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FOOD CONSUMPTION AND DISTRIBUTION: AN OVERVIEW*

B. Delworth Gardner** and Dyaa Abdou***

Introduction

Neariy everyone concedes that Egypt is faced with a serious food‘problem.
The Egyptian agricultural sector is unable to feed the increasing and more
affiuent population. In 1980, agriculturalvoutput waé estimated to be
increasing by about 2.0 percent annually, whereas the‘counﬁry's annual
pbpulaﬁidn'gréwth rate was estimated at about 2.3 pércent. 1f the difference
in these grbwth rates continues, Egypt must increase impofts each year just to
méintain,per capita consumption aﬁ the present level [3]. |

Indeed,‘Egypt's‘deéendence>on ohtside éupplieré to feed its people shows
a dramatic upward trend. kFor example, if présent trends continue, by
year 2000 the wheat gapkbetween conéumption and_domestic‘production will réach
about 7.0 million tons (from about 3.2 million tons in 1975), and the meat
deficit will be 13.0 times the 1975 level. The rice trade balance will change
from a surplus of about 151,000 tons in 1975 to a deficit.of about 1.0 million
tons. Vegetable oil and pulse imports will be alhost double the 1975 level.
- These levels of projected imports might be unattainable if Egypt does not héve
the production capacity to create the foreign exchange needéd. Also,

considering resource availability and the productivity of the agricultural

sector, as well as deVelOpments in factors affecting the demand for food,

*paper presented at Agriculturai Policy Workshop, sponsored by Agricultural
Development Systems, Cairo, September 18-19, 1982. The authors express
appreciation to Carole F. Nuckton for her expert editorial assistance.

**professor of Agricultural Economics, University of Califormia, Davis.

***Assdciate Professor of Agricultural Economics, Zagaiig University.




indications are that the‘situation is unlikely go be self-correéting unless
there are some radical changes in the policiés that price and allocate
agricultural products. |

Since 1960, heavy govérnmental inte;vention in nearly all aspects of the
Egyptian agricultural economy occurred, especially in pricing and distributing
basic foodstuffs [6, 7]. A ratiéning system for basic foéd staples was
originally introduced in 1945 to deal with price controls and shortages
growing th of World War II.. Since thén, several commodities and services
have been heévilyvsubsidized, creating a considérable burden on the government
budget. | |

Much of the structure of food subsidies, rationlng, and fixed producer
prices and mandatory production quotas has resulted from deliberate
governmental policy to redistribute income and wealth, éspecially in favor of
the low—incomé urban'pOpulatidn. There are powerful incentives, particularly
political incentives, to shape policy toward these kinds of'eduity goals.

When fhe distribuﬁion of income. and wealth gets oﬁt‘of reasonable balance
according to some equity critérion,'governmental intervention is brought to
bear to benefit disadvantaged groups. This is often countered by other
policies to bénefit still others now relatively.disadvantaged. The end result
is often massive intefference with market forces and the distortion of market
signals in the form of relative prices.’

Economic eff1c1ency is achieved when a country's resources are utilized
so that the net value of natlonal output is max1mlzed.~ This is roughly
équivalént to maximization of per capita income, probably the most important
component in the standard of living. Thus, ecénomically efficient use of

resources is also a tremendously important goal of natiomal policy,

particulérly for a developing country such as Egypt where per capita incomes




are relatively low. If an economy is predominantly market oriented, its
markets must transmit signals (prices) accurately if it is to be economically
efficienﬁ. That is, on the deﬁand side prices should represent consumef
marginal valuations of traded commodities. On the supply side, prices should
reflect relative marginél'opportunity costs. |

A major hypothesis growing out of work reported.in this paper is that the
policies to achieve equity referred to above (food subsidies, rationing, etc.)
are largel& incompatible with ecoqomic efficiency and may be causing

_‘sigﬁificant-welfare lossés to thé economy as a whole. This is not to say that

equity goals aré unimportant. But it should be known what the efficiency
costs are of‘achieving equity goalg. Only then can the decision makers judge
whether the equity goais are worth'the cost.

Several ADS activities‘have beén,cohéerned,with these and other
consumption issues. Many working papers have been produced and distributed.

We see our purpose at this meeting as reviewing the significant findings of

these papers in three principal areas: (1) income and price elasticities and

distfibution of the primary‘food commodities, (2)'fo§d‘subsidies and their -
impacts on distribution, and implications for efficient resburce allocation,
and (3) economic efficiency costs of pricefand allocation policy to the

- economy as a whole. We shall also attempt to point out knowledge gaps that

continue to exist.

Food Distribution and the Relevant Elasticities

The existing food distribution system that supplies consumers in Egypt is
cdmplex. 1t is primarily a combination of private grocers and government food

stores. - In theory, each neighborhood is to have one private grocer authorized




to handle rationed commodities. Each family is registered with this
designated grocer in the neigﬁborhood, receives‘a ration book, and buys the
rationed food from this store. Preéently, quantities are guéranteed (per
individual) at a subsidized price for suga%, cookiﬁg oil, tea; énd rice. The
private grocer has other nonrafioned items, which anyone can buy. Families
can also buy extra quantities from governmment food stores through the ration
book but at higher prices, and the quantity available depends upon supply.
Bread has a different distribution channel and is sold at private and
government bakeries in all'urban and in many fural areas.

Currently; the rationed items are distribﬁted as follows:

1. Sugar is rationed at 750 grams per person per month at L.E. 0.10/kg.

" (unbagged). Additional sugar quantities can be bought at government

and private food stores for L.E. 0.30 -0.35/kg. depending upon
quality.

Cooking oil is rationed at 450 grams per person monthly at

L.E. 0.10/kg. Additional limited quantities (per family) can be
bought at government stores at about L.E. 0.33/kg. Imported oils are
available in private stores at L.E. 1.55/1itre provided by private
importers.

Low-quality rice is rationed at 1 kg./person/month at L.E. 0.05/kg.

Additional quantities of generally better quality can be bought from
government food stores or private grocers at L.E. 0.14/kg. when it is

" available.

Tea is rationed at 80 grams/person/month at L.E. 0.055/40 grams.
Additional tea is sometimes available at government food stores, and
“prices depend upon quality.
Government food stores offer other less strictly rationed (semirationed)
food items such as wheat flour, beans, lentils, imported frozen meat, and

poultry. Prices of these items are also fixed at subsidized levels, but

quantities per family depend upon the supply available. Government food

stores also offer nonrationed items such as jams, cheese, canned fish, and

eggs, but prices are free to seek their equilibrium levels.




Wheat and wheat flour are probably the most heavily subsidized. Balady
(native) bread made of 93 percent extraction rate flour is sold at 0.5 P.T.
per 135 gram loaf, while shammy bread made of 72 pefcent extraction rate flour
is supposed to be sold at l.OlP.T. per 148 gram loaf. Flour is made available
to the bakeries at heavily subsidized prices, and bread quantities are
generally unlimited in urban areas. Extraction rates of this flour have
varied from one period to another according to governmental administrative

rules and decrees.

