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The International Food Policy Re-
search Institute was established to
identify and analyze alternative
national and international strate-
gies and policies for meeting food
needs in the world, with particular
emphasis on low-income countries
and on the poorer groups in those
countries. While thr ~zsearch effort
is geared to the precise objective of
contributing to the reduction of
hunger and malnutrition, the factors
involved are many and wide-ranging,
requiring analysis of underlying
processes and extending beyond a
narrowly defiried food sector. The
Institute’s research program reflects
worldwide interaction with policy-
makers, administrators, and others
concerned with increasing food
production and with improving the
equity of its distribution. Research
results are published and distributed
to officials and others concerned
with national and international food
and agricultural policy. The Insti-
tute recejves support as a constituent
of the Consultative Group on Inter-
national Agricultural Research from
a number of donors including the
governments of Australia, India,
Italy, the Federal Republic of Ger-
many, the Netherlands, the Philip-
pines, and the United States of
America; the International Develop-
ment Research Centre (Canada);
the Ford Foundation; the Rockefeller
Foundation; the World Bank; and
the International Fund for Agricul-
tural Developinent. In addition, a
number of other governments and
institutions contribute funding to
tpecial research projects,
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FOREWORD

From the inception of the International
Food Policy Research Institute, its staff has
recognized the major role of food subsidies
in enhancing the nutritional status of the
poor, providing income transfers to low-
income people (pending the long-term ben-
efits of growth in national income and
employment), and in ensuritg markets for
increased agricultural production. At the
same time, it is recognized that the expendi-
ture that food subsidies require is often
immense and may come at the expense of
investment in food production, which migiit
in the long run provide the poor with even
more food than the subsidies themseives,
Thus [FPRI researchers have undertaken a
series of studies of various food subsidy
programs, of consumption patterns of low-
income people, and of underlying nutritional
relationships as a means of developing
knowledge that may meet policy abjectives
more efficiently.

This study by Harold Alderman, Joachim
vor Braun, and Sakr Ahmed Sakr describes
the food subsidy system in Egypt, a country
where the overall system of consumer and
producer subsidies is particularly large. The

intricacies of this system are important for
understanding subsidy systems in general.
Because of the growing importance of food
subsidies, this descriptive study with its
copious statistical tables and initial analysis
is made available to assist other analysts
and to provide the basis for extended re-
search. It is essential backgiound to an in-
depth analysis of the effects and the cost of
food subsidies in Egypt, which is being
carried out by IFPRI with financial support
from the U.S. Agency for International De-
velopment and in collaboration with the
Institute of National Planning in Egypt. In
addition, as a detailed example of a fairly
evolved system of consumer subsidies, it
gives policy planners not specializing in
Egvipt a perspective on the regulatory en-
vironment, which economi;c models—--by
necessity abet:octions—seek to analyze.

John W. Mellor

Washington, D.C.
October 1982
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SUMMARY

The Egyptian food distribution system is
a major component of an extensive and
complex system of government market inter-
vention. It has evolved from policies aimed
atassuring general access by the population
to basic foods and has become a major
r ..keting channel.

Expenditures on food subsidies rose
from less than I percent of total public
outlays in 1970 to more than 10 percent in
the second half of the decade. The subsidies
have become a significant portion of the
real income of many consumers. They have
also helped moderate the strains accom-
panyingrapid structural change as the econ-
omy has shifted to a greater degree of market
orientation and increased international trade
and investient.

As a first step in a larger study of the
effects of the food distribution system, this
report is intended as a guide for building
models for in-depth analyses. It also pro-
vides examples of management details that
seldom can be derived from the aggregated
data of the national accounts. Both aggregate
data and past studies are reviewed to deter-
mine the effects on welfare of implicit cash
transfers from the central government,

Subsidized wheat flour and bread are
available, in principle, to all consumers
without restriction. Monthly quotas of rice,
tea, cooking oil, and sugar are provided at
low subsidized prices to about 90 percent of
the population through ration cards. These
quotas vary by regions with urban-rural dif-
ferences. The goods are distributed through
registered grocers.

A second tier of quotas is available at
higher subsidized prices. These goods are
also marketed through cooperatives and
government retail stores, hut availability is
less assured. Beans and lentils are similarly
marketed at two quota prices but are not
available every month.

Frozen meat and poultry are distributed
through government stores and cooperatives
with monthly limits on purchases. Fish is
distributed the same way but without limit.
Although vyellow maize is subsidized, it
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mostly serves as an agricultural input rather
than a final consumer good.

The growth in fiscal costs of the system
during the last decade reflects high com-
modity prices in 1973 and 1974 and a gradual
devaluation of the Egyptian pound between
1977 and 1979. The increase in quantities
distributed is the result of increased popu-
lation, rising income, and falling relative
prices of subsidized items, which have
varied little in nominal terms. Quantities per
capita of rationed goods distributed at the
first tier of prices have changed little, but
those of the second tier have grown faster
than the population, as have sales of frozen
meat and chicken. Per capita consumption
of wheat flour products has also risen.

Sou.~ of the increase in consumption is
the result of numerous changes in reginnal
quotas authorized by the Ministry of Supply
and Home Trade (hereafter referred to as the
Ministry of Supply). City and village needs
are initially determined by local councils,
which transmit them to the Ministry of
Supply through the governorates (provincial
governments). The local quotas set hy the
Ministry of Supply reflect regulatory guaran-
tees and regional give and take. Responsibility
for quantity decisions, including imports, is
separate from the authority for setting prices.
This reduces the short-run responsiveness
of the system. Official prices do not rise
when local demand exceeds the quotas, but
waiting lines and other additional costs of
food acquisition influence consumer pur-
chases. There also is open market trading in
scarce commodities. These distribution
channels are described in a case study of
greater Cairo. j

Regional distribution patterns of rationed
goods show clear differences between com-
modities. Rationed sugar appears to be
evenly distributed among the governorates
in per capitaterms; higher priced subsidized
sugar is less so. The regional and urban
quotas for oil and rice are unevenly distrib-
uted. A cross-sectional regression for rice
confirms the urban bias. A similar regression
shows no urban bias for total cereal distri-
bution by the Ministry of Supply, but it




indicates that distribution partially offsets

differences in locdl production. The lack of

an urban bias for total cereals can be par-
tially attributed to large sales of subsidized
wheat flour in rural areas where the density
of bakeries is tow, Such sales parallel those
of domestically produced grain.
Government intervention in agricultural
production by area allotment and forced
deliveries is particularly strong for regulated
commodities. A case study iHlustrates utiliza-

10

tion of rationed and subsidized commodities
in a rural region of the Nile Delta. Itindicates
that on the average one third of daily food
energy requirements, according to the stan-
dards of the Food and Agriculture Organiza-
tion of the United Nations (FAO), is provided
by subsidized foods. Differences in access
and prices were observed among farm fam-
ilies. Cereal consumption patterns and mar-
keting in villages with bakeries differed
from those without.
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INTRODUCTION

Two sets of statistics illustrate the cur-
rent pressures on the food system of Egypt.
In the first set self- sufficiency ratios reveal
that in 1980 only 24 percent of the wheat
and flour consumed, 26 percent of the
edible oil, 57 percent of the sugar, and 10
percent of the lentils were domestically
produced. These figures refiect both rising
demand due to populatior and income

growth and the relatively slow growth of

agriculture. The second set of statistics
reveals that food subsidies cost 1.1 billion
in Egyptian pounds (LE) in 1980/81 and are
projected to be more than LE 1.5 billion for
fiscal 1982.!

The first set of statistics is widely viewed
with alarm. Food security is a iajor topic of
governmental and popular concern, engen-
dering new committees and programs. The
size of the subsicdy reflects the government's
concern with social welfare and its interest
in protecting citizens from high food prices
and major market fluctuations. Some believe
this commitment may be distorting resource
allocation, reducing economic growth, and
hindering productive investment. The differ-
ing views stem, in part, from the fact that the
fiscal costs of the food subsidy system can
be much more easily measured than its
social and economic costs or its social
bencfits.

The food subsidy system is part of a
larger consumer welfare program that sub-
sidizes energy, transportation, housing, and
some consumer goods other than food,
such as cioth and soap. Measures taken o

' The Egyptian pound (LE) equals 100 piasters. In July
official levels and open rates does occur. Between 1977
Prior to devaluation in 1977 the Egyptian pound was v

augment consumption include price wedges
between purchase and selling prices and
absorption of marketing or transport costs
by the government. Inn addition, icst oppor-
tunities for exports hecause of government
trade monopolies in rice, petroleum, and
cotton may represent hidden subsidies. The
government also influences marketing by
placing price ceilings and marketing margins
on privately traded goods and by fixing
prices on goods produced by public-sector
companies. Considering that half of the
GNP originates in the pub'ic sector, these
measures have considerabie impact.2

Although this study was niace to assist
Egyptian planners and economists, it is
hoped that it will provide useful background
information for similar studies of other
developing economies as well as for e..on-
omists working on other food policy issues.
[t begins with a discussion of policy goals,
which includes a brief historical background,
followed by discussions of market outlets,
decisionmaking and administration within
the food subsidy network, regional varia-
tions, effects on nutrition, and linkages to
the agricultural sector. (Egyptis divided into
provincial governments called governorates,
which are shown on the map below.) Two
case studies are presented: one on marketing
within Cairo and Giza, and the other on
purchases of subsidized and nonsubsidized
foods in nine delta villages. The report
concludes with a discussion of modifica-
tions of the subsidy system currently being
discussed.

1982 U.5. $1.22 equalled LE 1.00, although phasing in of
and August 1981 the Egyptian pound equalled U.S. $1.43,
alued at more than $2.50.

¥ Khalid Tkram, Egypt: Economic Management in a Period of Mransition (Baltimore: Johns Hopkins University Press,

1980).
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THE SCOPE OF EGYPT'S FOOD SUBSIDY PROGRAM

AND ITS GOALS

Origins of the System

The current subsidy system in Egypt
does not represent a sharp break from the
past. Attitudes and institutions formed dur-
ing and even before the Nasser period were
adapted to the economic conditions of the
1970s.

Rationing was introduced in 1941 to
cope with wartime scarcities and restructured
in 1965 in the face of rising domestic prices,
a straining cconomy, and sharp drops in the
availability of aid. In 1966 cards based on
civil records were issued for four items: ker-
osene, 0il, sugar, and tea. Other subsidized
items were made available in 1967 without
strict rations.3 Public companies for retailing
and for importing were formed during this
period.

During the 1250s and 1960s rations did
not always invc've subsidies, and the total
budget outlay fo the system remained small.
Rationing may be looked upon as an alloca-
tive measure for social equity in an economy
that relied on central planning rather than
on market determination.

Although wheat is not rationed, govern-
ment intervention in wheat marketing has
occurred throughout Egyptian history.# Open
market operations using imported wheat to
lower domestic prices were undertaken dur-
ing periods of local shortages— for example,
at the end of World War 1. Subsidies on
wheat were LE 13 million in hoth 1951/52
and 1952/53 but then declined until the
mid-1960s. During this period the govern-

ment took over large-scale wheat storing
and processing and established the General
Organization for Mills, Silos, and Bakeries.
The mills received subsidies, but the baker-
ies remained in private hands. Bread prices
and tlour extraction rates were controlled by
the government,

The subsidies on wheat were an attempt
to insulate the domestic ecconomy from inter-
national shocks and short-term domestic
shortfalls. During seven years of the 1960s
consum.:r prices for wheat exceeded world
prices.> Thus, the small subsidies of the
1960s stemmed from the differences between
domestic prices to producers and consumers
and were as much a subsidy to producers as
to consumers. If the government's main
objective had been to obtain food chieaply,
it could have increased purchases of inex-
pensive wheat on the world market. But this
would have required use of foreign exchange®

Expenditures on subsidies increased
markedly in 1974 and in 1979 (see Table 1).
Much of the increase in the early 19705 was
due to sharp increases in world prices for
wheat in 1973 and 1974. The volume of
imports of wheat rose only 8 percent and
flour imports only 30 percent from 1973 to
1974, but subsidy costs forwheat and flour
were up 174 percent. The government could
have transmitted some of the increase in
world prices to consumers. However, this
would have jeopardized the government's
plan, introduced in 1973, for restructuring
the economy and opening up trade and
investment opportunities, Since then, the

VAL Egan and Abdel M. Gawad, “The Egyptian Ration Card System and Its Relationship to Cooperatives and
Government Grocy -y Store Subsidized Pricing,” U.S. Department of Agriculture memorandum, Cairo, September
1977. See also Egypt. Ministry of Supply and Home Trade, Deciston #1112, 1966.

* See b Shalaby, A Report on Wheat Consumption in Egypt,” Program Economist's Office, U.S, Agency for
International Development, Cairo, Decetnber 1978 (mimeographed); and Grant M. Scobie, Government Policy and
Food Imports. The Case of Wheat in Fgypt. Research Report 29 (Washington, D.C.. International Food Policy Research

Institute, 1981)

5 Seobie, Government Pohey

¢ Egypt's flexibility has been limited by foreign exchange constraints. For discussion of trade policies, see Scobie,

tGoverninent Policy
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Table 1 —T-al public expenditure, 1970/71-1980/81

Expenditure 1970/71 1972 1973 1974 1975 1976 1977 1978 1979 1980° 1980/81°

(LE mullion)

Central and local government expenditure 661 730 765 899 1.298 1.670 1.628 2012 2375 1.754 3.738
Subsidies
tood 3 11 89 329 191 322 513 450 880 472 1.108
Fertifizer, pesticides, and cotton 81 34 35 36 150 72 143
Price adiustment . » . 228 190 140
Other .. 81 30 78 74 222 200 95 312
suhtotal 3 1 89 110 622 134 650 900 1.37 640 1.563
Public authonties” deficits 41 62 i88 87 93 119 139 185 229 148 344
Emerzenoy Fund deticit 127 211 135 36 284 303 256 370
Total current expenditure 832 1.014 1.177 1.432 2297 2,526 2673 3467 3,974 2,542 5.643
Fubhie gro<s tived mvestunent 358 414 451 791 1.573 1431 1.839 2463 2857 1.350 3.325
Total pubhic expenhinne 1.190 1428 1.628 2223 3.670 3.957 4512 5.930 6.831 3.892 8.970
GDP ar market prices 3.203 3.390 3.808 4,339 5.218 6,727 8283 9.671 12409

Source Bovpto Ministny ot Fiance, unpublished data.
1OKD figures are aotual tigures 1or the period Januany 1. 1980, 1o June 30. 1980.
These frguares are estimates
This s the Agnicultural Stabilization Fund: it includes Treasurv Fund payments.
* This fund was established in 1977 to finance the cost of phasing in the domestic price impact of commodities imported at the parallel rate rather than the official exchange rate.

" Since the fund for subsidics was established in 1975, earlier figures are budget estimates.



subsidy scheme has had the broader re-
sponsibility of insulating the consumer from
inflation in the world economy while Egypt
increases its international trade,

During the period 1977-79 Egypt gradually
devalued the pound ta 56 percent of its
carlier value. This was accomplished by
phasing in items 1o be imported at the new
official exchange rate, with essential food
imports remaining at the parallet vate until
January 1979, As domestic prices of main
food items did not change markedly, the
increased import costs appeared as higher
subsidy costs, despite declines of some
world market prices. The cffects of the de-
valuation are clearly indicated by the reduc-
tion ol 15 perceni in wheat imports and 4
percent in flour hetween 1978 and 1979,
World prices of wheat rose approsimately
40 percent inthat pertod, while fiscal losses
on imports rose 150 percent.

In 1977 LE 124 million of the price ad-
justment (in Table 1), a fund established 1o
ease the effect on domestic prices of com-
modities imported at parallel rates, went (o
the General Authority for Supply Commaodi-
ties (GASC) and thus can be considered an
additional cost of tood subsidies. (GASC is
the government agency under the Ministry
ol Supply responsible for importing food
commadities.) Furthe more, GASC received
an additional LE 190 million in 1978 and
140 million in 1979, most of which should
also be included in the overall cost of food
subsidies (Tables 2 and 3).7

The commaditics that showed a profir in
Table 2 indicate that priov to devaluation the
government's marketing of goods was not
synonymous with subsidies. For example,
although tea has been rationed since the
inauguration of the current ration system,
subsidies were not required hetore 1977, By
medns of a two-tier system ol prices (see
Chapterd), the government has heen able to
use its monopoly or nedr-monopoly position
on imports to gain profits from the sale of a

few restricted goods. Since the devaluation,
however, most of these items have been sold
at prices below import prices,

The "other” category under subsidies in
Table 2 includes losses on meat and poultry.
The increase of subsidies on such items is o
major part of the strategy for stabilizing
domestic prices.

Table 4 presents indexes of the volume
of food distributed through the channels of
the Ministry of Supply. tmports have, in
general, grown more rapidly than domestic
distribution. Given the price differences,
this implies greater costs per ton of com-
modities distributed. The rapid growth of
medt and poultry constmption and distribu-
tion indicates that the value of the average
commodity bundle was higher in the late
19705 than in the carly part of the decade,
This was consistent with the evolving goals.

Current Policy Goals

The Five-Year Plan for 1978-82 em-
phasizes the provision ol necessities at low
cost and protection of the consumer from
increases in the cost of living % That docu-
ment, as well as a number of sneeches and
reports on social welfare by government
officials, Hnks wage increases 1o prices of
major commodities.” Although the govern-
ment assures workers that it will not impose
major price changes, it recognizes the need
for adiustment o small price movements
and to inflation in the private sector, It at-
tempts to protectworkers from such changes
by increasing wages and pensions, Thus,
food prices are a imeans by which the govern-
ment caninfluence wage rates. The govern-
mentviews subsidies as a means of moderat-
ing pressure to raise wages of public-sector
employees in addition to promoting social
cquity and price stabilization,

The subsidy system alsois related to the

These calculations are based only on tiseal costs and underestinate the cconomie costs of the subsidies o
example. the provisaon of nce imvolves lintle dpect government outhin, yet msolves a signicant opportumty cost

not mdicated here

® he other thiee duties of the povertnent are bisted as guaranteeing emplov et and cdarmngs, providimg poabh,
weltame thiough health, housing, cducation, and so torth, and proviching public ntilines Althauph the Plan goades
mvestiment o pubhc enterprses, 1t s by no neans o Bloepint tor goverment allocation EFgyvpl. Minisiny of
Planining. frab fepubli of Laspt bove Year Plan 1978 1982 Vol 5 (Cano Alimistiy ol Planming, 1977

ATy of Plannmg, Fave-Year Plan 197819821 23 See also 1 Akhbar 1 Yo Mav 3 1981 and f gypnian Gazette

May 3101081
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Table 2—Trading operations of the General Authority for Supply Commodities,

1970/71-1980/81
Item 1970/71 1972 1973 1974 1975 1976 1977 1978 1979  1980/81
bt oulhony
Subsudies RN 419 132 3932 4237 214 3432 1520 996 Y 1.0947
Wheat and tlom 209 151 790 2164 2609 1716 149 2228 883 30
Maze 0y 04 444 163 311 231 3006 538 385 637
Fdible tats and oils
franonedy 1044 158 16K 533 722 432 Sh60 13T 2002 1254
Supd bationedl 8o 61 190 649 208 6.1 uTa
led . . . 1873 128 ER NG 420
Cotfee . . 70
Othe 17 d6 170 3.1 T 3T THO 256 1152 2544
Mrotits 38 ¢ 305 472 H3 1 15.0 312 126 293 R
Cottonseed 20 14 A 21 20 20 20
Fdible ol
(nomattoned) 42 27 50 80
lea 126 174 144 140 1o 132
¢ ottee 04y 13 0l ..
Sugdr inontationed) Th 0 6 226 360 8o 26.1 REEN
Othe oYy Y 2 30 14 160 20 32 ..
Total net tasses 30 I3 Koo 33010 JoRT o 202 0 33060 4231 9323 1,004 3

Soutce Fgvpt Munstiy ol Sapphy and Home Teade, General Authonty tor Supply Commadities, unpublished data

Notes. Total net fosses are nonmally fess than total sobsudy payments trom the special tund for sabsidies and the
Price Adjostinent Famels the difterence representing sanots administrative costs and, mesome years,
settlement of arreas

CACual net Josses e estimated to have been TE 355 mallons The additonal TE 124 mudlon was pad out of the Phce

Adppstment bund The dosses shown e based ons the othcal exchange vate, whereas dunng 1977 all sub-

sihized Conunodities apart from wheat, o, cdible ol supar aned ea were gaported at the parallel exehange rate

godal of food security. Egypt is lacing a Domestic agriculture achieved only a modest
widening food gap between demand and annual growth rate of 2 percent in the
domestic supply because the increase in 1970519 Aggregate food sell-sufficiency was
demand from growth in population and real 72 percent in 1981 for wheat, rice, cocrse
per capita income and rom nominally stable grains, pulses, sugar, cooking oil, and meats,
prices has exceeded the growth of supply. including poultry. The degree of self-suffi-

Table 3— Food subsidics as a share of government outlays and GDP, 1970/71-1980/81

1970/71 1972 1973 1974 1975 1976 1977 1978 1979 1980/81

tpercent)

Share of total current

expenditures (4 1.1 O 213 234 1o 176 204 270 1906
Share of toral publi

enpendituares 0) 07 59 163 169 9y 104 19 162 123
Shute of (e 0] 03 23 "6 R} AH ) 66 81 70

Sotce Unpubiished data from the gy ptian Monstiy of Binane eaand the General Aarthanty for Supply Conunodities
ot the Ahtustiy of Supphy and Hote Trade tsee Fables 1 and 2

Note The subeady enstlay e bides g pice adpstimentn 1977 and sumbo onthay s 1978 and 1979 However, net
losses ot the st e e These anderestinate the sabsedy ontlav, partenlan v m the early veas

" Ahmed A Gonel Food Secunty Prograan an Eavpt. Food Secuney for Developang Counties ed. Alberto Valdis
(Moulder, Colo Westview Press 1980 pp 143 157
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Table 4—Indexes of the volume of imports and the distribution of major food commodities by the Ministry of Supply, 1970-80

Sugar Cooking Oil Beans Lentils Wheat Retined Flour Rice
- - Frozen —

Ehstri- Distri- Distni- Distri- Distri- Distri-  Frozen  Chick- Distri-
Year  Imports bution imports  bution  lmports  bution Imports  buiion Imports  bution Imports  bution Meat! en® Exports®  bution
1970 “1 il -T +4 Tt 33 8 66 56 75 15 283 34
17t 5 63 T 31 18 Iy 41! Tl 66 8Y elal 19 256 36
1972 T 67 8 13 249 10 <0 T4 5 68 80 15 108 216 51
1973 81 67 313 13 19 48 a0 82 T2 80 i 18 134 64
uty +4 81 HO) 44 26 6~ 19 33 101 a7 94 82 Lty 10 75 81
1475 Gty 93 12 104 V33 a7 °8 6 104 6H2 110 935 H 10 44 79
1976 HES 100 100 1O0 100 100 100 100 1060 o0 100 100 100 n.d. 100 100
[ 86 o8 121} r12 31 +4 T4 a7 120 111 120 119 113 100 88 97
1978 140 19 145 124 22 86 T3 124 141 P19 1749 143 127 75 68 100
197y 109 113 156 151 40 T4 85 106 120 120 172 159 119 219 an 101
1430 218 137 40 140 46 88 90 97 154 131 141 145 160 500 4 111

Source bgspt Mimisty of Supphy and Home Trade,

Note

Where nra appears, the data were not avatlable. 1976 = 100

anports ot this food equal the amount distmibured

Riceas the oniv commodity that 1s exponted.

unpubhished data.



cicney in calories in these commodities is
50 percent because wheat and oil have a
higher calovie value relative to their monetary
value and hoth account for high shares off
total imports. The concern for food security
mainly stems from aninterest inkeeping the
nationdal budget, as well as the consumer,
insulated from price shocks stemming trom
aood or bad harvests in Kansas or the
Ukraine

The tood security geal aims to reduce or

eliminate imports of selected commodities
(for example, sugar and oil} and to improve
the agricultural balance of trade hy asing
comparative advantages to pay for necessary
tood imports ' Although production is cru-
cidl to any discussion of food security,
subsidies mainly influence consumption
patterns and, therefore, import requirements,

The long-run goal is to have food prices
reflect scarcity costs as much as possible
within the context of other wellare goals
and trade-offs,

Food security policy also affects rural-
urban linkages. The flow of imports from
the ports through the cities into the country -
siderepresents arestructuring of traditional
trade patterns. However, various officials
involved in planning and supply have ex-
pressed aninterest in having rural areas
provide for their own needs, Such an interest
must be weighed against other policy goals,

The subsidy system also has nutritional
concerns, which may influence the choice
of commoditics emphasized. For example,
the stress on animal protein may partly
reflect the viewpoint on nutrition,

" Ministty of Planning. rive-Fear Plan. 1978-1982, vol. 5: and Egypuian Gazette, March 24, 1981
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STRUCTURE OF THE FOOD SUBSIDY

AND DISTRIBUTION SYSTEM

Wheat, in the form of cither flour or
bread, is the only commodity that is, in
principle, available to any consumer without
restriction. No limits are set on the quantity
or timing of purchases at the price fixed by
the government, which is uniform through-
out the country for each type of bread sold.
For other subsidized commodities there are
different prices and quotas at those prices,

Sugar, ted, cooking oil, and rice are
provided at o low rationed price in fixed
monthly quotas. Beans and tentils are rationed
but the monthly delivery is less assured.

