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Government Intervention in Egypt's
food subsidy policy is highly complex. 
An evaluation of the economic effects
of the system and thclr impact on 
varlous factors has been undertaken by
IFPRI Ina series of studies incollabora-
ton with Egyptian institutes. This arti­cle reports the maj,'-r generalized con-
clusions from these studies. Emphasis
is qiven to summarizing results of a 
quantitative analytical framework which 
was built upon these studies and used 
for the evaluation of alternative scenar-
1980s.for the food subsidy system in the 
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Egypt's food subsidy 
policy 

Lessons and options 

Harold Alderman and Joachim von Braun 

Egypt's food subsidy policy has attracted attention because of the extent
of' related government interventions, both in agriculture and food 

distribution and consumption. The complex nature of these interven­
tions requires a highly disaggregated approach for any quantitative
assessnclt of the policy effects. Such an approach has been used in a 

series of studies that form a comprehensive research project undertaken
by the International Food Policy Research Institute (IFPRI) in
collaboration with Egyptian institutions.' These studies comprise an 

evaluation of the fiscal, foreign cxchange and reatcd macroeconomic
effects of the systcm, and their impact on the agricultural sector, 3 food 
consumption and income distributic-n. 4 They were preceded by adescriptive aCtCOlI. of the systlnv operation and management at the 

'national and regional lcvel.,
This paper atllempts to report major generalized conclusions from 

these Studies. Beyond tha, cm isi vt.,s given tosummarizing results of a 
quiailtitativ'e analytical francwork which was built upon the above­
menltiotld Studies ald lSed for the evaluation of alternative scenarios 
for the food suhsidy system in the 198(ls. 

Egyptian food policy includes both policies aimed primarily at raising
and stabilizing consumption of basic food commodities, and policies
which are designed to nianage agricultUre and taxes or subsidize 

different suhsectors of agriculture. Food policies in Egypt are hardly
intervcnmions at the margin - fiscal costs for consumer subsidies
aIccounictd for 10-15% of total public expenditui,:s in the secod half of 

the 1970s and early 198)s, while agricultural taxation was about 17% of 
sector output during that period. Food policies bear on the country's
foreign exchange position, its ability to invest and its domestic inflation. 

T 
There is. then, continual tension between the econonic costs of the 
policies and :heir distributional benefits.

To illustrate such potential tradeoffs, a number of scenarios which 

mncasure the impact of options for the subsidy system on macroeconomic
indicators and measures of income distribution and food consumption 
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are presented and discussed. The remainder of the paper reports the 
major conclusions from all aspects of the project. 

Distributional effects 
The principal govern ment expenditure on food subsidies comes from 
the subsidy on coarse and refined flour and bread. By 1980, imports of 
wheat "and flour were three times the quantity produced locally. 
Domestic consutMption of wheat and wheat products exceeded 180 kg 
per capita in 1981/82 in flour equivalents, with rural consumers 
pirchasintg 184 kg (oot'', of that through directly subsidized government 
channels). While rurall Cel"siinle's purchase more stbsidized flour. 
uirbill residentS buy More hrCad. 

Constumners also obtain subsidized commodities through a ration 
system. Virtially tile entire popuation - over 92'%, of all households ­
have a ration card which guarantees a.monthly quota of sugar, tea, oil 
and rice at IOWv subsidized prices. Il addition, beans and lentils are 
seasonally available in the ration shop. Rations are not new: they were 
distrihtcd during the second world war and were reintroduced during 
the :cutelforeign exchange crisis of 1966. 1lowever, originally they did 
not involve a generil subsidy. In fact, with govermenit monopolies on 
tle illport of illany foods, ratiols Oil various coin n:odi ties carned 
profits tor the government in the early 197(0s. This reflects the ,,itial
goal of the system, Nhi'ich was to provide regular and equnitable ac,ss to 
scarce coinmoditics, with q uaiitity rather than price mechanisms 
determiningC distribution. Whilh licensed private grocers are the ultimate 
link to consu iers, lie government serves as a wholesaler of principal 
staple coinioditlics. 

In additIiou to using tile rat ion system. consumers can purchase goods 
from a network of coopnerativ',s and state-owiied retail outlets which are 
also lerinLed cooperatives. NIlcmbership is not required for purchase and 
there are no fixed quotas. Supplies are limited, however, and 
vill ingness to qLueuLie ScrveS as tle principal (list ribut ion mechanisl. 

1-or most fain ilies, the quciant ity of goods available through tile ration 
systemin is less thani1 what they would buy anyway; tile majority of families 
make additional p urchases at the cooperatives or tlu higher priced open 
market. The entire Subsidy system can be viewed niily as an 
incoiie-transfer system. The implicit incoiIe transfer can be calculated 
as the (ifference bet\vcen a referenice opportunity cost - in this study the 
respective c'if or fih prices of tile various commodities evaIcatcd at the 
official exchange rate - and tle v'a riocis rations and cooperative prices. 
These translers are slightly skewed to tlie urban sector; relative to 
;ncome, however, the transfcrs are higher for the poor and highest for 
the rural poor (see Table I ). Table I also indicates a sizeable inherent 
transfer to consciners from open market sales of' cereals. Over half of 
this is from the purchase of flour sold at subsidized prices in rural areas 
which is resold ill anot her village witlliout a flo ur shop. While there is a 

continued from page 223 small - a1nd legal - iark ip for transportation and for scale, the 
and Rationing System: a Description, Re- governnent icurs a fiscal cost from these sales which accrues to thesearch Repor 34, IFRI, Washington, DC,gvrimitiicsaficlcsfomheeaeswchcrusote
USA, 1982. final colsisuiner. 'Theremainder of the transfer in open market cereal6Harold Alderman and Joachim von Braun, sales is duce to the diff'er. ice between border prices and low domestic
'Egypt: implications of alternative food prices, which are opportunity costs to dhe producers but not costs to the
subsidy policies in the 1980s', unpublished
final report to the Ford Foundation, IFPRI, exchIequler. Similarly, a rcgativc transfer from other open market sales 
Washington, DC, USA, 1985. indicated in TableI represent losses to consumers - par'ticuilarly urban 
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Note: Figure:; in parutleses indicate % total
annual expenditures. 

Source Calculated from H Alderman and J. von 
Braun, 7he Effects of fIr? Egyptian Food Ration 
and Subsidy System on Income Distnibution and 
Cunsunption. Research Report 45, IPPRI, 
Washington. DC,USA, 1984. 