In sum, the existing distribution system covers three general types of

commodities. .The first is subsidized and rationed food commoditiés where-
quantities ﬁer individuai are guaranteed. The major.food commodi;iés unde}
this category are cooking oils; sugar, rice (especially in urban aréas), and
tea. The second is subsidized and semirationed (loosely rationed where
quantities per family are guaranteed except in times of supply'shortages).
Commodities under this category are beans, lentils, frozen beef, poulfry,
and flour. The third category is subsidized but not rationed, where
quantities bought are unrestricted. Bread is the major‘item under this
category.U Also, the government diétribution_system deals with ndnsubsidized
food commodities such.as some vegetables and fruits.

The data basé for most studies of congumption is tBe Family Budget
Sdrvéys taken in the 1950s, 1960s, and 1970s [4]. The paper by Ismail,
Gardner, and Abdou [9] attempts to provide answers to three questions:

(1) Does per capita consumption of a given commodity vary amohg indome classes
and between urban and rural areas? (2) ﬁid the per capita consumption of
various commodities chdnge.over the decade 1964-65 to 1974-75? (3) Is ﬁho
distribution of consumption related to the pricing and rationing ﬁolicies of

the government?




In the Family Budget Surveys [4], rural and urban families were sampled
in each governofate in each season. Urban families were sampled in both the
capital‘city and in other cities, roughly proportionai to the distribution of
population. In rural areas, 2 percent of the villages was selected at random‘
in every governorate, with the sample size in each village proporfionate‘to
the population. Consumption expenditures were repofted along with physical
amounts of‘various'coﬁmoditieé_in the consumption bundle.

In constant 1959-1960 Egyptian pounds, total per capita expenditures in
1964-65 were L.E. 42.54 in drban areas and L.E. 25.38 in rural areas. By
1974-75, these‘real expenditures had increased to L.E. 55.91 and L.E. 34.39,
respectively; a 31.4 percent increase for urﬁan areas and 35.5 percent for
rural areas. 1In 1964-65, rural per capita total expenditures were about
60 percent of those in urban areas; wheréas in 1974-75, they were nearly
62 pércent.

As a proportion of per capita total expenditures, per capité'food
expenditures were relatively larger for rural than for urban areas. In
1964-65, rﬁrai per capita expenditures for food were about 62 percent of total
expenditures; in urban areas, about 50 percent. In 1974-75, the corresponding
figures were almost identical. In_1964-65, food expendituresvin rural areas
wefe nearly 75 percent of those in urban areas; in 1974-75, just over
75 percent.

bReal per capita food exbenditures increased 32.5 percent in urban areas
and 34.4 percent in rural areas between 1964—65.and 1974-75. Thus,
expenditures for food increaséd at almost the same rate as the increase in
total expenditures (31.4 percent in urban areaé and 35.5 percent in rural).

Since expenditures are derived from both prices and quantities purchased,

it is imposcible to determine whether the higher expenditures in 1974-75 than




in 1964-65 resulted from greater quantities of food purchased, from higher

quality food commanding higher prices, or simply from increases in the

relative prices of food. More data are needed to search out the true

explanations.

The Relationship Between Per Capita Consumption and Expenditure Class

From the Family Budget Survey of 1974-75, ismail et al. [9] calculated
the per capita annual consumption in physical.terms fpr various commodities in
both urban and rural areas'(see Table 1). The Survey reported deteiled
consumption date for 16 total expenditure classes. Because of sampling
problems, however, there were inconsistencies and anomalies in the data, so
total expenditure classes were grouped into three broad classes: families
spending from 0 to 200 L.E. (low-income class); those spending from 200 to
800 L.E. (middle income class); and those spending over 800 L.E. (high income
class).

From the data in Teble 1, the.relative importance of various commodities
in the Egyptian diet can be established, for 5oth urban and rural areas.
Urban people consume much more ready-made purchased bread than do rural
people, who substitute wheat, wheat flour, corn, and sorghum. Rice is an
important”food in both areas. In the two upper expenditure classes, macaroni
is consumed in large quantities in rural areas. Beef, milk, poultry, fish,
eggs, white cheese, and margarine are relativeiy more important in urban than
in rural areas, whereas local cheese, vegetable oils, butter, and butter oiLé
are relatively more important in rural areas. Beans, lentils, sugar, tea, and
cof fee -appear to be approximately equally important in urbah and rural areas.

These data show per capita quantities of foodstuffs actually acquired by

consuming families in 1974-75. They do not indicate actual disposition.




Table 1. Per Capita Consumption of Basic Food Commodities
in Urban and:Rural Areas of Egypt 1n 1974-75a

URBAN AREAS | RURAL ARFAS
L.E. of Annual Expenditures ) | L.E. of Annual Expenditures
Food Item 0 < 200 200 < 800 Over 800 Total 0 < 200 200 < 800 Over 800 Total

Wheat 7.11 7.47 8.66 7.69 33.50 58.81 101.14 59.05
Wheat Flour 24.72 27.117 19.01 25.30 42.00 40.40 41.58 40.74
Bread 122.88 136.62 146.49 137.86 31.61" 16.04 21.34 18.77
Macaroni 1.46 1.40 1.42 1.41 2.52 11.47 39.94 12.79
Corn 5.01 5.72 6.07 5.75 35.14 46,34 51.11 45.17
Sorghum 5.50 1.61 1.35 1.78 18.26 10.70 6.46 11.40
‘Rice ' 20.22 24.05 29.63 24.90 20.27 26.81 39.93 27.07
Beans -nongranulated 1.79 2.06 3.01 2.23 2.07 2.69 5.57 2.86

granulated 2.46 2.08 1.96 2.08 1.40 1.51 . 2.38 1.56
Lentils-nongranulated 1.51 1.46 1.52 1.47 0.83 0.75 1.18 0.80
Beef -fresh 4,08 7.02 18.28 9.15 5.61 5.80 11.62 6.31

frozen 0.68 0.76 0.68 0.74 0.04 0.03 0.03 0.03
Poultry 0.85 Co2.30 7.27 3.24 1.44 2.64 6.28 2.80
Fish 3.88 5.37 - 8.92 6.01 3.13° 4.46 7.28 4.53
Eggs (number) 15.03 28.99 87.98 40.22 23.48 33.99 70.55 35.83
Milk : 6.00 15.61 33.27 18.67 - 2.78 8.42 21.71 8.83
White Cheese . 0.59 1.52 4,22 2.02 0.25 1.03 3.31 1.13
Local Cheese 4.16 3.00 2.28 2.92 6.16 6.23 7.89 6.34
Vegetable Oils 4,20 3.76 4.58 - 3.95 4.56 5.06 8.57 5.30
Margarine 3.96 4,03 4.30 _ 4.08 2.78 2.38 2.69 2.47
Butter : : 0.25 - 0.64 1.66 0.83 . 0.75 1.45 2.14 1.42
Butter Oil . 0.34 0.95 ' 3.04 1.34 . 0.86 ’ 1.74 3.17 175
Sugar’ 9.46 11.70 18.63 12.98 12.31 13.26 15.73 13.35
Tea 0.66 0.74 0.83 0.75 0.55 0.68 0.85 0.67
Coffee —unmilled 0.01 0.34 0.14 . 0.05 0.01 0.02 0.04 0.02

milled 0.07 0.94 : 0.35 - 0.15 0.02 0.05 0.13 0.05

arn kg. except eggs, which are given in number of eggs.