Eligibility is nearly universal; 90 percent of

the population is registered in the system,
Only certain categories of landholders, fam-
ilies of emigrant workers, aicl stockholders
in joint venture companies ase restricted.
For families of equal size within the same
arca, all holders of ration books receive the
same rationed quantities regardiess of in-
come. However, official monthly quotas do
vdry from one governorate to another and
from rural to urban areas. (See the Appendix,
Table 18.)

Additional quantities of the commodities
mentioned above are available at higher
prices, This is, in effect, a second tier of
rationing. Quotas of these commodities are
sold through cooperatives and government
retail stores. Because this distribution is
less restricted and less assured, these sales
are referred to as sales at the “free” (hury
market price. This is 4 misnomer as the free
price generally is below that prevailing in
the so-called " black market.” In subsequent
discussions, the terms regulated market and
open market will be used and not the pejora-
tive term black market.

The quantities of sugar, oil, and tea
distributed as rations have been fairly con-
stant since 1975 (see the Appendis, Table
19). The peak year for each was 1978, On the
other hand, quantities of sugar and oil dis-
tributed at regulated prices have increased.
In 1980 rationed sugar made up one third of
the total quantity distributed, and rationed
oil made up 60 percent of the total, excluding

quantities used in manufacturing and food
processing, Approximately 70 percent of the
rice distributed is sold at the lower ration
price,

There is only one subsidized price tier
for frozen meat, poultry, and fish. Their
distribution is restricted to outlets that have
freezers. Fishois generally available on de-
mand, but monthly purchases of meat and
poultry are limited.

Although the bulk of the food commodi-
ties subsidized through the Ministry of
Supply is marketed to consumers, some
inputs of food processing are suhsidized.
One example is the flowr used for bread,
cakes, and pastas. The more refined flour
used in cakes and pastas sells at a higher
price than flour sold to bakers of popular
breads or directly (o consumers. Another
subsidized good is the oil used in margarine
and other processed foods. Certain groups
of restaurants and peddlers receive some of
their inputs through government channels
atreduced prices. Yellow maize is imported
by the Ministry of Supply tor direct use as
poultry feed and as an input of commercial
feed cone ntrate and various other industrial
Processces.

The main growth in quantitics distributed
through the subsidy system in recent years
has been either in these inputs or inregulated
commodities (including meat) for which
upper limits of purchases are regularly
waived. Sales of goods at regulated prices
appear to have bheen more effective in
moderating nrice rises than in targeting and
distributing consumption among the pop-
ulation. This component, therefore, could
continue to expandd 1o meet the strains of
rapid economic growth,

Prices for major commodities showed
tittle movement during the period 1971-81
{Table 5). Prices of meat and poultry, sugar,
and oil have risen somewhat, but only
chicken prices have Kept pace with the rise
in the consumer price indey.

Except for rice, most subsidized com-
modities are imported through the GASC.
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Table 5— Development of rationed prices, 1971-81

Nov. Nov.

Commodity 1971 1972 1973 1974 1975 1976 1977 1978 1979 1960 1981
ipiasters kilogranmy
Rationed sugar 10 10 1o 10 HY 10 10 10 10 10 10
Regulated sugar 15 i3 13 15 16 25 25 25 25 30 30
Rattoned o1l n.a. n.d. na. na 10 nLd n.d. 10 n.d. na. 10
Regulated o1l na. na nd n.a 30 n.a. na. 30 nd. na. 30
Rationed rice 5.5 5 3 5 5 5 5 5 5 b b
Regulated rice na. na. n.d. n.a. 15 nd. nd. 15 n.a. n.a. BN
Beans 7 7 7 7 10 10 10 10 10 10 10
Lennids 9 10 10 10 10 10 10 10 10 10 1
Yellow marze 3 3 3 3 3 3 3 6 6 6
Flour reninedy’ 353 55 7.5 73 7.2 7.2 7.2 7.2 7.2 912 65.12°
Frozen beet . o .. 68 68 68 68 68 68 68 68
Frazen chucken nad. n.a. n.a. na. nd. na. n.d. 68 n.d. n.d. 105
Urban consumer price index
All items 1136 1163 1224 1357 1489 171.2 191.1 122.6 2335 278.9 311.5
Food 1170 1208 1308 1529 1715 209.2 2313 2347 2773 34+8 1013
Rural consumer price index
All ttems 1179 1176 1312 149.6 1679 193.9 220.7 2384 265 3258 373.7
Fouod 1202 1191 1383 162.2 1854 2210 AR | 275.2 3052 380.4 1389

Scarces The consumer price indexes are from the Central Ageney for Public Mobilization and Statistics (CAPMAS). The commodity prices are from unpubiished information

provided by the kgyptian Ministn of Supply and Home Trade, except tor the prices of rationed oil, regulated oil. and frozen chicken. These prices are from Lance Taylor,
“Food Subsidies— Macro and Micro Issues.” Massachusetts Institute of Technology, Cambridge, Mass., May 1976 (mimeographed): U.S. Department of Agriculture,
Subswdv Prcing und Rutioming of Busic Foods (Cairo: USDA. October 1978 and April 1981). The most recent report was verified independently and minor errors in it were cor-
rected. Earlier prices dre presented as they were reported. As the prices of beans and lentils were reported as 12 piasters each in both 1978 and 1981, the 1978 prices are
suspect by association. Also see RKarima Koravem, “The fmpact of the Elmination of Food Subsidy on the Cost of Living of the Urban Population of Egypt.” paper pre
sented to the International Labour Organisation, Income Distribution and International Employment Policies Branch, Employment and Development Department,
venevd, Mav 1980, tor a slightlv different presentation of similar data.

Note: Where nod. appears the data were not available.

4

This 1s not directhy comparable to the 15 pasters per kilogram price of previous vears because the quality changed.
The extraction rate 15 72 percent, except for some of the November 1981 figures (see footnote c).
The prices in November 1980 tor 72 percent flour were 9 piasters per hilogram loose and 12 packed.

The prices in November 1981 were, tor 82 percent flour. 6.5 piasters per kilogram loose and 8 packed. tor 72 percent flour, 9 piasters per kilogram loose and 12 packed.



Figure 1 presents a simplified scheme of the
marketing and procurement channels for
subsidized commodities. Acting as an agent
tfor the Ministry of Supply in the international
market, the GASC makes purchases through
international tenders and bilateral, long-
term contracts. The responsibility of this
company ends at the port. Deliveries 1o
storage companies oceur at subsidized prices.
Most of the national food subsidy bill is
absorbed in the budget of the GASC,

The Principal Bank for Development and
Agricultural Credit ‘PBDAC) is the second
largest purchaser of subsidized commodities.
fU receives vice quotas from producers,
thonugh weighing of deliveries may occur at
milling companies. Lentils and beans are
also delivered on quotas, whereas farmers
can deliver whedt 1o the government at qa
price fixed in advanece ! Such procurement
is a minor part of the wheat handled by the
Ministry of Supplyv—the equivalent of less
than two weeks imports. The PBDAC also
receives meize and beans from the GASC.
The beans are delivered 1o the wholesale
companies and the maize is distributed 1o
consumers and industrial users,

Two government companies are snvols ed
in wholesale packing and distribution of
items to be rationed or sold a0 regulated
prices. The tinal outlets are private grocers
and cooperative stores,

Demand that is not satistied by quotas is
channeled into the open market, This in-
cludes the resale of items purchased at
cither of the two tiers of ration prices and
local trade of agricultural products,

Principal Outlets for
Supply Commodities

Private Grocers

The principal outlets tor rationed com-
modities are private merchants who are
licensed by the Ministry of Supply to receive
rations from the wholesale companies and
distribute them o consumers. The raiion
card (betaka tamween) is a passport-sized
hook with space for recording o decade’s
purchases. It is up to the card holder to

”]

report changes in family size to the local
supply burcau. As periodic registration is
not required, the household is more likely to
record additions to the houschold than
deaths or migrations. But if a recently mar-
ried member seeks o book, his name must
he removed from his family's hook.

A holder of a ration book must register it
with a grocer of his choice who records
monthly purchases of rationed commodities
init. The grocers are required to pick up the
monthly volume of rations from the whole-
saler at fixed dates and to hold the vation of
a4 registered household for the month,

Private grocers also sell nonsubsidized
consumer items, which are their primavy
source of income, They may also sell com-
modities at the regulated price, though
many in Cairo and Giza report that there is
little profit in doing so. For example, the
regulated price of sugar is 30 piasters per
Kilogram and the grocer must pay 28 piasters
a kilogram and hear transportation costs
and handling losses as well, Grocers olten
consider the rationed goods they sell as loss
leaders that ensure the regular patronage ol
customers who generally make other pur-
chases when procuring their rations. The
private groceries— called tannween {sunply)
shops—may make extra profits by providing
unused rations to other consumers. However,
this is risky as the grocers are policed by the
Ministry of Supply. In addition, the infor-
mation that the Ministry of Supply has on
the volume of trade in supply commodities
for each grocer reportedly serves as a hasis
for estimating tax obligations. Because of
the policing, the taxation basis, and the low
potential profits, grocers have little incentive
(o serve as tamween ouwtlets. Ina Coiro-Giza
case study of food outlets conducted in April
and May 1981, a few grocess reported that
they had recently stopped supplying rationed
commodities.

In this case study grocers, bhutchegs,
hakews, and peddlers were interviewed in
four neighborhoods: Giza and Sayeda Zeinab
(low inc sme), North Maadi (middle income),
and Heliopolis thigh income). Repeated
visits were made over a four-week period to
observe lines and availability: of goods.
Twenty outlets for rationed or repalated
food {grocers or cooperatives), 1o outlets

armers Wheeane smembers of cooperatives established for recgnents of Lind i the 1962 Land teform are sfill

aliligated o delver w gquota The extent of this form of procurement could not he ascertamed
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Figure 1—Marketing channels for subsidized commodities
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for meat, 14 hakeries, and 9 peddlers were
visited. No statistical properties are claimed
for this case study.

As one would expect, tamween shops in
the urban governorates have a greater vol-
ume of business per shop (see the Appendiy,
Table 20). This rural-wrhan pattern is also
reflected within the governorates, For ex-
ample, the Sharkia governorate had an average
of 278 cards per shop in March 1981 com-
pared 1o the average of 383 for its capital
city, Zagazig's The number of tamween
shops has increased s pereent since 1979, In
alew governorates the number has declined
shghtly,

Government Stores and Cooperatives

Mostol the food sold at regulated prices
is distributed through a netwaork of consumer
cooperatives and governme.at-owned shops.
Due to theirurban locations and trademarks,
the stores of Al-Ahrvain and F1-Nil are the
most visible of the three chains of govern-
ment food stores. Though popularly referred
Lo das cooperatives feamaiva) these stores
and those under the Alexandria Company
for Consumer Goods are public- sector com-
panies that manageretail outlets. Inaddition,
there are three types ol true cooperatives
with centralized coovdination: governorate,
neighhorhood, and workplace,

Al-Ahram, for instance, receives g quot,
of commodities from the pgovernorates in
which it functions, mainly Cairo and Giza,
but also the Canal governorates (Suez, Port-
Said and Ismaitia) and Kalyubia, Red Sea,
and Aswan. ‘These goads are distributed by
company trucks to the outlets in quantities
hased on the density of population and
sales windows: In principle, prrchases of
sugar, lentils, rice, and beans are recorded
in the consumer’s hook whereas purchases
ol meat are recorded only in the cooperative's
register. Theve are no statutory limits on the
quantities ol staple comunadities per con-
stmerin Caro. Meatand poultry ave limited
to ] Kilogram ¢ month for a family of one or
two menibers, 2 Kilograms for ¢ houschold
of three or four, and 3 kilograms for Larger
familics.

"supph manager. Sharkia, personal communicanon

The central management of Al-Ahram
also limits purchases of repulated sugar to 2
kilograms per visit, with the intention of
curtailing resale to processors who should
he obtaining sugar through private imports.
Store managers are not authorized to impose
sales restrictions, but that regulation s
frequently waived,

The stares sell consumer items other
than subsidized goods, such as imported
cheeses, local and imported canned goods
and juices, meat, chocolate, and fresh pro-
duce. These ave sold at a cost-plus-profit
margin of about 10 percent, though rigidity
inresctting prices may lead to losses (de facto
subsidies) during periods of rising prices.
Prices of items sold at a protit are generally
lower than those at private-secter stores
hecause of economies of scale. Government
regulations authorize a 6 percent margin for
importers and <4 percent for wholesalers, 1
Because Al-Ahvam cooperatives can bypass
the wholesaler, they can pass onsome of this
marging to consumers. ln 1981 Al-Ahram
made a profit, of which 75 percent was re-
turned 1o the treasury. This is, in effect, o
payment on the use of government capital.
Of the remaining 25 percent of net profits,
1O percent goesta employees in the form of
cashu 10 percent goes tor housing, and 5
pereent is spent on social schemes.

As with other formis of retailing, Al-
Ahram seeks to expand sales, and individual
managers are urged 1o exceed previous
estimates of tinnover. The company also
seeks new low-rent outlets, including mobile
units 1t is not known how such policies
atfect sales of regulated subsidized com-
modities,

In most areas not covered by the three
public-sector retail outlet chains, the main
distribution channelis through cooperatives,
dividuals obtain membership upon pay-
mentotdues of Ll L Each memberis entitled
(o one vote in the cooperative management
and receives dividends according 1o his
purchases. tn practice, members are not
usudlly active aid there are seldom profits
10 distribute. The largest cooperatives are
those established by the governorates. They
have up 1o 10,000 members dispersed among

v My ol Supphy and Home Trade, Decee #7179 1978
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a number of outlets, inthe past, membership
in such a cooperative has been linked to the
issuing of vaiion cards, and, theretore, mem-
bership may exceed participation by a large
percentage.

In any neighborhood individuals iy
join together to form a cooperative. Although
there were more than 1,500 such units in
1979 — and there are more today -- a number
of those registered are not active. To bold
down the number of inactive cooperatives
the government recently set o lowey limit of
500 members tor regisiration. Both gover-
norate andd neighborhood cooperatives serve
as outlets for supply commodities at sub-
sidized prices and receive goods from AMin-
istry of Supply warchouses. Little, it any,
profit is made on these sales. The coopera-
tives also sell a range of canned and packaged
products that are procured through a common
wholesale unit, which s separate from the
channels used by the public-sector retail
units, The cooperative union even has a
unit for importation of nonsubsidized com-
modities that is distinet from the GASC. The
wholesale union attempts to gain the benefits
of cconomy of scale torits members: This is
particutarly mportant for the small neigh-
horhood cooperatives. One need not be a
mewmber to purchase consumer goods from
these stores

Government emplovees and workers in
factories may dalso belong to cooperatives at
their workplaces. As of 1981, membershipin
such cooperatives was mandatory in places
ctuploying more than 200 workers. Members
receive ared membership card inaddition to
their green ration book (see the Appendix,
Table 20}, The principal henetit is that
regulations permit members 1o receive one
more kilogram of medat and of poultry than a
family of the same size would receive in
other types of cooperatives, Butter oil at
LI 145 per Kilogran, which is scarce in the
government stores, is supposcdlv available
seasonally m these outlets. Commercial
goods are also sold. Because of the incon-
venience ol transporting purchases to their
homes, howeser, many workers restrict pur-
chases fromthese cooperatives 1 subsidized
poods or paods scarce sutside the workplace,

AManv workers with a red card do not
have this factstamped im their ration hooks,
whieh would alert the cooperative that they
have alternative sources of meat and sub-
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sidized commodities. There also is no effec-
tive means of limiting purchases of meat by
families in which more than one member is
employed in a government office or large
factory. Furthermore, the red cards do not
record family size. Therefore, distribution
of medt and poultry by houschold size is not
enforceable.

Bakerics

Most subsidized wheat flour is sold 1o
hakeries, which are regulated by the Ministry
of Supply. Bakers pay LE5.00 for a 100-kilo-
gram sack of coarse flour (82 percent extrac-
tion) and either LE 6,95 or LE 7.07 for fine
flour (72 percent extraction), depending on
their tinal products.!® Bread weights, mois-
ture content, and prices are fived. Eleven
types of bread are listed. The hakeries are
generally privately run. A simple technology
is used to make the bread; only the mixing of
the dough is mechanized. A stone oven
heated with kerosene is usually used for
haking. Many of the hakeries specialize in
producing just one of the three major ty pes
of bread, a moderately coarse loaf called
balady or a whiter loaf called shamy. in
addition 1o these flat breads a longer loal
resembling French bread called fino or afrangi
is available (Table 6). Bakers are policed to
ensure that their product is full weight and
that they do not divert flour designated for
shamy or fino 1o pastries, the flour for which
should sell at 12 piasters per Kilogram.
Simitarly, bakers are watched to prevent the
sifting of 82 percent-eatraction flour into
the higher-priced 72 percent-extraction {lour.
Profits from such sifting would include sale
of the bran for animal feed.

To gain a better picture of bread market-
ing, ¢ number of bakers in the Cairo-Giza
area were interviewed as part of the market-
ing case study described earlier. No bread
was observed being sold at other than offi-
cial prices. Indeed, few hakers received full
price, as much of the bread was sold whole-
sale 1o other stores ar to restaurants at
reduced prices of 0.90 0.95 piasters per
loaf. Peddlers receive a wage ranging from
{.E 1,25 for a 12-hour day tor a young boy to
LF 3.00 for an adult. Other sales are made
directly from the bakery.

These local breads do not keep well,
which accounts for some reports that bread

These prices imchde msaance at 0 295 pnasters per bag



Table 6 —Major government bread specifications, July 1980

Flour Extraction Consumer

I'ype of Bread Weight Rate Price
(grams) (pereent) (LE)
Special balady 169 820 0.01
Shamy 122 720 0.01
Small shamy 50 720 0.005
o 125 720 0.01
Small tino 62 720 0.005
Large fino 375 720 0.03

Source: Susan Grier Buchanan, “Egypt: Government Consumption Planning Schemes for Wheat and Other Primary

Foods™ (AMLS. thesis, Cornell Umiversity, 1981).

is fed to animals. Bakers sometimes have
agreements with restaurants and other large
customers 10 buy hack old bread. In some
cases they exchange new bread for old but,
in general, repurchase is at half price. Old
bread is sold to consumers, with 5.5 piasters
a kilegram being the most commonly quoted
price. Old bread may be consumed by
humans or fed to poultry. Sales of this thrift
bread, including damaged loaves, may make
up as much as 10 percent of total sales in
some shops.

Daily production of bread varies from as
little as 400 loaves of fino bhread in bakeries
that concentrate on these more expensive
specialty breads to 35,000 loaves of baludy
bread. The national average for hakeries is
10,000 loaves of balady bread per day. None
of the bakeries observed baked both fino and
baludy breads. Bakeries with a daily volume
of 20,000 loaves usually employ 22-28
workers.

It is obviously difficult for a brief case
study to ascertain to what degree, if at all,
hakers obtain extra profits by circumventing
the regulations, A few bakers admitted that
they sold excess flour at LE 6.50-8.00 for
100-kilogram sacks of 82 percent-extraction
flour and chdarged LE 12,00 for the same
amount of fino flour. These sales were often
to other bakers, primarily those who pro-
duce fateer (a type ol pastry), who were un-
able to get enough flour through government
channels.

Once haker claimed he produced 8,000
loaves of balady bread daily with flour pur-
chased from his colleagues at LE 7.00 a bag,
Although he was not authorized by the
government, he was able to make a profit
ever. at the higher flour price. Duaring the
mont, of the survey he increased his pro-
duction from 7,000 to 8,000 loaves a day
whereas come smaller licensed bakers re-
ported thai their output was below capacity
dueto their difficulty in obtaining supplies.

The case study obtained information on
wages, but the data on productivity is too
sparse to estimate potential profits at current
costs. Producers complain about having to
deal with rising wages and shortages of
workers when prices and volume of sales are
fixed. Nevertheless, the number of registered
hakeries increased from 3,011 balady bakeries
and 1,462 others in 1977 to 3.411 balady
hakeries, 1,317 fino hakeries, and 491 shumy
hakeries in 1981, In 1962 the corr(*sp()n(ling
nurbers were 2,000 balady and 986 other. 16

The government's policy is (o increase
the capacity for mechanized production of
bread, due in part o rising labor costs.!? In
1981 there were 24 mechanized balady lines
compared to 15 a year carlier. In addition,
there were 33 semiautomated bakeries for
fino breads. Although the majority are in
Cairo or Alexandria, mechanized bakeries
dre operating or under construction in various
locations throughout Egypt,

1 Susan Grier Buchanan, ™ Fuypt: Government Consumption Planning Schemes for Wheat and Other Primary Foods”
(M5, thesis, Cornell University, T981). See also Egypt, Ministty of Supply and Home Trade, Decree # 26, 1980,

" Black and Veteh International, Master Plan for the Development of Feyptian Storage and Distributton System for Food
Grains. paper prepared tor the government of the Arah Republic of Egy pt, September 1978, discusses such plans as

well as those tor storage and milling capacity
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Search Costs

Consumers in Cairo are able to obtain
bread from a number of outlets, including
bakers, peddlers, restaurants, and retail
stores. Time spent in lines is more moderate
than for other supply commodities, which
arc available in Fixed quotas and distributed
1o outlets in predetermined amounts. The
official policy is to make regulated com-
modities available in Cairo upon demand.
However, the opportunity costs of waiting in
line and other search costs tend to moderate
demand, thus relieving pressure on prices,
In areas outside Cairo effective demand is
reduced, in part, by official quotas on the
purchase of regulated commadities. This is
actually a ration at the higher price level.