7W. Cuddihy, Agricultural Price Manage-
ment in Egypt, Staff Working Paper 388,
The World Bank, Washington, DC, USA, 

9iar HEs (A l Supply 

Response in Egypt. a System Wide Dif-
ferential Approach, Working Paper No 
263, Department of Agricultural Econo-
mics, University of California at Berkely
CA,USA, 1983) also finds only moderale 
system-wide response to prices, 
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Table 1. Income transfers due to food subsidies and distorted prices, I 981-82(LE/capita/year). 

Urban 9ural 

Lowest Highest Lowest Highest

expenditure expenditure expenditure expendituro


Transfer from: quartile quartile
25-75% quartile 25-75% quartile 
Ration system 8.85 8.83 8.48 6.37 6.59 7.11 

(50) (2.3) (0.9) (57) (27) (1.3)
Other government 18 70 22.812098 12.39 11.62 16.55 
channels '10.6) (55) (11.1)(2.4) (4.8) (3.0)
Subtotal 2755 29.81 31.22 18.211876 23.66(15.6) (7.8) (3.3) (16.8) (7.5) (4.3)
Open market 0.71 2.62 6.58
1.34 11.62 19.30
 
cereals (0.4) (07) (0.1) 
 (5.9) (4.8) (3.5)Other open market -591 -1485 -36.57 -526 -6.65 -17.59 

(-33) (-38) (-3.8) (-4.8) (-3.5) (-3.2)
Total 2234 17.58 -4.01 2008 21.18 25.37
 

(29 (4.17) (-041 (17.9) (8.8) (16)

(129)__4._7)_(-04)_(17._ 
 _ (8.8) _ (__6) 

tlppe classes ­ frol tile purchase of*meiat and other conmmodit ies which
 
have protected dotlistic prices.
 

Implications for agriculture and the farm population 
The dist rilutional il'plicat ijIlS (If 100d policy cannot, however, be
 
determined Iw looking at consumption figures alone. The net transfer
 
efTects of a subsidy progratnie depend onithe manner in which the
 
latter is tinainced. 
 Financii!ng for stibSidies is seldoildistinguished from
 
tile overall btidget. Eve n cross-subsidizatiot policies or agricultural
 
taxatioil policies do ilot inlierently I'inance consumer subsidies, as therevenue cotild just as well be used to cover other governilent costs.
 

I)iscussions abotit 
 tlie stkSidf' sysltn often include reference to
 
Egypt's policy of taxing agricultultre thlrotighl forced procurenlct at
 
prices wvell helow internationa parity prices. 7 While this taxation| does

allow tile governmient Ito carry soeic stibsid ies as implicit costs rather
 
than explicit otttlays. there is no logical reason 
why these two policies
 
are necssariv linked. IiIdeed , t0le total 
net tax hurden on agriculture

declined diniig tle 1970s while tlie sLIbsidy bill increased. This reflects
 
increased stbsidies Oin agriculttural inptits dhuring lie period as well as a
 
tendency to shift lrol indirect taxation to direct financing of food 
subsidies. 

The total hurden oil agricUlttirC peaked in 1974 (see 'able 2). One of 
tle interestin igteatures of Table 2 is the gain to producers of meat and
 
milk since 1976. This comes froii policies wilich restrict imports and
 
allow doiestic prices 
to exceed the imiport parity prices. Producers of 
berseer (clover), the price of which is determined by demand for meat, 
]IIVC also Icne filIed 'roim tile protection of the livestock sector. 

Sinilarly, as vegetables and fruit crops are not taxed as much as other 
crops, their prices have risen relative to grains and cotton. These 
distortitons of relative prices have cottri|uted to resource allocation in
the agricutltural sector. While the stipply of a single crop may bestubstantiallv affected bv pricing policies, it is less obvious that the sector 
as a whole - with a relatively fixed land base - is greatly depressed by 

price diuortions. Von 13raun and de I Lien consider the cross-price
effects on various crops along with constraints oin inptuts - particularly
water-cropping calerdar and planting quotas. They estimate that price 
w


distortions lead to reductions in agricultural oUtput equivalent to 1.5%
of national income - 7.5% of agricUltural production in 1979/80." 
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Table 2. Aggregate gains and losses of producers on agricultural commodity markets, 
1965-80 (1975 LE million), 

Cereals 
pulses Meat Total 
and sugar and milk Feed' Cotton burden 

1965 -432.20 -152 17 163.83 -528.79 -949.34 
1966 -32670 -131.55 14510 -390.78 -703.94 
1967 -278 16 -72.38 125.32 -311.79 -537.01 
1968 -337 13 -131 66 112.37 -357.28 -71370 
1969 -41440 -17556 14P16 -608.81 -1 041 62
 
1970 
 -34671 --12776 161.69 -55049 -863.87


Note: 'This excludes berseorn Itshould be 	 1971 -18497 -14266 122.55 -47376 -678.84 
noted that the producer losses computed forthe 1972 205 70 -165 10 135.08 -448.49 -68421 
maize market are compensated forby theimplicit 1973 60926 -21737 186 10 -505.04 -1 145.56 
producer gains from depressed teed maize 1974 -1 40761 _-7571 22503 -805.50 -2 06378
prices to the extent that domesltically produced 1975 -1 082 17 -1303 17295 -606.46 -1 528.72 
maize is fed to animals 1976 -55803 3091 16225 -47344 -838.31 

1977 -19088 54198 104 19 -60501 	 -636.72Source: J von Braun and H de Haen, The 1978 -19032 97 71 10774 -36925 -354.09
 
Effects of Food Price and Subsidy Policies on 1979 -28662 4656 147 79 -266 15 -358.62
 
Egyptian Agriculture. Researchi Report 42. 1980 32776 12874 14446 -319.18 
 -373.74
 
IFPR, Washington, DC.USA, 1983
 

Iricilig t1101,lcs. tile",l.re only ;Ipartital eXlla[latin for slow 
agricultural growth in l.gvpt. Inivest'ments. oth lack of' them. clearly 
alect the Sector's perfhritlce. Tile State plays I major role in 
igrictiltilltrl investment. Illpart, this is hecause of' the importance of' 
distrihutirl the Ho of tleh Nile as well as preventing waterlogging. 
IntmeStl1lnt in researtch anIod extension is also essential. The share of, total 
c0VerlmtCnt sp cndiIc devote'd t0 a10"iCiultur rIclell a low 11int in 1973 
alld 1974: yel's illwhich .ttStt1."Stubsidies were especially high. Since 
then, ttlal speC+nding on1 diriculture has grown laster than thle total 
budget, nlaihll ainput subsidies have Aricultuial invest­a', incre;ased. 
nnilt has alst growi1 illthis period. There i however, a necgative 
cort.latiou of, the shares to igrictiltural investment and food subsidies.'t 

Causalit\ cannot be implied, tlhough, and it is difficuhl to sa\' what the 
oud h.I'e bIelevel tf' iilvStlCnl \0td 	 illthe ab)sCIC ofta cnsllmer lood 

9Von Braun and de Haen, op cit, Ref 3. Subsidy progra illile. 