Source: Family Budget Survey in Egypt, 1974-75 [4].




Allegations are prevalent that the heavy subsidies, particularly for bread and
flour, have made these produéts so éheap that they are utilized in
"unintended"” uses, such as fbr livestock feed. In order to determine the
validity of these'allegatidns, a project of the ?rice Policy and Subsidy
Activity of ADS has surveyed households in Cairo and Zagazig, representing
urban areas, and‘neighboring rural areas as well, to determine acquisitions
and dispositions of commodities. These data are presently being analyzed.

In the Ismail et al. study [9], the following commoditieé were superior
goods1 in both urbén and rural areas: . wheat, corn, rice, nongranulated beans,
f;esh beef, poultry, fish, milk, white cheese, butter, butter oil, sugar, and
‘tea. Of these the animal products (fresh beéf, poultry, fisﬁ, miik, white
cheese [coﬁtains butterfat], butter, and butter 0il) are strongly superior,
i.e., as total expenditures rise, per capital consumptioﬁ rises sharply. The
plant foods (wheat, corn, rice, nongranulated beans; sugar, and tea) are onl;
weakly superior.

Sorghun is the only food that is inferior? in both urban and rural areas.

- Sorghum, granulated beans, granulated lentils, and local cheese are inferior

in urban areas, while only sorgﬁum,is inferior.in rural areas. Macaroni,
wheat flour, vegetable oils, and coffee are superior goqu in rural areas but
are neither clearly inferior or superior in urban areas. Bread and margarine
afe superior in .urban areas but are not in rural areas. Wheat fiour?
nongranulated lentils, and frozen beef cannot be unambiguously classified as

sdperior'(or inferior) in either area -since consumption did not increase

lper capita consumption increases with income class.

2per capita consumption decreases as income class rises.
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(or decrease) monotonically with increases (decieases) in income
categories. | |

In the Moustafa, Green, and Blaylock paper [12], data from the 1974-75
Family Budget Survey werebdivided into 16 expenditure classes and rather
thoroughly analyzed. Engelrfunctions for various wheat products were
eétimated'by utilizing several functional forms: linear, double logarithmic,
semi-logarithmic, and Box-Cox. Maximum likelihood estimates were made and
likelihood ratio tests were performed betwéen Box-Cox and each of the other
three functional forms. Box-Cox generally outperformed the others.

The principal results are that wheat is a superior good in both rural and

urban areas. Wheat flour, classed as ambiguous in [9], turns out to be

inferior in urban areas and superior in rural areas. This result was not
unexpected. The explanation seems to be that in rural areas as income rises
people substitute wheat flour for cheaper maize flour. 1In urban areas, as
income rises, péople buy rather than make their bread and so purchase less
wheat flour. Macaroni was superior in both areas,>but bread was inferior in
rural areas.‘ This finding is probably due to the fact that subsidized
ready-made bread was not available in all rural areas, so people make their
own bread. As incomes rise they purchase more bread-making flour ahd buy even
less ready-made bread.

Another study that estimated expenditure elasticities is de Janvry, Siam,
and Gad [5]. Their primary focus was to study the economic impacts of forced
delivéries of wheat and rice in the form of mandatory quotas on the |
‘distributioh of income. They classified rural households.into three income
groups: the poorest 44 percent (Class 1), the middle 53 percent (Class I1I),

and the richest 3 percent (Class III). Their data came from the 1976 Farm
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Management Sruvey rather than the Family Budget Surveys. They divide
commodities into those. that are home—produced and those that are purchased.

The signs éf the expenditure elasticities fdr'fhe various
commodi ties——home—-produced wheat, purchésed wheat, flour, macaroni, bread,
pgrchased rice, and home-prodﬁced rice--were all positive (though in a few
cases not statistically significant), indicating that each of these
commodities is a superior good in each of the income classes and for the total
across classes.

Abdou and Green [1], in another ADS working paper, utilize data from the
Family Budget Survey of 1974-75 to examine whether or not per capita
consumption of various Commddity groups varied by household size. The
reported family sizes were: one individual,.2—3 individuals, 4-6 individuals,
énd 7 or more individpals. Sixteen family_income categories ranged from less
than L.E. 50 annually to over L.E. 2,000 for both urban and rural areas. The
major food groups considered were: grains and starches, legumes (dry),
vegetables (fresh and preserved), fruits (fresh and preserved), meat and
poultry, eggs; milk and dairy products, and sugar.' Per capita expenditureé
were calculated.

The hypothesis to be tested for each food group was that per éapita
consumptionjdeéreases as family size increases. If so, government pbiicies
that distribute commodities on a per capita basis may be inequitable in
favoring largé families: Thé empirical results confirmed the ﬁypothesis. In
 near1y all cases, economies of scale in consumption expenditures existed: the
larger the family size the lower the per capita expenditures. |

Expenditure elasticities for the eight major food groups were estimated

by family size for the urban and rural areas. In all cases, the elasticity
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estimates indicated that the food groups were superior goods. If there were
inferior goods in any of the groubs, they were hidden in the group
aggregates.
0f course, estimates of the magnitude of income elasticities vary in

these studies because of different groupings of commodities, different

functional forms utilized in analyses, and different data sets. This is. to be

expected, but detailed analyses of these differences did not seem appropriate
for thi§ paper.

This may be the place to raise the question of why all this attention in
these studies has been given.to income-consumption reiatipnships and so little
to price?quantity felationéhips; which are equaily important for policy
analysis, if not mbre so. The answer is complex.. The Fémily Budget Surveys
and the Farm Management Survey have been important sources of data for
Engel-type estima;es. Cross-sectional price data of similar quality do not
exist. Prices are controlled at so many levels, and consumers are often not
free to adjust quantities consumed to desired 1eVels. This means that price
may not reflect the marginal valuation of consumers. Under these
circumstances it is difficult to see how price elasticities could be reliable
in predicting consumer behavior in response to price changes. Thus;rperhaps
analysts have seen these prqblems and have poncluded that the éffort is noF
worth making, but, hevertheless, we are left with a critical paucity of price
elasticities needed bybanalysts aﬁd policy makers.

Other findings concerning cbnsumption distribution are of significance.
Ismail et al. [9] made a major effoft to assess the distribution of
consunption of various commodities by expéndituré class and by geographic

area. Families were classified according to the magnitude of their per capita
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consumption expenditures into 16 groups, and the classes were arrayed from
lowest to highest. Gini coefficients! were calculated for total expenditures,
food expenditures, aqd for the physical units of various food commoditieé’
consumed (see Table 2).