The cese study of the Cairo- Giza market
gives some insight into restiictions on pur-
chases at the regulated price. For example,
during the survey period cooperative and
private shops limited rice purchases to one
bag (5 kilograms) per visit. One store that
had sold rice ondemand at one visit imposed
a limit the following week. Despite such
limits, rice was frequently unavailable. Al
though rice was generally in stock inprivate
shops and cooperatives in the wealthier
neighborhood of Heliopolis, it was never in
the market in Giza, a4 tow-income neighbor-
hood, during the five-week interview period.
However, the Giza visits were at midday and
it is passible that supplies were delivered in
the evenings and sold before noon the next
day.

stores had ample stocks of regulated
cooking oil, except in Giza, where [t was
occasionally unavaitable. Stores in Heliopalis
imposed navestrictions, but elsewhere limits
were usually either one bottle per visit {at 344
piasters) or 750 grams sold unpackaged. At
the one werkpiace cooperative visited the
limit was two bottles per customer. Sugar
was generally available with limits on pur-
chases ranging from 750 grams to4 kilograms
(Heliopaolis). Limits on sugdar varied accord-
ing to houschold size and were not uniform
within neighbothoods,

Although beans were sold in ramween
shops, they were notavailable in cooperatives
other than in Saveda Zeinab, The neighbor-
hoods of Sayeda and Maadi had lentils
available at the regulated price of 35 piasters
per Kilogram, but in the other two neighbor-
hoods lentils were only marketed at the
ration price.
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Fish was never limited. Given its low
cost (32-90 piasters per kilogram depending
on the variety), this may indicate amoderate
local demand. Mutton was the frozen meat
most widely available with purchases limited
by regulation to 1-3 kilograms. Purchases,
however, were not generally recorded in
individual books. In one cooperative the
limit dropped to 1 Kilogram to any customer
when supplies became scarce.

Restrictions on the purchase of beef re-
serbled those on mutton, but beel was
available less frequently. Liver was gencrally
available in cooperatives at LE 1.25 per kilo-
pram (LE 1.40 in Sayeda) and limited only in
Giza. Various ground meats were also sold
on demand.

Chicken, which was frequently unavail-
able, illustrates the irvegularity of supplies.
When it was available, restrictions ranged
from the official -3 kilograms per card in
most places to 3-5 kilograms in Heliopolis.
In Sayeda chicken was sold in government
stores and restricted only occasionally. It
wds not a rationed commodity but came
from the Egyptian Company for Poultry ata
higher price of LE 1.38 per kilogram.

Whenever poultry was available, it was
reported to he possible to return to the line
and receive another ration. Furthermore,
peddlers frequently sold poultry and frozen
meat at prices about 10-15 piasters higher
then the official prices. These peddlers,
usually boys, had generally obtained this
meat earlier from the cooperative, They
provided a customer service by making it
possible for customers to avoid long waits in
lines, which can range from 20 minuies to 5
hours. The lines were shorter when only
mutton (not beef) was available. It must he
assumed that the peddlers paid a commission
to either the shopkeepers or middlemen and
received aveturn on their labor. The markug,
which appears moderate, may reflect case of
entry into the market or the availability of
substitutes: for example, fresh chicken or
medt. Most commonly, one could expect to
wdit ahout 90 minutes, hut one could pur-
chase a number of items at one time. Further,
il one needed only an iten in plentiful
supply, it could be bought when other items
were not in stock and lines were shorter. For
example, lines for oil were only 10-20
minttes long when rice and sugar were not
in stock.

Although resale of supply commadities
was supposedly common, it did not seemto



be as common for other commodities as for
poultry. Resales of tea and sugar observed
during the study were by individuals who
sold their ration quotas atslightiy above the
regulated price. Teawasresold at 20 piasters
a4 packet and sugar at 35-40 piasters a kilo-
gram. {The subsidizea prices are given in
Table 5.} The government tries to accom-
modate increased demand during festivals
such as Ramadan. However, when increased
demand for sugar in Sayeda Zeinab during a
festival led to shortages in cooperatives, the
resdale price of sugdr rose to 50 piasters and
brietly o 60.

Resale of supply commaodities in bulk
provides a service for some consumers hut
diverts signiticant amounts of commodities
fromy the cooperatives. Because most stores
do not have surphis commodities, hulk sales
may inerease the periods of unavailability.
This denies the consamer the option of
choosing between o long wait with a4 low
price and the hagher creet price. On the
other hand, a constmer who sells a portion
ol his ration may prefer to use the few extra
piasters to buy a move highty valued com-
modity. This is a classic equating ol supph
withdemandwithim g ration environment. It
is andlogons to the enormous quantities of
chocolate nonsmoking soldiers used to re-
ceive in exchange for thei cigarette rations
during World War 1. Both veflect entre-
prencurial response to opportamties credied
by irregular or restricted rade

Diversion of supply or resale of rations
does not reduce consmnption. On the other
hend, amavailability reduces consnmption
unless consumers cane draw on supplies
previoushy purchased ™ The existence of 4
market for commaoditics at prices higher
than the vegulated ones indicates that the
inconvenience of waiting in lines or defey
ring consumption can he considered a cost
that aftects consumer demand in g way
siilar to haghey prices Such costs depend
on the consuer’s attinde toward wiiting,
as well as oo such objective conditions as
lostwage opportanities, the length of lines,
and the probability of the sonavailability of
goods, The eftect ol these costs on demand
is greatest inoarees where mregularity of

supply is greatest. Though flour may occd-
sionally be unavailable in markets, the sale
of hread by a large number of small outlets
means that bread is substituted for rice and
other food items beyond the level indicated
by relative market prices. Similarly, other
nonrestricted goods will he substituted ac-
cording to the cross-price effects of hasie
consumer preferences, !

One finther channel for subsidized com-
modities is open to urhan consumers. Prices
tor such prepared foods as heans and koshan
{a dish made of vice, macaroni, and lentils)
are limited by regulations and can be kept
low becanse the iput prices are subsidized.
Peddlers and sma. restaurants can usually
obtain oil at 30 piasters per kilogram from
the government, as well as lentils at 35
piasters, beans at 10-15 piasters, and rice ot
5 piasters per Kilogram. These peddiers
become wrvdor purchasers of sapply com
modities onthe open market because not all
areregistered and because authorized quan-
tities of inputs seem to be insulticient even
for small merchants, For example, futeer
merchants interviewed claimed that their
oil, sugar, and flour were from open market
sources, the latter representing flour resifted
from82 percent-cextraction flour. Open mar-
ket prices were reported to be one third
higher than the regulated prices. Similarly, o
number of Loshan merchants purchased rice
and more than halt the lentils they required
dUprices up to twice the ofticial ones.

Other Market Channels

Other marketing channels will hecome
more important it proposed changes are
made in the distribution of vationed and
subsidized commuodities. In Fgypt, as in
many countues, middlemen frequently are
blamed for rising prices: unlike many other
countries, however, in kgyvptwholesaling is
natdomindted by minonty ¢ oups who are
target for resentment arising from racial,
rehgions, oy national prejudices fnkeepimg

U B e these Crenmng e e e wonld prohahlv e the desned Tevel af Tuosehold stor ks and the

Atount purebaeeed ot cach viat to the tone

Eor atheoreticad discnsaog o o Asprecis sl consumption with rationing, sec TP Neany o and BOW S Roherts,

“Hhe Theans of Honsehold Befuivon e Ratiotnyg

Paropean Feononue Review 13 lanian 1980) 2542
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with the view that middlemen take excessive
profits—the validity of which this report
cannot ascertdgin—the government has passed
a number of faws that restrict and regulate
trade in general, and food trade in particular.

Grain trade is largely in government
hands. All vice exports are handled by the
government and the flow of grains and
pulses into urban areas is largely through
the Ministry of Supply. Bulk transport of
such staples by private traders is restricted
by law. Consequently, trade in domestically
produced grain and bheans oceurs either
through government chiannels or in small
village markets. Appendis Table 21 peesents
farm prices of main cropsindifferent gover-
nordtes. Although the averages mask seasonal
patterns and local variation, they reveal a fair
degree of price variation hetw een governor-
aies, The reported farmgate prices exceeded
the government quota Or procurement prices,
In 1980 these support prices were LE75 per
ton of paddy, LE73 per ton of wheat, LE 250
per ton of lentils, and LE 161 per ton of
heans. The higher prices result from local
demand by nonproducing households or from
farmers whose retained production is ess
than household requirements. These farm-
gate prices—used here as provies for village
consumer prices—sometimes exceed prices
at wiich commodities can be purchased
through government channels.

The incentive for tarmers to sell their
wheat and buy subsidized flour is moderated
by such factors as preference for local var-
ioties, cultural values that act against market
purchases by a producer, risk aversion, and
imperfect market channels. Similar influ-
ences likely atfect trade in rice and pulses.
Nevertheless, the potential tor an increased
flow of food items from cities to farms
makes greater understanding of raral markets
important.

One consequence of the rural sector’s
reliance on markets ditferent from those of
the urban sector is thatthe rural sector has a
higher rate of intlation for food than the
cities. A continudtion of this trend would
probably moderate but not necessanly cancel
out the increase inrural wages and product
prices of recent years. 2!

2

Recent fandings ared Imphoations tor batare Data

Prices are increasing not only in rural
grain markets but also for a number of food
items in cities and villages. The urban price
index for meat rose from371.0 in September
1979 10 539.3 4 year later, whereas the fruit
index jumped from 364.3 1o 283.9, leading
that year's food price increases. To moderate
such inflationary pressures each gevernorate
is allowed to set price ceilings for produce
soldwithin its jurisdiction. This does not, of
course, prevent higher back-room prices
when demand increases during festivals or
in off-scasons when supplies are short,
Some price increases were observed follow-
ing the announcement of wage increases in
May 1981 but it is not possible to determine
whether these resulted from inflationary
pressures or profit taking. One attempt to
reduce such price rises was the establish-
mentof retail outlets under the Company for
Food Security. These shops market privately
traded goods, including poultry and produce,
at low profit margins. This resembles the
high volume, low markup trade of nonsub-
sidized goods by cooperatives.

Profit margins are established by law
and restrict the markup ¢ merchant can
legally add to his purchase price. If, however,
a supplier manages to obtain an additional
percentage point from a retail unit, the final
seller will lose that part of his margin if price
ceilings are enforced,

Suchrestrictions have notdriven private
grocers from operation, but may have in-
fluenced their stock. Private grocers are
exempt from recent government limits on
shop hours and provide customer services
not available ai cooperatives. These stores
frequently concentrate on imported goods,
leaving domesticatly produced items 1o co-
operatives.

Irade in fresh meat is heavily regulated.
[t can be sold only on Thursday through
Saturday. Price ceilings ranging from 230+
250 piasters per Kilogram, depending on the
type of meat, are enforced by special gov-
ernment investigators. Butchers surveyedin
the greater Cairo arca indicated that it was
not difficult to exceed this Hmit by 10-20
piasters. Sales of better quality meat could
casily be conducted over the phone at 300-

For two difterent s wews onca nculturalwages, see James Frtch and Sonea A Agnenliunal Wages i Egypt. Some
Needs

Insttute of Agnoultural Foonomie Research

memoradhin Caro, 1980 and Sane Radswan and Eddy Lees " The Anatomy ol Rural Povertv, Ly pt 19777 World
Fiplovinent Programe, Intemational Labour Organisation, Geneva, 1980 (\imeographed )
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325 piasters a kilogram. In general, how-
ever, prices hovered around the limits. Pro-
ducers claim that the cost of producing
mutton exceeds the ceiling price. The meat
was not available in Giza in butcher shops,
though it could be purchased at about 310
piasters a kilogram on the street. Mutton
was occdasionally available in Cairo. At times
butchers limited the size of purchases, This
type of rationing was also observed for
camel meat and processed foods, including
tomato paste. It is widely claimed that
butchers add fat and inedible matter to meat
sold at ceiling prices, but this was not
observed.

Principal Commodities
Subsidized

Wheat

Wheat is the largest commodity in the
subsidy system in both volume and fiscal
outlay. Recognizing that quantity restric-
tions are politically nnacceptable, govern-

ment policy allows unlimited purchases of

flour or bread at a fixed price. In effect, this
policy requires the government to make

avdilable an infinitely elastic supply of

wheat and flour. Under such circuinstances
growth of total demand for wheat products
would be expected to reflect rising incomes
and the falling real price of wheat relative 1o
other gouwds.

Consumption of wheat products in flour
equivalents grew at an annual rate of 6 per-
cent between 1972 and 1980 (Table 7 and
the Appendix, Table 22). Twenty percent of
the urban population spent more than 10
percent of their budgets on wheat or bread
in 1975.21 Since domestic production has
stagnated, growth in demand has resulted in
increased imports. AH72 percent-extraction
Nour was imported. Three fourths of the
wheat consumed in 1980 was imported
compdred with 55 percent in 1972, In Figure
2 annual percentage changes in wheat con-
sumption are used to illustrate the growth of

2 Central Ageney tor ublic Mobilization and Statistics (CAP

of Fgypt. 1974 75 (Catro CAPAAS, 1978).

Table 7—Percertage change in con-
sumption and prices of wheat,
1970-80

Change in
Flour Real Prices

Year Equivalent Change  to Consumers
(1000 metric tons) (percent)

1970 3.045 o .
1971 3.823 49 -2
1972 3,976 4.0 -3
1973 4170 49 -1
1974 4.234 1.5 =10
1975 4,577 8.1 -15
1976 4878 0.6 -6
1977 5,289 84 -9
1978 5.763 89 =26
1979 5,955 33 -9
1980 0.329 62 n.a.

Sources: Calculated from unpublished data from the
Egyptian Ministry of Supply and Home Trade
and the US. Wheat Association in Cairo {see
Appendin 1, Tables 24 and 25) The prices
used are from Grant M. Scobie, Government
Policy und Food Imports The Case of Wheat in
Egypt. Research Report 29 {(Washington, D.C.;
International Food Policy Research Institute,
1981).

Notes: Flour equivalents are the edible portion of
wheat based on the milling rates of the yedr.
As the milling rates of village mills and the
percentage of domestic production consumed
as crackedwheat or other unmilled products
were not available, an average extraction rate
for domestic production of 90 pereent was
assumed. Where na.appears, the figure was
not available.

domestic demand. In all years since 1971,
except 1974, growth in wheat consumption
exceeded population growth, which is as-
sumed to be 2.5 percent. If an income clas-
ticity of 0.3 is assumed, growth of wheat
consumption exceeded that predicted by
per capita GDP growth in all years except
1974 and 1979.22 This was pa'tly due to the
low cost of bread. A price elasticity of 0.15
explains quite well the annua! fluctuations
in demand. There is no compelling reason
to assume that taste patterns were shifting,

MAS). Famaly Budget Survey by Sample in the Arab Republic

2 Shalaly presents d bewildering aray of calculations of income elasticities for wheat (Shalaby, "Report on Wheat
Consumption™)  The higure used here is consistent with estimates in Karima Korgyem, “The Jmpact of the
Elimination of Food Subsidy on the Cost of Living of the Urban Population in Egypt.” a paper presented to the

International Labowr Organisation, Income Distribution

and International Employment Policies Branch, Geneva,

May 1980: and W Tuns. "A Basic Neweds Strategy for Egypt,” Amsterdam 1978, {Mimeographed )
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Figure 2—Annual percentage changes in wheat consumption, 1971-80
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However, the availability of prepared bread
may have shifted the final form of wheat
consumption.

The drop in per capita wheat consump-
tion in 1974, a year of marked increase in
imports and reported inventories, and the
dropin the rate of growth in 1979 is puzzling.
It is unlikely that demand leveled off, be-
cause it accelerated the following year. Data
on physical infrastructure and hreaks in
supply channels, il available, might supply
an explanation.

The Ministry of Supply bases annual
import requirements on the previous year's
consumption adjusted by trend growth of
the past five yedrs. Imports are planned (o
fill the gap between consumption and pro-
duction; an approximate rule of thumb used
inthe GASC is a 5 percent growth of imports.
The GASC is seeking to diversify sources of
imports and to establish long-term contracts
in lieu of tenders, For example, in addition
to P.L. 480 loans from the United States—
1.1 million tons in 1980 — principal suppliers
are France (flour and wheat) and Australia,
Australia supplies grain under a five-year

2 Shalaby, "Report on Wheat Consumption.”
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1975

1976 1977 1978 1979 1980

minimum purchase guarantee with no pre-
determined price.

Storage is under 'he jurisdiction of the
public General Silo Company and eight
public milling companies. Each governorate
attempts to have a 10-week supply of wheat
and low-extraction flour, though balady
flour is not stored for more than a week.
Daily milling capacity for the public mills
was 11,600 million tons in 1981: a 45
percent increase over that of 197823 In
addition, private-sector mills with a total
daily capacity of 1,643 million tons are
licensed to mill and distribute flour on
behalf of the Ministry of Supply. A number
of p:vate mills in villages process domestic
proauction for local use, but these are out-
side Ministry of Supply channels {Figure 3).

Approximately 60 percent of the wheat
and flour imported is used for commercial
bread making. Most of the remaining wheuat
is sold as flour through government channels.
The 111 registered factories for pasta use
about 25 percent of the flour (300 000 tons
in1981). The remainder is sold to individual
consumers or used for other baked goods.



Figure 3—Provision and distribution of wheat and wheat flour
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Maize

Maize is second largest in volume of the
subsidized commodities. Imports of yellow
maize reached 473,000 tons in 1979, a drop
from the previous four years, hut jumped to
940,000 tons in 1980 and were projected to
be 1.2 million tons in 1981, The 1980 pur-
chase price was about LE 160 (c.i.f, Alex-
andria), which indicates a subsidy of more
than LE 100 per ton. Though imported by
the GASC, maize is distributed through the
PBDAC. Maize imports are mainly inpnts
into food production, which accounts for
the nature of their distribution.

Domestically produced maize is outside
the jurisdiction of the Ministry of Supply.

PE] P

Data on subsidized maize are sometimes
recorded as human consumption, but there
is little eviden~e that yellow maize is used in
this manner. Maize recorded as human con-
sumption generally refers to individual quotas
procured by farmers from agricultural co-
operatives, These accounted for 23 percent
of maize deliveries in the first quarter of
1981. Like quotas for supply commodities,
individual quotas vary according to locale,
reportedly 10 kitograms a month in Upper
Egypt and 5 kilograms in Lower Egypt.#4

Nineteen percent of the maize used in
the first quarter of 1981 went to private
poultry breeders and an equal percentage to
public-sector poultry. The remainder was
fed to cattle destined for slaughter or went

rincipal Bank for Development and Agricultural Credit, personal communication, June 1981
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to breeding fa..as. Most of the maize dis-
tributed by governorates goes to a4 few
Lower Egyptian districts with large poultry
farms. Sharkia uses more than 36 percent of
the total and Ismailia, 10 percent.

Commercial cattle feed is about 17 per-
cent maize. The rest is cottonseed cake,
wheat bran, rice bran, molasses, limestone,
and salt. The min ditfers tor slaughter and
dairy animals. Current regulations require
only one head of insured cattle to qualify for
A4 ration for fattening. The recipient gets a
monthly quota of 140 Kilograms of feed per
head for cattle or 150 kilograms for buttalo.2?
After sivinonths these animals are delivered
to the government for slaughter. Dairy cautle
quotas vary in different parts of the country,
Some depend on the delivery of mitk: 1 Kilo-
gram of feed to 1 Kilogram of milk with a
mavimum ot 5 Kilograms daily in the summer
and half that inthe winter. [nother areas the
quota may vary between 60 and 90 Kilograms
a month depending on the season. [none
Sharkia cooperative the quota is reportedly
only 20 Kilograms,

Yellow maize sells at 6 piasters a kilogram
to cooperative members, less than half the
open market price forwhite maze. Assuming
that consumers strongly prefer white maize,
the price difference has Hitde direct effect
onweltare. However, open market sales may
be expected to lower maize prices. Roughly
hatt of domestic production of maize goes
to animal feed 2 No vellow maize is pro-
duced locally. Imports would reduce the
demand for domestic maize for this use,
moderating upward pressures on prices
Imports might similarly aftfect sorghum,
This potential effect would be due to the
availability of imports and not to the degree
of subsidy.

The subsidy may have aminor effect on
medl prices. One study of two villages
mdicates that mdize and government feed
rations together supply only 10-15 percent
of total cattle nuwrients i the summer
months when there is no berseem (Egy ptian

clover) and 0-2 percent in the winter.?? 1f
these studies are typical, the effect of a
maize subsidy on meat prices would be
moderate. The effect would be even smaller
i maize (or feed) is resold on the open
market or if reduced cost is captured in
increased profits rather than in reduced
prices.

Maize makes up a higher percentage of
the costs of poultry production than of meat
output, Hence, the maize subsidy has greater
potential as an indirect subsidy to consumers
of poultry. Again, the distribution of benefits
depends on marketing channels.

Rice

A little less than half the domestic rice
production is marketed through Ministry of
Supply channels, cither domestically or
abroad (see Figure 4 and the Appendix,
Table 23). The remainder is retained for
home consumption or local trade. Village
rice consumption declined during the 19705
while the quantity marketed domestically
through the Ministry of Supply increased at
an averdge rate of 8 percent a year after
1972, Most of his increase came at the
expense of exports, which are expected 4o
disappear within the next year oy two. Most
of the increase in domestic marketings
occurred in urban areas dand Upper Egypt.
Some of the rice marketed by the Ministry of
Supply, however, is returned to the produc-
ing village through ration quotas and pur-
chases at regulated prices.

