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Preface
 

Governments of most countries attempt to infl.ence the price consumers 
pay for food. In low-income countries tile aim is frequently one of reducing 
consumer food prices below a free-market level. The results are what in 
this book is called consutier-oriented food subsidi,'S. "l,,goals of subsidy 
programs and policies vary amnoig countlries and over time and nlay in
clude desires to improve the real purchasing power of all or certain| groups
of consumers, to reduce or eliminate calorie and nitrient deficiencies in 
low-income population groups, to maintain low urban wages, to assure so
cial and political stability, and a nntJber Of other goals. 

The design of subsidy policies and their implementation procedures 
vary widely among countries and include explicit price subsidies or food 
stamps targeted to selected population groups or food commodities, as 
well as explicit or implicit general price subsidies aad food-related trans
fers with little or no targeting. 

In some countries. consutier-oriented food subsidies place a heavy
financial burden onteither the government or food producers, while iii oth
ers, subsidy costs are of little cotsequence to the government or farmers. 
Similarly, tile benefits from food subsidies and their distribution as well as 
their cost effectiveness vary greatly at otig countries. Some subsidy pro
grams greatly enhance poor people's purchasing power and nutritional sta
tus while others primlarily benefit middle- ad upper-inconie population 
groups. In some countries, consunier-oriented food subsidies are of such 
magnitudes that they exercise considerable influence in foreign trade, ill
flation, and the performance of the agricultural and other sectors, as well 
as on economic growth and equity in general. 

The processes determining the effects of consunier-oriented food sub
sidies are complex, and reliable information on the effects of existing poli
cies and programs and changes in these are often available only from rela
tively complicated analyses. Policy design and modifications based on 
simplistic reasoning may lead to disappointing results. 

xv 



xvi Prefawe 

In Sp:ite of the WiCdespread occurrence of constumer-orientcd food sub
sidics in developiing catntri-, ard their lar e magnittde in sonc of' these 
countries, i-depth rescartch ainied at assisting poltivmakcn's in estimating 
the effects of exist in stlbsidies antd predicting tile e.ffct of iolicy changes 
has beeti very linitCd. 

It was against this backgrouid that IfIRI i itiatted a sct of*Studics of 
food suibsidies in cotllaborat0i1n with thtitmial institutiots and inldividuals il 
several developingl cmlutti,. Th,.'se siuldies have now\ been' Colheted. This 
book is based til Ith rs'caiC-h, JOlieC, cxpeleic. Midatpert onIancc of siO)

,sidy policies and prio'ratl i tllo tha it do/eli collitties ill Africa. Asia, 
alld Latlin America. MOst Otlth11res"ith \was tinderiken11 tiidt' the aus
pices of' I: 1 1R1dtii11, the piohd I '- -'%h. N;t11onat rtseirchu, gol. ll
ntlil advisosi, iitd policyniakeis trti tlllits ellilrits. inCiuding those 

out, i kcv 'Ole. 

Search, eltinla \\iwt', ipaec'cd lt(assilt-ing i high (ct"ree Ol I),liev retlcva ice
 

wheire Stludie , \le 'aiiriedt t)lit,\cd k lIf'roi,IOlul the Ic

an l itility o1 researcti rcillts ft ito e resi)<onsiltte il iakiing i'CeCOinieti
Clatio-l ;lltnld ecisiol atilltll uitt idTs-TtCa tl iMlilesdil)rO ll llt5. FI l" 
this ptirpose, iliti ltnt m+tialtg iilt,,alst , aldl poltic'v advisoi' ait eciSioin
makers was t)iitc Itt'otich frpuroitet potrtvi.-Oal exetahich e if resear hi' find
ings iili iclh MiaexpUece, attl esp)tCli wtt as:ttt hi'tich wxtrkukiop's and
 
conliferentc-e's. S.usicth itltctlact li a, " tkullit(tc l tte shtiiiic 01Iil 
 l t sC,icy Xl)CUi
ences acrloss ctllnllies. 

The lti.pos Oftthis hoOk is tO sitnillal'iC, ,VncttSi/c. llid iliterljret 
expierience fililtjigct , *iil plgr illanlt fti+ilt \,it s If \ pu aitil variutls 
colittries.ll llnitth ,ias is placed t l itlciitifl.liL! Icssl',i itli.l relationis bclic'vel 
to ie If gieneral validits ant ii ll, I tul fill po liy .analystsa t d it i.yniak

t
ers clncllrnl with issewstmitt i ill tpO(silflt • itmdificillolt Or liscotititiua
tiolln (t' Xititii l li ii.s a d l-ritilltt or dcsignllf C (wliOes ioth withil 
and outs!id he , Cli it_ tic li-l. 

Ii is nit the purplle (If this 111)11k 1l0 aSs wlhetr conumilite-otientcd 
food Subsidies are o tlietgi'ood(l((I bad (Ir ewh itlicies leadingl to Subsidfies are 
approptiate ill specific ctiiilrie,. Altltlgtile stulic ilp(rtetd here Coll
tributed to tile f'-inuatliti OfIpolicis ill sesciat cot liiS, this book makes 
no 'econinltatoldititS fto-specific policY changes in sptiecifi contlnrics. [he 
actual ctllicc atl (eitJiin 0f p+olicies alnt 'tttoaltsl' 1(ost appr)ttllpiatc for a 
partit'ular cotillltll 1nltlist iu iaise l i a iix e(f ctcoilntmlic. Social, political,
~tii calt c Whie this hook;iiur tlleidClirtis. ac amsi 'it assessiig the 
coitsecteti cs (If p lice ,voption,anid ti Shttelp in asililig all ilifot-uid de
bateilahililt lolie\ et iiges, it dloe" lt l 't.irtnd ti st stittlellit + .otiid 
counltry-sIecific )olicy jtd.QlllWl I'Cgari-dil lg Specific ch'iCallges til ble iade. 

The hoo111k is divided iltl fourt parts. A Slmmaltl'Vy (f' available evidence 
about the effects of e sltit.-orientFit'll food subsidies with emphasis oil 
costs ainI bet e'its is provided first. Paxrt two lresetli the restults of the 



rlanfce xvii 

syntheses across countries with respect to the effect of food sutbidies on 
household incomes, income follood and nutrilistribhtiti coilstiiliplio, 

tional status ot low-income population proplls, aIs well as ;he implications 

for foreign trade, governilit expendituores, infllation, and other ilacro

ecoioniciactors. lni)licationsifor the airictiltural sector areC also dis

coissed along with syntheses of political considerations and lessons flr pro
gram and policy impll)ementatioi. Part t\wo, also presents a (iscissio of 
alternatives to food subsidies. 

