sav­
ice. "African DaIabase." Unpublished comPUfa'daIa. 

16. 	 ,Foreign Agricultural Service. South Africa: 
Grailt and Feed Reports. Various years. 

adjusted, it does not float freely, and the Government main­17. 	 ,Foreign Agricultural Service. Zimbabwe: Ag­
ricult",al Situatioll Reports. Various years. 

18. 	 , Foreign Agricultural Service. Zimbabwe: 
COttoll Reports. Various years 

19. 	 ,Foreign Agricultural ServiCe. Zimbabwe: 
Grain and Feed Reports. Various years. 

20. 	 Wiebelt, Manfred. Some Preliminary Findings 011 

the Sectoralillcidence 0/Protection ill Zimbabwe. 

various years. 

Appendix: Methodology 

PrIcing Policy 

Fat PSE's, domestic producer prices, including marketing 
board operaIing costs, were compared with international 
prices, including uansportation costs, fCX' wheat, com, 
aoqIIum, and cotton lint (1.9). For eSE's, the wholesale 
sale price was compared with the international price. Refez­
ence prices in U.S. dollars were converted to local currency 
at the official e:tchange rate. Overland freight rates were 
reported in 7Jmbabwean dollars or South African rand. 
Rand were convened to Zimbabwean dollars at the official 
rate. 

observed at gulf pons (4). The ocean and land transportation 
costs for wheat were applied to sorghum. 

Producer prices for seed cotton were converted to lint by cal­
culating the amount of seed cotton required to produce a too 
of lint, based on the ginning rates. The border price was 
based on export unit values (18). 

Exchange Rate Policy 

The Government's exchange rate policy has been heavily 
criliciz.ed. Although the Zimbabwean dollar is periodically 

tains OOBDirol over the adjustment rate. In this study, the om­
ciall'8le was wJjusted by the index ofreal effective exchange 
rate to measure the exchange rate distortion factor (3). The 
adjusted exchange rate is the official rate in 1990, assuming 
the 1990 rate is undistorted, divided by the index of the real 
effective exchange rate. The difference between the adjusted 
and the official rate represents the distortion due to the ex­
change rate policy. This difference was multiplied by the vol­
ume ofproduction (or consumption) and by dIe product price 
to determine c,):-;;hange rate transfers. 
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Appendix table 1-Wheat: calculation of Zimbabwe'. producer and consumer sublldy equivalents 

Itelll Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production 
C. Producer price 
D. Producer value (B*C)/1.000 

1.000 ha. 
1.000 tons 
ZS/ton
Mil. Z$ 

37 
213 
190 
40 

23 
124 
220 

27 

20 
99 

250 
25 

42 
206 
285 

59 

46 
248 
300 

74 

37 
215 
330 

71 

47 
257 
365 
94 

50 
284 
400 
114 

E. Policy transfers to producers:
1. Pri ce wedge-­

a. Producer price including GMB 
operatin{/ costs 

b. Border price. South African port 
c. Border price. South African port 
d. Border price. Zimbabwe 
e. Price support (la-1d)*B/l.000 

ZS/ton 

USS/ton
ZS/ton
ZS/ton
Mil. ZS 

219 

186 
141 
184 

7 

253 

no 
192 
249 

0 

279 

187 
232 
297 
-2 

329 

174 
280 
303 

5 

377 

145 
242 
378 

0 

424 

139 
231 
326 

21 

478 

19a 
356 
429 
13 

537 

200 
422 
520 

5 

2. Exchange rite Idjulltlllent-­
•• Offi cill exchlnge rate 
b. Equilibrium exchlnge rate 
c. Border price. equilibrium exchange 

rate 

ZS/USS
U/USS
ZS/ton 

0.76 
1.22 

270 

1.01 
1.47 
336 

1.24 
1.47 

339 

1.61 
1.65 
310 

1.67 
1.79 
396 

1.66 
1.88 
357 

1.80 
2.03 

474 

2.11 
2.14 

526 

d. Exchange rate subsidy (ld-2c)*B/l.000 Mil. lS -18 -11 -4 -1 -4 -7 -12 -1 

F. Tot.l transfers to producers: 
1. Total (le+2d)
2. Producer subsidy equivalents (F1/D)*100 

Mil. Z$ 
Percent 

-11 
-27 

-10 
-38 

-6 
-24 

4 
7 

-5 
-6 

14 
20 

1 
1 

3 
3 

G. Conslllllption
H. Wholesale price
I. Conslllller cost (G*H)/1.000 

1.000 tons 
ZS/ton
Mil. ZS 

234 
169 
40 

227 
239 

54 

220 
285 
63 

242 
324 

78 

251 
358 

90 

271 
378 
102 

288 
426 
122 

343 
480 
165 

J. Poli cy transfers to consumers: 
1. Pri ce wedge-­

a. Border price. Zimbabwe ZS/ton
b. Wholesale price ZS/ton 
c. Price support (11-1b)*G/l.000 Mil. Z$ 