Total domestic rice consumption declined
in per capita terms during the decade. As
rice is not viewed as an inferior good, the
explanation for this trend probably is to he
found in patterns of open market (ruval)
prices and in the quantity restrictions of
Ministry of Supply distribution. The Ministy
of Supply obtains paddy through the agricul-
tural credit banks, which act as receiving
agents for the delivery quotas imposed on

- Feaypto Nmstry of Agnouliore, Beoson #4087 Odtober 11, 1980

2 This s caloulated Iy taking consumption of mdaze and maze tlour weported in the 197475 household hudget
strvey (8 Rrlogoms naral, ™ Kdograms arbany aned ignormg the downwad trend over the Jast few years. This gives
approvmdtel 15 anllion tons tor human consunption out of o prodiction of 3 2 milhon tons

Wintos bointornational

Potential tor on-tarm Feed Production and Utlizaton by the Fpyptian Small Farm

Sector” paper prepared for e Cathohe Reliet Senvice aned the U S0 Agenay for International Development, Carro,

fune 19480 (N meoptaphed
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Figure 4—Provision and distribution of rice
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rice producers. These quotas vary region-
ally according to productivity per feddan.?8

During harvest, when the Ministry of
Supply is procuring rice, private trade and
milling are prohibited. However, farmers
frequently report making small sales during
this period of trade prohibition.

Eight regional milling companies husk
the rice and perform some of the marketing
functions, although another company han-
dles bulk sales. An Export Committee deter-
mines eaports by calculating production
minus the quantity to be used domestically.
Thus, rice exports may be viewed as a
residual, rather than as a response to prices.

Rice subsidies reflect an opportunity

M A feddan equals 1.038 acres.

cost loss rather than a fiscal outlay. With a
milling rate of 65 percent, the 1981 quota
price was equal to 13 piasters a kilogram.,
This is between the subsidy price and the
regulated price, but far below the export
price of about U.S, $425 a ton for Egyptian
rice in 1981. Leaving aside the issue of dis-
incentives to farmers, the low price may be
an obstacle to recognizing the costs to the
economy of reducing potential export oppor-
tunities.

The small amount of rice that is imported
is mostly used for processed specialty prod-
ucts. Some has been imported on conces-
sional terms in the past.
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Beans and Lentils

Both lentils and beans are procured domes-
tically by means of quotas. The lentil quota
is fixed at 320 kilograms per feddan and
beans vary by producing regions. Both are
imported {see the Appendiv, Table 24). Pa
capita consumption of both has declined in
the last decade. Given falling real prices,
this indicates either negative income elas-
ticities or that the vation svstem has checked
growth oi demand. The latter is more likely 27
The rations are small with fentils discon-
tinued in the summer, The volume of trade
at regalated prices difters by district as do
reported prices, which range from 15-35
piasters per Kilogram for heans and 35-50
piasters tor lentils, 1 as is asswmed, demand
growth is limited by quotas, one would
expect open market trade to exert upward
pressure on prices, Procurement prices of -
fered to favmers for lentls in TORT were 204
times higher than those in 1977, whereas
hean prices rose 2.3 times. Nevertheless,
the procurement prices lag hehind prices
farmers may receive elsewhere, reflecting a
demand at prices above regulated levels,

Despite price in. reases, production has
been dechning due to waterloggig and
salinity, and imports have mereased. The
fiscal outlav lor imports is still moderate,
hut there is concernthatimport requirements
may exertstrong upward pressures onworld
prices. Egyptian imparts of tava beans in
1980 accounted tor about halt of the world
trade, and lentils came from such nontradi-
tional exporters as Nepal,

Cooking Oil and Sugar

Through quotas and various tiers of prices,
the Ministry ol Supply can moderate the
growth in demand for oil, which has grown
at an average annual rate of 6.5 percent
since 19720 This average rate of growth,
however, fails to indicate the erratic nature
of the annual change inconsmnstion during
the decade

Total consumption declined m 1973 and
1976, hat grew in 1972, 1974, 1977, and
1978 at more than 11 percent pervedr Such
swings probably do not reflect income
changes or ofticial prices i the coopera-
tives. Mare likely, they indicate erratic sup-

"

3

plies and the Kinds of demand madifiers
discussed carlier. Recognizing that the gov-
ernment may be forced to make changes in
imports due to world market conditions,
instruments are needed to translate changes
of supplies into changes in consumer de-
mdand. The government can use prices,
quotas, or waiting lines (o equate supply
and demand. Data are not currently available
that would allow modeling ot the use of
these instruments.

Cooking oil is both domestically produced
and imported (see the Appendix, Table 25),
though domestic production is distributed
through the public sector, Ninety percent of
domestic oil production is from cottonseed
obtained through the cotton procurement
monopoly. The remaining 10 percent is
largely from sovheans. Imports are mostly
of semirefined cottonseed oil or crude sun-
tlower oil, which are refined docally. A small
avount of refined soybean oil is imported in
drums. At present, imports of oil by the
GASC are not on concessiondl terms,

A portion of the o1l is shipped in bulk to
industrial users for food processing and
manufacturing of margarine Approximately
40 percent of oil is used in industry and
another 20 percent goes to restaurants and
public shops. The remainder goes to con-
stmers, either asrations oron the regulated
market. [n addition, vegetable oil, olive oil,
and maize oil are imported by private mer-
chants, aswell as cooperatives, and sold at
open market prices reflecting the world
market, In 1981 maize oil sald at LEO.35 per
Kilogram in cooperatives and up to twice
that price privately.

Like ail, suga. is hoth produced locally
and imported. Production has remained
stagnant; therefore, imports have increased
rapidly to meet the 7.1 percent annual
growth of consumption since 1972 As with
oil, the pace of growth in consumption has
been uneven, with declines in 1974 and
again in 1979, followed by large increases in
1980, These two years were periods when
theworld price clitnbed rapidly {the London
price of sugar quadrupled in an 18 month
period beginning tn January 1979). Never-
theless, domestic prices tailed 1o reflect the
world market price. A full explanation of
how local consumption was made to conform
with aggregate supply is lacking,

Kenayvem estinated positive imcome elastices for hoth toods tor arhaneareas The minal tonnads of the 197475
stunvey show no obviogs patterns at st plance thotavern,

Fhimimation ot Faod Subsidy 7y



Domestic manufacturers are legally en-
titled to import sugar, but they stopped
doing so after mid-1979 due to rising world
prices. They apparently have the option 1o
purchase from the Ministry of Supply at 10
piasters per Kilogram, which in etfect places
a ceiling on aninput price, This is a fairly
unique formof subsidy and may account for
some of the changes in consumption.

Meat, Poultry, and Fish

Frozen meat has become a major item in
the ration system in recent years. In 1978, a
low pointin the beel price cvele ininterna-
tional trade, frozen beefwas priced at$850 a
ton. In 1980:81 the world price ranped
between V.S $1.500 and LS. $2.300 depend-
ingonthe cutof meat. Nevertheless, imports
rose sharply from 5,000 tons in 1974 10
83.000 tons in 1980 and were projected to he
120,000 tcns in 198, .

Growth in imports reflects an opinion
widely held in bgvpt that high levels of
consumption of animdl protein are impor-
tant for good health, In addition, meat
prices e considered the most visible ha-
rometer of prices influencing public expec-
tations aboutintlation and wages. Dairy and
medt products have a weight of 13 percent
in the wrban consumer price index. To
protect the price ceilings on fresh meat the
government has increased availability, mainly
through the workplace cooperatives, and
has increased impaorts of cattle through the
Ministry of Agniealture. These fiports for
1981 82 were projected at 150,000 head, 30
The government makes special efforts to in-
crease availability of meat during Ramadan
and festivals,

The Ninistry ol Supply handles only
frozen meat, imported through the GASC,
The meat is distrihuted by two companies
i Alexandria to the cooperatives and whole-
sale companies. Most meat is imported
through tenders, although the GASC has
a long-term contract with Argenting for

32.000 tons of beef annually.

The rise in poultry imports has paralleled
that of meat. Imports rose from 5,600 tons in
1978 10 38,400 in 1980 and were expected to
be 85,000 tons in 1981, Although Brazilian
chickens are more suited to local methods
of preparation than American broilers, im-
ports are by tenders and are determined by a
price criterion. American chicken could be
unported at U.S. $1,400 a ton and Brazilian
chicken at U.S. $1.475 in 1981, Poultry
imports go through the same market channels
as meat and are sold 1o consumers at 105
piasters per Kilogram in the cooperatives. At
the 1981 exchange rate for government food
purchases (L 1.5 51.43), the official price
wds above the world market price. The
subsidy on chicken mainly represents trans-
portation and handling costs. Domestically
produced chicken sells at prices 30 percent
higher.

lmporters in the private sector may
import meat and poultry, but few choose 1o
do so. They are permitted o total markup of
30 percent above import costs, which are
distributed among importers, wholesalers,
andretailers. This margin may be insuificient
10 offset the risk of perishability. Morcover,
it is calculated at the official exchange rate,
whereas importers obtain most of  their
foreign exchange on the open market,

Freezer capacity is still a major constraint
to distribution of frozen meat, particularly
outside Cairo and Alexandria. Many work-
places do not have freezers and must sell
the product on the day of delivery. A delivery
made after 2 pan. may thaw before distribu-
tion.

Fish is also imported by the GASC
Imports of 63,000 tons were planned for the
second hatf of 1981, Prices start at ULS, $500
4 ton for horse mackerel and sardines.
Those purchased are sold at the subsidized
price of 30 piasters a kilogram. In addition,
the public Egyptian Fish Company imports
fish for sale in cooperatives at nonsubsidized
prices. Local Aswan {ish is also sold by
cooperatives,

" Not all ot these cattle wilt be shaughtered tor meat Ministry of Agnculture otficials state that up to half will be
imported tor hreeding puvnoses. fgvptian Guzette. June 17, 1981

35


http:ilollltlsidi.ed
http:im(ior.id

5

FOOD POLICY DECISIONMAKING

There are two main types of decision-
making within government: first, policy
formation and the setting of priorities and,
second, managerial decisions concerning
routine government operations. Policy de-
cis‘ons usually are made in response (o
changing needs or pressure from support
groups. Managerial decisions, on the other
hand, usually involve legally definea arcas
of responsibility and accountability, are at
least partly governed by precedents, and
have a defined calendar of action,

Operation of Egypt's food subsidy system
involves both types of decisionmaking. An-
nual planning generally follows precedents,
and responsibilities have been established
by past legislation. However, the subsidy
system is an integral component of national
economic policy and decisions concerning
its management are of interest to many of
the ministries and Parliament. A simplified
illustration of this process is presented here.

Central Government
Responsibilities

By law, the primary responsibility for
management of food supplies falls to the
Ministry of Supply. The ministry prepares an
annual needs plan for approval by Parlia-
ment cach July. It covers a 14-month period
for main food commodities and is primarily
based on extrapolations of consumption in
the second half of the previous year. The
Ministry of Sunply utilizes information pro-
vided by each governorite, as illustrated in
Figure 5.

The needs plan is central to the calculation
of the import requirements, which are hasi-
cally needs minus domestic production and,
at least in the short run, are not price
sensitive. Whereas the Ministry of Supply
disregards the relatively small amounts of
wheat obtained by the floor price operations
of the Agricultural Credit Bank, needs play a
dominant roie in determining the total quota
for paddy and pulses. The Ministry of Agri-
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culture is also consulted in determining
total quotas and is largely responsible for
distributing them among the governorates.
The Ministries of Supply and Agriculture
also interact in the allocation of area planted.

Although these two ministrics are largely
responsible for calculating quantities, they
play only advisory roles on prices. For
examiple, the interministerial Committee on
Agricultural Pricing includes representatives
from the Ministries of Agriculture, Supply,
Economy, and Industry. The members make
recommendations based, for example, on
the incentive effects of producer prices and
rural earnings, the estimated fiscal outlay for
procuremnent, and the effect on manufactured
goods. Similar discussions occur in the
Committee on Consumer Prices. The final
decision on both consumer and producer
prices remains with the full cabinet. Ratifi-
cation by the legislature, the People’s As-
sembly, is no longer necessary. The partial
separation of responsibility for prices and
quantities makes price responsiveness dif-
ficult in the shont term, although the inclusion
of the cabinet in all major decisicnmaking
allows for long-term respon-iveness.

The Ministry of Supply plans an annual
budget based on import quantities and the
prices on GASC contracts for the previous
six months. The Ministry of Finance must
then approve the subsidy allocation in total
and the Ministry of Economy must authorize
the foreign exchange component. There is
only limited scope for revision of the subsidy
request, which receives final approval when
the rest of the hudget is submitted to the
asscimbly. If prices change during the year—
requiring a change in the subsidy on an in-
divicual item—or if assumptions on the
denvand for wheat or other commodities
neerd revision, the GASC as agent for the
Ministry of Supply can make minor adjust-
ments by reallocating the budget. The GASC
can dlso accommodate short-term fluctua-
tions in prices by minor adjustments of
inventories. Major price adjustment requires
increased financing by the Ministry of Econ-
omy, usually by deficit financing without an
additional parliamentary discussion. This



Figure 5—Flows of decision and consultation in constructing the needs plan
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procedure allows new items to be added to
the list of subsidized commodities for short-
term price stabilization.

The Ministry of Supply has a large role
in the determination of quotas and distribu-
tion but must coordinate distribution of
maize with the Agricultural Credit Bank and
the Ministry of Industry. The Ministry of
Supply also works with the Ministry of
Agriculture in setting prices on fruits and
vegetables, one of the few price categories
that does not directly involve the cabinet.
Coordination with the Ministry of Interior is
necessary to control and distribute ration
cards. Eligibility for these cards is determined
by the cabinet and assembly.

Trade decisions are iargely undertaken
by the GASC in coordiration with the Min-
istry of Supply and, ¢s foreign exchange is
included, with the Ministry of Economy.
Trade pattners are largely selected on cost
criteria, although some effort is made to
dive  ify sources. Long-term contracts are
negouated by either the Ministry of Supply
or the Ministry of Economy. Some trade is

by barter with Eastern Bloc countries. Rice
exports are determined in a manner similar
to calculation of import needs; a rice export-
ing committee, which includes representa-
tives of the Ministries of Supply and Econ-
omy, determines destinations. Because e¢x-
ports of rice are determined by the difference
hetween production and domestic require-
ments, they are not likely to be responsive to
the world price. Exports of other foods,
largely vegetables and fruits, involve both
the Ministry of Agriculture and the Ministry
of Supply. The Ministry of Supply may
introduce export bans or limits to control
domestic prices of such foods. Again, exports
are determined largely as a residual from
production and domestic demand.

Another category of decisions concerns
the allocation and distribution of aggregate
food supplies. The Ministry of Supply deter-
mines the quantities to be distributed to
cach governorate and the quotas for con-
sumers. It also registers and polices the
consumer outlets,

The Deputy Prime Minister for Economnic
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and Financial Affaivs, who oversees the
Ministries of Economy, Finance, and Plan-
ning, holds the principal responsibility for
long-run cconomic policy planning. The
Ministries of Supply, Interior, and, to a
lesser degree, Agriculture and Popular Devel-
opment also influence tood policy. There
are sepdrate interministerial committees for
cach major commaodity. Agricultural policy
is dalso affected by the Committee on Cotton,
on which the Ministries of Industry and
Economy play significant roles.

Inaddition to the annual needs plan, the
Ministry of Supply prepares a five-year plan
for use in planning food security,

Only some of the agencies within the
Ministry of Supply are divectly involved with
stibsidized food items, The ministry also
handles nonfood items such as cloth, soap,
and some other manafactured goods, The

organizational structure of the Ministry of

Supply is diagramunied in Figure 6.

The GAse, shown in the upper right-
hand ot the diagram, is ¢ semiautonomous
agency. [twas empowered by a 1968 decree
to importin behalf of the Ministry of Supply.
Most of the annual subsidy costs are in-
cluded in this agency’s operating budget
because it delivers imported commodities at
the domestic (subsidized) prices determined
by the povernment. The companies that
receive these items are shown in the lower
right-hand corner of the diagram. The PRBDAC
also receives subsidized commodities from
the GASC and provides some food items to
companies under the Ministry of Supply.
This hank is atliliated with the Ministry of
Agriculture though it 1s not divecty under
the minister's jurisdiction. The chawman of
the hoard of the hank has the rank of deputy
minister,

The 42 companies under the technical
security section of the Ministry of Supply
are divided into four groups. The nutritional
commodities group includes the public-
sector wholesale companies, the 3 public-
sector retail companies popularly veferved
Lo as conperatives, and the 6 companies tor
storage and retrigeration. The mills and
hakeries group inclades the General Silo
Company dnd 8 companies for nulling, !
These companies, along with another in
Cairo, operate hakeries and noodle tactories,
The husking group includes 8 milling com-

panies for the storage and polishing of
paddy rice and another for marketing, al-
though other companies may sell directly to
wholesale companivs. These companies are
regionally based and receive thei - supply of
paddy according to decisions made by the
central administration. They may receive
paddy from neighboring governorates. The
fourth group of companies, that of consumed
commodities, is concerned with products
such as clothing, shoes, paint, and other
nonfood items,

The two ration provinces sections are
concerned with distribution ot the goods
handled by the companies in the technical
section. The division of the provinces into
two sections is somewhat artificial. One
contains Cairo, Alexandria, Giza, and the
three largest Delta governorates, The other
administers the remaining  governorates,

Nearly 16,000 workers are employed in
the distribution section of the ministry alone.
When one considers that the physical han-
dling and trade of the supply commaodities ig
undertaken by the companies in the technical
section, one gets an idea of the size of the
administrative structure required to operate
the subsidy system,

Within the ministry special committees
discuss issues and make recommendations
to the cabinet. One, tor example, prepares
recommendations on food prices for the
central government. Another is comprised
of officials from all ministerial agencies and
the companies in the technical section. This
committee, the High Council, is shown in
the upper left of the diagram.

Regional Administration

Distribution committees in each gover-
norate help prepare the annual needs plan,
whichis submitted to the governordate coun-
cil and then to the Ministry of Supply. In
addition, these committees, which are part
of the governorate administration and not
divectly under the Ministry of Supply, are
responsible for allocating quotas to the
districts (markazes) They are authorized to
set prices for vegetables, fruit, and prepared
products such as funl (cooked beans) and
hoshari. Inthe eventof a temporary shortage

obor tuther idormation, see Black and Vetch international, Master Plan
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Figure 6 — Organization of the Ministry of Supply and Home Trade
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of hasic food commodities, they would be
responsible for emergency allocations,

Composition of such committees varies
by governorate. Typically, membership
would include the director general of the
Ministry of Supply and representatives from
the consumer cooperatives in the gover-
norate, the Ministry of Interior, the police,
and the local chamber of commerce. District
officers from the muarkazes may also be
members, In some governorates membership
includes representatives from the milling
and rice processing companies located within
it as well as from the wholesale company
under the Ministry of Supply. In at least one
governorate a public weaving and spinning
company is represented.

Similar committees in each merkaz have
4 limited authority to rule on the wianner of
distribution of supply commodities. Most
significantly, a number of districts in hoth
the Delta and Upper Egypt provide a monthly
quota for flour distribution. This quota,
which is not necessarily binding (it may
provide a lower limit of guaranteed supply
or an upper limit of purchases available
from the government stores), depends on
local rather than central decisionmaking. In
1981, in another example of local authority,
some districts of the Qena governorate
authorized rice rations of 2 kilograms a card
in rurdl areas at the same time as the gov-
ernorate was authorizing a ration of 0.5
kilogram per person.

Final authority tor the size of the total
quota for any governorate remains in Cairo.
Almost universally, officials report that needs
are calculated on straight extrapolations of
past usage based on population growth,
Such a mechanical rule of thumb requives
little assessment of changing  economic
conditions. 1t does not permit accurate
estimates of wheat demand and it perpetuates
differences among and within governorates.
Such differences usually can be attributed
to authorized quotas for rationed and regu-
lated commodites. However, this explanation
fails to take into account the governorates’
role. It may be that some of the differences
between governorates and markazes can be
attributed to the varying politucal strengths
of members of distribution committees and
local party organications.

Basing per capita distribution of supply
commoditics on population growth does
not give any insight into how the system
develops. Between 1978 and 1980, for ex-
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ample, nationwide total rationed sugar de-
clined 5.5 percent despae an increase in the
number of registered individuals (see the
Appendix, Table 26). Nevertheless, ration
quantities increased in the Behera, Aswan,
and Canal region governorates. A simiiar
decline occurred inrationed oil, yet Munufia
and Suhag show small increases, whereas
Behera and Ismailia do not. Although reg-
ulated sugar increased 30 pereent nationwide,
it declined in Giza and increased at widely
divergent rates in other governorates. Reg-
ulaced cooking oil use nearly doubled nation-
wide, tripled in Fayum and Suhag, and
increased 16-fold in Asyut. These figures
imply a fair amount of redistribution of the
national totai. They reflect give and take
hetween governorates and ¢ moderate re-
distribution to those nonurban governorates
that had the greatest rates of increase.
Unfortunately, the pattern does not indicate
how some governorates obtain increases.
However, because some of the distribution
involves allocations from a shrinking source,
it is likely that the reallocation was not
without friction.

During the 1978-80 period wheat con-
sumption increased 22 percent in Upper
Egypt compared to 10 percent nationwide.
Wheat consumption does not always reflect
individual or family quotas hut depends, in
part, on the number of mills, shops, and
bakeries. However, it is likely that the in-
creased consumption in Upper Egypt reflects
more than passive administrative response
to population and income growth. It may,
perhaps, indicate an element of regional
planning.

Frozen meat and poultry were not avail-
able in Asyut until October 1980 and were
available only in nominal amounts in Menia
hefore the second half of that year. Itis the
central government that adopts a policy
such as stabilizing meat prices, but whether
the governorates take advantage of it de-
pends on storage capacity and the ability of
the distribution committee o press for
allotments.

Although the distribution committees
play an important role in planning needs
and in allocation of supplies, the actual
administration of the system is under the
governorate offices of the Ministry of Supply.
Staffs vary considerably, ranging from about
400 persons in Qend and Ismailia to 1,050
persons in Sharkia. Using the organizational



structure of Sharkia as an example, most of
the personnel are located in the governorate
capital. Four offices cover tloee or four
markazes cach. In addition, there is an
oftice in each markae A similar pattern was
observed in the Cairo urban govemorate,
which was divided into seven sections and
29 bureaus. These offices have a purely
administrative function, including register-
ing cards. monitoring shops and bakeries,
and reporting on stocks of principal com-
modities.

Monitoring stocks is ¢ major function of
the local offices of the ministry. Inventories
are reported daily to the governorate and
weekly to the center. in the event of a
temporary shortage, d local director general
will personaily deal with the Caivo office or
directly with the GASC. In such a situation
the Delta governorates have a slight advantage
hecause they are located near Cairo and the
storage depots in Alexandria. Although ap-
proval from Cairo is required, supplies may

be shipped directiy from the port 10 a gov-
ernorate.