Shares to non-agricultural investment is Since leVels of' llicit tiXiitll dute to dlprcssed prices are different 
positively correlated with shares to food !tkrvarious rtrops. the distibulion of the biurden il agriculture will vark 
subsidies. IsCtplpi tig IatternlS differ h\' fimi siZe. This is evidLlit in Table 3. Small 
"°This crupping pattern is discussed in 
detail by I. Soliman, J. Fitch and A. Aziz, fartms, w'itI itrelatively high tlllp ntniit tl family labouir. Ctncentrate 
The Role of Livestock Production in the Onl tnea aild dai\', ats well as b1rsee111, ld ellfit rom the protect ion 

'
Egyptian Farm, Economic Working Paper of, tlicsc Ctmmtdities. abhle 3 also itildicates th;t iniplicit taxation oti 
No 585, Agriculture Systems Project, 
Ministry of Agriculture, Cairo and the Uni- ce rCIuCS Ild iulIss is onl\ 25-33'% s large as taxatio noil Ct)tton anid 
versity of California, CA, USA, 1982. 	 calle, ftr which there is virtually no home coiisuIIptiou. 

Table 3. Income transfers due to food subsidies and distorted prices infarm households in 
1981-82' (LE/capita/year). 

Farm size classes (Feddan) 
Landless 
farm labour 0-1 1-5 Above 5 

Note: 'Classified by main occupation ofthe head 	 Totalexpenditure 189.9 238.7 274.5 3884 
ot household; "1Feddan 1038 acres. 	 Gains and ( Ilosses in 

production and input use:
Source: Derived from 1981,'82 IFPRI-INP survey Cereals and pulses - -1.4 -9.4 -30.9
reported in H.Alderman and J von Braun, The Meat and milk 0.8 6.8 17.3 15.6 
Effects of the Egyptian Food Ration and Subsidy Cotton and sugar cane - -6.0 -29.7 -95.9 
System on income Distribution and Consump. Input(subsidies) 1.5 6.7 12.9 30.6 
tion, Research Report 45, IFPRI, Wabhinglon, Subtotal 2.4 6.1 -8.9 -80.6
DC, USA, 1984 _ 

226 	 FOOD POLICY August 1986 



"Scobie, op cit, Ref 2. 


FOOD POLICY August 1986 


9'/, :/a'Jfr dsu/sidy'/w/hi y 

Food subsidy policy and the macrocconomy 
Studies of food policies generally deal with microlevel questions such as,
how do pricing policies affect consumer budgets or cropping patterns?
Clearly, however, interventions on the scale which occur in Egypt have 
all impact on the entire economy. 

The issue of food security in Egypt is not so much a question for the 
agricultulral sector - farm inco'les are far more stable in Egypt than in 
most developing countries due to relatively reliable irrigation - as it is an 
issue of trade stability. While current world market conditions make tile 
likelihood of physical unavailability of imports low, Egypt's reliance on 
food imports means tothat its forcign exchange position is seniitive 

fluctuations in world food prices. Firthermore, 
 attempts to stabilize 
food Imports transmit instability to other imports, particularly to 
investment gools but also to indtt'trial inputs. Scbie found that a 10% 
rise in the cost of importedloods will result in a fall of 1-2', of 
industria! outptt duC to such a crowding-out cffect.11 

Policy in terventions used to achieve this stabilization of food imports 
are not limited to food subsidies, though such price wedges prevent the 
transmission of fluctuations in international prices to domestic consum­
crs. Subsidies also influence the macrocconoiny through the deficit. 
Any decrease in government spending or increase in revenue can reduce 
tile deficit. II sutch a change in the deficit is achieved by a I(, decrease 
in the subsidy bill, the net impact on the free market exchange rate
 
would be a 3"1,, incrcase inthe value of the Egyptian pound. Such a
 
change in subsidies would lso reduce the inflation rate bv 5%,of its
 
original rate.
 

It is,however, a mistake to view food subsidies as either wholly

responsible for the deficit or as a zero-sum 
proposition with government
Westrcnt. The subsidy bill grew at timea when total resources
 

available to the economy were 
 expanding. Only one-seventh of the 
growth of' such resources betwecn 1970 and 1981 were devoted to
 
increasing subsidies. Moreover, public investment - including human
 
capital investment, ic education 
- grew faster than subsidies did in that 
period, while expenditures on defence were substantially reduced. 

Implications of alternative food subsidy policies in the 1980s 
As discussed abovc, food subsidies have impact onan the deficit at tile 
margin which. in turn. affects the rate of inflation and tile value of tile 
Egyptian poud. From this standlpoint, subsidis are fiscal costs and also 
contribtte to a nutminbe r of ('conloticcosts at t he iuacrolevel. On the 
other hand, these costs are not incurred in a vacuuM. y nicans of such 
expenditures, the gCovernment is able to lower the price of a number of 
goods and. in so doing, transfer resources back to tile p tlace as well 
as increase consumption of a rtinber of food itemns. It is,however,
insufficient to com11pare tile valtie of the fiscal costs with the value of the 
transfer. In general, there is no reason to directly or iindirectly tax a 
poputlation inorder to return such revenues via a subsidy unloss the 
government envisions some externalities not captured by consumers 
whcn purchasing foods according to their individual preferences, or if 
the governle! seeks to redistribute resources. Accordingly, tile 
distribution of tile benefits, along with the total level of benefits, is an 
important factor when evaluating transfer programmes. Also, if the 
government seeks to increase consumption of certain goods over that 
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expected in the absence of a specific intervention, then the level of that 
conslImption as well as the value is relevant. 

The approach used here does not presume knowledge of the priorities
of the Egyptian government, nor does it presume the value of tradeoffs 
between economic efficiency and social distribution goals. Rather, it 
presents a variety of indicators frorn a set of scenarios which serve to 
illustrate social choices. More specifically, the indicators used here serve 
to evaltNte the e ffects of changes of food subsidy policies for: 

* the '0d subsidy rigeCt;
 
* the foreign exchange situation;
 
" inflation:
 
0 the exchange rate:
 
4 food consumnptiotn and nuttrition:
 
* income distr'ihution.
 