Findings 1'rim ite individu,Il co.untrmmlyv studies arc discuissed in parl 

three, and the last part l)ic.uits the implications od tfilindiligs f'or liicllt 

and futtire food policies. 
In additioln to tlhe ;ttlhiois )ftilhe l11,1l ',IriOil> dlial)tc iS, vpersonis and 

institutions collntributed to the i'csclI icolr-l ill this hook, including 
goVelTntll officials anilld ill pitaticipansp)Olicv,,nakers the studyv couilitries 

intwo internitional workshop., nllid and collabo-Colleagues withill IlRI 

rating in slitutions. Illaddition to I EPRI core findilig, linancial stupport 

for the reseirclh rel)orted illthis hbook was obtained f'rom several soturces, 

the principal ones being the United States Agency Ior International Devel
ol)nleit andl the United Natioiis Developmllcn Program. 

Preparation if the manuscript benefited greatly 'romn lie skillful as

sistaie of Gaudencio Djizon, Phyllis Skillman, ant Wendy Merrill. 
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Introduction 



1 The Social and Economic Effects of 
Consumer-Oriented Food Subsidies: 
A Summary of Current Evidence 

PER PINSTRUP-ANDERSEN 

The social and economic effects of consu mer-oriented food subsidies are 
wide ranging. While the immediate purpose may be relatively narrow-for 
example, assuring soie or all consumers acCess to a given quanltity of food 
at prices fixed by the government-the effects of subsidies may be felt in a 
variety of ways both at the household level and throughout the economy. 

This chapter presents an overview of, the illost important potential ef
facts in order to provide a framework for tile rest of the book and sunia
rizes the most significant empirical findings regtarding these effects. The 
policy implications of the findings are di.scussed throughout the book and 
are summarized in chapters 23 and 24. 

Figure 1.I presents the factors and relations most likel' to be affected 
by consunier-oriented food subsidies. For the purpose of' presentation, a 
distinction is made betweea inicro- and macroeconomic factors. The 
former refer to those factors that may be influenced by the individual 
household. The latter are either cconomywide or refer to grotups of hou;e
holds while being beyond tile ihnfluence of all individual household. 

Each of these factors and relations will be discussed below in the light 
of av, ilable empirical evidence from studies and policy experience in a 
number of countries. including Bangladesh. Brazil, China. Colombia, 
Egypt, India, Mexico, Morocco Pakistan, the Phililppiies, Sri Lanka, 
Sudan, Thailand, the United States, and Zambia. More detailed analyses 
of subsidy progranis in nine of these countries are presented in chapters II 
through 22; chapters 2 through 10 provide more detailed syntheses of tile 
findings with respect to the effcct on the inicro- and mlacroccononlic fac
tors, shown in figure 1.1. 

Trable 1.1 presents an overview of sonic of the characteristics of the 
programs studied. Most of the programs and policies pirovide explicit
that is, government financed-food-related subsidies to consumers, while 
a few are based on implicit subsidies-that is, consumer subsidies fi
nanced by the agricultural sector through economic policies that make 

3 



FIGURE 1.1 Overview of the effects of consumer-oriented f,,cd subsidies 
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Social ad Economic Effets S 

producer prices lower than they would otherwise be. Maly of the foods 
that are explicitly ,;ubsidized also eccive some i implicit subsidy. A larlae 
majority of tihe proranms plovidc price subsidies, while a few entail food 
stamps. In some cases,, price subsidies ire pirovidcd for th total quanliy 
traded of one or more food commodities. most :nnollllli~l, wheat and rice, 
while in others, the subsidv is targeted, implicitlY (,r explicitly, on certain 
population groups or limited to specified llimniitics or rations. Except for a 
few successfully targeted progralms, such as the past food stamp program 
in Colombia and the food price discount experiment in the Philippines, the 
coverage of' the p'og rims is determined primarily b,. implicit targeting, 
which in most-but by no, means all-cases is biased toward the urban 
populat ion. 

Effect on Focd Prices 

Coustlu eir prices behow ,p ien-inarket or border prices for (c or more 
food commodities are a common featLre of niost consumer-orientled food 
subsidy programs. Price reductions caused 1*y subsidy programs may be 
largeo. It is aot untcolllon to fiold that thc siibsidy reduces the constimer 
prices by hailf )i- iorc, i's exemplified by subsidies to whea., sugar, and 
)cans in Egypt and edible oil in the lhilippines. 

The size of the subsidy uiav c1l.Ychanc.. considertbly over tille. Failure to 
adjust ,he subsidized prices along with general price inciecascs has re.sulted 
in lar.e increases in subsidv costs in soiic coilntrie,, notabl,' gspt and 
Morocco. l)evaluai ion of local CuLricucies is one occasion when the explicit 
subsidy is oftte'n increased to insilatc consumters from the etlect of' higher 
doraestic prices of importel foods. In this case, an explicit subsidy nav be 
substituting for an implicit oie. 

Rapidl, falling real prices of wheat, rice, anld sugar ill the interlna
tional market durintg the first half Of the I 9 80s pIOiided the il pwotu,nity 
for teducing the reid value of the wric Colis\'edge oni imported suobsid /ed 
mo;diuies and tilcrefore for reducing the costs of the subsidi,.s. As further 
discussed in the sectio:i on costs, this o p,ortunity appears to have been 
seized by I number f countries (Pinsir',l-Andcrscn, Jaramillo, and 
Stewart. 1987). 

[ecause they spend a large sha,'e o' lhcir budget oi food, the effects of' 
changes in the food prices on purchasing power arc larger ani1ong the pool. 
than atnong the better-off population groups. 'hus a decrease of 10 per
cent in food prices is likeiy to result ill an increase of 0 to 8 percent in the 
real incomes of the pooirest pop ulation decile, while the increase may be 
only I to 3 percent amoig the richest oecile (Pinstrup-Anderse. 1985a). 



6 Per Pinstrup-Andersen 

TABLE 1.1 Characteristics of subsidy progrants. selected countries 

Country Pt ticipal Foods Subsidized lype ifSubsidy 

Bangladesh Wheat and rice Mainly explicitBrazil Wheat Explicit and implicitChina Rice Explicit and implicit
Colomlia" 
 Selected processed food Explicit 

Egypt Wheat Mainly explicit
Egypt Rice Implicit
Egypt Sugar, tea. fromien meals fish. Explicit 

and certain other foodsIndia Wheat and rice Mainly explicitMexico Maize aind certain Explicit 
other foods

Morocco Wheat Mainly explicitPakistan Wheat Mainly explicit
Philippines Rice and oil Explicit 

Sri Lanka Rice Mainly explicit
 
(up to 1977)


Sri Lanka 
 Rice Explicit
 
(frotn 1979)
 

Sudan 
 Wheat Mainly explicitThailand Rice Implicit
United States Several foodx Explicit 

Zambia Maize 
 Explicit aed implicit 

')iscontiuted. 