Shortages in governorates are infrequent.,
Although inrecentyears stocks of sugar and
72 percent-extraction flour have been drawn
down due to import hottlenecks, governiment
policy is designed o provide sufficient stor-
age to prevent most disruption of distribu-
tion, The GASC has a policy of keeping at
least 10 weeks” supply of wheat and 8
weeks' supply ol 72 percent-extraction flour
an hand. Most governorates (except those
close to Alexandria) also follow this policy.
Storage in governorates, howevey, may bein
open aiv depots liable to wastage,

Whereas actual ration quotas are care-
fully monitored, the cooperatives have some
scope for administrative decisions in the
distribution 1o final consumers. For example,
in Cairo the governorate distribution com-
mittee determines the monthly quotas to the
Al-Ahram and F1-Nil companies, which have
the authority to determine distribution among
the shops.
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6

EFFECTS OF THE FOOD SUBSIDY

AND RATIONING SYSTEM

Distributional Implications

Atthesimplest level the welfare implica-
tions of a subsidy system can be presented
as implicit income transfers from public
revenues to individuals or grovps of indi-
viduals, As a first approximation, one may
assume suchrevenues to be exogenous, but
4 more detailed analysis would recognize
that the level of subsidies may influence the
form and level of taxation, and this wor #!
affect wellar - With more information on
the consum v's hudget prefe ceces, specif-
ically own- and cross-price perameters, one
could estimate welfare effects of consumer
surplus. Alternatively, if specific consump-
tion patterns are targeted (for example, i
attaining minimum calorie intakes is de-
sired), the system can he assessed for such
goals. Each approach requires some knowl-
edge of the percentage of total subsidies
going to cach consumer group, One needs to
know how much of a given commaodity is
purchased at ration prices, how much at
regulated prices, and how much at open
market prices. To analyze divect subsidices,
these prices could then be compared with
government purchase prices; to analyze
implicit subsidies one needs to estimate the
horder prices and cost of the internal trans-
port of traded goods as well,

Without this information, existing studies
of the effects of the rationing system have
been forced t make simplifying assump-
tions about tie physical distribution of
supply commaodities.

Aceess to subsidized and rationed com-

modities varies by location and degree of

urbanization, reflecting either the vations
authorized per individual or the location of
outlets, including bakeries. Within an are,
outlets may be located so as to favor certain
neighborhoods, and deliveries to some oult-
lets may be more frequent than to others,
Long lines and low probability of supply
favor households with a low opportunity
costof time. This does not necessarily mean
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low-income families. Higher-income fam-
ilies may be able to send servants to market.
Also, a low-income family may not have
sufficient cash to take advantage of gluts in
normally scarce commodities. Where polic-
ing is weak, shopkeepers may give prefer-
ence to influential persons or to those
willing to pay baksheesh (gratuities). Even
for unrationed goods, benefits vary accord-
ing to tie income elasticity of the product,
I measured os implicit income transfers, for
example, total henefits tend to be propor-
tional to quantities purchased. Finally, those
in certain occupations gain special access
to supplies. And, where quotas are set for
households rather than individuals, there is
a4 bias in favor of smaller families,

Two examples illustrate these last two
potential biases. In the Cairo governorate
meat and chicken allotments obtained from
workplace cooperatives are officially 1 kilo-
gram higher regardless of family size, How-
ever, laxity in enforcing controls reduces
this bias. Quotas at workplace cooperatives
in other governorates are also higher, Inthe
city of Asyut an additional Kilogram of rice
per family is available at regulated prices,
but the number of beneficiaries is small.

Some regional disparities have already
heen mentioned. The Canal area derives
special benefits [rom the rationing system,
Rations are larger in Cairo and Alexandria
than elsewhere. Up to 1 kilogram of sugar
per person is available in Aswan, but the
quota is 0.750 grams per person for the rest
of the country. Urban dwellers receive more
rice and oil than rurdl residents,

Frequently, regional differences in quotas
are explained by consumption habits in a
particular area: for example, the use of oil to
cook fish in coastal regions. Because the
government recognizes that rationing and
subsidies can influence consumption pat-
terns, it tries to apply these instruments in
ways that are congruent with past consump-
tion patterns inaregion. Such a policy helps
to decrease the political risks inherent in
any reallocation of goods,



That regional differences in quotas can
cause sizable differences in benelits s
shown by the following example, Suppose a
rral resident of Qena supplements rations
with purchases on the vegulated market so
that his consumption equals the ration of a
cousin in a city in Qena. Based only on the
difference between repulated and ationed
prices for vice and oil, the annual income
transfer to the vural cousin will he 1LE 1.02
smaller than that to the urban cousin. The
urban Qena resident receives LE 0,360 less
than aresident of Caivo, whose consumption
patternvis similar. The tatal annudl expendi-
ture on the rationed quotas of rvice and oil
foraCairoresidentis LF 114 Nodiflerences
in rationed levels of tea o1 sugar exist in
these governorates, The potential hias would

be greater if the Qena consumers could not
purchase enough oil or rice at the regulated
price to bring consumption up to the Cairg
vation quota and had to buy on the open
market. Given reported lmits on regulated
market sales of oilin ruval governorates, this
may be the situation.

Table 8 (and Appendix Table 27) show
the distribution ol mdjor commodities, in-
cluding some that are subsidized but not
rationed. Variation in the national average
in the amount of rationed stugar available by
governorates is relatively small. As mentioned
carlier, however, Aswan receives larger
allotment, which accounts for the larger
average amount distributed. No explanation
for the low consumption in Kalyubia or
Sharkia is apparent. Distribution of regulated

Table 8—Distribution of major supply commodities to registered consumers by

governorate, 1980
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sugarreflects <he relatively privileged position
of urban governorates and the Suez Canal
region where there are few limits on purchiazses
at the regulated price,

A similar pattern can be observed for
rationed oil, although Damietta, a fishing
region, has higher than average per capita
distribution. Quotas on regulated oil are
usually 100-150 grams per person per month,
and the nationdl distribttion average of 1.5
Kilograms a year is in accord with these
quotas. Similarly, given the higher quotasin
the Canal region, it is not surprising that
people inthis region consume far more than
the national average. Even thoughregulated
oil is reported to he available without Himit
in Cairo and Alexandria, per capita con-
sumption is low—less than two tablespoons
aday in Cairo and only a little higher in Alex-
andria. This may be less than the oil de-
manded at a marginal price of 30 piasters per
Kilogram and may indicate other restraints
on demand,

Because the included data lists only ra-
tioned rice distributed through the Ninistry
of Supply. onewould expect the distribution
to be lower in the rice-growing regions than
in the cities or Upper Egypt. This is consistent
with the low quotas reported for Sharkia and
Behera but not with the principle of having
distribution reflect consumption habits. The
policy for rice appedrs to allow for selective
open market trade. Government intervention
is used less as a wellare or income transfer
(where it would be equally effective in
helping the landless in rice-growing areds)
and more as a means to control prices in
nonproducing areas. This, however, does
not explain the high distribution in Damietta,

No clear patterns emerge for wheat,
Indeed, the great variability leads one to
suspect that the data are unreliable, although
cross-checking with governorate officials
and data from other years yields no apparent
discrepancies. Furthermore, given the regular
flows of wheat to consumers, one would
expect data from the Ministry of Supply to
he Tairly consistent 3 Thus it is difficult to
explain why Qena should consume 237 kilo-
grams of wheat per capita and Asyu only
142, or why Kalyubia uses 134 Lilograms
compared to 64 for Damietta.

The most apparent explanaiion would

be retained household production (Table 9).
Per capita ceieal consumption varies less
than Ministry of Supply distribution, This
reflects a strong negative correlation (v 0.71)
between local production {(net rice procure-
ment) and governmentdl distribution, This
indicates that Ministry ol Supply distribution
tends to equalize grain consumption,
Because most of the grain distributed by
the Ministry of Supply is wheat or wheat
flour, the correlation helps to explain the
distribution of wheat, but it still leaves afew
unanswered questions. A more complete
andglysis is needed to explain why grain
availability is higher in Upper Egv o and
Kafr-El-Sheikh than in neighboring egions.
A cross-sectional regression analysis
hased on 1980 data is undertakento evaluate

Table 9 — Per capita availability of cereals
by selected governorate, 1980

Net from
Pro- Ministry

Governordte duction of Supphy” lotal

(Rilograms capitay

Mevandi 44 2953 300 2
Behera 1199 (R 2011
Ghathia 1093 i 280
Katr-Fl-Sherkh RELR UL 3483
Drakahtig 1755 i M0
Drantetta G 147 8 2100
Sharkia 1732 10O 2742
Lativathia 148 196 4 2452
Sty 104 RIRR 22573
Mt 102 6 120 2240
talvibia 06 1790 2200
Cana 0.4 23248 RAS S
G120 317 22093 Jaln
beng S Lo ? 1449 4 R
Favin 1171 | RPN 25953
\ea [N a7 2611
syt 102 1746 08
Suhay 1340 AT 30651
e 335 08O I35
\sian BRI RO RE 3324

Saurces Calculated rom unpubhishesd) data provided
Dy the Dy prian Muestiy of Supply ind Home
Dade psee Lable 9 anid the Appendin, Table 30),
and Central Ageney for Pablic Mabihization
and Statisties

These frgures are the total of wheat equivalents and
rattaned ce

Yo hes sontee of data gives the namber of sacks of tour distihuted within the gosernorates and, therefore, is net of

imterregional transpott
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capita, an amount that is about 10 percent
of average consumption. Income differences
seem (o be taken care of in g socially equi-
table way: the lower the regional wages, the
higher the quantity of cereals, particularly
rice, distributed to the region. The parameter
estimates of the variable GOVE indicate that
the government does use the cereal distri-
bution system to help support its employees,
hut many government employees fall in the
lower income groups anyway. Comparison
of actual and estimated aggregate ceredl
distribution shows that the model overesti-
mates distribution to some regions in Lower
Faypt and underestimates distribution 1o
generally poorer Upper Egypt, whereas the
urhan areas of Caivo and Giza are fairly well
covered. Political priorities as well as regional
diftferences in taste might be major reasons
for the unexplained deviation from the
distribution pattern predicted by the model.

In general, this regression indicates some
regional targeting of food distribution. But
allocation ol grain to urban arcas by the
government system is not highly dispropor-
tionate. Lack of data precludes a similar
analysis for other periods. Therefore, gov-
ernment food distribution during periods
when supplies were scarce, suchas 1968-73
when the per capita cereal supply declined
markedly. are not examined.

Differences in the number of bakeries in
different regions have led to o common
helief that there is a4 regional bias in flour
distribution. Alexandria has 27 hakeries per
100,000 population; Qena only 4.3 (sce the
Appendin, Tahle 28). There is, however, no
strong correlation between the number of
hakeries and distribution of subsidized flour
per capita. Excluding the frontier gover-
nordtes, the correlation from cross-sectional
1980 data yielded a correlation coetficient
of 0.24, mainly hecause the three Upper
Egyptian governordates ol Suhag, Qena, and
Aswdan have the highest per capitda tlour dis-
tribution but few bakeries. {Excluding these
governorvates gives a simple correlation co-
efficient of 0.75.) The unesplained differences
in distribution probably reflect the large
volume of distribution through government
fTour shops and cooperatives, much of which
is rural, This largely oftsets the differences
in the number of bakeries.

Distribution may also be influenced hy
regional quotas of flour if they are bindir.g
on a consumer and shift demand to locally
produced grain. Such limits on houschold
purchases would be influenced by the amount
ofwheat delivered from the central allocation
as well as by village or district administrations
involved in flour distribution.

Table 11 supplements the discussion of
regional distribution patterns with basic
data from four governorates. Although the
data are not strictly comparable, they indicate
the wide aversity of channels of distribu-
tion. 3 For example, in March 1981 only 12
percent of the government wheat distribution
in Sharkia was obtained through flour shops,
whereas 86 percent of wheat from the Min-
istry of Supply went to individual consumers
in Qena. Forty percent of the flour used in
Kafr-El-Sheikh was 72 percent-extraction
flour compared with oniy 22 percent in
Sharkia. (Similar observations can be made
from Table & using the 1980 data. For
example, compare the ratio of imported
flour to wheat distribution in the Upper
Fgyptian governorates or Kalyubia with some
of the other governorates.) The volume of
bread sold invillages ranges from 7 percent
of the amount used in Qena to 52 percent in
Menia. Two thirds of the 337 villages in
Menia have at least one bakery and many
have more.

Daily volume per bakery appears higher
in urban areas than in rural areas, as would
he expected from population densities. Only
Kafr- El-Sheikh provides data on sales from
flour stores in rural and urban areas. In this
governorate there are more sales per store of
82 percent-extraction flour in cities than in
villages, but the opposite is true for 72
percent-extraction flour. There is no equiv-
alent for72 percent-extraction flour available
from local mills. If one assumess that more
vitlagers bake their own bread than urban
dwellers and that they probably use a com-
hination of domestic (82 percent-extraction)
and imported (72 percent-extraction) {lours,
and perhaps maize, the pattern is not sur-
prising. To fully understand the consumption
pattern for wheat and imparted flour will
require data on household characteristics
and on the local marketing outlets for flour
andl bread, 3

Yrhe number of falady bakenes reported forQena e Fable 1 difters iom that i able 27, though the tonnage does

not

Y kor example, s notunlikely that some of the high wheat consumption in Upper Egypt comes trom flour diverted
to Sudan Documentation of the extent of sech ade 15, of course, impaossible,
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Table 11—Distribution of flour by selected governorate, March 1981

Bakeries

Flour shops

72 Percent Flour

82 Percent Hour

72 Percent Hour 82 Percent Flour

Governorate Villages Cities Villages Cities Villages Cities Villages Cities
Sharkia

Number ot shops 32 a1 57 95 127 3044

Fons sold per month Joo* 2.542" 2,000 “18a" 407 1459
Kafr-El-Sheikh

Number < shops 16 48 13 180 131 532 2206

Tons sold per month 285 1,402 629 1.398 693 2476 2,524
Qend

Number of shops 17 9 14 na. na.

Tons sold per month 930 280 2,780 24,070
NMenta

Nunber of shaps 3 344 324 138 na na.

Tons sold per month 82 1,199 9.7.11 7,052

Source Conversations with governerdate officials,

Note

This hipme s an estmate
1.

There also is a potential for diversity
within governorates, especially Letween rural
and urban regions. An assumption of zero
utilization in rurdl areas is unfounded for
any of the commaodities in Table 8, although
a number of studies imply a strong urban
bias. A study by the U.S. Agency for Inter-
national Development assumes no food
subsidies in rural areas. Eckaus and Mohie
EI-Din claim it is “strikingly clear” from
their results that 81 percent of subsidies go
to urban areas, but this result may have
been built into their social accounting matrix.,
Buchanan, though not venturing an estimate,
asserts a strong urhan bias for wheat and
bread as well as rationed goods. Korayem
sidesteps the issue by addressing only the
subsidies to the urban population. On the
other hand, Taylor claims that declines in
malnutrition and pellagra in rural areas
indicate changing diets. He conducts some
of hie studies with an assumption of equal
hercentages of subsidized foods for indi-
viduals in rural and urban areas.’6

Where na appears, the tigure was not available

This was calcalated by subtracting estimated sales of village shops from total sales.

Distribution of rationed sugar conforms
with the nearly standard quota of 0.750 kil-
ograms and is most likely evenly distributed.
There is little information on distribution of
regulated sugar, but rough calculations in-
dicate that a fair amount reaches rural
arcas. Most rural governorates are 20-30
percent “urban.” If it is assumed that urban
dwellers in predominantly rural governorates
receive as much regulated sugar as their
counterparts in Cairo (a generous assump-
tion), the per capita averages for the govern-
orates indicate rural consumers received on
average approximately 0.750 kilograms a
month of regulated sugar. 0il quotas are
larger for urban dwellers, hut regional varia-
tions are as great as the urban-rural dif-
ferences. Although some rationed rice ap-
pears to be allocated to rural areas, these
quotas are smaller than for urban areas, and
consistent with the above regression. It is
likely that the rationed quantitics of tea,
lentils, and beans reach rural areas but the
situation with regulated sales is less clear.

WUs Agency tar International Development, “Egypt's Food and Energy Subsidies,” Caira, 1981 (mimeographed),
Richard S Eckaus and A Mohie-FIDin, " Consequences of the Changes in Subsidy Policies in Egypl.” Working Faper
No. 205, Department of Economics, Massachusetts Institute of Technology, Cambridge, Mass., April 1980, p. 4;
Buchanan, “Government Consumption Planning Schemes:” Korayem, "Elimination of Food Stthsidy”; and Lance
Taylor. “Food Subsidies in Egypt,” Massachusetts Institute of Technology, Cambridge, Mass | 1979, (Mimeographed.)
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The availability of freezers is a prerequi-
site for the distribution of frozen meats and
poultry, and it may he valid to assume that
only negligible auantities reach the rural
population. Given the large subsidy per Kil-
ogram on medat, the weltare gains to con-
sumers in cities are likely 1o be a relatively
large portion of total gains in either con-
sumer surplus or income transter. These
might dominate the moderate differences in
the other rationed commodities, especially
il distiibution ol meat increases without
expdanding the ared covered. Toillustrate, if
it is assumed that meat is available to urban
consumers dt dn averdge of 0.5 Kilograms a
month at prices prevailing in 1O8 1L the rans-
fer from the treasuny to the consumerwould
approvimately equal the total transter a con-
sumer would receive by obtaining rations of
rice, sugar, and otl at subsidized prices S

Because the wheat subsidy is the largest
component ob the national subsidy il
unequal distribution of flour also has the
potential for exceeding the relative gains of
food subsidies. Here again, note that regional
vdriations may be larger than rural-urban
ditferences, A rural dweller in Suhag may
receive less subsidized flour than the average
urban dweller in the governorate yet still
consume far more than an inhabitant of
Zagazig or Tanta. For instance, whedt con-
sumption in villages in Kafr-El-Sheikh s
reported 1o be 4 percent of the total,
Because the governorate is nearly 80 percent
rural, this implies that per capita consump-
tion in the cities is roughly five times that in
the villages, This would transtate to urban
consumption of 175 kilograms ol 82 percent-
extraction lour and rural consumption of
35 kilograms. A five-to-one ratio, however,
cannot he assumed tor Qena, because that
would indicare an annudal urban consump-
tion of close 1o 700 Kilograms-—much too
high. Even it one assames that urban con-
swmption in Qena s o hagh 350 kilograms,
rurdl consumption must he 220 Kilograms,
which s even higher than the figure for
Kalr-E] Sheikh city dwellers, One can only
conclude that vegional variations i flour
consumption are as important as urban
hiases.

The distribution of benefits ol the sub-
sidy among income groups has heen the
subject of a number of studies. The ALD
study assumes that the total quantities of
supply commaodities tor 1979 were distributed
to consumers in pdtterns based on the
1974:75 household budget survey 3 The
study s flawed by the counterfactual as-
sumption that no subsidized commodities
were distributed inrural areas. Consequently,
the absolute value of the gains calculated
for urban dareas is too high, On a relative
hasis, however, the distribution among in-
come groups is more likely to be accurdte,
For example, the study concluded that the
per capita value of the subsidy on wheat
does not vary appreciably by income group
whereds the benefits from the subsidy on
meat accrue maindy to the highest expen-
diture groups. But the benefus these groups
received from the meat subsidy were less
pronounced than those from the subsidy on
energy. particularly gasoline and butane gas
(butagas).

[he detailed study by Korayem on the
effect of changes in the mode of food distri-
bution uses the 1974 75 household budget
survey for urban areas only. 3 Although
price elasticittes are commonly used to
estimate cansumption changes following a
price change, such estimates are difficultto
obtain becanuse econometric methods require
more variation in prices than are generally
observed in Egypt. Therefore, Korayem
makes a simpliftying assumption that s
hased on only the real income effect of a
price change {the income elasticity times
the hudget share to the item being consid-
ered). This assumes the compensated price
effect is zero. Because, by microeconomic
theory, the own-price effect is zero or
negative, Korayem's estimates are a fower
hound of the absolute value of the own-
price effect for normal goods. Actual price
responsiveness will probably be greater than
Korayem estimates.

The main question she addresses is
whether the wage incredase is necessdry 1o
otfset the total removal of the subsidy on
foods. For example, she tound that anurban
family with an annual expenditure of LEJ4O-

Y s s hased ondd 30 kilograme of sogar T kiopram of tee, 0200 Bdograms of onlowaith the anstes equal to the
ditterence e tanon prce and the ot poce fuly 1981 exeept for nee where the procarement prce is used

AL 1

YR araven, CEhimation ot Tood sabuady
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49 (2nd decile in 1979) would need an
additional LE 30 a year to maintain food

consumption if subsidies were removed. [f

wheal subsidies remained, then the family
would require LE 11.62 (0 maintain con-
sumption. Such calculations do not employ
the price parameters Korayem estimatedd
and assume no reallocation of purchases
following a price change. She is concerned
with maintaining a specific amount of food
consumption rather than a specific amount
of consumer welfare or utility.

Nutritional Implications

Nutrition is only one of the criteria on
which consumers base their purchases. There
i1s no assurance that any food policy de-
signed 1o increase consumer welfare will
affect the nutritional status of the population,
tnthe case of Egypt the absence of targeting
and the nature of some of the commaodities
subsidized (for example, tea) indicate that
nutrition is not a major goal. Nevertheless,
the system may benefit nutrition as a side
effect of its welfare orientation.

One part of the study by Lance Taylor
estimates how much calorie intake would be
reduced if subsidies were removed. ™ His
method allows for more substitution of
nonfood items (larger absolute value of price
elasticities) than Korayenv's, Taylor assumes
that consumption ol subsidized food in
raral areas is the same percentage of total
consumption ds in urbdan areas. Because of
these assumptions, he estimates that the
effect on rural consumers would be large if
subsidies were reduced. The veduction would
he 269 kiloralories o day for the low-income
rural expenditure group and 96 kilocalories
for the same group in cities, The changes in
calories are only slightly different in other
scenarios with compensating wage increases
or, in Taylor's study, with increased govern-
ment investment.

Not enough information is obtained in

Y ,

this study to determine the nutritional con-
sequences of an average change in con-
sumption of this size. However, valuable
insights are provided by Table 12, which
gives the estimated calories per capita per
day in rural and urban populations derived
from family budget surveys in three years,
1958/59, 1964/65, and 1974/75. The implied
total for Egypt in 197475 is somewhat
below that caleulated by FAO from food
balance tables. Quite frequently, estimates
hased on food balance sheets exceed those
from family budget surveys. Table 12 also
differs from Table 9, in part because grain
availability has increased nearly 35 kilo-
£grams per capita since 1974,

During the 16 years between 1958/59
and 1974/75 average calorie intake in rural
areas decreased, whereas it increased in
urhan areas. In rural areas consumption of
maize and sorghum declined markedly and
of wheat, moderately. This was somewhat
offset by the increased consumption of
bread and wheat four. In the cities con-
sumption of bread increased rapidly and of
rice, moderately. Consumption of meat,
fish, and eggs remained virtually constant
in both arcas as did consumption of dairy
products, except for a shift from milk 10
cheese in rural areas between 1958/59 and
1964/65.

The figures in Table 12 indicate that
food consumption in 1974/75 was fairly
close to the daily requirements determined
by FAO: 2,540 kilocalories per capita per
day. Furthermore, calculations from aggre-
gated data of the Ministry of Supply show
that food availability has increased about
450 kilocalories per person per day since
1974/75. Nevertheless, the declines in food
intake in rural areas warrant concern, con-
sidering that the data available are not
sulficient to estimate how much of the
increased food availability goes to rural
areas. It is possible to have high average
calorie intake and a fair amount of malnu-
trition in o population.”!