From the 1964-65 Survey, Gini coefficients for per capita total
expenditures were .23 for urban and .18 for rural areas, respectively,
suggesting a more unequal distribution in urban areas. By 1974-75, the
coefficient for urban areas had risen to .28 while for rural areas it rose
only slightly to .19. I£ would be‘in;eresting to know precisely the reasons

for the greater inequality of distribution in urban areas and why the urban

inequality increased relative to rural from 1964-65 to 1974-75. These

questions merit further research.

There were also significant differences between urban and rural areas in
the distribution of per capita food expenditures with the greater
concentration (more unequal distribution) in urban areas. The Gini
coefficients were lower for food expenditures than for total expenditures,
confirmipg the view that food is more income inelastic than nonfood. It is
also noteworthy»that the concentration of per capita food expenditurés did not
change at all for urban families from 1964-65 to 1974-75 and only slightly
(from .12 to .14) for rural families. This result is interesting because it
shows that the iﬁcreasing concentration of total expenditures in urban areas
was attributable to a less equal distributioniof nonfood expenditures through

time.

lgini coefficient values lie between zero and one. A.value near zero
indicates a nearly equal distribution of the commodity in question across
income classes. A value near one indicates a very high concentration, i.e., a
very low percentage of the population (those who are wealthiest) consume most
of the available supply.




Table 2.

Gini Coefficients for Total Expenditure, Food Expenditure and Food
Commodities in Urban and Rural Areas, Egypt, 1964-65 and 1974-75

Item

1964-65

1974-75

Urban Areas

Rural Areas

Urban Areas

Rural Areas

Total Expenditure
Food Expenditure

Subsidized and rationed

Sugar

Tea

Vegetable Oils
Riced

Subsidized but not rationed -

Wheat Flour
Bread

Subsidizéd and sometimes rationed

Beans -nongranulated
granulated .
Lentils-nongranulated
. granulated
Imported frozen beef

Neither subsidized, nor rationed

Wheat

Macaroni

Corn

Sorghum

Beef, fresh

Poultry

Fish

Eggs

Milk

White Cheese

Local Cheese

Margarine

Butter

Butter 0il

Coffee —nonmilled
-milled

0.04
0.19
0.08
0.24
0.22
0.35
0.10
0.30
0.24
0.27
0.14
0.06
0.27
0.25
0.41
0.36

0.18
0.12

e o. 0 o o
oo
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0000000
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apice was subsidized in both periods but rationed only in the second.

Source: Family Budget Surveys in Egypt, 1964-65 and 1974-75 [4].
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It is expected tha; consumption concentration of individual commodities
would vary between urban andvrural areas and through time. Tastes and
preferences vary as do priceé, incomes, supplies“available, etc. Of special
interest are the distributive impacts of rationing and subsidy policies. We
would hypothesize that rationing would produce a ﬁore equal distribution if
the rationing progra@ is effective, since a ration éard gives the same
entitlement to all holders. The expected effects of a subsidy policy are less
clear, although there are at least two reasons for believing a subsidy might
also reduce inequality of consumption. First, the relative price'decliné of a
subsidized good compared to.one with no subsidy will usually result in the
substitution of the former for the latter. For 10& income families this
substitution resp@nse is likely to be stronger thaﬁ for high income
families——-a fact which might well reduce the inequality of consumptibn.
Second, a heavy suﬁsidy would éffectively mean that income would be reduced as
a2 barrier to consumption of that godd; and, of course, the income constraint

is more binding on low income than high income families.

For purposes of comparing Gini coefficients, commodities were placed into

four groups:
1. Those subsidized and rationed (sugar, tea, and vegetable oil,
rationed in both periods; and rice, rationed only in urban areas in
1974-75). '

Those subsidiied but not rationed (wheat flour and bread).

 Those subsidized and sometimes rationed depending on availability
(beans, lentils, and imported frozen beef). '

4. Those neither subsidized nor rationed.
All food commodities in the first category of subsidized and rationed
have low Gini coefficieﬁts as hypothesized, in both rural and urban areas.

Most Gini coefficients are below .10 showing very low concentration.. Rice had
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a slightly lower coefficient in urban areas in 1974-75 when it was rationed
than in 1964-65 when it was not.

The Gini coefficients are also low for those in the second category of
subsidized but not rationed commodities (wﬁeat flour and bread) with the
important exception of bread in pural areas. There‘ie a very good reason for

~ the eXception. Ready-made bread is not generally available in rural Egypt.

: VMost of ‘the commercial bakerles are in urban areas. Also, bread is not made

évailable invrural_areas partly because its prlce is so low that it might be
used as‘a cheap livestock feed, were it obtainable. Consequently, rural
residents tend to make their own bread. |

In urban areas for 1974 75 the Gini coefficient for bread is only .02.

Since bread is the most sub51dlzed of all commodltles, it is not surprlsing

that the Gini coefficient for bread is lower than for all other commodltles in

urban areas.

Those commodities in ﬁﬁe third category of subsidized and sometimes
rationed (beans, lentils, andvfrozen beef) have Gini coefficients that tend to
be low in urban areas, higher in rural areas. This may mean that the subsidy
and rationing polic1es are not very effective in the rural areas for these
commodities;
| The major unsubsidized;'unretioned food items in category feuf generally
_have relatively high‘Gini coefficients iﬁ'both_urban and rural areas.  This is
exbecially true for animal products (fresh beef, poultry, eggs, milk, and
v white cheese). |

A most interesting comparison can be made between subsidized imported
frozen beef and unsubsidizea local fresh beef. The subsidization policy seems
to have had a efrong effect at equalizing urban imported beef eonsumption.

Vefy little frozen beef is consumed in rural areas. Unsubsidized fresh beef
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is more equally.distributed in the country than in the city as revealed by its
respective Gini coefficients for both time periods.

Although not related to the goveinment subsidy program an interesting
comparison can be made between butter and margariné, both_unsubsidized, |

Butter, a luxury item, has high coefficients in urban areas; they are lower in

rural areas where butter is produced. The low coefficients on margarine in

the cities capture the fact that if is an inexpensive butter substitute. The
gffect of government subsiaies can be clearly seen by comparing the high
coefficients for unsubsidized butter oil with the low ones for subsidized
vegetable oils. The same point applies when comparing unsubsidized coffee
coefficients_@ith those for subsidiéed tea. |

Evidence in support of the hypothesis that subsidiés have served‘to
equalize the distributidn of consumption can be found in comparison of Gini
coefficients among varioué staple commodities. Per capita consumption of
wheat flour, wheat, corn, and sorghum is much higher in the country thaﬁ in
the cities where bread is available (recall Table 1). Only the subsidized |
commodity, however--wheat flour—-exhibits a low Gini coefficient in rural
areas.

Another pattern of some consequence is that most of the nonrationed,
nonsubsidized commodities have higher Gini coefficients in 1974-75 than in
1964-65 in both rural and urban areas. fhese commodities include wheat, fresh
becf, fish, poultry, white cheese, Sutter, and butter oils.l The explanation,
probably lies in substitution through time of cheaper éubsidized commodities

in the consumption patterns of low income households, whereas in high income

lgorghum also has a higher urban-area Gini coefficient in 1974-75 than in
196465 but is not used much in urban areas so the result is an anomaly.
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households the substitution would not be so extensive. This conclusion is
"corroborated by the fall in the Gini coefficient for bread in the urban areas
between‘1964—65 and 1974-75.