The scenarios presented conmprise a small menu - a representative 
listing which can be adaplted to i richer array of options. Planners can 
choose froml0l this list acc)rling to their collective notion of national 
objectives, even if such a weighting cannot be explicitly stated. 

The mo10del projects tlie impact of policy options, using trend rates of 
income growth and estimated demand paranieters applied to the data 
base collected by the 1981/82 houtsehold consumptiol survey conducted 
by II RI and file Egyptian Institute of' National Planning. I2 Care is 
taken to distinguish price changes which are marginal changes for 
colstilliers fromllthose vhich change the valite of ',ie income transfer but 
are not niarginal clianges. I lollsehold demand is aggregated to national 

1
2 Details and discussion of the limitations dieniaiid and t0 iniiport requireilents usinrig poplIt ion aiid supplyoa the approach are discussed inAlderman projc tils, respectively. This allows i.)restimation of the impact onand von Braun, op cit, Ret 6.
 

13The elasticity of government revenue foreig n exchange requirements which, along with the estiniated changes
with respect to GNP was obtained from in tle deficit." leads to estinatlion of the impacts on the exchange rate,

S.Ahmed, Public Finance in Egypt* Its inflation and industrial output.

Structure and Trends. Wor!d Bank StaffT
Working Paper No 639, World Bank. The sceniaios explored are indicated in Table 4. The first option is theWashington, DC, USA, 1984. baseline., representing tile situation in 1981/82. Scenario two represents 

Table 4. Main features of scenarios (%). 

Scenario 2 Scenario 3 Scenario 4 Scenario 4a Scenario 5 Scenario 6 
Subsidized 

Constant nominal Constant real food prices
prices for prices for to international As Scenario 4 Change inChanges relative to subsidized food subsidized food level: bread plus wage increase structure

baseline (Scenario 1) commodities commodities and flour (50%) irspublic sector Targeting of subsidies of subsidies 

Population growth rate 2 5 annual 2 5 annual 2.5 anoual 2.5 annual 2.5 annual 2.5 annual
 
Real income growth rate 4 5 annual 
 4 5 annual 4.5 annual 4.5 -annual plus wage 4.5 annual 4.5 annual(per capita) ircrease of 12.5 LE/ 

month in public sectorReal change of lino 50 0 150 150 .50 - 14 urbanflour/bread prices 
-22 rural
 

Real change of balady -50 0 +50 50 
 ,50 general population - 18 urbanflour/bread prices 0 urban poor neighbourhoods 0 rural
 
Change of first tier -50 0 
 0 0 To border price general population -50(basic) ration prices No change poorest 25%
 
Change in second tier 50 0 To border price To border price To border price general population --50
ralion prices No change poorest 25% 
Change of cooperative - 50 0 To border price To border price To border price general population -50' 

prices 
Change in open markel 0 0 To border price To border price To border price 0 

prices (including pasta) (including pasta) (including pasta) 

Note:" Prices of frozen meal and Irozen chicken decline 42% in real terms. 
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constant nomijal prices for subsidized food. In effect, it operates under 
the axiom that not to decide is to have made a decision; in this case, 
allowing subsidized prices to fall in real terns. 

The third scenario investigates the case of constant real prices of 
foods. This 'no-price change' ,,rt!io actually assumes that the govern­
maent takes meastire,; to chlage prices of subsidized goods at a rate in 
keeping with the 1.5% inflation rate used in these experiments.

The fourth scenario represents a number of major price changes. A 
number of prices move to import parity, which involves decreases for
 
some open market prices in sonie regions as well as increases for the
 
majority. Bread and flour prices increase, but 
 not to border prices. 'he 
model also explores a variation of Scenario 4 in which wages for public 
sector employees are raised in partial compensation for the reduced 
subsidies. 

The fifth scenario considers one of many possible targeting schemes.
 
The price environment for the general population is similar to that in
 
Scenario 4, except that the basic ration is discontin ed for all but the 
poorest 25% of the population. These families are also assumed to
receive a coarse flou r ration of 2 kg/capita a month in the urban areas 
and 6 kg in the rural areas. Because the subsidy on open market flour is 
reduced in this scenario, this ration serves muchias an inconie transfer 
equivalent to the value of the flour. 

Bread, however, is not ,ationed in this scenario. It is assumed to be 
available Without quta. Ilowcver, only in the roorest 20% of the urban
 
neighbourhoods is bread available at tile baseline price. Thus, targeting
 
Of subsidized bread is geographical with average income in the census
 
tract determining where the subsidi/ed bread will be available.
 

The sixth scenario includes the changes in subsidy policies im­
plenieited between June 1982 and December 1984. Most 
 notable are 
the changes in flour prices and bread prices (including changes in loaf 
sizes and extraction rates) "innounccd in 1984. The price changes in 
Table 4 indicate the \ Cighted effect of these various changes after 
considering the inflation rate for the general econoiny. Note that 
although these price changes were appreciable, the nominal price 
change for flour more or less paralleled tile assunied inflation rate and 
the change for bread was slightly less than that rate. Consequently, the 
real price actually fell relative to the baseline. The impact of lower rates 
of income growth were investigated by rerunning Scenarios 4 and 6 with 
an assumed 2% pCr capita annual growth of income. 

While tile major conclusions from lihe study of food policy options are 
included in the final section, some of the features of the calculations 
should be highlighted. 

Only with major increases in the price of bread and flour are 
reductions in tile subsidy bill possible (see Table 5). In Scenario 6, which 
represents policies being implemented in 1984/85, the subsidy bill grows
in real terms. Even in the constant real price scenario, income and 
population growth lead to subsidies 'ecoming an increased share of the 
total budgets relative to the baeline. As indicated, these changes in 
subsidy expenditures lead to changes in inflation - up to 18.5%, in the 
constant nominal price scenario and down to 12.8% in the targeted 
scheme - as well as similar changes in the open market exchange rate. 

It is noteworthy, however, that tunder all scenarios the foreign
exchange required for food imports in 1986/87 would be substantially 
higher than in 1981/82. This reflects both income growth and low 
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(1986/87). 