In presenting the calorie intake by ex-

ance Lavlor “Food Subsidies. Macro and Micro {ssues,” Massachusetts Institute of Technology, Cambridge,
Mass 1976 (Aimeographed ) See especally Appendiy D

M hora discussion of the diffie wlty of usinggaggregate levels of consumption see Shlomo Reutlinger and Marcelo
Selowsky, Malnutntion and Povery World Bank Staft Oc castonal Paper No- 23 (Baltunore Johins Hopkins University
Press, 1976) For twaviews onthe use of oy erage calonerequiremients see Shlomo Reatlinger and Harold Alder: dn,
The Prevalence of Calone Deficient Dicts Heveloping Countries World Bank Staff Working Paper No. 374 (Washington,
DO Tntemational Bank for Reconstiation: and Development, 1o and T N Stinivasan, Malnutntion Some
Measurement and Policy Iasues. World Bink Staft Working Paper No. 373 {Washington, D ¢ International Bank for

Reconstrisction Development, 1981)
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Table 12— Per capita food consumption in urban and rural areas, 1958/59, 1964/65,

and 1974/75

Rural Areas

Urhan Areas

Food 1958/59 1964/65 1974/75 1958754 1964/65 1974/75
(Nilograms capita)

Wheat 6y 7 699 795 131 123 77
Maice 75 66 8 432 125 13.5 5.4
sorghum 340 3044 B} 53 4 1.8
Rice 234 240 211 195 212 25.0
Wheat Hom 16.1 225 407 334 80 25 4
Rread 6.0 146 184 G967 RN 137.0
Noodles 04 20 27 49 56 67
Reans 9.3 6.4 15 L0 16 13
Lentils 3.2 45 31 33 12 41
Meat .and poultry 9.7 4.5 9.1 135 12.6 30
Fish 24 §7 R 5.9 73 0.0
Faps 09 I} 1 1.7 1.4 ) (KN
Vegpetable ods Lats 27 5.0 74 66 w7 N
Butter. hutier ol 273 2.6 3.1 3.2 22 2.1
Ahik 246 87 HH 183 175 187
Cheese 08 uy 75 42 50 49
Potatones 0.0 1044 87 Hh9 134 11
Onons 84 Th 80 91 7Y 8.9
Lonuitees 102 113 110 171 189 2:1.0
s 306 50 7.1 9.7 103 120
Drates 50 BRt 253 41 42 2.1
St 0o 116 134 1 12.2 13.0
Syip 2.2 29 1.4 [ .
Honey 05 02 2 1.3 iR} (0.1
Sesdame 07 05 13 1.2
Calones per capita per i 2709 2898 2590 2252 2,207 2433

Sotces Central Agency for Public Mobalization and Statistics (CAPNIAS), Fanly Budpet Sunvey 1958 59 {Cairo:
CAPNAS 1961 CAPNMAS, Fanndy Budger Survey 1964 65 (Cairo: CAPNMAS, 197 2) and CAPNAS, Famuly Budget

Survey 1974 75 (Caro CAPNAS, 197TH)

penditure groups, regressions of the form

keal a & b{lLn exp)

are estimated from the data in the 197475
survey. The estimate of b is 394.3 for urban
areds, with an average income elasticity of
0.16 and 9707 for rural areas, with an
average income elasticity 010,37, calcuiated
ataverage catorie intake. The elasticities for
the poorest 25 percent of each group are
approzimately (120 and 045 respectively
These elasticities are tvpical of income
clasticities for calories and indicate that
calorie consumption is skewed, with more
shew in the rural areas than in the cities.

Although there has been rapid income growth
in Egypt since 1974, causing the population
line to shift up and to the right along the
curves, thereis no evidence that the slope of
the curves has changed. Similarly, without
data on income distribution the number of
individuals remaining in the lower expendi-
ture groups cannot be determined. However,
hecause of the distribution system, it is
possible that fewer families have low foord
intakes than in other countries with similar
incone structures,

Similar conclusions can be drawn froma
survey conducted in 1978/79 by the Nutrition
[nstitstte in Egyptt Relatively few cases of
severe malnutrition were found throughout
Egypt. Only 0.8 percent of the children

W Nunhition fnstitute, Ainistiy of Health, Arab Republic of Eeypt National Nutnition Sunvey, 1978 (Washington, D.C US,

Agency for International Development, 1978}



observed had severe undernutrition (third
degree by the Gomez classification, that is,
less than 60 percent of the standard weight
for age). On the other hand, o rural survey
undertaken jointly by the Massachusetts
institute of Technology (MIT) and Cairo
University only a few months after the Nu-
trition Institute study found more under-
nutrition. After correcting for a sample bias,
3.1 pereent of rural children could he desig-
nated as severely undernourished by the
Gomez classitication.* This is more consis-
tentwith the high infant and child mortality
observed in Egypt. A second round of the
survey conducted by the Nutrition Institute
during the swmmer of 1980 found more
malnutrition than the first round but less
than the MIT/Cairo University study (al-
though the two studies are not strictly
comparable). ™ Diarrheal diseases, which
often lead to malnutrition, are common in
the summer and may he major contributors
to much of the malnurrition observed in
Fevpl.

The pattern ol protein consumption in
Egyptissimular to that of calories. Strotmann
caleulated 64 grams of protein a day per
persan for rural low-income groups and 56
for low-income city dwellers; the corre-
sponding figures for middle-income groups
were 94 and 634 On the average, these levels
are adequate. There is no evidence that
adults who are able to meet their calorie
requirements on d typical Egyptian diet do
not also meet their protein needs. The only
group that may be at risk is children being
weaned. The food subsidy system is not
currently targeted toward this group,

Egyptdoes have a large program to pro-
vide supplementary feeding throngh the
health care system 4 The Alinistry of Fd-
ucdtion, in coniunction with private volun-
tary agencies and the World Food Program,
provides school lunches. Other programs
are targeied toward itinerant workers in g
food-forawork program and toward families
reclaiming new lands,

Production and Procurement
Policies

The additional market supplies of food
from commercial imports and food aid may
stabilize and lower consumer prices, but
they also depress producer prices of com-
parable commaodities, reduce farm incomes,
and induce reallocation of crops. When
imports are subsidized below both the pur-
chase price and the prevailing domestic
mdrket price, they distort agricultural in-
centives,

Lower domestic prices increase demand
as they depress production, contributing to
declines in the self-sulficiency ratio. The
government attempts (o increase self-
sutficiency by controlling farm production—
for example, by acreage allotnent plans,
These plans are set up by the Ministry of
Agriculture in consultation with the Ministry
ol Supply and the Ministry of the Economy
to determine the areas to he cultivated  The
regional and locdl administrations distribute
these area allotments among farms. This
prevents full supply adjustments to distorted
price ratios.

Lowering consumer prices by subsidizing
commodities implicitly transfers real income
to consumers, leading to rising demand for
other goods, including nonrationed goods
such as livestock products, The increased
demand will result in upward pressures on
other commodities on the open market, 1f
such pressures are transmitted to the pro-
ducers, farm incomes will be positively
affected. Producers with marketable sur-
pluses may gain, but subsistence farmers
and the landless rural population will be
largely unaffected, unless additiondl em-
ployment is generated.

In addition to shifting the supply curve,
the government attempts to check the rise in
prices of some commodities by setting price
ceilings. The net effect on farm incomes
cannot now be assessea, Readl farm incomes

AL oy 0 el Ropescand R Boinkbhadn, Cluldbhood Malnutntion in Rural Favpt Resuldts of the Mmsiny of
Health's Wewling {aercise Health Care Deliveny, System Project Monograph 4 (Cambridge, Mass © Massachusetrs

Institute of Technology, 1ab

Y Hekmac Al diecton of the Nutiition fnstitute, personal commueation, Vlay 1941

YO stotmann, e N hivige nach Nahranganutteln in Y pren” {The Demand tor Faad e Fpypt) (Ihploma
thests, Universany of Gothingen, tnstitute Lor Agneuliomal Foonomies, 1980)

YOROBikhardt 1 bl and Ropes Supplementary feedig i Rurad Feype A Sunvey Profile of the Health system

Action Health e Debivery System Project Monograph 5 (Cambndpe. ALase

Techinology 1K)

AMassachusetts Institate of



are also directly affected by the subsidized
foods made available o farm households,
although farm families may receive less
than city dwellers.

Until the nud-1970s, substdies were fi-
nanced by agriculture mainly through ef-
fective taxation an export ¢rops such as
cotton and rice. Since then, increased gov-
crnment revenues and foreign exchange
from oil earnings, the Suez Canal, and other
sources have decreased the pressure on
agriculiure to provide government revenue,
Nevertheless, implicit taxation still alfects
incomes and allocative efficiency in agri-
culture.

Implicit taxation takes the form of com-
pulsory delivery quotds at prices fixed below
market prices for crops in the tood subsidy
system such as rice, beans, lentils, and
sugdarcane. Such quaotas help toreduce the
government’s budgetary costs for the subsidy
system Quotas Lalso exist for some crops
that are primarily exported, such as onions
and cotton, and these also provide earnings
for the government,

The Jong-run growth of agriculture may
beaffected if the increasing cost of subsidies
forces the government to decrease its spend-
ing elsewhere. Public investment,  input
subsidies, or productivity - oriented research
in agriculture might be reduced. Finally,
higher subsidies i urban areas may daeceler-
ate rurol-urhan migration and thus result in
rising agricultural wage rates,

The main instvuments applhied to conol
domestic production and to provide food
for subsidized distribution are acreage plan-
ning {area allotment plany; price policy;
imput subsiches (on fuel, fertihizer, water,
pesticides, and annmal feed), and investient
programs (nrigation, drainage, land recla-
mdation, and so forth) Price policies include
delivery quotas at fived prices, toreign trade
regulations such as import planning, export
stops, and so forth; and domestic trade
regulations, including mterregional trade
harriers.

Although input subsidies and investiment
programs are mmmpovtant, the two other in-
struments, especidally price policy, are em-
phasized in this report. When input cosis

are taken into account, all basic food com-
maodities are effectively taxed 7 Only meat
and milk are protected. The protection of
meat increases the demand for feed and
roughage, which results in rising relative
feed prices and expanded berseem arvea. 1t
means an income transfer from the mainly
high-income consumers of fresh meat 10
livestock producers, which somewhat offsets
consumer gains from subsidized meats.

Inrecent years there has beenan attempt
to increase agricultural income by raising
producer prices. For example, producer prices
announced in February 1981 include in-
creases of 50 percent for lentils, 40 percent
for beans, 23 percent for sugarcane, 22-30
percent forunginned cotton, and 13 percent
for rice,

Delivery quotas at prices fixed below
market levels are enforced for rice, pulses,
sugarcane, cotton, and onions, Furthermore,
farmers provided with subsidized feed are in
principle required to sell their animals to
slaughterhouses at a fixed price,

Area allotment is used for various pur-
poses:to assure sufticient domestic produc-
tion of commadities that are affected by
distorted price incentives; to further foreign
exchange objectives; and to assure more
effective water management, pesticide ap-
plication, and crop rotation. Control is most
strict on cotton, rice, pulses, sugarcane,
and onions grown for export. For wheat,
maize, and berseem, the area allotinents are
merely indicative, not compulsory (Table 13
and the Appendin, Tables 29 and 30).

Ingeneral, production controls are most
severe on those commodities that are strictly
rationed at fixed prices, For example, wheat
is highly subsidized but is not rationed, and
production is not strongly controlled. Wheat
has only an indicative area allotment, with
delivery quotas reported only as a special
case in some land refonin cooperatives A
Delivery quotas have not heen enforced
since 1977, Rice, on the other hand, s
rationed tor consumers; production is con-
trolled by area allotment and compulsory
delivery quotas at a price fixed helow the
market. The ared allotment forrice, however,

TwWallaun Caddibn Aenudtal Price Yanagement in Feypt World Bank Stat! Working Paper No 3HH (Washington,
D International Bank tor Reconstinction and Doy elopment, 19480)

o hes may be it of the pavient for Lind, though no contnmation of ths s carrently avalable.



Table 13—Food policy instruments applied to specific commodities, 1979/80

Price Policy and Procurement Government Distribution

Delivery

Nominal Quota At Fixed

Protection with Fixed Arca Subsidized
Commodity Coefficient Prices Allotment Price Rationed
Wheat {flour, bread) 044 N L. S N
Rice 049 S N R S, LY
Maize 069 N 1. LN N
Sorphum 070 N N N N
Beans 071 S S S L.
Lentils 0.68 S S S L.
Stignr 030 S S S S Lt
0il 062 S S
Meat, poudiry 143 S L. N" (I

Sources Derived from unpublished data of the Ministry of Agriculture and the Ministry of Supply and Home

Irade.

Notes  Sameans that the controls are stricty enforced, that they are loosely enforced; and N that they dre not

entorced at all

"oThe government distibuates o stmicthy ratoned hasie quantity of this tood An additional quantity is sometimes

provided at lngher priices af supplies allow

Atined pice ratton is sometimes provided butss not assared; the food is also sold withont restric ions on prices or

quantities

The quotias for tirmers who tatien then cattle solely with subsidized teed provided by the Ministry of Agriculture

does atlow for elastic supply adjustments.??

Quotas for the delivery of rice allow the
government 4 savings over the cost of pro-
curement on an open market. The quota is
assessed per feddan and can be viewed as a
Jump sum tax equal to the quota times the
difference between the government purchase
price and the open market price. It is a fixed
cost of production for the paddy grown on
the government-allotted areas. Once the
farmer makes the decision to produce rice,
the open market price determines the in-
tensity of inputs and the marketing of pro-
duction at the margin,

The delivery quota (as distinct from the

acreage quota) can be viewed as a means of

saving the Ministry of Supply costs of
procurement but may not he necessary to
guarantee the flow of rice from the villages
to the cities.”™ Nevertheless, apart from the

tax revenues that would be lost, the elimina-
tion of delivery quotas for rice would entail
an additional difficulty, as handling domestic
procurement through price policy entails
some risks with which the government has
little experience. A miscalculation of the
proper floor price for rice, or bureaucratic
inflexibility, could leave the Ministry of
Supply without stocks to distribute to non-
producing areas. This concern differs from
negotiating imports of wheat when Egypt's
purchases may be oo small a percentage of
world trade to influence the world price.

Wheat procurement at the time enforce-
ment of delivery quotas was ended in 1977
contributed only a relatively small amount
to budgetary and foreign exchange savings,
and it constituted only 4 small portion of
domestically distributed supplies. For wheat
production to be large enough for procure-

e acteage response elastieity toown-price change of riceas estimated to he 0,53 The delivery quotas are detined
by the Mintsinc of Agniculture according to regonal vield evels They are setat about 50 percent of the average yield
foachim von Braun, “Agricultural Sector Analysts and Food Supply in Fpypt.” dratt report of the Joint Project of the
Institute of Agncultural beonomics, University of Gottingen, Institute for Agricultural Economics, and the fnstitute
ol National Planting. Canno, 1980 (Mimeographed )

" de Janry estumates that the positive ettect on income that would result if procurement were done voluntarily at

open market prices would nocreduce the marketed surplus of nice sutficiently to result in urban shorttfatls (A, de
Janvry, personal communteation, Jure 1981)

53


http:IIlis.iw

ment to make o major contribution, cotton
and clover acreage would have had to be
reduced. Controls of wheat acreage were
not necessary 1o maintain production in
part hecause the high price of wheat straw
tor fodder allowed for a competitive net
revenue for the crop farthermore, aswheat
is still a major subsistence crop in the winter
sedason, its supply is relatively inelastic.

The release of wheat supply control he-
came feasible for Epyvptian policymakers
when food aid, concessional tmports, and
international prices became more favorable
in the second halt of the 19705, At this time,
too, new sources of foreign exchange made
reliance on the world market less of a
burden.

Subsidized Food in a
Rural Setting

In recent years the subsidy system has
gradually expanded inrural areas, and there
are plans to increase substdized food sup-
plies in villages, especially by extending the
network of registered bakeries setling sub-
sidized bread. A case stidy of subsidized
food consumption in rural areas addresses
the following questions: How is subsidized
food distribution organized on the local
level? Do differences in subsidized food
supply exist between social and economic
groups within villages and between villages
of the same region? What are the effects of
the systemon local food marketing? What is
the importance ol these goads in the rural
consumer mdarket? Does the subsidized food
supply alfect resource allocation on farms?

The study site s part of the Sharkia gov-
ernorate in the castern Nile Delta. Interviews
were carried out inoune villages in tive
districts. The study was part ol a second
round of a survey on supply behavior ot
farmers in an enyvironment of government
planning and intervention in agricultinre !
To a basic questionnatre dealing with farm
resources, production patterns, vields, prices,
stocks of produce, marketing, livestock,

farm management, and so forth, questions
were added dealing with food consumption
and purchasing, especiatly: quantities, prices,
and sources of basic food items bought dur-
ing March 1981, the month of the survey,
as well as during the preceding year, 1980,
avatlability of subsidized and rationed food
and uying conditions (rations and prices);
and hasic ddata on food supply facilities in
the villages {hakeries, shops, merchants,
and so forth).

Only farm houscholds were included,
though there were some nearly landless
houscholds in the sample; that is, farms of
less than 1.5 feddan, The farm-size structure
in the study is representative of that of the
country.

Number of
Households

Farm Size

(feddan)
Up to 2 13
2-3 10
3-5 3
More than 5 3

Only five of the villages had hakeries,
two of the smallest had no shops selling
rationed food, and five had consumer co-
operatives. These differences were due to
the size of avillage, its location, distance to
urhan centers, and individual characteristics
(Fable 14).

Each household was asked about current
ration regulations. Surprisingly, there were
large differences between villages and even
within villages (see the Appendiy, Tables 31
and 32). Dilferences between villages in
different districts may stem from distribution
decisions of the regional distribution com-
mittee, wheredas differences between villages
in the same district may result from decisions
of the district ymarkaz) distvibution comimit-
tee, Differences within the villages might
arise because households do not know their
ration rights or do not care for single items
of the ration, or because shopkeepers treat
customers unequally so that households
pay different prices and receive ditfevent
quantities.

U he survey wascondin ted e atcadpenet tathe Phobresearch ot Mamdouli AL Nast of the Insnitute of Agnenlturad
Feonomues. Unnveraty of ottigen The satnpling procedures e onthined an s torthcoming thesis Detailed

survey results are ected e doachime von Brann
Consumption an by prian Fanm Hovseholds

Hhie Role ot sabardized and Rationed Food 1oz Food Supply and
Indicattons frot g suvey an Shatkig Governotate,” Uninversity of

Gottingen Jnsutate tor \genltinad Toonomies, Jul 1981 (Suneapraphed )

A
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Table 14—Subsidized food outlets in the survey villages, Sharkia governorate,

March 1981
District Fstimated Tamween Consumer

Village {Marhaz) Population Bakeries Shops Cooperatives
Telhanag AMinyet el Qamh 000 | 3 |
Saddana Ahiwvet elgamh Ton 0 0 0
Aenshea Minveteltamh 8OO 0 0 0

I Byvrom | aqus 5000 4 3 |

Al Chavashin ithers 1,000 0 | |

Al Dalitaamonn Abon Kebn 6.000 | 3 |
Shobak Basta Jaghazip 6,700 0 5 |
Shiba Zagazy 17000 2 5 0
Nuharea Zagany 8.000 2 n 0
Sotrce Data githered mea stvey ot vitlapes, March 1981

All of these factors might overlap in a
particular village. When villagers purchase
their ration at the beginning ot each month,
they are thinking of the basket ol food as a
whole and not of the individual items. They
know the cost of the whole ration better
than quantities and prices of the components,

The timportance of a particular rationed
item in the consumer basket also plays a
role. Reported ration regulations for oil and
sugar vary much less than those for vice and
pulses. Rice is ¢ marginal addition to a farm
household's total, and pulses are not strictly
rationed (see the Appendis, Table 33). The
market price of flour generally exceeds the
price charged by the Ministry of Supply in
their licensed, subsidized flour shops.

All 29 farm households survey ed reported
that a high share of their cereal consumption
came from their own poduce. Table 15
shows that marketing patterns ditfer accord-
ing to the item and the tarnusize, There are
number of reasons for these variations.
Compulsory delivery quotas generally exist
for rice and wheat on agricultural reform
farms. Larger farins, worked under share-
cropping arrangements, leave parts of the
crops to the sharecroppers. This dappears as
mdarketing, Cash needs on small tarms force
farmers to sell after harvest and buy again
later in the year. Price differentials may
make it attractive 1o sell wheat and huy
lour. The purchasing price for flour is far
above the fived price of government-subsi-
dized imported tlour hecause of the perceived

difference in quality. Thus houscholds may
exchange part of their own preferred wheat
for cheaper flour.

Farmers® decisions on how much land to
allocate to whet lepend mainly on the
profitability ol the whole crop, including
straw, which is valued nearly as highly as
grain because of the shortage of forage for
cattle in the summer.

Small farm houscholds hake more of
their own bread than larger ones. A registered
hakery inavillage increases hread consump-
tion considerably, especially in middle- size
and larger farm households. In the five
survey villages having o bakery, average per
capita hread consumption wds 102 kilograms
per year. In villages without a hakery, it was
23 kilograms, most of which was hought
during occasional visits to an urban center,
In the villages with a bakery, familics on
small farms (less than 2 feddans) consumed
54 Kilograms per person annually, compared
with 143 kilograms per capiia for the house-
holds with more than two feddans,

Total cereals available for consumption
are caleulated to average about 302 kilograms
per capita in small farm households and
even more on larger farms. Although the
figure seems high, itis in line with those of
other surveys. According to the 1974/75
family budget survey, per capita consump-
tion ranged from about 215 kilograms for
raral low-income groups to 250-340 kilo-
grams for the highest income groups,»?