The conclusion of_thié study seems;inescapable: the subsidy and
rationing policies are clearly associated with co@modities that are more
equally distributed in consumption than those commodities that are not

rationed and subsidized. 1f a more equal distribution of consumption was a

desired goal of the subsidy and rationing policies, it is apparent that they

have been successful. Of course, what the impacts have been on resource use
efficiency and the size of the national income are not known and need to be

studied.

Another ADS activity that is concerned with the distribution of
consumption is that of El-Shennawy et al. [8]. The target group was the rural
poor fellahin owning five or fewer feddans of land. Instead of relying on
data from the Family Budget Surveys, as most other consumption studies have;
this study collected data from ten representative rural villages during the
period April 1, 1981--March 31, 1982. Interviewers asked what was eaten in
the past 24 hours for one day in August and one day in October.

The principal findings were:

1. Food rationing reduces variability in consumption among income and
landholding classes. Vegetable oils, tea, and sugar (all rationed)
show the least variation. The pulses (semirationed) show much more
variation.

Consumption in any given region is more heavily influenced by what is
grown in that region than differences in price or income. An
exception to this generalization is wheat, which is often sold in the
local markets in order to purchase other commodities, including
animal feed. The family then meets its consumption requirements for

bread by purchasing subsidized bread and/or flour.

Animal producers eat more meat but also sell much of their
production. ' ' : '
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4, Cereal consumption was quite stable across income levels.

5. More red meat and milk were consumed by. large landholders than small
ones.

None of these findings appears to contradict those in other ADS studies

reviewed, such as Ismail 55 2£. [9].

Food Subsidies and Economic Implications

Few issues centering on the Egyptian economy have received more attention
and discussion than subsidies, particularly subsidies to consumers of basic

foodstuffs. Several ADS working papers have alluded to them as part of the

food security problem, the fiscal-budget problem for the GOE, the foreign

exchange trade problém, and the resource allocation problem within the
agricultural sector and betwéen'this and other sedtors. Moét often the
subsidy is anélyzed from the viewpoint of a giQen government ministry, e.g.,
what the costs are of procuring and distributing wheat and wheat flour to the
Ministry of Supply versus what consumers pay for producﬁs made from these raw
materials. - Often neglected is‘a broader analysis of thé impacts of the
subsidy system on the efficiency of the economy as a whole.

One thing is clear:’ No matter how méaéured, the ;otal commodity
subsidies in Egypt are increas;ng shafply through time. They amounted to
about L.E. 2.0 million ih 1960 and reached L.E. 510.6vmillidn in 1976. . About
80 percent was for food commodities. By 1979, total government subsidies for
commoditieé and services reached L.E. 1.2 billion.. Total commodify subsidies.‘
amounted to L.E. 885.0 million in tﬁat year, of which 93 percent was for food
commodities. From official government statistics, over L;E. 700.0 million
wére.allocated’for wheat and wheat flour alone (79 percent) with the rest

allocated for other rationed food items such as tea, sugar, and cooking oils.
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0f course, it must bé stated at the 6utset that the existing system has
favorable as well as unfavorable inpacts; After all, the policies must have
been implemented to meet some perceived social néed.' The major benefits of
the system seem to consist of the following:

1. Guarantee some level of basic nutrition for the bulk of the
population and thus redistribute income from high to low income
cOonsumers.

Eliminate extreme shortages in basic foodstuffs that may exist
without significant governmental intervention.

Control the spatial distribution of these basic foodstuffs in the
different regions of the country in order to balance consumption with

availability.

Protect Egyptian consumers: against large world price fluctuations
that would be especially catastrophic for poor people.

Curb consumption growth and ensure an equitable distribution by
rationing basic food items..

6. Provide social and political stability.

These objectives are not static and therefore change over time as

‘conditions éhahgg; But the fact remains that, relative to most other
countries, food is cheap in Egypt, and no "serious” regional shortages occur.
It is certainly widely believed that the existing policy helps in achie&ing
social and political stability. |

still, éome indicaﬁions exist that the current food distribution and
pricing system for basic subsidized foodstuffs may not be achieving all the
goals desired for it. There are complex and contradictory impacts on the
government and trade accanté,'ﬁtilization patterns,_consumption levels,
income distribution, saving and income tranéfers, and the general agricﬁlturai
development of the country that need to be sorted out. Unfortunately, we can

only begin that process here.
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Let us now look more deeply into some of the possibly unfavorable

consequences of the current policies.

1. The high’growth ratelig'consumption of basic subsidized food items.

‘The govermment policy of subsidizing basic foodstuffs has caused dramétic
increases in the demand for these staple food commodities. Consumption of
bread, tea, rice, sugar, and cooking oil is estimated to have increased by 5
to 8 percent annually in reéen; years. This rate is two to three times faster
than the population growth fate.»

Food distribution through the rationing system seems to be sufficient to
cover most of the per capita consumption requirements for some commodities,
but not all. For éxaﬁple,-data‘from the latest Family Budget Survey of
1974-75 (4] indicate that per capita rice consuﬁption averages about 27.07 kg.
in urban areas and 24.9 kg.vin rural areas. The rationed rice quantity covers
only 44 perceni and 48 pércent of these quantities, fespectively. Sugar
consumptidn per capita averages about 13.35 kg. to 12.98 kg. in rural and
urban areas, respectively. The ration entitlement seems tO cover about
67 percent and 69 percent of sugar consumption in rural and urban areas,
respectively.. The per capita quantitiés of cooking oils distributed through
rationing seem to cover all consumption in rural and urban areas with the
exception of the coastal regions.

What is inefficientvabout this polici? 1f commédities must be
subsidized, it implies that the prices to consumers are lower than the real
supply costs to the economy as -a whole. At the margin, it is quite 1ike1y

that consumers value resources going into the supply of subsidized commodities

at a . lower level than if they had been used for the supply of alternative

commodities. The end result is a misallocation of resources and a lower

standard of living.
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This is doubly true if the subsidy policy to cénsumers is combined with a
policy of fixed prices to prodﬁcers below world market levels on mandatory
quotas delivered to the government. Under these conditions, the calculated
subsidy will understate the ;true" subsidy.when considered from the vantage
point of the economy as a whole. For example, suppose the border FOB price of
rice is L.E. 150 per ton and the price on forced deliveries.on quota from
producers is L.E. 100 per ton. Further suppose that handling and distribution
costs to ;he Ministry of Supply ére L.E. 10 per ton. What is the sﬁbsidy to
consumers who pay L.E. 50 per ton for rationed rice? Ministry costs are
L.E. 110 and the subsidy from its poiﬁt of view is L.E. 60 per ton. But since
rice can be exported at L.E. 150,vthe opportunity cost of domestic consumption
‘to the economy as a whole is L.E. 150 per ton and the consumer subsidy is
L.E. 100 per ton.