(1) (2) (3) (4) (4a) (5) (6) 

Baseline 
(1981/82) 

Constant nominal 
prices for 
subsidized food 
commodities 

Constant real 
prices for 
subsidized food 
commodities 

Subsidized 
food prices 
to international 
level: bread 
and flour (50%) 

As Scenario 4, 
plus wage 
Increase In 
public sector 

Targeting of 
subsidies 

Change in 
structure of 
subsidies 
(for details 
see Table 3) 

Food subsidy budget
real (constant) LE 
in nominal LE 

1 299" 
1 299" 

1871 
4 372" 

1 573 
3 405" 

969 
1 785" 

1 226' 
2 258" 

936 
1 724 

1 675 
3 720" 

Food subsidy budget in 
% ofprolected:

total budget 
fiscal deficit 

10 1 
279 

122 
325 

10.6 
289 

6.8 
20.0 

7.5 
21 8 

5.8 
17.6 

11.2 
30.2 

Foreign exchange for 
basic food inports
(million US$)' 2 525 4 009 3 756 3 552 3573 3 572 3820 
Change in overall 
inflation rate due 
to food subsidies" - '35 1 1.7 -2.0 0.4 2.2 42.3 
Open market exchange 
rate (index)' 1 00 1.15 1.07 0.92 0.98 0.90 1.10 

Table 5. Scenario analyses for food subsidy policies: fiscal and macroeffects 

Notes "This includes basic food items (as mentioned in the previous section) handled by the government The US dollar is valued at official exchange rate
 
(US$1 084 LE)

"Assumed base level of inflation is 15'.: the number 3 5 for Scenario 2 thus means that inflation would increase from 15% 
 to 18.5%. 

t LE 1981,82 on the open market. itwas 1 15LE for1US$, according to Scenario2 in 
1986'87 

-The index shows the value ofthe USSin terms ofLE. eg if US$in 

"The officially reported food subsidy budget for 1981/82 is 1473 1 rillion LE (Mini;try ofFinance). The deviation from the computed ligure here may be due 
to some underestimation of operating costs of the system
'The nominal food subsidy budget (atcurrent prices) is computed with an assumed basic inflation rate of 15% per annum, plus the scenario-specific change
in the rate of inflation This gives, eg for Scenario 2. an inflator of 18 5% per annum.
 
'Note that increases in Public sector wages are counted as subsidies' as they affect the fiscal cost of the package.
 

domestic f'ood price elsticitlies. Policies do have an impact, though. For 
exaniple, while inports of' wheat in grain equivalents was 6.2 million 
tonnes in the baseline, it would be 9. I under Scenario 2 compared to 6.3 
under Scenario 4. Due to cross-price effects, however, one would see 
rice exports of 37 00(1 tonnes under Scenario 2 compared to imnports of 
479 000 tonnes itScenario 4. 

Industrial output Would increase under all scenarios relative to the 
'no-action" scenario (Scena rio 2). For Scenario 4,this additional Output 
- which measures short-run ellects (ily - adds 1.,' to otall output. 
The corresponding figures 1'or Scenarios 5 anmd 6 are 1.5 and 0.7, 
respectively. 

Looking at Table 6.differences can be seen between scenarios with 
regard to both tra nsfers to consumers and the relative share going to tihe 
poor. 14 The per capita transfer to rural consumers was 74% of that to 
urban cotiStin ers in the base year. It rises to 81' in the second and third 
scenarios and to 92% in Scenario 4. Il Scenarios 2 and 3, this is 
attributable to the greater price and income responsiveness in rural 
areas. Scenario 4 elillinates subsidies wich were originally skewed to 
the urban cotmmunity. In Scenario 5.the rural transfer actually exceeds 
the Urban transfer due to the value of tile wheat flour ration. However, 
this is partially offset by higher prices in the rural areas. While Scenario 
6 has average transfers midway bctweenl the secoild and third scenario, 

14The cutoff points represent 250 Egyptian tile shlre of translers to the ru~ral sector is sitlilar to the first scenario.pounds (LE) per capita expenditure in This is due to the greater increase inrural flour prices, which is not1982 value for urban consumers and 150 offset by'other changes as it is ilthe fourth scenario.
LE for rural. While any cutoff is arbitrary
the definition is constant, hence compari- Since the wage policy assumed inl Scenario 4a is only a benefit to thesons are slill instructive. urban population, it is not surprising that 4a presents a decline in the 
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Table 6. Some indicators of distribution in alternative scenarios (1986/87). 

(1) (2) (3) (4) (4a) (5) (6) 
Subsidized Change inConstant nominal Constant real food prices As Scenario 4, structure of

prices for prices for to international plus wage subsidies
Baseline subsidized food subsidized food level: bread increase in Targeting of (for details 
(1981/82) commodities commodities and flour (50%) public sector subsidies see Table 3) 

Annual per capita 
transfer from government
 

to consumers (LE) 27.18 35.05 
 28.65 15.88 21.30' 15.20 30.95Transfer to urban poor 2754 33.05 28.93 15.34 22.12' 27.41 30.65Transfer to-ural poor 19 57 25 16 22.43 13.05 13.05 28.95 20.44 
Transfer 	as % of
 

expenditure of urban poor 19.0 1824 
 16.0 8.5 11.8 15 1 16.9 
Transfer as %.of
 

expenditure of rural poor 22 0 22 8 20.2 
 11 8 11.8 26.1 18.4
 
Daily calorie intake of
 
urban poor 
 2270 2466 2356 2244 2268 2313 2430
 

Daily calorie intake of
 
rural poor 2028 2 587 2 256 1 956 1 956 2095 2288
 

Index of calorie-deficient
 
population (urban poor) 100 
 68 88 100 96 91 75
 

Index of calorie-deficient
 
population (rural poor) 
 100 62 79 104 104 88 73
 

Note: "Counts pay raise as transfer 

relative position of' rural transfers. They are only 56%, of urban transfers 
in this scenario. 
The transfers to the poor vary between scenarios. Consequently, 

there are differences inthe index of underconsumption. which mnasures 
the proportion of families with calorie intakes less than 85% of WHO 
requirements based on family age and sex distribution. Due to income 
growth - the effect of which is indicated in Scenario 3 - food 
consumption, ;n general. increases. Note that, due to substitution 
effects, an expenditure on subsidies in Scenario 6 which is roughly equal 
to Scenario 3 achieves a greater reduction in underconsumption. 
Similarly, while Scenario 4 results in a slight increase in underconsump­
tion, the same average expenditure targeted as in Scenario 5 leads to a 
reduction. 