Effect on Household Incomes 
The most important immediate benefit of food subsidies is the posi

tive effect on real incomes of households with access to the subsidies. Theincome transfers occur partly through lower food prices (as already dis
cussed) and partly through direct transfers in the form of food stamps.

As further elaborated in chapter 2, food subsidies account for a signif
icant portion of real incomes of the poor in a number of countries. In sev
eral of the programs analyzed, the value of the food subsidies received bylow-income households account for 15 to 25 percent of their total real incomes. As a general rule, better-off households reeive larger absolute
benefits than poorer ones. However, benefits as a percentage of current
incomes are larger for the poor. Both the value and the distribution of ben
efits vary among program types and countries. This variation offers oppor



7 Social and Economic L.ffects 

Actmial (oVcragt
Type of Progran Food )istribution (implicil targeting) 

Price subsidy Targeted aind raliotied Mostly lrbanl1 
Price subsidy (eneral Total Population 
Price subsidy General Mostly iitrbanl 
Food stamps IIargeted and raoilledl Poor houiseldsI5 with 

preschotilers or 
\'( el \i o lare 
pregnanit or lactaling 

Price subsidy General Total ipulatio: 
Price subsidy Rationed Mlstly ii11 
Price subsidy Rationed Total populationt 

Price subsidy Rationed Total populition 
Price biyii~t5 Genera! MostlIv urbai 

Price subsid' General Total piipllilliin 
Price subsidy Rationed Mostly urban 
Price subsidy Targeted and rationed All households in area 

sLeect ed for higlhlevel 
of(poverty 

Price subsidy Rationed Total poplation 

Food stamp, Targeted and ratiine(d 5 perceit uf population, 

hiascd toward the poor 
Price su bsidy (eneral Mhistlv lirbln 
Price subsidy General Tital populatiiont 
Food stapils Targeted and rat iine( Qalityitlg lo-incoine 

holu,ehold, 
Price subsid y General Mostlv Irbanl 

tunities for increasing benefits or reducing costs of consuimer-oriented food 
price subsidies through appropriate program choice and design. as further 
discussed in chapter 24. 

The effect of food subsidies on real incomes of the poor depends on 
the nature of the subsidy scheme, including the degree of targeting. the 
choice of commodities to be subsidized, and the design and inplementa
tion of the distrJblition scheme. Targetlng is a pai'ticitlarlk inportant con
sideration, becau:e it is a means of'reducin<, fiscal costs wsithott reducing 
the benefits obtoaitted by the target group. Only a fess' of tile existing food 
subsidy schemes in developing countris are effectively targeted to low-in
conic households. Some of the schemes are targeted to urban households 
either explicitly through the issue of ration cards or implicitly by limiting 
the distribution of subsidized commodities to urban areas. 



8 Per Pinstrup-Andersvn 

A strong urban bias was Iollnd in programus ill('hina, Banladesh,
Mexico, and Pakistan hi lmioc, illpl'to'als 
illSri Lanka and Kerla, Il
dia. Furthermt'ore, tile distribull tt'hIbenefits f'rom tile I:yptian i'tld price
aid slIbsidy pIliciCs aisa1whIole is NlifIItly biased hiward the I'lll'lsctlOr,
landless lablor and small farics beingi tile prillcipal helleficiariic illthat 
sector (Aldermni and vollBrnilll.I98.). 

Since ill sllosubsidies ICid to plcC dlo\V\'i'l )reSlrellN oill vages. thereal income elillhotdicd in existigi fod SilbsidiC I1aY 0VerCstIilfial tie Ile 
CffCCt of Sitiidies illilieCllilCs,iItr aceCOUnt1lii I'fr tle wae icnolnilc s For
llie.
This is f'r'ther disCiikseCd ill1C C ill ]i\,QC C'fCCs. 

Firiilll , it shlUlllied i p'llaSi/edb e ItIatile nlet e'ifet ofl s hsidies nil
htOselOld itlonlieS des nlt Oll,Otih vile nItth, sulbsid r'cCCivd 
bill also otilhw ileom \es C fllUttI ot(e liiiiie'iii oI the slisiilv. 1,liorloruo 

llylt . Cs llieji s l"bsidics 'L'liall i CitW I INI C h ilielli;a'kLdevCe

lile s0ll'rCs, llldinifor lion is lackin tbot lim\ the incidnce of il"pulic
sector revellll\w1uld chlianL' ephtolls'n Ill (0 illFood sulbsidies. 

Hlousehold 
l40d Securilo 

-HIoilseltil(, level food sccriv lConcernarcil areeonil v fotd llong

tilt, idy l)lohtl.'llls. ii i
poals of' sub ll .iluoenllurr-tilh fonld ill1il.1l1d-vel
0j)illg COitl riCs--fir (SAillllC. ati'oll slp scheiles illItdia. Pakistan,a lld ;ilsomleI of thlitsliesd ill1yt-were itijiatel;111ladeh il 

for the pitpolse (it assitriiig cotmsiers altlyhsuiC,hillot ak v ill
ball Conl
S1;iln S)_ie tCCCsto it e'C l ilaiti
l j i titsof icOr w ore f'tl s iillcs illprices

fixed by tht goerlicil 
klauuv of Ihese progrlll ere itl.tmroliictl or ex
paileded duirilng wiililll oi fo lh\int pour llilrests or estrenlic foreign 
ex
chaige crises. ilie priluitI plipoils 4,1tilte scllles whl initiatedlwas 
early olic of edlcinullnCulaillt\ althel hlscholud levcl conerning the 

abilityt.tacqulire a certaini Ili ii ofoliiitn 1ittllllilhIlsic stal)les.