In this connection, a policy of paying rice producers, who are generally
poor,'far below world market prices as part of a policy to subsidize
relatively better—-off urban consumeré is hardly consistent with an equitable
incoﬁe diStriEution folicy. |

We shall have more to Say 1éter about thevefficiency costs of suBsidy and

producer price policy.

2. Increasing depehdengz_ggvimports.

The governmenﬁ policies generally favor consumers at the expense of
producers. The availability of fbod at low prices to consuﬁers and the lack
of price incentives to préducers lead to greater and greater dependency on
foreign éuppliers through time (Table 3).

The continuation of these distribution and pricing policies for the basic

foodstuffs, could lead to importation of over 7 million tons of wheat,




Table 3. ' Imported Quantities and Value of Some Major
Suhsidized Food Items in Egypt

Year

Wheat

Wheat Flour

Maize

Vegetable

Cooking Oils

Quantity

Value

Quantity

Value

Quantity

Value

Quantity

Value

1000 tons

1 million

1000 tomns

1 million

1000 tons

1 million

1000 tons

1 million L.E.

1960-61
1965-66
1973

1975

1977

1978

1979

438.7
1220.3
lb89f9
2686.6
2419.0
3001.4

2251.9

9.3
37.0
55.1

213.0
128.6

169.6

174.3

422.4
510.3
226.9
551.4
615.2

959.7

704.3

10.2
18.3
10.6

46.5

49.4 .

74.8

68.4

55.3

1.1

5.5

27.1

2.5

19.9

2.0

Source: Central Agency for Public Mobilization and Statistics.
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325,000 tons of sugar, 657,160 tons of oils, 586,260 tons of red meat; and
110,100 tons of poultry by 2000 in order to cover domestic consumption [3].
Whether or not Egypt can generate foreign exchange needed to purchase this
volume of food imports is ppoblematical and will depend on prospects for guest
worker remittances, revenues from the Suez Canal, 0il exports, and other
sources.

Also, the inclusion of rice in the rationing system may lead to thé
elimination of this traditional crop from the liét of Egypt's agricultural
commodity exports.‘ Rice exports decreased from 366,093 M.T. in 1960-61 to
about 94,878 M.T. in 1979. Indications are that Egypt might well soon become

a net importer of rice and could require imports up to 1.0 million tons by

year 2000 to cover domestic cohsumption [3]{

3. Unintended conserences‘Qf_price subsidies.

The partial distribution and pricing policyvof controlling and
subsidizing pfices of specific commodities in urbaﬁ areas while the prices of
the same commodity or close substifutes in rural areas are determined in the
free market has some unfavorable consequences. Some features of the

unintended utilization are:

a. A considerable quantity of subsidized low-priced bread and wheat
flour are used in poultry and livestock feeding. The shortages and
high prices of roughage and concentrates make this practice very
profitable. . '

Because some food items, especially bread, are so cheap, there is
little incentive to prevent consumption “"waste.”

There is a continuous shifting from high-priced nonsubsidized
substitutes to subsidized goods when the latter are available. This
shifting increases government expenditures on subsidies and raises
administrative costs. ' '

Sbme reselling of rationed and semirationed subsidized food items
occurs, principally by low income'gr0ups and usually at a very low
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profit margin. They prefer cash over specific food items, v
particularly at certain times. Even though an unintended use, this
;rading may actually increase levels of well-being of all traders.
As discussed earlier, as the data on acquisition and disposition of foodstuffs
from a 1981 survey become available, we should bé able to quéntify some of

these unintended uses.

It is Qery difficult to control the distribuﬁion of subsidies, and often

unintended groups benefit. Moustafa, Abdou, Gardner, and Green [11] discuss

an interesting example. A ministerial decree requires the bakers to use

75 percent of the:subsidized flour for»making bread, which has a controlled
price, and 25 percent.in pastries and similar prdducts which do not.’ The
priée bakersvpay for flour'depends on its ultimate use and more is paid for
flour used in pastry and macaroni manufacture than for bread. In‘1981, for
example, the subsidiied_flour prices were L.E.'70.70 per ton if used for
bread, L.E. 82.10 for macaroni, and L.E. 120,80 for pastries. The bakers can
capture part of the subsidy intended for consumers by shifting flour that is
supposed to be used for bread to pastries énd macaroni. So far as we know, no
studies have been made that quantify the extent of this practice, but it is
alieged to Be a problem of some significance.

Another Qay the»bakers may diminish the subsidy intended for bread
consumers is to not have,supplies of bread on hand when shoppers call for it.
Shoppers then may shift to'products whoée'prices are not controlled rather‘
than seéfch elsewhere for available bread. Tﬁere are also widespread, but
largely unsubstantiated, allegations that bakers divert supplies of bread from .
the shops, where the p:ice per loaf is controlled at 1 piaster per loaf to the
streets where it may be sold for as much as 2 piasters per loaf. A final way
v;hét bakers can capture some of the subsidy is to cheat.on the weight of the

loaf that is sold at controlled prices.
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4., Eligibility to participate in the system not limited to the poor.

In practice, the distribution system is not exclusively for the low
iﬁcome segments of the population. In January 1979, the number of iséued.
ration books was about 7.0 million serving about 37.0 million individuals.

 This encompasses over 95 percent of the resident population.

In addition, cheap bread can be bought by‘all urban residents, and
quantities afe generally unlimited. Also, relatively poorer rural people eat
much less ready-made subsidized bread, probably becaﬁse it is not available.
Even though the subsidy policy seems to have been initiated as an anti-poverty
device, 1ts extension to encompass nearly the entire urban population may well

have solidified_political’support for 1ts perpetuation.

5. Costs of regulation enforcement.

Penalties for violations of the rationing,.production quota, and price
control policies wére fixed long ago in 1945 and 1950. 1In many cases, these
penalties, usually in the form of.fines, are low compared to the benefits
derived from violating the rules. For example, the fine paid for every
nondelivered ton in the compulsory rice quotavis L.E. 50.0. The fine for

onion is L.E. 20.0 per ton (with maximum of L.E. 500.0). Given the existence

of opén markets for these commodities where they may bebsold at much higher

pricés, it may.be profitable for produqeys to ignore the quota, sell in the
open market, and pay the ﬁenalty. Also, the more isolated rural population
méy be unfamiliar with the government policy, especially as related to the
availabilit; of semirationed consumer items. Local administrators and |
distributors of the supply may profit from redirecting available supplies. In
any case, the very existence of quotas, rationing, and price fixing on such a

large scale means that enforcement will be costly if the rules are to be
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obeyed, enforcement requiring resources that might have been utilized in

other valuable ways.