The larger the farm, the greater the social

MCAPNIAS, Famidy Budget Survey 197475 Radwan and Lee ceported 4 median consumption of 259 Ritograms per

capita (Radwan and Lee, “Anatomy o Rural Poverty™)
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Table 15—Average production, marketing, and availability of cereals and cereal
products in farm households, Sharkia governorate, March 1981

Selling and Buying

Wheat Flour Rice
Production Bought Bought
Farm Size Wheat  Rice  Maize Sold  Bought  Bought Sold  (Rationed) (Marketed)
(kilograms)
Less than
2 feddans 969 2.808 1.147 531 S17 176 1,085 16 352
2 4 feddans 1.858 5.539 1,475 727 385 202 2,723 17 2
More than
4 feddans 3,450 9,667 2,753 1,450 60 4,333 13 N
Selling and Buying
Maize Bread Total Available Cereals Degree of
Farm Size Sold Bought Bought Total Per Capita Self- Sufficiency
(kilograms) (kilograms of {percent)
whedt equivalent)
Less than
2 feddans 54 439 192 2,578 302 96
2 4 feddans 205 82 77 3.315 420 133
More than
4 feddans 233 667" 750 4,936 592 139

Purchases of rationed and subsidized food other than cereals, Sharkia governorate

Rationed Goods Bought Extra Calories

Farm Size Lentils Beans 0il Sugar Lentils Beans 0il Ration  Bought Extra
(kilograms/houschold/year) (1.uud)

Less than

2 feddans 9.5 12.1 245 744 40.2 191.9 22.2 568.4 803.6
2 4 feddans 8.3 129 188 62.0 379 125.1 249 466.3 283.7
More than

4 feddans 12.0 12.0 31.6 75.0 29.0 90.0 16.0 638.3 344.6
Total 9.2 124 227 69.1 38.0 1514 227 529.9 522.6

Source: Dato gathered in g survey of villages, March 1981,

Notes: The average selling prices in the sample were for wheat, 9.2 piasters per kilogram; for rice{paddy). 8.1; and
formaize, 13.7. The average buying prices were: forwheat, 9.7 piasters per kilogram: for flour, 10.3; for rice
{paddy). 15.8 (this is the market price); and for maize, 12.0. The prices for maize were derived from a small

r

sample: 11 fanns bought maize, 5 sold it
* One household bought 200 kilograms.
" This was used mainly as feed
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responsibilities of the farm family. For ex-
ample, large farm households may supply
family members inurban dreas and hold hig
feasts. As stock changes are not taken into
consideration, individual household figures
may be distorted somewhat, though this
should average out in the aggregation. Feed-
ing antmals with the inexpensive flour and
bread, as mentioned by some farmers, may
be ancadditional reason tor excessive ceredl
disappearance.

Only 9 of the 29 households (mostly in
Zagazig) received their flour from flour
shops. The others bought it from village
markets ov merchants: The price was probably
determined by the Lubsidized flour price at
the urhain shops, transportation costs, and
quality differences. Flour, rationed rice, and
hread from hakers accounted tor 13 percent
of the t1otal cereal consumption of small
farm housecholds (less than 2 teddans), 23
percent ol medinm (2-4 feddans), and 13
percent of larger farms,

The rice ration was an almost neghgible
part ol total grain consumption in these
households. Some respondents reported
that the rationed rice was used as chicken
feed due to its poor quality,

A number of farmers expressed the opinion
that “one must have one's own whedat and
rice.” Thus, their production decisions de-
pend on their attitudes toward risk and
uncertainty as well as on the competitiveness
ol crops. These attitudes may be rooted in
the historic fluctuations in food supply in
Lgypt.

Fhe rationed supply of pulses filled only
asmall share of the demand. On the average,
the rationed lentif supply is one quarter and
the rationed beans one tenth ol the quantities

purchased. Because the survey did not
include the farmers' own production, the
quantity consumed was higher. Cooking oil
from the ration met half the demand ol the
average houschold. Sugar was usually ob-
tained only through the ration. Open market
prices for sugar were reported to he 30-40
piasters per kilogram. In none of the surveyed
villages did consumers have access to sub-
sidized meat or poultry,

About one third of the calorie require-
ments ol farm households were met with
rationed and subsidized food (Table 16).
The sharve was smaller for small farm house-
holds hecause they consumed less bakery
bread. A Targer share of the cereals they
consumed was purchased on the open mar-
ket. The case study suggests that the food
subsidy program is not very effective in al-
leviating poverty in raral Egypt. Although
only a part of tlour consuwmption is from
Ministry of Supply shops, it is assumed that
local flour prices greatly depend on the
availability ol subsidized flour in urban
centers. The figures tor flour in Table 16
include flour from all sources,

On the average, the expenditure on
these rationed and subsidized foods covers
about 13 percent of total household expen-
diture on food. Differences between farm
size groups are large. The share of subsidized
ond rationed food in total expenditure is
smaller for the smadllest farms hecause this
group spends more on basic foods on the
open market and consumes less subsidized
bread. The share is also smaller for the
targest farms due to high expenditures on
meat and poultry.

The expenditure on rationed and subsi-

Table 16-—Total calories from subsidized joods in case study households, Sharkia

governorate, 1981

Rice,
Farm Size Flour Bread

Tatal Share

“Rationed of FAO
Pulses. Oil, Calorie
SULAr Total Requirements

thilocalories persan dayi

Fess than 2 deddans 178 16ty
S Heddans RR11] [
Jeddans 6 04
Fotal " ERR

{percent)

183 e 21
175 [ 06 43
M n 3
82 Ty 10

Sstavee buta gathered g sinvey of villapes Aol fang
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dized food is estimated to he about 7 percent
of total inceme of farm households as cal-
culated from deflated tigures by farm size
from an International Labour Organisation
survey.’?

This case study indicates that the food
subsidy and rationing system divectly aftects
rurdl Egypt. This is shown by the importance
to farm houscholds of subsidized and ra-
tioned food for calorie value, share in food

% Radwan and Lee, " Anatomy of Rural Poverty.”
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expenditures, and household income. In
addition, there may be indirect effects on
price rewationships of non-ationed and sub-
sidized food, labor mobility, and agricultural
taxation and regulation. The high degree of
marketing activity in subsidized foods and
their competitors (wheat, {lour, hread) found
even among the very small farms indicates
dlocation effects that may have distribu-
tional implications as well.
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CURRENT FOOD POLICY OPTIONS

Current food policy is still influenced by
recollections ol the January 1977 riots that
followed announcement of price increases
for regulated sugar, lrice, shamy and other
breads from 72 percent-extraction {lour,
and pasta (Table 17). Prices of baludy bread
and rationed sugar were not affected. The
government also announced increased prices
for butagas, gasoline, cigarettes, and domes-
tically produced appliances and raised cus-
tom fees for imported cars and household
goods. At the same time, increases in wages
and pensions were reported and the intention
toraise public investment, mainly for hous-
ing, was announced. The intention of the
policy change was to save [LE 227 million, or
35 pereent of the 1977 subsidy budget. All
price rises were rescinded (ollowing the
disturhances,

This incident and a similar one in Peru
are frequently presented as examples of the
difficulty a government faces in attempting
tomodify o long-standing policy of subsidiz-
ing basic commodities. The risks were recog-
nized in Egyptin 1977, What prompted the
government to confront those risks at that
time? Infact, in 1976 a number of ecor omic
indicators seemed to point toward reduced
pressures on the subsidy system. World
prices of food had heen declining and
domestic production of oil had hegun o
approach exportable levels, The government
deficit had declined from the previous year.
Even the sizable trade imhalance had declined
slightly. Tourism, workers' remittances, and
canal receipts had increased, making for a
substantial decline i the current accounts
deficit. Trends, however, do not pay bills.
Because foreign reserves were limited, aid,
investments, or loans were needed to fill the
Bap. Egyptstoveign debt atthe beginning of
1977 was LE 4 £24 million (72 percent of
GDP of 1976), and further lines of credi
were restricted > Some of this debt came

" Quarterly Leonomic Revie of Feypto Ist Quatter, 1977

from rolling over the short-term loans that
were required to finance food imports prior
101974 when food aid increased. > The debt
outstanding in 1977 included LE 834 million
of these short-term loans, renayable within
a4 yedr at interest rates of 15-18 percent.
Though the Gulf Organization for the
Development of Egypt, a consortium of
leaders from Arab states, refused (o grant a
toan of U.S. $1 billion 1o fund the halance-
ol-payments deficitin late 1976, it granted a
loanof $1.5 billion within o month following
the riots. Similarly, International Monetary
Fund credits, bilateral loans, and credits
from commercial banks were obtained in

Table 17—Price increases announced
and rescinded after riots in
January 1977

Subsidized
ltems with
No Price
Increase

Items with

Price Increase Increase

{pereent)

Batady hiead Fino Tnead 50
Beans Resfrned flom
(72 percent
extraction) 07
tennls Reegulated
S J
Rationed suga Ratroned v 20
Conking ol [ea Subsidy can-
celled
Tported meat Yellow maize stbsidy can-
celled
Lendize Butagas 46
Tses fiade Ceasnline 26-31

Various
dmotnts

Crgarelttes

Sotree W Uoam lannany 18 201977

P Ahmed A Gouel Food Secanty i Alna With Speeial Retesence to Lgypt,” paper presented o Food Security in
A4 Hungry World A intemational Tood Securin Conference, San Francisco, Cal, March 46, 1981



the first quarter ol 1977. These actions
enabled Egypt to pay off short-term obliga-
tions and relieved the pressures that helped
influence the decision o increase food
prices. 0

Although the price rises were rescinded,
the government continued to state publicly
that it intended 1o reduce and ¢ entually
climinate all subsidies except those on
bread.”” An interministerial committee was
established in 1979 (o investigate means of
achieving this goal, recognizing that the
improved fiscal position of the government
allowed for a gradualist approach. Two such
modifications were introduced in early 1980:
ration hooks were reissued with a slight
reductionin eligibility, and nominal market
prices for bread and flour were raised,

Records for eligible households were
updated when the ration books were reissued.
Members who had died, emigrated, orregis-
tered elsewhere were removed, Amnesties
were granted from fines for misrepresenta-
tion. At the same time, tamilies with holdings
greater than 10 teddans, factory owners,
people with more than LE 3,000 in hank
dccounts, Fgyptians who had been abroad
for more than five years, and owners of
stock in joint venture compdanies were pro-
hibited from obtaining books. ™ The restric-
tions proved somewhat modest: Ministry of
Supply records indicate 300,000 tewer fam-
ilies had ration books in 1980 than in 1979 (a
reduction of 3.7 percent).

In February 1980, after the price increases
for bread and Hlour, balady bread was still
available at a half piaster but it was baked
with93.3 percent- extraction flour instead of
87.5 percent. A special balady loal made
from 82 percent-extraction flour was in-
troduced at 1 piaster. This loal was 25
percent Llarger than the old balady loal, Shamy
and fimo breads remained the same price andd
size butwere maide from domestically milled,
82 percent-extraction flour instead of im-
ported 72 percent. As this imported flour
was no longer to be used for bread, the
official price was raised 1o 12 piasters o
Kilogram. This policy was designed 1o in-
crease the valire added in focal milling as
well as 1o reduace the subsidy,

7
" Quarterly Feortomte Review of [ovpl vanions issues

The major challenge to this policy came
from hakers rather than from consumers.
Although the price bakers paid for flour to
make balady bread declined slightly, the
cost of flour per loal of special balady in-
creased more than the selling price. Bakers
perceived that the new regulations, which
dlso were designed to give them more profit
per loaf on fino and shamy breads, did not
allow them sufficient profit margins, espe-
cially in the face of rising labor costs, For
three days in February 1980 they stopped or
slowed production in Cairo and Alexandria,
and consumers were frequently unable to
prrchase bread.

In July the regulations concerning bread
were modified again. The coarse balady
bread was removed from the market, leaving
only the special balady bread plus two sizes
of shamy bread and three of fino All but the
balady bread were 1o be produced from 72
percent-extraction flour as they had been
prior to February, However, the loaves of
shamy and fino bread, at 1 piaster, were smaller
than those haked hefore the new regulations.
Other loaves of these breads were priced in
proportion to their size. The price bakers
paid for 82 percent-extraction flour was
reduced from LE 6.20 per 100 Kilgram sack
to LI25.00. The price to bakers for imported
flour increased slightly, but product prices
to consumers increased more, allowing greater
profit. 7!

The two regulations on bread prices and
sizes were steps in the elimination of the
half piaster loal. Consumers were first given
the choice hetween a cheap balady bread of
slightly reduced quality and a more expen-
sive loaf of somewhat higher quality. Even-
tually the lower-quality bread was removed
from the market. The strategy of adjusting
prices by making small changes in a product
is also a means used by public-sector com-
panies to raise prices of manufactured goods.

Rising prices in the world market and
local shortages pushed Fgyptinto announc-
ing a price increase for sugar in late 1980
when the London price of sugar was four
times that of fanuary 1979, A request hy the
Ministry of Supply in conjunction with the
Ministry of Economy ta increase the price of

M Arab Report und Recond o a speech by the Aimster of Foonomy, Febriuasy 25, 1977,

Wopevptian Gazette Febiuany | 198O
M pevprian Guazette Septesher 10, 19RO
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sugar purchased ahove the ritioned quanti-
ties was signed by the vice president. When
warning strikes occurred in Helwan and
Alexandria, however, the order was cancelled
the following day.

One other incident in 1980 illusaates
the role of the governmentin price s abiliza-
tion. Recognizing that the nearly 50 percent

incredase inc the wholesale price indey for

medt in 1980 was leading to domestic infla-
tion and that the Bairam feast would add
demand pressures, the government hanned
slaughter of livestock during September,
Transport of cattle was also prohibited during
the tivst halt of the month, but relaved
during the second so that shipments could
anticipate the need following the lifting of
the ban. During the month extra quantities
of frozen mcat, fish, poultry, and eggs were
provided by the government, but open mar-
ket prices of the Latter three rose during this
prriod. The local press, prabably reflecting
public apmion, charged that these price
incredasesresulted trom “greedy merchants”
exploitiag the ban. Simtarly, middlemen
were biamed for the apward pressure on
medt prices b

After the market glat that occurred when
the hanowas lifted had subsided, the govern-
meni issued price ceilings for meat. Sales
were prohibited on tour davs per week as
they had been prior to the han. Recognizing
that rising urban demard wonld continue ta
place pressure on prices, the Ministy of
Supply stepped up imports of both meat and
poultny despite nising world prices. Similarly,
efforts were made ta increase the availabilin
of fresh meat, cither trom domestic producc-
tion ar imports. These policy moves were
more an attempt to stabilize prices than to
achieve consumption targets

Options Under Discussion

The moditications of the subsidy sy stem
in 1980 were minor, but they may have heen
preliminary steps toward wide-ranging re-

MLy ptian Gaectte Octaher 120 1980

forms. During the first iaonths of 1982 the
role of subsidies in the economy was widely
discussed in the press and in conferences of
economists and administrators. ! [tis recog-
nized that without a clearly expressed na-
tional mandate, such as oceurred in Jamaica
and Sri Lanka, any departure from historic
commitments to provide hasic necessities at
low prices carries political risks. 1t is also
widely held that gradual changes undertaken
at the beginning of a decade in anticipation
. the probable ecanomic situation in the
midadle may prevent the need for more
abrupt changes later.

The incidents related here demonstrate
the ditficulty in reducing the total subsidy
hill by simply raising cither the ration price
or the regulated price. In recognition of
these ditticulties, discussion has centered
on whichitems shoutd he changed and how
1o make such changes more palatable, One
suggestion proposes a gradual elimination
ol subsidies: say, an annual reduction of 20
percent over five years. Other approaches
recognize that wheat Hour and hread have a
central role in food purchases and may
require a difterent rate and degree of subsidy
elimination. A different policy for domes-
tically produced commadities than for im-
ported goods has also heen proposed.

In lica of an arbitrary timetable, some
cconomists seek to link elimination of sub-
sidies to growth in GNP or in wage earnings.
Productivity growth would probably he in-
cluded in such a plan. Another proposal is
that the government place a ceiling on the
growth of the system vather than reduce
subsidies. Subsidies would make up a smaller
percentage of the national account as the
cconony grows. [t also has heen proposed
that the subsidy hill be reduced by targeting
the progra. This could be achieved by limit-
ing the number of recipients or the foods
that are subsidized.

Recognizing that subsidies supplement
wage incomes, especially in the public
sector, proposals to compensdte workers are
frequently offered. To prevent a decline in
redal incomes, the government could raise

" e options under discassann here are colledted Srom papers and statements trom the Foonomie Conference,
Canro Febriuany 1515 1982 and pessonal conmmmi ations with experts oncthe subsudy sssue dunng Tanuary - Apnl
TARE o particuda Bsmand Badasy, depnn mimster of the Miestiy of L eanomy, Aluned Abdel Ghatfar, first
tndersecetane of the sty of supphy and Howe Trades Mostata FlSand hatnm, vce dean and professor of
reonmnes Cano tonersite saad Banthoud amederaecretany of the Munstry of Feonomy, and Thrahm Helsa Abdel
Rabunan, econome advsor 1o the povernment aned «hanman of the Feonome Conterene e
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wages for public employees and increase
minimum wage rates. Private-sector earnings
would also need to be considered under
such a program, and theretore the govern-
mentwould require appropriate instruments
for influencing the earnings ot artisans dand
self-employed merchants, Alternatively, the
government could achieve thisend by alfow-
ing the market to determine wages in all
sectors and by indexing lumn-sum transters
from the treasury to prces. Unlike the
proposal using weges and prices 1o determine
subsidies, this suategy allows for 4 more
exogenous determimation of subsidies. How-
ever, it s argued, this hinkage 1s potentially
inflationary A more maivect means ot mod-
erating the burden of subsidies s a proposed
program of investment v housimg, which
would reallocate some of the previous sub-
sidy hudget

These retorms do not require any sub-
stantial change in the method by which
foods are distributed or their prices deter-
mined. Other suggested reforms are designed
to increase the flexibiliy of the tood system
and to allow tor markei-deternuned prices,
Fhese proposals e lude agricultural pricing
policy. The tood subsidies include not only
the import costs of subsidized nems but also
the opportunity cost of items sach as nce.

Food stamps have been discussed as a
means of retammg benetits cunently attrih-
uted to the subsidy system while shifting 1o
& mdrket determination of tood prices. The
stamps would he for specific commodities
but would he treelv negotiable--that i,
they could he traded orredecmed for cash.
[n effect, then, they conld be a vanation o
the earnings indexing descrthed above, hint
a4 tood stamp program could be designed to
closel resemble the cunrent distribution
svstem. Varntons means of phasmg in the
transiion 1o rasithet- determined prices with
food stamps ae bemg considered. The
possihility of Tumting the coupons to a
subset of the population s also hemng
discussed

The effects of these and other proposals
on the Lgyptian consumer can be fully
assessed only within the conteat of the
current mdrketing and production system,
including the ration system. In addition to
its primary tunction as an income transfer
system, the food subsidy systemis a major
component of the government trading system
and a4 means of coping with underdeveloped
marketing channels: Analternative proposal
for reducing government expenditures for
subsidies would improve the efficiency of
the system by cutting handhng and waste
costs and by improving management and
technology.

There is almost no disagreement among
leading Egyptian government otficials and
cconomists that the food subsidy and ration-
ing system needs moditication. The argu-
ments concern timing, phasing, and selection
ol instruments, Political  considerations
mdake a gradual adjustment of the current
system more likely than a fundamental
change.

Research Needs

The first question that needs to he
addressed in any comprehensive study of
food subsidies in Egyptis, “What, if anything,
is the problem 2 To he snre, Egypt's economy,
like most others mthe world, is experiencing
a4 number of strains, but the extent to which
current food policies contribute to the prob-
lemvis not tully known,

Questions at the Mdacro Level

Research on the tollowing questions
offers potentially high returns 92

What s the effect of subsidies onnflation?
Macroeconomic modehing could elucidate
the effects of subsidies on domestic money
credtion, taking into account both domestic
borrowing to meet the deficit and the draw-

"2A manher of gucro models for Egvpt enast Ve i an compleyv maodel the ones onc by ptnehade a nnber of
asstnptions that are subpect todisoission For example e Lavlors Kevnessan model the pesults appedr to beoa
COTEsegHenc e of the asstmption that Povernanent i estment and o onstphon are fived Tooafanpe lll')!lt'l'. this
assumption determines the detiot and hence the national mconee See favion Tood Subsadies” Dance Tavlon,
Mucro Modi s for Developon conatne cNew York Alecnasw il 19790 RO Fekars B A Tccanthy, and A Mohae L] Din,

Mutdte sector Generab b guihbonm Polioy AMaded for 1 gy
Center tanmo b nneran nodate Fobaecand Aotae B Thin
Fo It Managreabile mn the Case ot byt Y Honrmai for Policy Modeling 2

Fance Tavlor Base Seeds ALacroes annmne s
(September TORhy 3oy 35
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down of foreign exchange, Related issues
are the elfects of subsidies onwages and the
potential effects of wage subsidy linkages.

Whatis the marginal impact of subsidies on
government spending’ In macromodels that
take government spending as exogenous,
the marginal effect of the subsidy bill may
be buried in assumptions of alternative
spending. Fhe short-run nnpact on dggregate
income will be intluenced by the degree 1o
which savings m subsidies translate o
staller deficits, In the longer run national
economic growth will be influenced by the
marginal propensity to mnvest rather than to
consutne out of the subsidy savings retained
in the government sector. Such questions
are policy oriented and do not lend them-
selves 10 neat estimates, hut narrowing
down the range of uncertainty will help in
modeling etfects.

The mvestigation of the trade-off he-
tween corrent public consumption and cap-
ital expenditures may inciude the economie
costs ol raising revenues. I the ability 10
raise revenues is moderately costless or if
the marginal returns on investiment are Jow
due to bottlenecks, the competition of in-
vestiment and consumption claims on the
government's hudget will have fewer con-
sequences than atherwise,

What are the effects of foreign exchange
requirements on exchange rates * This issue has
been addressed by Grant Scobie® One
question is whether consumption goods,
investment goods, or inputs are crowded
out by the imports of subsidized food.

Questions on the Agricultural Sector

fowhatdegree does subsudv policy establish
constramnts that determine agricultural policies?
The effects ot agricultural policies have
been, and are heing, thoroughly studied,
but, given the complevity of government
oblectives, investigating the linkages of
policies may reveal options not obvious
when cach policy is viewed 1inisolation

What are the effects of the subsudy hill on
mvestment an agnicidture. both in government
and n the prvate sector?

What are the resource allocation costs result-
ing from a food pohiev that applies differen:
instruments for regulating and directing production

PV Scabie, Government Poliy

and muarketing of various commodities? Simi-
larly, if the product mix varies by farm size,
one needs to know the distributional effects
of these instruments. One would want 1o
madel the indirect effect of the subsidy
system on producers’ allocative decisions.

Allocative Efficiency Questions

What are the allocative efficiencies of the
implicit and explicit subsidies’ Consumers, of
course, maximize according to the prices
they tace. This may be within the consump-
non frontier of the society in general hecause
the economy must bear the scareity costs of
the consumption bundle. As an illustration,
one such issue is the allocative costs in-
herentinawheat rice price ratio that differs
from the opportunity cost on the world
market.

What costs aremherent in nonprice allocation
mechanisms? Because no mart eting system
is without friction, there are search costs—
hothvin time spent in obtaining information
and in waiting in lines when commodities
are scarce—that reduce the net wiility of a
purchase to a consumer. This may he a dead-
weight loss to society that vesults in reallo-
cation of purchases ina manner not directly
predictable by price and income information,
Such a model would require observations
on the actudl marketing behavior of con-
sumers, including the channels of purchase
as well as the commodities chosen.

Wellare and Distribution Questions

What are the welfure effects of the quotus?
Are the authorized quotas a regressive or
progressive system ol resource transfer,
compared to other market mechanisms with
or without programs of income transfer? Is
there any systematic pattern of deviations
from yegulations that hinders a group of
consumers from obtaining regular aceess to
authorized deliveries of subsidized poods?
Similarly, is there equity in access 1o bread
and flour as well as to commodities at regu-
lated price levels? Such equity transfers can
he approached as absolute values of implicit
transfers, transters as a percentage of income
or consamer surplus, as well as other in-
dicators. A greater degree of disaggregation
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of data on purchases than is currently avail-
able must be obtained for any detailed
analysis.