These p)rIog ralls flcqnntlU prvvil sideric
ationstl households at
 

f;xed prices irnespeetivc oif
hltsChtold i;le'tie. Tle irnIlliCailni is tta, i)rice
fluctutatioins are 
trllskcrlet-rct
1'r tileCiliile's whot otaIl Ile rations to
the governtmlent otillt ot nLrest theheIiiisc(If miarket. of its tradiiotlially'

larg1e price fHllctlliioli .
 thc slal Imit'keil ltir ides atgo lill istration (fb
this poiit. W hile ilitaiiled al a co'llsi l i iina Ilvel itlro gholiu do
nlestic Stlgal pie.e ice tle I ylpiaii llililmnatied from 22 lercet (of tilh 
iltternattonal Ipriccs illI'F'-ftilaphlrllsini itlvparityV
V illI)77. to 14-1 peretit
in 1978, aid diwn ill 21) percent ill198(-voi llratin and de ilae l, I1983).
Thus li tics giar con lil,.rs were elffctivelY prllteced f'rom N'ide price
fluciations in(he wotrld marker by beill.g snbsidi,'d iilso sears and 

. eI0l 1 It'hetId-It\ t 'lll'il\
t .C01d ik htui'Cdtfilmt'd I ml iltI C1'.' id :L'S I tioud oIr 
lime. 
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taxed in others. Such protection is a key consideration for poor house
holds, since price fluctuations are an important source of food insecurity. 
Other food subsidy schemes, such itsfood stanlps with fixed nominal 
value, do not protect the consuimer from price flctLations, itsexemplified
by the current Sri Lankan food stamp program, in which the real value of 
the stamps has decreased drarnaticall since the beginning of the program 
in tile late 1970s (chapter 18). 

Periodic adjustments in the nominal value of food stamps CouldIllain
tain their real value, and thus food stamps would be as effective itsfixed 
quantity schemes in terms of long-term householl tood security. However, 
such adjustments require decisions that mav he conveniently )ostponed
and were in fact postponed in food sianip programs in Sri Lanka 
and Colombia for the purtpose of' reducing cost . Furthermnore, fixed 
nominal-value stamps do not protect the consumer Iront short-term: price 
fluctuations even when they are periodically adjusted for inflation. The 
drawback of programs that assure the consumer a fixed quanlity of food at 
a fixed price is that the effects of price fluctuations aIlrltran1sfelred either to 
the rest of the market or to the governnett. causing fluctuations in fiscal 
and economic costs and influcncing ot her parts of tile econollly. 

In general, programs providing fixed-quant itv rations, whether fixed 
per person or per household (for example, the Indian ration shop schemes)
have been successful in reaching the pol)ulation groups they were directed 
toward and in )r'idinlg these grol)S with a constant Supply of the ra
tioned food at low prices. Ta-geting has not played a major role in these 
programs. Instead. the programs have been viewed as providing access to 
basic rations for all urban and. insonie cases, rural households. 

Findings froni tile case studies illustrate the difficulty of achieving 
both universal household fo(d secur-ity (rittiolling) and targeted income 
transfer goals in otle program in a cost-effective mannter. The reason isthat 
targeting, which isessential to achieve cost-effective income transfer to tar
get groups, by ,definition excldes notttarget houttsCholds front food security 
provided by tle program. This conflict may, of course, be overcome if f)d
security is sought only for those households targeted for transfers. Ho 
ever, this has not been tile case in most subsidi:,ed rationing schenes. 

Intrahousehold Income Control 

One reason wl'y income transfers are linked to food, whether through 
reduced food prices or food stamps, is a belief that the effect on food con
surniption will be larger than itthe same real income was transferred ill 
cash. While this is clearly true in the case of price subsidies for unlimited 
quantities--wheat subsidies in Brazil, Egypt, and Morocco; maize subsi
dies inMexico-because they lower prices at the margin, the evidence is 
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miuxed whli it C(Iilits, to fo tittltli).5 andi price subhsidies limited to rations
 
smaller thanl thle plant11itics ttI)IMisnill th
le AhSCII1Ct 01f He sNhlsi(iv-tiat 

'I4is. ilta'1.aIlii ~~l I(U;ll IiI its. 
Resul ts fronm stuio~i's of twot lotditla ilijliprogla ills pro idingl iiiii ra iaiiu

ginal stih~SidIts (.S'ii ILanika Miiud(d0tltilIui, SNli, (11:that teICt u)ti Ilise

hl fier Coistill Iit frtii i10t ittNilies. itt\t\'-dilfitl t the111 uiIIie~L' jCltCO0 

fKi iidi I) td It ii li(t1 ill 1 iilIit . liltpr pi lit. li() '11,2I ll Jutctjtt l i llt ou!! 

Ihlaeithse attnd Cashit t2ti thus. ( )ra tu iktinctI ti. h~~suand (iiit 2.
 

(lti~Ies fo i rlt lr ilf 111a lii t 1i\CltlINtlN litl)tit HC iltitllesI hltiiiseiiol 

fooe (linct. of shuN liliit'dill .iit II s ii iliulc~d illeJltuii ti orilatiig 
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in relative prices appears to be higher aniong tilepool than previously be
lieved (Aldcrman, 1986). This implies that the adjus lmenl in the colstlnlip
tion of the subsidized food in response to tilesubsidV (Ihc direct price elas
ticity of demand) is a poor iidicator of the adjustment in total energy or 
protein consu nmpt ion. 

The subsidized ratioll-shop scheme in Sri Lanka increased daily en
ergy consmption by 03 calories per capita on the average and by 115 
calories among the lorest decile (Gavan and ('hanldrasekera, I979). A 
pilot food price subsidv scheme in the Philippines inrcreased av'cragc daily 
calorie consumption per adu1lt clli'alent tunit by 130 calories (;arcia and 
Pinstrup-Andersen. 19%7). Ahined (I97t) estimated that low-income ur
ban consumniers illBani ladeh cousltimed about 2,5) calories more ier per
son daily duc to the rations. And (George(1)5) estimated that the poorest 
Indian consumers increased their caloric cowumption up to 18 percent. 
This is similar in magnitude to the effect oftthe Sri Lankai lood stalip 
program, which wts estimatcd to have increased caloric colrstiliiplio: 
among the poorest population decile by IS prtent iL l8 -dirisinighe, 
1987). Finally, data from k study by Roge s 11)(1 ) it Iakistani ihstrate 
the differential effect ill irbal and rural area, of prograils that arc urban 
biased. She found that the Pakistani rationl-shop scheme increased the 
daily per capita ca0lorie crsrTrumption o1 the urban poor IlI calories hut for 
tle rural pool., only 16 calories. 

The choice of colmmtodity av,"s the carrier of the subsidN is important, as 
illustrated by Williamson-Gray (I982) fl Brazil. She flound thai the cur
rent wheat bread subsidics catluc: a slight (l erease in lotal caloric Coll
stllmptioll bY tile poor becatle tihe i!creased bread colltlllitio was asso
ciated with largcr drcreases illthe collsilllptiollof rice anid other foods 
through sub,,titutiton. Shifting the currett goVerilnient otllays on wheat 
subsidies to rice \otild greatly increase total calorie consumption by the 

Food Consumption by Malnourished ln(t;ivluals 

It is ofte ;,,sumed that expauidCd housChold food cotistmption 
results in higher tood colsumpttion 1y nialniourished household members. 
However, veryv little i,,kow aboutt the eflfect of food stibsidies onl intra
household food (list ribiit ut ion and oil individual cornsumpt ion. 