2. Exchange rate adjustment-­
a. Off~ cilll exchange rate ZS/US$
b. Equ1li brium exchange rate IS/US$ 
c. Border price. equilibrium exchange rate ZS/ton
d. Exchange rate subsidy (ld-2c)*B/l.000 Mil. Z$ 

184 
169 

4 

0.76 
1.22 

270 
20 

249 
23~ 

2 

1.01 
1.47 
336 

20 

297 
285 

3 

1.24 
1.47 
339 

9 

303 
324 

-5 

1.61 
1.65 
310 

2 

378 
358 

5 

1.67 
1. 79 
396 

5 

326 
378 
-14 

1.66 
1.88 
357 

8 

429 
426 

1 

1.80 
2.03 

474 
13 

520 
480 
14 

2.11 
2.14 

526 
2 

K. Tot.l transfers to consumers: 
1. Total (lc+2d)
2. Consumer subsidy equivalents (Kl/I)*100 

Mil. ZS 
Percent 

24 
60 

22 
41 

12 
19 

-3 
-4 

10 
11 

-6 
-6 

14 
11 

16 
9 

hi. - Hectare. 
Z$ - Zimabwean dollar. 
SHB - Grain marketing board. 
US$ - U.S. dollar. 
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Appendix table 2-COm: calculation of Zimbabwe's producer and consumer subsidy equivalents 

Item Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 
B. Production 
C. Producer price
D. Producer value (B*C)/1.000 

1.000 ha. 
1.000 tons 
ZS/ton
Mil. Z$ 

1.407 
1.786 

120 
214 

1.322 1.356 
884 1.348 
120 140 
106 189 

1.429 
2.960 

180 
533 

1.314 
2.546 

180 
458 

1.211 
1.093 

180 
197 

1.236 
2.229 

195 
435 

1.199 
1.931 

215 
415 

E. Pol1 cy transfers to producers:
1. Pri ce wedge-­

a. Producer price including 
operating costs 

b. Border price. South African port 
c. ~~upM~.~~hMM«n~~
d. Border price. ZiMbabwe 
e. Price support (11-1d)*B/1.000 

GMBH/ton 

U5S/ton
ZS/ton
Z$/ton
Ml1. Z$ 

151 

127 
97 

139 
20 

150 184 

180184 
186 223 
250 281 
-88 -131 

255 

121 
195 
254 

5 

257 

85 
141 
199 
146 

243 

104 
172 
237 

7 

276 

105 
189 
226 
111 

295 

96 
203 
257 
74 

2. Exchange rate adjustment--
I. Officill exchange rate 
b. Equilibrium exchange rate 
c. Border price. equilibrium exchange 

rate 

ZS/USS
ZS/USS
ZS/ton 

0.76 
1.22 

198 

1.01 
1.47 
334 

1.24 
1.47 

322 

1.61 
1.65 
258 

1.67 
1. 79 
210 

1. 66 
1.88 
260 

1.80 
2.03 

250 

2.11 
2.14 

259 

d. Exchange rate subs1dy (ld-2c)*B/1.000 M11. ZS -105 -74 -55 -13 -27 -25 -54 -5 

F. Tot.l transfers to producers: 
1. Total (le+2d)
2. Producer subs1dy equivalents (F1/D)*100 

Mil. Z$ 
Percent 

-84 
-39 

-163 
-154 

-186 
-98 

-9 
-2 

119 
26 

-18 
-9 

57 
13 

69 
17 

G. Consumption
H. Wholesale pr1ce
I. Cons~ner cost (G*H)/1.000 

1.000 tons 
Z$/ton
Ml1. Z$ 

1.460 
137 
200 

1.467 
157 
230 

1.355 
177 
240 

1.688 
222 
375 

1.526 
222 
339 

1.656 
222 
368 

1.840 
245 
451 

1.706 
285 
486 

J. Po 11 cy transfers to consumers: 
1. Price wedge-­

a. Border price. Zimbabwe 
b. Wholesale price 
c. Pr1ce support (la-1b)*G/1.000 

ZS/ton
ZS/ton
Ml1. Z$ 

139 
137 

3 

250 
157 
137 

281 
177 
141 

254 
222 

53 

199 
222 
-34 

237 
222 

24 

226 
245 
-35 

257 
285 
-48 

2. Exchange rate adjustment-­
a. Off1cial exchange rate 
b. Equ1l1br1um exchange rate 
c. Border price. equilibrium exchang! 