While the assumptioll of slower income growth affects the aggregate 
figure only slightly, the impacts on nutrition are appreciable. For 
example, with per capita income growth at 2.01%, the index of urban 
underconsumTption in Scenario 6 would be 80 while the rural woulti 00 
87. Given population growth, this implies that the total number of 
at-risk families remains virtually unchanged ill the two periods. 
Similarly, under low growth, the indices of urban and rural unldercon­
sumption in Scenario 4 would be Ill and 116, respectively. Given 
population growth. this implies an increase of more than 28% over the 
number of families at risk in 1981/82. Similar results would be generated 
if average per capita income growth exceeded 2.0% but was skewed to 
upper income groups. 

Policy conclusions 

1)Eg~pt's current food subsidy system did not spring from one 
decision made in tile early 1970s, even though it was then that the 
characteristically large fiscal outlays began. While the rise in world food 
prices ill 1973 and 1974 contributed to a sharp rise in the cost of 
subsidies in Egypt, the system evolved from agricultural and consumer 
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price policies that were in place prior to the opening of the economy. 
These policies included export taxes to finance industrial growth and 
implicit transfers of income from producers to consumers - implicit food 
subsidies to finance the cheap food prices. Given this background, it is 
not surprising that Egypt moved to anl explicit food subsidy scheme, as 
the self-sufficiency ofmajor commodities that were implicitly subsidized 
(such as wheat) decreased rapidly. Indeed, a major change in consumer 
price policy would have had to occur for Egypt not to have drifted 
toward an explicit subsidy system in the 197)s. 

2) The full cost of the fod subsidies has been met in two ways. The 
accounts of central government h'e incltded part of the cost through 
allocationr, to tlie G eneral Authority for Supply Commodities (GASC),
whose responsibility is to arrange the purchase and delivery if imported 
foodstuffs. The government, through tile Foreign Exchange Commit­
tec. a thorizes tile Central Bank to provide foreign exchange to GASC. 
The cost in Egyptian piounds incurred by GASC in acquiring imlports 
depends on tile exchange rate set for food. This rate (in LE per $US)
has often been hclow that for other commnodity transactions, and has 
always been substantial lv below tile free exchange rate. As a conseqlu­
ence. the full social opporiLin ity cost of tile foreign exchange used in 
acquiring imported foods has not been reflected in tile reported costs of 
the subsidy. 

3) The rapid rise in tile costs of food subsidies to central goverr,ment 
has contributed to tile budgeL deficits. Uhndonbtcdly , tile set of food 
subsidies is only one of many items cot ribLut ing to these deficits. These 
ha'e been met hy hoth foreign and doIcstic borrowiing. A large part of' 
tie domestic borrowing hlas heen ili lie form oi net addition to tile stock 
of domestic credits, tIirough tie creation of government liabilities to the 
Central Bank. The concomilant expansion of the money stock has led to 
an excess supply of money balances and an excess lemand for goods,
both foreig and domestic, Fu rt lie rim,,re, this excess demand inlcluides 
claims Oiilorci gn goods and services through foreign currency and 
banks. Eliinioati ing tile pressures associated with these imbalances ill tile 
iiionev, goods aiid foreign currency markets has involved changes in 
prices and stocks. The rate of domestic inflation has heen higher tlat it 
would have \Vit the deficits. The excess demand for foreignbeen hOut 
currency has driven tip its price oi the free market. Some of the excess 
demand was relieved by a decliine in the stock of net foreign assets. The 
exchange market pressure has closely reflected the expansion of the 
monetary base, which accooipaiinied tlie rise inbudget deficits. Clearly, 
any policy that reduces the pressure associated with these deficits and 
their consequences for tie monetary base would lessen tle inflation 
rate, the devalLatioilOf dhe Egyptian ptind an the decline in net 
foreign assets. As food stbsidies are only o0e item contributing to the 
deficits, however, the effects of food p,ice policy on inflation, 
devaluation aid tile balancc of paym1ents is either augmented or 
mitigated hy changes in other government expenditures.

4) The p0litical conimitmiCi t to a system of food subsidies has made it 
difficult to change tile level of ftood imports from year to year. If the 
price of imported foud rises, or if the supply of foreign exchange falls, 
little (if :My) adj tist innt takes place in tile quantity of food imported.
One of tile effects of a food subsidy scheme is to transmit much of the 
instability in the foreign exchange sector to the import of other goods. It 
is true that foreign borrowing and the use of reserves can and have 
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contributed to the process of adjustment. However, there are limits to 
their capacity to absorb the instability; unanticipated swings in other 
imports hi:vc been a crucial mechanism of adjustment.

5) These other imports largely comprise industrial raw materials and 
capital goods. Any decline in the supply of foreign exchange ismet first 
by postponing the import of capital goods, then by reducing raw 
materials and finally, and only in a minor way, by reducing the quantity 
of imported food. Food consumption is maintained at the expense of 
output and employment in the non-farm sector and of growth in the 
capital stock. This transmission of instability to capacity utilization and 
industrial growth is a hidden cost of a food subsidy scheme that depends 
heavily on imported loods. Neither the existence nor the size of this cost 
have received much attention. Nationial anld international policies that 
reduce instability in the co;t of importing foods, or that offer improved 
mechanisms for adjustment, would lessen the impact on industrial 
output, employment and investment. 

6) The course that Egypt's food policies have taken provides an 
important lesson for countries keeping producer prices low to support 
consumers. Supply and demand projections show that many of these 
countries are going to become net importers of food in the years ahead. 
If they have rather plentiful non-agricultural resources - as Egypt had, 
mainly because of its rapidly developed oil reserves, the Suez Canal and 
foreign assistance - it is plausible that some of these countries are going 
to drift from implicit to explicit food subsidy schemes as Egypt did. But 
if this happens, the implication of pricing policies will be more apparent 
in the budget. This may change the nature of internal distribution, as 
conflicts over allocation arise. These countries will then have to know 
more about how to revise their food pricing systems and still ensure 
nutritional well-being. 

7) In spite of rising budget outlays for food subsidies, the tax burden 
on farm production was steadily reduced. This reduction was the result 
of several factors, including changes in procurement policies, adjust­
ments of prices and price ratios, and variations in interventions in 
agricultural trade. Rising prices in domestic open food markets have 
been a principal factor contributing to this trend. In the course of the 
1970]s, agriculture financed low consumer prices less than the general 
taxpayer. This shift from implicit to explicit subsidies was only possible 
because government revenues increased. Foreign assistance also played 
a part in that increase. I tnce, it should not be concluded that consumer 
subsidies always burden agricultural production. The slow growth in 
Egypt's agriculture parallels, but is not a direct result of, consumer 
pricing policies. 

8) It has been shown that in the early years of exploding food subsidy 
outlays, public investment in agriculture, already disproportionately 
low, was reduced further. However, in recent years more funds have 
been allocated to promote production of those crops whose output has 
lagged the most behind demand. 