Evideice co icerniriu the effect of,subsidy progigaris on food cortst mp
tiol by preschool children is available frol Mexico tchapier 9) and the 
Philippines (Garcia and linstrup-Andersen. lM7).lInboth cases the effect 
was positive and sigrificait. Il the case of Mexico. the increase in the con
suimption of milk (the subsidized coniniodit.,, ) by preschoolers was partially 
offset by their decreased consumption of (ther corum idities. Furthermore, 
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in both cases caloric conmplstion Iy otherlhousehold members increased
significantly due to the subsitdies. In the Philippines, a disproportionately
large share of the net increase inhousehold food consumption went toadults, although the goal of the progLram was to increase fod consumption
hy preseholers. Although this implies large leakages from the point ofview of program goals, the households that received the subsidies were very 
poor, and allgroups of' household members, including aduilt mIles, were 
calorie deficient. 

Nutritional Status 

The extent to which ioereases inl household food consumption lead toimllroved nutrition dep 'ds on die degree to which malnourishled household members share in the increase and (in tile importance of, food deficiencies (as opposed to such factors as itifectious discases, diarrhea. para
sites. and poor salitarv conditions) in)existing nlttritioni problems. If fooddeficieticie, are not the most limiti,.V constrainlt to improved nutrition, illcreased food consumption maY have little or nfo effect. Ill 'gypt, for exam
ple, partly due Ito
existing fod subsidies. ford consumption is highamong the poor, aid while mnalnuttri;in 

even 
is significant. the critical constraint to improved nutritioin aippears to 1w poorw samit at (In n d diarrhea 

rather than lack of food. 
There is very little direct empirical evidlce oil lhe effect (of food subt 


sidies on the fillItitional stattus as inastired 1 a throponictrv. Kuimar
(1979) found that the weight or atge oIfchildren iiiiKerala would fall by 8 
percent ifthe r'ation scheme was discontinued. Siiiuilarlv. results froni apilot food price subsidy schelie innthe Philippines showedh a positive effect
onithe \%eiuht for atge of preschoolers ((Garcia and Piistrup-Andersen. 
1987). 

Himan Capital 

Food s'ubsidies may contribute to the formation of hunian capital byreducing foot prices o- ;'makring more income available for the poor topurchase halth services, nutritioii. ,ldtjation, and traiiiing. Improved hu
man capital iii turn, is expected to !e-snlt illincreased labor productivity,
expanded entreprenetrship, aitd hiigh-r incomnies. A ntniber of, studieshave shown po.,it ve effects of halith and niutrition improIvuetts oi labor
productivity. While sonie of these studies suiffer fro 
 niiet
I(((lologica Ideficiencies, otlhers appear 
to( provide reliable evidence (If pi .sitiv,. effects
(Latham, 1985; and Strauss, 1985). As illustraled by) a study ill Chile
(chapter5), the economic rate of retturn from investment ilhutnman capital
through food subsidies may be high. Ifprograms can be desiined to assure 
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such high returns, food subsidies may contribute to, rather than dampen, 
economic growth. 

Fisc:al Costs 

The mat nlitude of government costs is a key consideration in Iost 
food u bsidy proeurals. Thus while benchits are important, the feasibility 
0ofal rotla is tileerulined jO large po-t 1y its fiscal cost. 

The fiscal cost of a suhsid-: iprograMll depends on the nagntittode of the 
tota: subsid' anld tile (listrilli'tioi , coq between the government and tile 
agricultural sector. 'InlatgCItd-. c.X\licit cMistullICr-,ricnted tholo subsidies 
are usuadlv very expensive. as exemiplified 1w the Fg ptiall 'ood subsidies, 
the cost of which ha., been aroull I I .S. $'1H() nillion anitially (ltrillg the 
fir:t halfO tle l Thi, rrespoll(s to I ttal goverll *tI's. c 16 to I)tIl-It of 
ment expendittires (Plinitrup-Ardlersen. Jatanuillo, and St\\ art, 1987). ()il 
the other hand, govcrunICit co ,tsi hi'i hil tar,1etCd ,UhitdV1 scemes, such 
as the discontinued food ttnill prograll iI (olooihi, nllav he low. 

Fiscal costs of 'ood subsidies i)nlmall.\y coiltries stldiedl inm IOl 
clsel during the early It' 7 )s. Ibis icn-asc was pfrimaily de to at
temits to protect dollestic consumersIromu the adverse eftects of rapidly 
increasing foutd prices in the internaltional maliket. As rteal prices returned 
to a decCtin tren so did the real fiscal Costs of' foodIttld arOulild mid-I 9(). 
Subsidies ill Imost but not all of, the countric, studied. Ill sonic Ifor exam
pI..Sri Lanka, Fg plt, and Morocco), CXpansions in tie Subsidies cumntin

,tied along with 'allifg real I'ices re-sulting ill real increas s ill the fiscal 
costs ot1food kslbsidies lip thlo[ujl the latter half of tihe 1)70s. 

Sillt+. P)SI, rcal fiscal costs have decreased iti llost countries whether 
m ,easured asin absolute termls of a peritage Of lotal governimett expell
ditures or gr-oss domestic pt-odutict linistrup-Aiderserl, Jar-llillo, and 
Stewart. 19871. While these dect-eaCse were due largely to fIll irig real prices 
of food procuredt b\ tilet vei-nmlltut, a few olilleis-it 'ablv St-i Lanka
imlade explicit cost-saving riodificatiois ill the stbsid, prograills, ittelhd'v 
ing a shiflt fr-ot ration slhops to food stlpllp, with a fixed notmiral value, 
liberalilationt of flood prices, and exclusion of about ha.ilf thle population 
ft-om the piogra lThese tdit'icmtior, retluced fiscal costs fromi " more 
thail 15 pe-cet of' gover-nment cxpendlituit-es during the late 197 0s to less 
than 3 percent ill 1985 (tEdiriinlic, 1987. 