What are the nutrittonal implications of uny
change in subsudy policy? Reallocations of
houschold budgets and government spend-
ing may mitigate the weltare loss fromrising
foad prices, 4 process inaccord with alloca-
tive efticiency. But the nutritional con-
sequences ol the reduction in food intake
depend, inpart, onthe size of the reduction.

What are the effects onequity of ulternative
inflation scenanos’ The tact that the carrent
systemn holds certain prices nedrly coistant
in nominal terms mayv indicate a shitting of
the burden ot intlation to specific groups of
consumers. Disaggregation of price indexes
is the obvious starting point far such analysis
but, again, this requires new data.

Waat are the effects on equity of nsing
revente to support the subsidy bifl> This issue
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is related both to the effects on national
savings as well as to agricultural policy. To
bhe complete, a study of the net welfdare
effects should ask whether the source of
spending is neutral or is borne dispropor-
tiondtely by o subset of the population. A
related equity issue is the trade- off between
generdations. What burden is heing placed
on future generations—in forgone growth
as well as in national debt—for current
benetits?

Obviously, the political issues are far
more comples than the issue of food subsi-
dies alone, However, ¢ deeper understanding,
of the issues involved in the manegement
and planning of subsidies may allow mod-
itications that achieve the goals ot the
system with less sacrifice ol other goals of
the economy. in order to improve such un-
derstanding, 1EPRL s currently analyzing
some of the questions raised above.
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APPENDIX: SUPPLEMENTARY TABLES

Table 18— Monthiy quotas of rationed food commodities by selected governorate, March 1981

Sugar
Rationed Regulated
Beans Sugar Sugar
Rice Rationed O Regulated 0il Rural Lentils Rural Rural
and and and
Governorate Urban Rural Urban Rural Urban Rural Urban Urban Rural Urban Urban
lograms vardmst daalonraimsg tarams)
RNatr-t1- 5 card 2 card 300 150600 100 150 1 ooard \o \o 750 T30
Sheinh person prersoi person person revnlar revehar persan person
~upplh supply
Sharkia ! prerson \o 300 10 100 150 I cand booard \u 50 T30
Y('_L'HLIY person ll"f\(ll) person person X('_‘L‘HLH’ person person
~upplh ~upph
Menta 6 card 4 card 300 150 T 150 1 card 1 card 1 oard TH0 750
person person person person person
Asvut 4 card 2 card n.a 150 (] 150 1 card 1 card b ocard T30 750
person person person person
Qendg 1 person 05 300 150 150 150 I card 1 card 1 card 750 T30
person person prerson p!‘Y\UH person persan ]wr\(m
Cano I prrson 1 person +50 450 No linut No himn b card I card 1 card 750 No it
persan }H'l\l)ﬂ {l(‘[\HH
Ismarlig 15 13 o) “on T8 ~00 2 card 15 card 15 card 0 T30
Sty person person persan frerson person person frerson person

Port-Said

Sentee tomversations sath sttt of rewonad otfioes of the gy pian \inistn ot supplyand tiome Trade

ot

“otes  Fhe prces of these cammmaditmes were 1o e 5 prasters per klogram. tor rationed ol 1O prasters per sram. tor regulated o1l 30 pasters per gram. tor beans, 10 prasters
perhdogtam tor lennls T prasters per hdognam: tor ratiosed sugar 10 prasters pergram, for regulated sngan 30 prasters per gram Where na appears, the tigure was ot

v atlahle

The ration tor those i coastal dreas was 350-600 erams per person: i othe rural daredas 1was 150 grams per person.
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Table 19—Quantities of rationed and regulated sugar. tea. and oil, 1975-80

Sugar 0il Ted

Percent Percent Percent

Year Rationed Regulated Total Rationed Rationed Regulated’ Total” Rationed Rationed Regulated Total Rationed

CEOOO et onse tpereenn (1000 metne 1ons) (peroent (1000 metne tons) {pricenty
1975 3281 5655 6493 6 B 12 - 179 168 8 ThH 169 186 355 48
[N 3421 408 2 “5053 J6 12653 154 1726 5 175 200 376 37
1477 3521 +5 53 8OH 3 43 1326 212 824 3 1”8 ot 372 44
a7y 3o6 1 307 HH8 B 10 1352 305 1924 o 83 IH6 369 50
fuTa 3568 34889 8357 12 1332 375 963 6H8 I8 g2 363 30
Lo 3584 Hu0 2 Loxyo 33 1205 549 2140 61 174 174 348 50

Source bavpt Minusing of Supplvand Home Trade, anpublished data

This s tist qualin ol

This mcludes ratoned and regulared ol and tast- and third-quality oil for shops. Third-qualitn il can be comented 10 a first-quahty equivalent by dividing by 1,14



Table 20—Tamween shops, cooperatives, and registered ration books by governorate

Houscholds
Tamween  Cooperative Average Number Number of Registered
Shops Outlets of Ration Books Ration Books ~ Number of at Their
Governorate 1981 1979 per Tamween Shop 1981 Individuals ~ Workplace
{1,000
Cairo 1.762 750 672 1.183 5.537 064
Alevandiia 1.196 190 451 539 2470 54
Port-Sad 130 80 959 72 316 3
lsmailia 251 062 339 6 438 |
Suer 9.2 23 300 36 231 3
Datnietta H24 Bt 238 125 622 10
Kalvnbina 1.069 132 318 340 1.052 a4
Munulia 1.539 137 249 343 1817 1
Ghartna 3433 384 151 517 2420 19
Kafr-+1-Shetkh 1283 185 215 275 1.451] 8
Behera 2017 192 LB6 7 2,595 20
Sharkia 2498 112 218 3495 2,624 13
Dakahli 2738 AN 225 615 2,957 3
G120 R 375 223 45 2413 1
Favum Loal 211 227 239 1154 O
Beni-Suet 1.034 121 224 233 L1
Menia 24962 186 151 B47 2017 12
Asvut 1.864 119 186 346 Y71 39
Suhag 1.894 120 180 340 1.767 39
Qenad 1.261 152 269 339 1.637 29
Aswan 553 240 243 135 047
Red Sea 30 10 426 13 O+ 1
New Villey 65 13 [N 42 19 0
Matruh 67 15 315 21 137 1
Siai 85 3 1.251 110 78 11
Total 321607 4314 9,423 7844 37.976 501

Somces Unpublished data from the Egy ptan Ministry of Supplv and Home Trade and Central Union for Consumters
Caoperatives

Table 21 —Producer prices of selected crops, 1980

Governorate Wheat Paddy Maize Sorghum Beans Lentils
(LY tony *
Behera hT 8173 1271 na 1806 n.a.
Gharbia w73 415 131 4 na 1871 1.
Ralr-11-Sheikhy 813 Bl 1o na 14149 n.a
Dakahlia 840 H13 1136 na 1935 na
Damietta H13 838 1278 n.a 2084 na
Sharkia T3 813 7 na 1903 [
Istailia BO T 170 nai 187 4 N
Muntitin 867 Hra 1171 . 193.5 1
Rahtubita H20 T 1257 lia 1935 na
Giza 800 603 127 ¢ 1014 2084 na
Beni-stet B 1207 9710 22006 na
Fayvum Hoo TH3 12473 160~ 2194 1a
Meta o8 7 g6 1243 954 1935 3125
Asyvuat 100 9 13000 1114 2050 24549
Subag ton - 1337 1250 21249 325
Qena 1o~ 1380 1278 1939 3067
Aswan 10060 1357 1250 1935 3163
General nerape HiO Bi5 Liad 1186 1993 204444

Somrce Feypt Abnistiy of Apncaite, unpublished data

Nt

Where o appears. the tigare was not availihle
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Table 22—Wheat and flour production, imports, and consumption, 1970-80

Wheat imported Flour

Year Production Imports Consumption Imports

Consumption

(1000 mete tons)

1970 71 1.516 2,207 3,334 260
197172 1.729 19492 3506 364
1972" 1.616 2082 3730 432
1973 1.837 2534 H060 459
1974 164} 2739 4,300 600
1975 2033 249349 4473 02
1976 1.960 2822 4743 034
1977 1.697 3,392 3060 T
1974 1.933 3974 30125 1145
1979 1850 1,382 3519 1.0897
1980 1,796 4.351 1829 HYY

81
553
3-H
546
557"
6406
679
Hil
967
1.079
1.142

somrees Fpyvpts Muavstiy of Supply and Home Trade, anpublishied data

Imports and consumption ot imported tlonr i 1974 imduded 185,000 10ns of B2 perc ent-extraction flour. In 1975,

58,000 tons of s Hour were imported A other Hour imports were 72 percent-extraction {lour

The fiscal vear dud not comerde with the calendar ves, helare 1972

Table 23— Production, consumption, and exports of rice, 1970-80

Rice
Dishursement
Through the Village
Paddy Ministry Rice
Year Production of Supply Consumption Exports
(L.000 metric tons)

1970 71 2.604 187 819 0646
197172 2534 19y 912 539
1972¢ 2.505 282 9206 493
16773 2,507 351 976 306
1974 2,070 447 887 172
1975 ’ 22349 4136 900 100
1976 28 353 nin 228
1977 2350 37 H15 200
1978 2272 524 79 154
19749 2350 23 81y 7
1440 250t Ol 136 (1Y)

Sotce  Favpt. Aitistny of supply and Home Trade, anpublished dara

Notes: The Mustiy of suppiy treats the becember nce hanvest as pant of the tollowing year's production. This is
consistentawath as anterest i consamption: but differs o the agieabural vear used by the Ministry of
Agricaltie Forevample the Alinisny of Apncaltine teports the 1980 hary estas the 1980« ropyear, whereas

the Ministiy ol Supply reponts it s (941

* The tiscat year did not comade with the calendar yedr before 1972,

68



Table 24 —Production, imports, and consumption of lentils and beans, 1970-80

Lentils Beans

Year Production Imports Consumption Production lmports Consumption

{1.000 melne tons)

33 N it R 267
S0 12 6l 250 26 200
kR 7 Ol 301 I 243
62 13 H3 273 200
51 13 62 234 22 204
39 ) 02 234 110 312
8 (A3 89 254 "2 290
23 50 75 270 20 239
16 4y HT 221 8 285
9 58 72 )0 33 251
IOHTY 7 (3] 63 213 7 247

Soutce  Fpypt Munstry ot sapplv ard Howme Trade unpublished data

*rhe fiscal year did not comarde with the calendar year belore 1972

Table 25—Production, imports, and consumption of sugar and cooking oil, 1970-80

Cooking Oil Sugar

Year Production Imports Consumption Production Imports Consumption

{1.000 metie tons)

1970 71 121 132 220 Th 520
7172 15 [REd] 236 278 . 966
1972° 136 125 2013 T 577
1973 135 (D) 260 572 o OH0R
1474 134 151 291 330 103 6044
1975 95 219 205 502 222 6O
1976 #5 184 2094 80 240 750
1977 a0 227 320 G618 202 809
1978 HoO 273 36 573 330 81O
1979 96 292 B1IE} 602 258 B840
1980 106 261 411 85 515 1.029

Somnce Bgapt, Mimstny of Supply and Home rade, anpuablished data

. o .
The tiscal year did not coincide with the calendar year helore 1972,
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Table 29—Area, domestic production, trade, consumption, and degree of self-

sufficiency, major crops, 1979-80

Degree
Domesiic of Self-
Crop Area Production Trade Consumption sulficiency
(1,000
teddans) {1000 metne 1ons) (percent)
Wheat 1.359 [RIKB $H 005" 64991 26
Rice ( villed) 1.006 1.6:40 145 14495 110
Mz 1 896 3085 708 3.794 i1
Sorghuin 4049 6H349 . 639 100
Heans 242 250 132 202 19
[entils 19 i 07 75 11
Sugdi 249 6HOS 355 1.020 65
Veperahle ol 125 P27 309 31
Meat and pouliny 454 [RY] 6073 75
Conon' 1149 W7 150 357 142
Berseem
Lemporan 1Lo10
Permanent 1.734

Sources tapublished datg trom the |y ptan Amstes of Agnculioee and supply and Home Trade and from the
Isttate ot Npnculttmal Feonomie Researe hoan Canro, U S Department of Aprncaliare, Oftice of the Agnicual-
tural Atache, Canas Tanual Yernondtral Sunation Report (Caito 178 Frabassy, Oftice o the Apncnltnal
Attachie TR DL and WallanyCaddiby Aencudiual Poce Management i gype Wonld Rank Stalf Working Paper

NoBH Washgton, Do

Notes

Internatonal Bank for Reconstinctson and Development April 1980)

The Bigmes anothis table ae two vear averages The nade lgares are netexports af negative, net imports if

positine

)

t

These figmes mchude tlow i gram equinalent

these quantities reter to cotton hnt
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EGYPT’S FOOD SUBSIDY AND

RATIONING SYSTEM: A DESCRIPTION

Harold Alderman, Joachim von Braun, and Sakr Ahmed Sakr

Many countries subsidize prices and ration food to
promote consumer welfare and to reduce market price
fluctuations. Egypt's Food Subsidy and Rationing Sys-
tem: A Description, Research Report 34, by Harold
Alderman, Joachim von Braun, and Sakr Ahmed Sakr,
presents a structural description of one such consumer
program. Comparatively large and complex, costing 7
percent of GDP and 12 percent of the government’s
total expenditure in 1980/81, Egypt's subsidy system
illustrates both the distributive pressures relieved by
and the economic pressures created by extensive
market interventions.

To ascertain the extent of the benefits and the
economic costs of such a system, both micro and
macro studies are required. This analysis is the begin-
ning of a series of such studies. Its major objective is to
describe how the system now operates and how it
evolved during the 1960s and 1970s. In providing a
detailed description the study helps improve current
analytical work on subsidy systems, particularly for the
Egyptian system, where models and analyses so far
have had to rely substantially on simplifying assump-
tions as a substitute for facts. Moreover, the study
pinpoints distributional and nutritional implications of
the system and focuses on the actual regional planning
of the food system and its policy problems. In the past
this dimension of food policy has been ignored or
treated as an artificial urban-rural dichotomy. The
report provides an understanding of the goals of the
subsidy scheme and their origins in the political and
economic system and of the administrative organization
and regulatory environment under which the system
operates.

GOALS OF RATIONING POLICY

The range ot food subsidies grew markedly in the
1970s, but the administrative foundations were estab-
lished in previous decades. Rationing of both food and
nonfood commodities was introduced during the
Second World War. Similarly, an assortment of open
market sales, cultivation controls, price ceilings, and
price subsidies have been introduced in Egypt regularly.
To a large extent, such measures were viewed as
instruments to stabilize domestic prices when local
food supplies were short and to insulate the domestic
market from large fluctuations on the world market.

In 1973 Egypt began to open its economy, seeking
greater exposure to the world market and increased
foreign investment. At the same time the world prices
of basic food commodities rose. As its pcoulation and
reliance on imports increased, Egypt needed to in-
crease its subsidy outlays substantially to continue to
insulate its consumers from world market prices. Al-
though the commodity price rise proved temporary,
pressures on Egypt's foreign exchange led to a staged
devaluation from 1977 to 1979 and again in 1981. Thisin
creased the domestic cost of imports sc that subsidies
took on an additional goal of moderating the effects of
inflation in a rapidly growing and increasingly impon-
reliant economy. Egypt's efforts to stabilize the real
earnings of its public-sector workers who were on
relatively fixed incomes evolved to become a major
cornerstone of its welfare policy. Not only did the
outlay increase due to fiscal causes, but rising in-
comes, declining relative prices, a growing populution,
and improved marketing in rural regions all increased
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the volume of subsidized goods consumed (see Figure
1). Forexample, the volume of government distribution
of wheat flour and sugar increased 100 percent be-
tween 1¢71 and 1980.

THE GOVERNMENT-CONTROLLED
FOOD DISTRIBUTION SYSTEM

Imports and exports of most food commodities are
largely determined by administrative policy in Egypt.
Government agencies have sole authority over imports
and exports of all major food commodities. Food trade
is not highly sensitive to international prices, as em-
pirical evidence in this report and Grant Scobie's
Government Policy and Food Imports: The Case of
Wheatin Cgypt, Research Report 29, shows. The major
determinant of food trends is a government plan
defining food needs, which is set up annually in a
complex administrative procedure coordinated by the
Ministry of Supply and rlome Trade. Social and regional
administrations, and major ministries as well, are
involved in this process.

Imports and the part of domestic procurement not
exported are allocated to regions and districts on a
quota system. A consumer holding a ration card is
assured monthly rations of sugar, tea, cooking oil, and
rice at subsidized prices. In addition, further quotas
are provided at a second set of higher prices, which are
usually but not always below world prices. For example,
750 grams of sugar per person per month were autho-
rized at the equivalent of U.S. $0.14 per kilogram and
an additional 750 grams were provided at U.S. $0.43 in
1982. These prices did not change at either the peak
or trough of the price cycle. Beans and lentils are also
provided to card holders but not necessarily in each
month, Although there are some restrictions on eligibil-
ity, 90 percent of the population is registered in the
ration system,

In addition to what is provided through these quotas,
further amounts of these commodities are distributed
at the second tier of prices through cooperatives.
Allocation to districts are by quotas, butindividuals are
neither guaranteed nor limited to regular amounts.
Because prices at the government-controlled food
outlets are rigid, price mechanisms on rather small
open markets have to adjust supply to excess demand.
Moreover, waiting lines and other search costs do
influence the final distribution of goods among con-
sumer groups and represent net social loss. A case
study for greater Cairo highlights the importance of
these factors. The government's policy of limiting the
nurmber of outlets and regulating their location, which
is important for bakeries and cooperative shops in
particular, may also be considered as an instrument of
nonprice market intervention. A case study for nine
villages in the Nile Delta pinpoint. its effects for rural
areas.

Figure 1—Costs of food subsidies and the total
government budget, 1970/71-1980/81
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Expenditures on food subsidies Increased markedly in 1974 with major
shifts in world prices and again in 1879 as devaluation of the Egyptian
pound was phased in for food imports.



Fi,ure 2—Shares of total food subsidy expenditure
by commodity group, 1980/81
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Figure 3--Percentage of total censumption of
major commodities distributed by the
government, 1380
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The government markets most of the volume of trede, both wholesale
and retail, Inynany majorfood items. Itdoesthisforimportsaswellasfor
locally procured products.

Frozen meats and poultry are also sold through
cooperatives with monthly quotas. These quotas are
not strictly enforced and a resale market exists.

The main commodity in the ration system in fiscal
terms is wheat (see Figure 2), which is provided to
consumers either as subsidized bread or as flour.
Purchasing wheat in the form of bread is more prevalent
in urban areas, whereas itis more commonly purchased
as flour in ru-al areas. There are no quotas on bread,
but district or village: councils are authorized toins tute
limits on monthly flour purchases from government
stores as they see fit. Maize is also provided to farm
households and industry at rationed prices. However,
yellow maize can be considered an input subsidy
becz '1se it is rarely consumed by people in Egypt.

In recent years the subsidy bill has grown largely
because of increases in the quantities distributed of
frozen meat and poultry, and in sales of nonrationed
commodities, including wheat. Meat sales are restricted
to outlets with freezers and are predominantly urban.
In addition, price ceilings are imposed o« sales of
unsubsidized fresh meat, particularly in cities. The
shifting position of meatin government food distributicn
reflects, in part, a recognition that meat prices have
risen faster than the general price index, and this may
be a marker consumers use to gauge their expectations
of inflation. Consequently, the government hopes to
use subsidized meat sales in cities as a cemponent of
a program to moderate upward pressure on prices.

There exists a legal open market for agricultural
produce, but domestic trade in agricultural comm 3di-
ties is highly restricted. Farmers are obligated ' 3ell
all of their cotton and sugarcane to the governm stas
well as a portion of their rice, beans, lentils, and some
other crops. Prices for local trade in these commodities
generally exceed both government procurement prices
and consumer prices at the cooperatives. Market
channels for private trade are rudimentary anc pricer
vary emong villages. For many commodities, the majority
of the volume of trade goes through government distri-
bution channels (see Figure 3).

One of the goals of the government’s distribution
system is to cope with the underdeveloped private
market channels. This goal reinforces distributional
objectives and has contributed to a recent pattern in
which much of the food cot - ymed in rural areas is
eithe: imported or transponteu from other regions in
Egypt. Secondary data and a case study indicate that
percapita consumption of impor:edflour in rural areas
approaches and may exceed that of the cities, Although
ration quotas for oil and rice are frequently smaller in
rural areas than in cities, they are reguiarly provided.
Regression analysis indicates that the government
distribution of grains supplements local production in
a manner that tends to smoo'h regional per capita
grain consumption.



The regional marketing and distribution patterns of
the government-controlled food system and its com-
moclity-specific ieatures do not fit the simplifyiny
hypothesis of a general urban-biased system.

CONSIDERATIONS FOR CHANGING
THE SUBSIDY SYSTEM

Dataindicate that the approximate U.S. $37 percapita
spent in 1980/81 on food subsidies, though not always
evenly distributed, is not greatly skewed and that little
of the government's revenue comes from direct taxa-
tion. Low prices for procurement of some basic food
commadities effectively tax agriculture, but a number
of factors and goals motivate this policy, which was
enacted before fiscal food subsidies became an im-
portant government outlay. However, observing gov-
ernment intervention in the distribution and consump-
tion of food comn.ndities on the one hand and in their
production and procurement on the other reveals that
those products whose consumption is intensiveiy
controlled also have their production and marketing
on farms strictly guided.

The economic costs, including the costs of missed
export opportunities and of the macroeconomic link-
ages, are less straightforward. The view is widely held
in Egypt that the costs are burdensome to the national
economy and could be reduced with only moderate
reductions in the benefits if the system were more
afficient.

SUBSIDIES AND INCOME GROWTH

A number of proposals linking the subsidies toincome
growth or wages have been put forward. The subsidies
could be targeted either by lirniting the amount of
commcdities available or by tightening the eligibility
requirements for recipients. Or, open market pricing
could be ccupled with income transfers to selected
population groups. Although the relative merits of
these proposals are not analyzed in this report, the
central position the government now takes in marketing
i= described and the institutional constraints on policy
options are made apparent. On the cne hand, private
maiket channels in the short run could not bear a
burden the size of the present volume of trade without
frictionin the regional distribution system of goods now
subsidized and rationed. On the other hand, although
the government has had years of experience in admin-
istering the massive quota system, it lacks the ex-
perience necessary to gauge price signals correctly.
Furthermore, as Egypt’'sincome tax systemis rudimen-
tary, the anvernment has no existing infrastructure for
reliably .: geting recipients by income. Consequently,
the loss of administrative experience must be considered
as a cost of changing the current food distribution
system. There are risks of reducing the welfare of
certain segments of the society during the transition
period following a major change of the system.

The detailed description of the complexities of the
subsidy system is ne:<essary for formulating policy
recommendations. This also provides realistic infor-
mation that can be applied to other anaiyses currently
under way at IFPRI.
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