6. Creation.gg uncertainty and irregular buying habits.

The distribution of basic (semirationed and nonrationed) subsidized food

items depends upon available supply. Excess demand is a chronic cohdition.
Consumer uncertainty about ;he timing and availability of supply leads to the
hoarding of stocks. Long queues are nearly always observed near government
food stores, indicating temporary avaiiability of one item or another.
Consumers tend to buy aé much as allowed, either to minimize‘the time lost in
q@eues at the government food stores or in order to resell the purchased food
items at somé‘prbfit margin. fhis phenomenon préveh;s thé intended equal
distribution of subsidized'food items since those who value their time highly
will not Waif in queues.' If the price'is not.increased, the existencg of
queues indicates either the need‘to increase the number of selling points for
these basic food items, té restrict even more the quantities purchased, or to
stabilize the éupply so that purchéses can always be made. All of these
remedies for the long queues will probably increase government ;osts, but may
be more than offset- by reduced queuing and storage costs by indiviudal

consumerse.

7. Misallocation of resources within the agriéulture sector.

As already suggested, fixing ;he consumer prices of the basic subsidized
food items at a 1ow.1eve1‘creates a heavy burden on_the‘gévernment which must
supply these commodities. fhe goverhment attempts to mitigate this burden by
reducing précurement costs. ‘One way of doing this is by paying 1owAprices to

farmers, especially for crops marketed through the cooperative system. This




28

practice creates disincentives for producing these major food items
domestically and forces the country to increase its imports to ﬁeet
consumpfion requirements.

In an attempt to mitigate the impact éf fixing farm prices at

unprofitable levels, subsidized inputs and services are provided to producers

to be used for the basic food and export crops. The quota quantities

delivered to the government of the major subsidized food items are presehted
in Table 4. These quantities generally represeﬁp only a portion of the
produced quantiﬁies._ The rest is either consumed by the farm family or is
sold in the local ffee market if onevexists;

It is gengrally profitable for the Egyptian farmers to produce
nonsubsidized commoditiés;veven if they must pay the fines associated with
violating the laws relating to quotas and areas plénted specified by the
government for the basic subsidized agricultural commodities. There is little
doubt that the present system of administrative controis and low farm prices
is seriously misallocating resources and is violating the principle of
comparative advantage. It is easy to show that when commodities are both
imported and grown domestically, the real cost to the economy of keeping
domestic prices low is the price paid for.importg. So lbng as domestic
p:oduction costs are below border import prices, scarce resources could be
saved in the economy as a yhole if they ﬁere utilized in 1oﬁ—cost domestic‘

production rather than to'buy more costly imports.

"8. Creation of unbalanced sector growth.
It is argued here that farm prices are depressed by administrative
decrees in order to provide urban conSumersvwith food subsidies.  Prices in

other sectors of the economy are increasing in real terms relative to those in




Table 4. Quota Delivered to the Government and Its Percentage of Total
Production for Some Food Commodities, 1975-76/1979-1980

Ouantity Delivered and Percent
Wheat Rice Beans ' Lentils
Year 1000 tons Percent 1000 tons Percent 1000 tons Percent 1000 tomns percent

1975-76 405.5 20 ’ 1165.5 48 36.3 15 4.2 9

1976-77 320.0 16 1085.9 45 52.1 21 | 32

1978-79 125.0 6 1107.3 47 34.3 15

1978-1980 -197.0 1305.0 52 80.5 34

R
l
|

1977-78 | 172.0 |7 10 1053.9 46 52.5 20 36

| L |
I
I
l

Source: Ministry of Supply.
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agriculture, creating unfavorable terms of trade between agriculture and other
sectors. This policy seriously retards growth in the agricultural sector and
imposes unfair welfare losses on farm famiiies compared to their urban

couﬁterparts. It is no accident that other nonsubsidized sectors are growing

while the penalized agricultural sector is comparatively stagnant.

We turn finally to report some findings of the welfare costs incurred by

existing subsidy and distribution policies.

Some Estimates of Resource Misallocation from Existing Subsidy,
Distribution, and Procurement Policies

Our ADS activity has produced three working papers that attempt to
quantify the annual welfare losses suffered by the ecoﬁbmy as a whole that
result from government intervention in the markets for three gfops: wheat,
| which is heavily subsidized but not rationed (see Moustafa, Abdou; Gardner,
and Green [11]); rice, which is suﬁsidized.and rationed (see Ali and Gardner
[2]); and beans, @hich afe subsidized and semirationed (see Moustafa.and
Gardner [10]). Spéce limitations prevent a full discussion of the methods
emplOyed'here; Essentially, our apbroach compares reséurce allocation under
existing policies with thét which would exist if prices were free to adjust to
- consumer demands, producer cost, aﬁd world prices. Egypt is assumed to be a
price taker in world markets for these.commodities and thg WOrld’price
represents the opportunity coét of domestic consumption to the Egyptiaﬁ
economy. Domestic demand curQes represent marginal valuations by Egyptian
consumers and sgpply éurves represent the marginal oppoftunity costs faced by
domestic producers.

Welfare losses may originate from either the demand side or the_supply

side of the market. In the case of wheat products: (1) demand-side welfare
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losses occur because imports are available to consumérs at marginal valuations
thét-are below the real resource costs to the eéonomy of those imports and
(2) supply-side losses occur because producer opportbnity costs are lower than
the cost of imports, occasioned by producer prices being held below wo;ld
market levels. 1In the case of rice: (1) demand-side welfare losses are
suffered by the economy because exports of rice are foregone in order to make
rice available to domestic consumers.ﬁhere margiﬁal valuations are below the
world price and (2) supply-side losses occur because at the‘margin, even in
the free doﬁestic rural markét, producer prices are below world markeﬁ levels
.and thus Egypt could add to its real national income by increasing rice
'production‘and exﬁorting it. Finally, in the case of broadbeans:

(1) demand-side welfare losées occur because not énough is imported to equate

marginal valuations of consumers to the world market price and (2) supply-side

losses occur because the marginal costs of domestic producters are above the

prortunitiés to import at the world price.

These demand- and sppply-side welfare losses for wheat products are
presented in Table 5 at various assumed values for elasticities of demand and
supply. The estimates in Table 5 indicate that if the upper end of the.ranges
of elastiéitieslof demand and supply considered are assumed, the welfare éost
of existing programs exceeded 237 million pounds in 1980. This amounts to
resource misallocation of approximately'6'L.E; pef capita thatvcéuld have gone
into increased living standards.

Exact equity imﬁacts were not quantified in this analysis, but it is not
diffitult to identify gainers_and.losers of the subsidy and producer price
pélicf for wheat and Qheat‘proddcts. Compared to a free market alternative,

consumers of wheat products are benefitted, particularly urban consumers who




Table 5. Welfare Losses of Subsidy and Producer Price Programs

for Wheat, 1980

Supply-side Losses

Demand-side Losses

Assumed Price
Elasticities
0f Supply

Welfare Loss

L.E.

Assumed Price
Elasticities
0f Demand

Welfare Loss
L.F-‘.

Total Social
Welfare Loss
L.E.

0.66

0.50

0.25

0.10

59,456,000
41,344,000
18,344,000

6,873,000

-0.50
-0.50
-0.35

—0010

177,740,000
177,740,000

133,153,000

41,749,000

237,196,000

219,084,000
151,497,000

48,622,000
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grow no wheat. Producers of wheat suffer the supply-side losses. The
government sector is paying much more for commerical imports‘at world market
prices than the wheat is worth. The opportunity costs to the economy are what
these expenditures might have been. worth if the budget had been used for
something else, either in the public sector or in the private sector if the
resources had been utilized theré. The wheat imports that come in under
highly favdréble concessionary. arrangements, sgch as PL—ASO, however, might
well~be valued higher ;hén costs to the economy and no doubt reduce the
vgovernment's budgetary deficit on handling wheat and wheat flour.