The Sri Lankati experientce illutstr-ates two approaches to fistedutcii 
cal costs-\vilh N'cry different effects oi the poor. Uric is targeting otil tile 
poor- and tile other is I'edUc.'il tile Ireal Vlhe I tile subsidY received b' a 
target household. While both miav le vet-v etlective in reducing fiscal costs, 
the latter results in reduced benefits tor lile poor while the formner need 
not. These redLtCtions may be severe, is illustrated in Sri Lanka, where the 
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real value of fo0(1 stitups hIs decreased rapidlv siw, IO79 (life largeloi 

price increases anfd a fixed nninia value of tile slattps. The ntegahive ef
fect til foo(id Ctlstif lttIni atd ntlltIii )itil ptlr hastlt t tllgIliltc 
 hlcen severe 
(Edirisinglhtic l ,J; :;'t t. fi ).A s )oi:ttedf t 1 * v hti lutpi*.- t s (hotc it, hit.h fiscal II CCI .'

ily' ieall ict_ iic.i;i allo +ltimtll t Htlclr <.Ltcs. critical isstL is %fciltLr tile 
stated g itl, oif file ihidie ,e(uii e i'i vedl ;ti a iwcl r eit. itOffiC C t .
I'herefore tile c ct tftIvctslI IIc !ivetati, t rilnaklL iIiLeil
,It)recLih tlhe 
)i. ,tli il. tMiiteCt IOft ile <s0s lIsiL .' ()i Ctilp litcl efl'ictLlle. arc key 

factors.
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chlange rates., narket dislittiiin . aln( ifnest Itttt. Ifies aretili.cused he
low .The tirt) tttlnitY c)',(tilte fiscal r iittrc, and tei, stitires ofi finlnalc
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h tnt t.vp, exceaptat 

link sulhsid-v costs lto specific reveuite sources. be

cause subsidies are Financed it of the genral treasury. Flrthernoret lis 
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not clear from available information how the tunds used Itm" explicit food 
subsidies would have been spent ill the absence of the subsidies, Lack of 
evidence regarding the incidence of the fiscal rcvenlus used to finance ex
plicit subsidies makes an estimalte of tile ltet dist ribili0loal effcts illcnt
plcte. Finally. it should be noted that explicit food sUtsidics have made it 
possible for some oveittetts-for example, those of ]gypt and Bangla
desh-to keep wages lower in the public sector by prov'iding what might be 
viewed as in-k id payment in the forti of 'ood subsidies. Where this oc
curs, existing estimates overstate the net fiscal cost of snlsis. This is 
illustrated by LFdirisinghe (chapter IM"), ,vhoestimated that a large share of 
the savings in fiscal cost', asociated with a shil't from tlttargeled ration 
shops to targeted food stamps it niaika "as pent on increasing wages 
in the public sector to cottipcisxate for the losses insubsid) benefits. 

Effect on Wages 

Since most food subsidies are linked to staples--tlat is, wage goods
a depressing efl'fect otn wage rates would be c'pected. If this occurs. bene
fits to consumers are less than theL saluC ol'tile transfer, and existing eiti
males overstate consutmer benefits. Ilie sttbsidies utay be viewed ill parl as 
wage subsidies, with H ota cotm'yidin, positive elect ettplo.ntcnt aInd 
eCutmtlic growth. 

The extent to which betnefits tOr costs frott'll'b)) prc0 changes :ire cap
tured by consuncr, rather lhatt plassedl t1itt the form of lower Otrhigher 
sagl.es v.tires altllOl!, cottttt ries. atnd empirical evidence is scarce. The pe
riod of adjustment of wage rates is likely to vary depending oltinstittitioal 
and othetr aspecls. Intf!ortmal ittteractiott %ithpolicyntakers inseveral coun
tries, ttcluding Egypt. Sri Lanka. and Bangladesh, indicates that public 
sector wages would be adjUSted if lud subsidies were changed. As men
tioned above. sucl adjustnicts were in fact male inSri Lanka hen the 
subsidies w,:re changed itt the late 1()70s (clapter I8). Petdingtg addititnal 
empirical evidence, it may be cotcludcd that the lottg-rutt puositive effects 
of fod price decreases ot real ittotttes of poor \'\age eat'le's smallerare 
than the iitmae(iate effects. However, Scoltic chapler 4)concludes that 
the effect on wage rates is "likeiy to be swamped by the real income 
effects." 

Effect on the Agricultural Sector 

The effect oit the agriculttural sector Varies greatly arnottg the pro
grants, depending tOt agricultural price ait(l l it'ocurTet policies, price
depressing effects f ittports and ood aid, degree of suhsidy targeting, 
supply resporse. atd a series hffiscal and macroecononic relations. While 
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J''~oodgrain subsidies in India and Bangladesh were supported in part by do-.
~mestic procurement at relatively low prices, the ration shopschemes inSri 

">Lanka were managed alongside relatively high producer prices, thus re
~~ quiirng( higher, rates of government subsidies, In' Mexico, producer and'consunmer pricesubsidies for:maize coexisted during some years. Price poi

icies for wheat in Brazil resu~lted in a shift from prodticer to consurner sub
"sidies over a period of a few yers In Egypt, riepicsubsidies are fi-~~
nanced totally by the. producers, while the 'Egyptian government andconsumers'finance me'at and livestock subsidies tot rhesroduc
Implicit
taxation of,wheat pouesin Egypt through low hproumnice s a 

i lateov~1970s and early 1980s, while food subsidies grew alongf~eign exliange, situaf'with the imnproved foreign cexchg siution. Thie burden of financing low'food prices for consumers was gradually shifted from agriculture to thegovernment This shift may be reversed if tlihe foreign exchait 

worsens or the availability of external food aid is reduced. 
Thus there is no consistent pattern amiong the pormtoil ffec the agricultural vt epcsector. tis arowr th expliit 

consumer food subsidies need not have adverse effects on agricultural incentives.-On the contrary, such subsidies enhance the purchasing power6 o 
cwho, in turn, increase their demand for food and thus provide
opportunities for increasing prices to the producers. Implicit consumerfood subsidies, on the other hand, are likely to be harmful to producers
because they are usually maintained' through artificially low produlcer. 

' prices, which in turn result in lower production and lower farm incomnes. 
Countries having explicit subsidies frequently also have iniplicit ones, andthe effect of~cach of these on agricultural incentives is often confused. 

Ai ngative effect may 0ccur if governmeii expenditures oil explicit
subsidies would have been spent on public investmenit in agriculture-for
example, agricultural research and technology, irrigation, and infrastructure-in the absenc of the subsidy. The study of Egyptian food subidies 
('hapter 13) found f~lat, while gross'fiscal suipport of the agricultuiral sector.
increased with increasing fiscal costs of the food subsidies during the 1970s2jand early 1980s, the share of public investment in agriclture was reduced. 
It is not clear whether the reduction was caused by increasing food 
subsidies. 