rate 

ZS/USS
ZS/USS
ZS/ton 

0.76 
1.22 

198 

1.01 
1.47 
334 

1.24 
1.47 

322 

1. 61 
1. 65 
258 

1.67 
1. 79 
210 

1. 66 
1.88 
260 

1.80 
2.03 

250 

2.11 
2.14 

259 

d. Exchange rate subsidy (ld-2c)*B/1.000 Ml1. Z$ 86 124 55 7 16 38 44 4 

K. Total transfers to consumers: 
1. Total (lc+2d)
2. Consumer subs1dy equ1valents (K1/I)*100 

Ml1. Z$ 
Percent 

89 
44 

260 
113 

196 
82 

61 
16 

-18 
-5 

62 
17 

10 
2 

-44 
-9 

ha. - Hectl rll. 
Z$ - Z1mbabwean dollar. 
GMB - Gra1n marketing board. 
USS - U.S. dollar. 
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Appendix table 3-Sorghum: calculation of Zimbabwe'. pl'Odl.lcer .nd consumer IUbaldy equivalents 

Itelll Unit 1982 1983 1984 1985 1986 1ge7 lIlS8 1989 

A. Area harvested 
B. Prooucti on 
C. Producer price. white 
D. Producer value (B*C)/l.OOO 

1.000 ha. 
1.000 tons 
Zs/ton
M11. IS 

208 
67 

115 
8 

288 
52 

120 
6 

166 
56 

140 
8 

226 
133 
180 

24 

172 
131 
180 

24 

180 
53 

180 
10 

220 
176 
195 
34 

148 
81 

215 
17 

E. Pol1 cy transfers to producers: 
1. Pri ce wedge-­

a. Producer price including
operating costs 

b. Border price. South Africln port 
c. Border price. South African port 
d. Border price. Zimbabwe 
e. Price support (la-ld)*B/l.OOO 

GM8ZS/ton 

USSlton 
Z$lton 
ZS/ton
M11. U 

145 152 

144 165 
109 167 
152 232 

0 -4 

178 

156 
194 
253 
-4 

261 

140 
225 
284 

-3 

276 

114 
191 
249 

3 

266 

94 
156 
220 

2 

302 

135 
244 
2S1 

4 

325 

146 
307 
361 
-3 

2. Exchange rate adjustment--
I. Official exchange rote 
b. Equ111brium exchange rate 
c. Border price. equilibrium exchange 

rate 
d. Exchange rate subsidy (ld-2c)*B/1.000 

za/us.
ZS/USS
Z$lton 

Mil. ZS 

0.76 
1.22 

218 

-4 

1.01 
l.47 
307 

-4 

1.24 
1.47 

288 

-2 

1.61 
1.65 
289 

-I 

1.67 
1.79 
2fi4 

-2 

1.66 
1.88 
241 

-1 

1.80 
2.03 

312 

-5 

2.11 
2.14 

365 

0 

F. Total transfers to producers: 
1. Total (le+2d)
2. Producer subs1dy equivalents (F1/D)*100 

Ml1. 1$ 
Percent 

-5 
-64 

-8 
-130 

-6 
-78 

-4 
-16 

2 
7 

1 
14 

-2 
-5 

-3 
-19 

G. Consumption
H. Wholesale price
1. Consumer cost (G*H)/l.000 

1.000 tons 
ZS/ton
Ml1. ZS 

71 
110 

8 

66 
139 

9 

49 
165 

8 

75 
239 

18 

83 
239 

20 

118 
239 

28 

170 
282 
48 

98 
360 
35 

J. Pol1cy transfers to consumers: 
1. Price wedge-­

a. Border pri ce. Zimbabwe 
b. \olhol esal e price 
c. Price support (la-1b)*G/1.OOO 

Z$lton 
Z$lton 
M11. ZS 

152 
110 

3 

232 
139 

6 

253 
165 

4 

284 
239 

3 

249 
239 

1 

220 
239 

-2 

281 
282 

0 

361 
360 

0 

2. Exchange rate adjustment-­
a. Official exchange rate 
b. Equilibrium exchange rate 
c. Border pr1 ce. equil1 brium exchange 

rate 
d. Exchange rate subsidy (ld-2c)*B/1.000 

ZS/USS 
ZS/US$
ZS/ton 

M11. U 

0.76 
1.22 

218 

5 

1.01 
1.47 
307 

5 

1.24 
1.47 

288 

2 

1.61 
1.65 
289 

0 

1.67 
1.79 
264 

1 

1.66 
1.88 
241 

2 

1.80 
2.03 

312 

5 

2.11 
2.14 

365 

0 

K. Total transfers to consumers: 
1. Total (lc+2d)
2. COhsumer subsidy equivalents (K111)*lOO 

Mil. ZS 
Percent 

8 
98 

11 
121 

6 
75 

4 
21 

2 
10 

0 
1 

5 
11 

1 
1 

ha. - Hecta re. 
Z$ - Zimbabwean dollar. 
SHB - Gra in market1 ng boa rd. 
USS - U.S. dollar. 
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Appendix tab!e 4-Cotton lint: calculation of Zimbabwe's producer and consumer subsidy equivalents 