9) The reduction of the burden on Egypt's farm producers was not 
achieved by streamlining price distortions in agriculture. Policy changes 
included increased subsidies on inputs, so that implicit taxation of basic 
food commodities was reduced. In addition, livestock production was 
increasingly protected. The major inefficiencies in allocation were 
inherent in Egyptian agricultural policy before the budget outlays for 
food subsidies began to expand in the 1970s. The net social loss in the 
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production and consumption of all the conimodities considered in this 
study accounted for 1.5% of national income in 1979/8(. The bulk of the 
social costs result from the protection of livestock production, the 
taxation of cotton and depressed cereal prices, with only the latter being 
partly a result of explicit and implicit food subsidies. 

10i) A removal of price distortions might be needed if agriculture is to 
grow more rapidly. But, as the analysis of supply response has 
indicated, it niay not be enough. The rigid constraints on resources,
deficits of public water an1d input supply management, and the 
inefficiency of the agricUitUral extension service tend to offset the 
incentives price adjutstmlients give for growth. Price policy should not be 
viewed as a panacea for Egypt's rural development and national food 
problems. 

I1) Food subsidies provide widespread benefits to consumers, be it 
directly or indirectly. The various elements of the food distribution 
system - rationing, subsidized bread systcm, subsidized flour system,
public sector cooperative shops - have different equity effects. Most 
households (93'% ) had ration cards and tile four rationed commodities ­
sugar, oil, tea ad rice - were obtainied regularly (by 95% of the 
households). I fouseholds purchase additional quantities of these com­
modities on tie open market. For instance, about 80'%, of tile 
households buy sugar from other sources to supplement the rationed 
quantities. Thus the ration system mainly transfers income. Analysis
shows that income transfers through tie ration component of the food 
subsidy system have a clearly progressive effect on income (list ribution, 
but favour the urban population and tile population iii the Nile Delta. 

12) The availability of subsidized bread from licensed bakeries and 
fixed-price flour - the two most important commodities in the systen ­
differs throughout the country. Bread is usually available in the cities 
and flour is available in most rural regions. As quotas are only
occasionally placed on bread or flour purchases and as the income 
elasticities for some types of bread arid flour are positive. the income 
transfers incorporated in these commodities increase as income does. 
Households in Upper Egypt, and in urban areas inl general, benefit from 
this part of the system more than other households. Ilowever, it should 
be noted that rural households, as consumers, benefit significantly from 
depressed grain prices on tile open market. These prices are low, ill part
because of import subsidies (wheat, maize) and export taxes (rice). For 
many rural households, the gains as consumers offset their losses as 
producers from the pricing of cereal. Furthermore, small producers 
concentrate on livestock activities which are protected and lose 
relatively less on taxed agricultural commoditics such as cotton. 

13) Although the system of subsidies and consumer prices in total ­
including both government outlets and open markets - favours the 
poorer groups of the population more than the upper income groups, 
there are components of the systen that favour the rich. These include 
the subsidies of commodities sold by cooperatives and the subsidies on 
fino flour and fino bread (72% extraction rate). Similarly, subsidies on 
yellow maize and animal feed seldom reach small farmers and landless 
producers of meat and dairy producers. The poor benefit mainly from 
the subsidy on balady flour arid the ration system. 

14) Food subsidies contribute to inflation to the extent that they
increase the fiscal deficit. Because the prices for those food commodities 
that the poor spend a large share of their budget on are kept nominally 
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stable through subsidies, a reduction of subsidies might reduce inflation 
overall but it would shift more of the burden of inflation to the poor. 

15) When the demand for food at a given pi ce exceeds the supply at 
that price, either the price rises or a local disequilibrium occurs. With 
many prices fixed in Egypt. goods arc distributed at the margin either by 
fixed rations or through a willingness to wait. Rations entail little 
allocative inefficiency. In effect, they serve as an income transfer from 
government revenues to virtually all consumers. However, queues at 
cooperatives, which indicate shortages of certain commodities, have 
resource costs that are not captured by any segment of the economy;
opportunity costs from waiting are not revenues for anyone. Thus, the 
resource cost of searching and waiting should be subtracted from the 
transfer of more than LE 10I million to individuals through the 
cooperative system. The net benefits were probably much smaller than 
the income transfer. Similarly, a smaller resource cost should be 
subtracted from the transfer inherent in bread and flour because 
shortages of bakeries and flour outlets reduced the average net gain to 
consumers from the subsidies on those items. Since it can be shown that 
willingness to wait did not increase the proportion of goods going to the 
poor, such resource costs do not serve as a way of targeting
 
comnmoditics.
 

16) There is some concern in Egypt that subsidized food is wasted. A
 
careful assessment of the use of bread and flour for animal consumption

shows that in 1982 about 6% of wheat supplies appeared to be used 
as 
livestock feed. The costs to the economy from that are less than the 
subsidy on this quantity because this use of bread and flour does have an 
output effect. HlowCver, the resources that go into processing and 
distributing those commodities are wasted. 

17) Egyptian households acquire more food than households in most 
developing countries do, although malnutrition is moderate and child 
mortality remains high. It appears, then, that policies aimed at 
increasing purchases of food by households are not the most effective 
tools for eliminating the malnutrition that still exists. This is especially 
true for policies aimed at promoting expensive animal products. On the 
other hand, income transfers from the subsidy system are an appreciable 
portion of the real purchasing power of many families. For example, 
more than half the families in Upper Egypt received transfers from 
government-distributed food that made up more than 10% of their 
expenditures. The figure in Greater Cairo was nearly 40%. As 
elasticities for calories for the poorest rural and urban quartiles were 
0.40 and 0.30, respectively, the loss of this transferred income would 
have reduced daily calorie consumption by 100-200 kilocalories per
capita for these families. In addition, if marginal prices for breads, 
flours and grain were changed, consumption would be reduced in 
amLounts greater tha1n the income effect alone. Depending on the form 
of the reduction in subsidy expenditures, such policy changes could 
appreciably affect nutrition. 

18) Egypt's economy is moving towards a situation of difficult policy 
choices. The core of these discussions involves the appropriate
allocations of resources for present consumption versus investment to 
create long-term employment and growth. In terms of present consump­
tion, the principal issues are pricing of energy and basic foods. Food 
subsidy policies are only one sub-element of the policy choice problem. 
Food subsidies are neither the sole cause of the Egyptian economic 
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I-roblem nor would their abolition provide thw remedy for the fiscal,
foreign exchange and employmentiproblems tile country is now facing.