Effect on Inflation 

Whether and to what extenit explicit food subsidies influence the rate
of inflation depends onl the way they are financed. As already discussed, it0t
is very difficult or impossible to identify the specific source of~subsidy fi
nancing within government revenues. If it is assumned that chainges in sub,-,vi,
sidy costs will be reflected in similar changes in government'deficit spend
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ing and that deficit spending is financed through increased molnCy supply 
(a reasonable a.sumpti in in some but not all cases), then tile subsidies will 
cause inflation. Thus while the prices o."the subsidized goolds ale kept low, 
the prices of' other goods will increase and the liit beii'fits dthril td by con
surners will be lweir than the value of the traisfcr. This effect is often 
overlooked iii the debate regarding food sulbsidics. Ill fact gt'overnmieits 
often justify subsidies in part as a measure to contiol inflatnti by keeping 
food prices Iow%.The apparent contradiction originates fromt at confusion 
between a (ne-ntime chanie in the prices of certain commodities caused by 
subsidies and a continued rate of challge ill the general price level calised 
by monetary Cxtpalisioli to fiinance the subsidies (chapter 5). 

Empirical evidence f the ilfiationl'rv effects of food subsidics is 
scarce. Rcstults from .gypt aidt Korea iidicatc that tile effect .'!II be la'ge 
(chaptel 5). ['hus So bic 1983) found that a 10 pcrcett inc:-case in food 
subsidle, ill i.,Ypt would rcsuill in a 5 percet ilclasC ill the rate of 
inflat i 

Effect on oreign Trade and Exchange 

The effect of food sullidiCsOi foreign trade depen'd s o the nature of 
the subsidy pl ';grams alnd other existliig ecolnlic policies. Reduiced Coln
surer prices reslult in increased demand, which is Often itict thrllgoh ex

panded imports. In the case of gencral pric' , subsidies, the resultiug in
creases ill imports Ilay be sery large, as exclmplified by wheat iii Egypt and 
BIrazil (chapters 13 and 19L). Furlhermore, import demands associated 
with susily progrms that fix conumer prices lor a exteled period of 
time doi)ni t casily adjust to price fluctuations ii the ilirlatiollal iiarket. 
In the absence of adjust nts ii qiantities imported. the variatiol ill tile 
cost of inilirting sti bsidizcd foos increases. is is reflected in the avail
ability of foreign exchangute for other imports. a stuly , EgyptScohic ill ( 
(chapter 13) estimated that a 10 percent increse ini the cost of imported 
food would result in a fall of I to 2 percellt in industrial outpti as imlporta
tion of raw materials is reduced to )roside the lecessary foreigll exchange 
for food inipowrs. 

Implicit subsidies have an even stronger effect oil foreign trade 1)e
cause, in addition to iicreased demand. the lend to reduce domestic still
ply through lower l)ldulcer prices, thus reducing sel f-sufficienc,y. Sollte 
countries--for exam.Tl)l Ihailand (Trairaivorakul, I 9 84)-illiintain im
plicit consulmCr sibsidics thrlloglh eXport taxCs, tilt. rCdiicin! rlodUictioll 
and exports while kceping d( wlstic prices liw. Th,' effect of imlplicit coln
suimer subsidies on production, export, and self-sufficiency may'vbe severe, 
as illustrated by rice in E'ypt, which ivthe export of has stead declinted 
froni relatively large quantities to the point of making Egypt a net rice 
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importer. D)ecrea,nig expors ow increasing ilm)orls incl'ease denland for
foreign exchalic atndIpressires oil tile exchange rate. Such pressures may
also occul l ti oIlhe finatncing of explicit subsidies. 

Effect on OuItpIut and l'iniployment 

Foo0(d subsidies m11aN.inuflitecc nationau~l Ceoruonlic a;nwtldemploymfent in a variety ol, waYv---thr'ough price disorrtiolls and -2dl ced invest
ient inl tile agr'icultural and other sectors, througth izul+poved ihuman capital. thogh the efect on waes and 'ialtio, ori ihothrugh tie aviailability oftoreign cxchai c 1tr(1lot iltj Ou-t ol caui)tial andiufsraw Materials. The neteffect (Alolpotzl nlay be IOsitiv%o' tc i'tiyc. A Ititbclr of ll]Yses hased on gei'enera eqtoilihtini nucs Ilcktts landN'loic Fi-l)in, 19NOf Me-

Carthy andt Tyhr.141h, 1 )) hie co [ludce that teductius ini existimung foodsubsidies ".ouufl cttc sigrifi cuut relnctions in rafl o tmtt. Ilowever. be-
Cause of c,.1rtairt astulutfiti s atnd rigiditics of these mtodels, estimtatcs of,illacroconomic' -otsc'ttellclC- of food stlsitijes Iutlay fc nhisleading. aind
Scohie (chapiter-1) ctcl(fudes that "thuer is no cvilernuc that expenditure onfood subsidies impedes or f(ostcrs otitputt and growth. The answer hinges on 
other distortionts and accoumanyijng policies., 
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The Effectiveness of Consumer-Oriented Food 
Subsidies in Reaching Rationing and Income 
Transfer Goals 

PER PINSTRUP-ANDERSEN AND 

HAROLD ALDERMAN 

The goal.: of consumer food subsidies vary among countries and over time, 
Analyses of food subsidies in a nmber of countries reveal that one or both 
of two goids are commonly found.Thcse are (I) to assure that all or certain 
groups of households-frequentiy urban ones-have access to a specifici 
minimium quantity of staple foods at "reasonable" prices, and (2) to trans
fer incomes to certain population groups through lower food prices ofr food 
stamps. In this chapter these two goals will be referred to as ritiolling and 
income transfer. 

Althougjh the relative importance of the two goals varies among couln
tries, one or both are cLearIyI of great importance in virtumillv ail past, cur
rent, and planned con:;umcr food subsidy programs in the developing 
world. In order to assist policymakers in their efforts to ,ssire Cost eff2c
tiveness in su bsidv programs-or alternative measuires to reach rationing 
and transfer goals-this chapter synthesizes and interprets experiences 
and findings from analyses of subsidy programs iii variows countries a1id 
attempts to identify program element, and relations that influence cost 
effectiveness. 

Food Subsidies and Rationing 

Food subsidy prograis currently found in many developing comntries 
were initiated for the purpose of assu ring consumiiers--usUaly but not al
ways urban consuners--access to a specified amount of one or nlore food 
staples at prices fixed by the government. Many of these programs were 
introduced during wartime or following poor harvests or extreme foreign 
exc'2ange crises. The rationale was frequently more iii tcrns of quantity 
planning than of price policy. The ration-shop schemes in India, Pakistan, 
Bangladesh, and Sri Lanka (now discontiniued) fall into this category, 
along with some of the food subsidies in Egypt. The principal purpose of 
these schenies was clearly to reduce uncertainty at the individual house

21 
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hold level Concerning ahility I0 acqluiie a minrimunIiial(ioll of ,hasic 
staples. 