I tell 	 Unit 1982 1983 1984 1985 1986 1987 1988 1989 

A. Area harvested 	 1.000 hi. 138 191 230 193 243 273 248 228 
B. Production 	 1.000 tons 56 60 92 105 89 87 117 94 
C. Producer price 11 	 ZS/ton 1.390 1.39fi 1.543 1.821 2.007 2.057 2.224 2.502 
D. Producer value (B*C)/1.0oo 	 Mil. IS 78 83 141 190 179 179 261 236 

E. Pol1 cy trusfers to producers:
1. Pr1 ce wedge-­

a. Producer price including GMBIS/ton 1.520 1.553 1.688 1.967 2.172 2.243 2.437 2.743 
operlti ng costs 

b. Border price. export unit value ZS/ton 1.415 1.890 2.537 2.287 1.877 2.477 2.990 3.361 
c. Price support (11-1b)*B/l.000 M11. IS 6 -20 -79 -33 26 -20 -65 -58 

2. Exchange rate Idjustraent--
I. Off1 c1l1 ellchlnge rite 	 ZS/USS 0.76 1.01 1.24 1.61 1.67 1.66 1.80 2.11 
b. Equ111br1ua exchange rate Zs/USS 1.22 1.47 1.47 1.65 1.79 1.88 2.03 2.14 
c. Percent overvllultion 	 Percent 61 45 18 2 7 13 13 1 
c. 	 Border pr1 ce. &qu111 br1ulI exchlnge ZS/ton 2.273 2.147 3.001 2.339 2.017 2.808 3.372 3.402 

rate 
d. Exchange rate subsidy (ld-2c)*B/l.000 M11. IS -48 -51 -42 -5 -13 -29 -45 -4 

F. Totll trlnsfers to producers: 
1. Totll (le+2d) 	 M11. IS -42 -72 -120 -39 14 -49 -110 -62 
2. Producer subsidy equivalents (Fl/D)*100 Percent -54 -B6 -85 -20 8 -27 -42 -26 

G. ConsLCllption 	 1.000 tons 12 11 22 24 27 2~ 31 40 
H. Whole5l1 e price 	 ZS/ton 1.180 1.310 1.596 1.668 1.647 1.63~ _.:39 1.884 
I. ConSUMer cost (G*H)/1.000 	 M11. IS 14 14 36 40 44 48 50 76 

J. Pol1 cy transfers to consumers: 
1. Pr1 ce wedge--

I. Border price. export unit value ZS/ton 1.415 1.890 2.537 2.287 1.877 2.477 2.990 3.361 
b. Wholesale price 	 ZS/ton 1.180 1.310 1.596 1.668 1.647 1.639 1.639 1.884 
c. Price support (1a-1b)*G/1.000 Mil. IS 3 6 21 15 6 24 42 60 

2 • Exchange rate adjustment-­
•• Off1c1el exchange rate 	 ZS/USS 0.76 1.01 1.24 1.61 1.67 1. 66 1.80 2.11
b. Equilibrium exchange rate ZS/USS 1.15 1.31 1.31 1.47 1.68 1.81 1.90 2.11 
c. 8ord~r price. equilibrium exchBnge IS/ton 2.273 2.747 3.001 2.339 2.017 2.808 3.372 3.402 

rate 
d. Exchange rate subsidy (ld-2c)*B/1.000 Mil. IS 10 9 10 1 4 10 12 2 

K. Total transfers to consumers: 
1. Total (lc+2d) 	 M11. Z$ 13 16 32 16 10 34 53 61
2. Consumer subsidy equivalents (Kl/I)*100 Percent 93 110 88 40 22 71 106 81 

hi. - Hectlre. 
U - Z1l!lblbwean dollaf. 
GMB - Grain marketing board. 
USS - U.S. dollar. 
11 	 Producer price of seed cotton multiplied by 2.78. 

135 



DATE: 

12-9-93 
 



Association for InfannaUen and I 1100 Wa mll,e .anagement 
Silver sYp~e AvMenue, Suite 1100 

ng, aryland20910 

301/587·8202 

Centimeter 
1 

Inches 

14 16111111.25 11111 . 11111 . 

MRNUFRCTURED TO RIIM STRNDRRDS 
 
BY RPPLIED IMRGE. INC. 
 