For rice, the situation is .quite different, since rice is é traditionél
export crop-ana is both subsidized and rationed. In addition, in thevrural
areas particularly, a "free" market for rice exists that is quite-significant
for both consumers and producers. Since the free ﬁarket price is abpve the
government procurement prige on quota deliveries by prodgcers, the marginal
returns are enﬁanced by the existence of this market. This réduceé the
supply-side welfare losses to producers. By the s;me token, rural rice
consumers can satisfy part of their demand from this market and the marginal
disparity between the free market price and the world-pricé is lower than if
the free market did not exist, thus reducing the welfare losses to fhe economy
from foregoing further exborts. Table 6 shpws estimafeé by Ali and Gardner
{2] of.welfére losses in urbap and rural ares for rice at assumed elasticities
of demand and supply. They are much 1owef than . for wheat.

Broadbeans are both heavily subsidized and rationed in Egypt. Additional
quantities are also sometimes available with the ratidn book and are referred
to as "semirationed.” This commodity is also impbrted in large quantities and

the farm price'on'quota deliveries is held far below world market levels. The

working paper by Moustafa and Gardner [10] reports estimates of the subsidy




~ Table 6. Welfare Losses of Subsidy and Rationing
Programs for Rice, 1980

_§hpp1y—side Losses

Demand-side Losses

Assumed Price
Elasticities
0f Supply

Welfare Loss
L.E.

Assumed Price
Elasticities
0f Supply

Welfare Loss

L.E. -

“Total Urban

and Rural
Welfare Loss
L.E.

0.10

0.25

0.44

0.50

0.75"

370,000
éaa,ooq
1,667,000
1,900,000

2,913,000

—0012

rural
urban
rural
urban

rural

urban .

268,000
625,000

677,000

1,577,000

1,042,000

2,903,000

893,000
2,254,000

3,945,000
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received by consumers ahd>analyzes the welfare cost of the pricing and trade
policies (Table 7).

We were not satisfied with the data on prices received by farmers in the
free.ma;ket for beans. So far as &e know, no systematic study of this market
has been made. As with elasticities of.demand and supply, we simply used the
information we had and assumed numbers that seemed reasonablef

. The welfare losses calculated get to be sizeable at the higher
elasticities of demand. If the demand curvé is more elastic, the quantit&
that would be demanded at the world price below the free market price is
larger than would be the case if the demand curvé were less elastic. This
would increase the sum of fhe disparities between the marginal valuations of
consumers as represented by the demand curQe and the world price.

It should be eyident‘how these es:imates of welfare losses depend on
accurate'priée data and elasticities of demand and supply. We believe these
data are relatively weak for Egypt, particularly price data in the free

domestic markets. It appears that other ADS projects will improve our

unders;anding of supply response and will generate better numbers for supply

elasticities. We would like to see a similar effort on demand price

elasticities.

Summary and Conclusions

The review of severai ADS working papers having to do with food
cdnsumption and distribution in Egypt established several important points.
For our purposes, two are especially important. First, based on expenditure
elasticitybestimates, all bu; a very few goods were classed as superior;
sorghum being one notable exbeptibn. That is, as incomes increase in Egypt,

people tend to eat more and better food. Given that most foodstuffs are thus




Table 7. Welfare Losses of Pricing and Trade Policy

for Broadbeans, 1980

Supply-side Losses

Demand-side Losses

Assumed Price

Elasticities

of Supply.

Assumed Free Market Price to Farmers

500 L.E./ton

l

400 L.E./ton

I

Assumed Price
Elasticities

235 L.E./ton

L.E.

I

Welfare Loss
L.E.

.25
.50

.75

2,364,000
4,432,000

6,402,000

697,000
1,309,000

1,891,000

476,000

952,000

1,462,000

of Demand
_010

-.22

1,871,000
3,447,000
10,244,000

16,449,500
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classified, a policy to lowef éosts of certain of these superior goods By
means of subsidies is one way of increasing COnsﬁﬁer's incomes and thereby
their nutrition levelsf

The Gini coefficient‘analysis established rather cléarly'that those
commodities which are subsidized and/or rationed are more equitably

distributed across income classes, particularly in urban areas. For these

commodities, the goal of an equitable distribution seems to be close to being

accomplished.

The quegtion‘is, however, at what cost to the economy? Is it even
poésible that eyerYone in Egypt, including the urban poor, whom the policies
tend to favo;,'would be better off without the subsidies? The benefits and
costs of Egypfian food policy‘were described in the second section of this
review paper. Although certain benefits cleérly héve been achieved, the costs
and dther problems need to be reiterated here in order to demonstrate that
society may in fact be worse off than it would be without those_policies. The
redistribution of income from the wealthy to the poor by means of
well-intended government ihtetvention may sometimes result in the poor being
worse off than before. A remention of the problems is in order here:

——Subsidies have rapidly increased the consumption rate of par;iéula:

commodities. If consumers value resources going into the supply of
these chosen commodities lower thén if these resources had been
used to produce.a preferred commodity, their standard of‘living is
thereby lerred.

—-The‘government's favoring consumers over producers has led to producer

disincentives, 1owér domestic production, and a greatly increased

dependence on imports. So long as domestic production costs are below
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import prices the nation's scarce resources are being squandered in
choosing importation:to meet demand.

--Price subsidies have had some unintended coﬂsequences, including waste
of the subsidized commodity because it.is so cheap.

| --Although food policy may be intended to Benefit the poor, in fact, rich
and poor.alike, particularly in urban areas, éarticipate in the
programs.

——Enforéement of any system of qudtas, rationiﬁg, and price fixing is
costlyAfor'the government to maintain. .Resources going into such
enforcement might have been used in other'ways making everyone better
off.

--Subsidization of basic foods has created excess demand for these items
leading to chronic shortégeé, consumer queues, hoarding incentives, and
other costly phenomena.

--Meanwhile, as other sectors of the Egyptian economy are growing,
agriculture is stagnating. Thus penalizing ggriculture may. decrease

the efficiency in the entire economy.

It is one matter to discuss these various dangers of the system, but it

is quite another to prOVide'quantitative measures of the magnitude’of the
Velfaré loss ﬁo society. Much needs to be done in this area. iny three
studies [11, 2, and 10] have attempted té provide some estimates of the loss:
in L.E. associatéd with subsidy programs for wheat, rice, and broadbeans,
rgspectively.

Bétter data‘and bétter estimates of the elasticities of supply and demand
for the particular commodities will help determiﬁe a correspoﬁdingly more

‘accurate measure of the welfare losses involved. Only then can it be
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answered whether the policy favoring equity is "worth it" in terms of

efficiency loss to the ecbnomy.

cfg 8/30/82 P4l
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