Conclusions fron a model built on tile basis of the in-depth partial
analyses reported above provide the basis for policy guidance for 
aswers to the f'ollowiing question: if a decision on I0od subsidy policies
is to be illlade wlt are the ef'e'Lv of' ltcrati'' oltion. oil marcrovari­
ables as well as on the various segments of the population and tie poor, 
in particular? Accounting for fiscal and econoic costs of food subsidiesonly makes sense if" those outlays are related ti the benefits of food
subsidies. A *coSliV (Oiod subsidy programnme may be efficient if its 
policy objectives are reached at I loer cost than alternative means of,
reaching tie objectives. I'[herefore, the policy options shouldt be
sillnuln:meously e"'Aluated for their costs and lor the distribtion an(l 
magnitude of their benefits. 

19) If no action were taken over tile period 1981/82 to 1986/87 - ie if
subsidized food prices stay it nominal constant levels, as several did
through tlie 1970s ­ the ltoo, subsidy hudget would increase by 44%
real terms. By 1986/87, it might cover 12% of the total government

in 

budget, or one-third of the fiscal de ficit, Foreign excha r:ge required for
basic food imports at a (o/rtwit exchange rate would rise by about 60'%. 
These fiscal and f'oreign exchange eftlcets woiuld fiurther increase
domestic inflation and the devaluation of the Egyptian pound.

A contrasting scenario, in which it is assumed that real prices of bread
and flour increase lv 50',' and all other subsidized food prices (i.part
rolni the ration) increase to tile international levei. yields a reduction in 

subisidies of about one-half as compared to the 'ino-action' scenario.
I lovever, tle clelcts or foreign exchange savings are less inpressive
than the fiscal effects. A saving of onlN 11% is expected compared to theno-action' scenario. This is ; result ol high substitutiori efccts betweeri
commodities if their price ratios change. IHowever, the potential
revaliating effect of reduced sibsidies on the exchange rate might still
be substallial lirto the rclationship o" sirbsidiCs and the deficit.

20) A scenario rtiugl lIcsigned along tile lines Of policy clianges
currently being coisider-eld reveals that only minor fiscal savings might
be achieved in real termis (M- It()' of food sumbsidies versus 'no-action').

This scenario also indicates a major administrative difficullV in the price

strurcture; since major food 
 prices are set by the government, the 
irmechanisrii to alter therii is cinihersonc and price cliancs may only

keep pace with inflation rather (han outstrip it. The analysis shows that

major fiscal savings may be obtained only by substantial modifications

otf the bread and flour price subsidy and tlie subsidies paid to customers
 
of the cooperative shops (eg 
 for micat and pourltry, macaroni). or by
targeting. IThe latter can hoth reduce the costs of the system and under­corisu mp ion. A degree if leakage must be expected, for administrative 
reasons and Ccausc tile cut-olT point of a poverty line is subjective.

21) Food self-sufficiency objectives, especially for cereals, are a 
mjor driving forceI behind demanr1ds for corrections in food price policy.
Solviig ll.e perceived problem of increased import dependence by
pror, ta in of domnicsi ic food supply has Only been partly successful in the 
past. Yet, an attempt to solve tie problem by curtailing effective 
demand via respect ve consumer price policy measures would not by
itself provide a feasiblc method for meeting sclf-sufficiency goals. As
compared to tIle 'ro-action" scenario, substantially curtting subsidized
gr')in prices in other scemrios wouid result in a maximnum reduction in 
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cereals consumption of about 1% .This would increase self-sufficiency 
in cereals from about 44 to 49% by 1986/87. 

22) Food policy makers should be prepared for the surprising side 
effects of changes in subsidy policies. A case in point is the likely 
response of the rice market to changes in the wheat, bread and flour 
subsidies. A substantial cut in wheat subsidies would certainly induce a 
rapid increase in rice consumption, even if rice were not subsidized. In 
one scenario, rice would be a major import crop with about a half 
million tonnes imported annually. Of course, rice trade may be 
constrained by government policy. Yet, it is evident that under such a 
policy - restriction of rice imports and reduced wheat price subsidies -
rice might end up as a protected subsector in agriculture, since open
market consumer prices for rice tend to translate into equivalent
farmgatc prices for producers. Such a further distortion of farm prices
would adversely effect resource allocation in agriculture in the long run 
(eg land for cotton, the major competing summer crop).


23) Nutritional status 
 seems to be either constant or generally
improved under an optimistic assumption of high-income growth. The 
eflccts )f income growth are either reinforced by reductions in food 
prices or they rotghly counterbalance the ii-,ct of substitution awayfrom grains when prices rise. Only under a scenario with pronounced
real price changes, and then only for the rural poor, is the proportion of 
Malnourished expected to increase. The absolute number of families 
consuming less than tile calorie requirements decreases for both sectors 
in most scenarios. It remains roughly constant in tile urban sector in the 
no-price-change scenario. Conversely, when income growth is low, a 
noticeable decline in adequacy of calorie intake can be anticipated
following major real price changes. Furthermore, when real wheat 
prices decline slightly, the decreasing proportion of families at risk of
underconsumption is nearly offset by population growth, so the absolute 
numnber does not change. This possibility should also be considered 
when the national income increases at a high rate but distribution is 
unequal.If ithe economic possibilities of tile coming years are not evenly
distributed to the urban and rural poor, then the nutritional impacts of 
subsidy changes should resemble those of the low-growth scenario. 

24) It is clear that the distribution of total benefits from the subsidy
 
system varies anong the scenarios. The relative responsiveness of the
 
rural sector in general, and the poor in particular, to changes in prices

and income account 
 for greater gains by that sector from unrationed 
commodities when prices fall or incomes increase. Similarly, with larger
budget shares to flour and brcad, the rtral poor see a Igreater decline in 
their real income when prices rise. In addition, since the current system
contains many components, some of which benefit the urban sector 
more than the rural and(l are relatively distributed in favourothers which 
of the rural regions, the selection of which programmes to modify alters 
the distribution of benefits. 

25) Compensating wage hikes for the public sector may make subsidy 
cuts politically more palatable, but they reduce the fiscal savings with 
little nutritional benefit. Furthermore, they are not targeted appreciably 
to the poor and increase urban-rural income disparities.

Finally. it should be recalled that food subsidies are only one of many
instruments utilized by the government to meet its diverse goals.
Changes in other arenas - eg in energy pricing - will also have major
impacts on the general economy and indirectly on food consumption. 
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