"he, prrrt arQsall rI fhetit k,l).v idt' hasiu I%,lr tiotoltlSI)e liVU 01' illCO11ll1. ICN\CI andlt all' iIIlI)ON'~llC illlil'lk111' L10 
I 

( 
slOl [(! iI.

f h1IIMal marllketing! 

iIfrIaSltu ti 1 'i lt e ratiin %I/" IN Isiall,i based On iroitiseliltI %i/t .111(1agc
conllpOisitiill. Iio d itliiils iII lFTypt hawrt vciclhcd il tan 9l pireit of'the pOpulatiioi ii til illa% ellas as rural aleas ( .\ldeir aid \d H'atin,ion
IriS'l). Tlie sn sidl/cdtlfoodidiiribltit(i 

, 
sstei iii Kcraia. India, Oas (C

sieICd i0 lIiOiVid a f IeIl IlIhli licac iil rice i Ct ili(1i \ idual, C.\ceI)t food
irraill piW (Itlti I. al a s~hsidi/ed iei, 1- ICelci\C 1 iiteloiuC IC Cl (Ku atnal97T). Srtllilaris. li. Uiil itt1111 Iv. <1t 11 ratims availahle to viituallv

all hoi, buid ill Pakis>las ll. h wliat i lioll ,ia t i I ilI C iii a'a.i 
\w.here whealtis piiilucc in surplus NIi cus I
 

Ratioin sehclt e have 
 ;ils betel u(IsCeAs I) rl-i4d pOlicics I0 slalhili/CJiricts aid intsuilate lie (liutiesti c i n ll, li i pr1icc Iluctll it'ills in ile
internatl tii iil Iial-tci . 1h 511 ilitiri; i iiral \k h al itn piric.e ,iric i\.
rOcketccl duriirig 1Q 3 7AI. i I lpice lf% i\ aid rice 'at i tli in i lanladcsl 
increased muili less. As a result, tile ri 1prc ti'rice tell tO ,ilnt 2
l)eccent ilie Oitipc 
 l-tlakci pr., coiui!)ii:rChl 3- I)t rcet ile Vel bCo'rlCand mo'e than 70I ilrti dAilii the rmiii-OI t s() It.\h:rie'l. II)7).7 LSutgar

prices ill FI4yli 11105piiiii]tici illustraiii: d(ii
te iit ltlir ar p'ic to0 theIt.Vypiiu:: 'i',s [tlieti, whilt- Lolllso t ill lI1iiir .l Itrils, varied friir 22 per-CCIttloftre illCrnaiirlal lI)rics iii N1-4. I) apprlri imatlv l)arity iii I1977, to1-14 petcrir in tnd. tl dh\vii i0 2 lcN cll ill Ir9() ( oBralln andil (IC 
IaeIi . 19I . 

There arc mlly i Nci\01"wlr', crrulritlay vish !0 citlltl'(l prices
ai(h assure mltstisli(ol access 1i) certiai tiics 
 Of Iasic staples. Periodic

f(od Shortagc, Or- rapidly increasing 1I(I price's criate siciial antl( political

instabilitv atd caill 
cause sc'vcr'e hrMIllipsli) 'lletititie-S. A lack itf(i\ierttiiltnl c(lifidClice it ire0rii aic food l a'kei systen, inclidin a

perceivd risk o1' speculari\ C atnd Cxli)iia 
 hhio' Ofbi av mIarketini 
agents. oray lead 1 dlrcCt g2Over-nrrleltrt ililcvetntioti, htilioi'e. goverin
inclits may wish tii kceel prices Imw lur ciinillidilics teierally believed tol begood iticalt s Of' inflatini anid l)lcliasiiii power. such as rice itt Illany
Asian counltriu, and niat ill lparls Of Latin Aierica.
 

Ration se need I iot
,ueiie iii' liI'.anc price sutbsidies. [TLheir success 
depends On whether tile' ate able to assure hriuiselllds areees% I( a CertaitnanlioUllill f slaples un ; rauilair basis al n'casnhllsC tiideCd. \'hen 
("ii-tity resiictirus liril imiports. tlre (hiiclic price of tihe ra.ioled goodmay exced tie inil m:, price. This \was ibserved in I ~ Pt antd Sri Lanka inthe I970h. Rn iii such cases. however, tIhe Iaiull rice will not exeedl tleh
price that flie sane inuport quota ,io(l coimand oil tlie opn, Or black. 
market. 
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Ration systems are seldom flexible ill the face of ehangin g economic 
conditions. Programs to stabilize the price of a certain rat ion ot)'ell become 
permanent subsidies. Whether or not govel1rnlctItS wish to do So, it is ohtell 
politically difficult to increase the price of tie ration at tile same rate as tle 
increase in nominal prices ill the Opel market. lhe restlts are falling retl 
prices of the ratlion, increasing subsidy, and hihltcr 'overinmeitg costs. The 
risk of an increasing ,ap beiween rat ion and open-miarket prices is partticu-
IalyIV high in cases of' local cuttenc' desa1tlatioan atd rapidly increasiug in
ternational prices fot the rationed coni',i\'f. 

Rationed commodities in Egypt arc a case in poiit. While tile Con
sumer price inde'v Iripled durinn, tie 19 7()s, the lollilltl price of'sti'Sl t ilrn 
rice rations staved constant (Alderman, yotl Bratin. att l Salkr. I982). Simi
lrly. although the price of the rice ratiot in Banlgladesh increased from 

the lil- It)(O(ls to the id-I )Fl)s, the increase was oilsiflralslv less itanll 
the increase in open-market rice prices (I,. Ahme 7.I97). Soitlic countrics 
with large ration schellt-s-for exatmlle, Sri L.nka tlp to It979--have, 
however, not experienced such iitcreasing gaps between ration and open
market prices (Gavatn and (Chandrasckera. I1)7)). 

How stuccessftl hae consumer f'ood subsid y progralms been in reach
ing rationiing goals and \\shat ate the key conditions itor success'.) Two indi
cators of, success Illa be appI~lied: first, the propottiolo tohe larget poptula
tion covetred and the cost; second, tile extent to which the htoutseholds 
covered were actually assured I fixed quantity at aIrastt aleC price. 

In general, progralus, provilittg fixed-quaititv ralions, whether fixed 
per person or per household, have !ectf successful itt reaching the peptla
tion groups they vere directed loward :nd ill p~roviding these groutps with a 
constant supply of the ratiotted l'ood at low prices. In malny cases, that is 
achieved Ilv using tile prisate sector ;s tie [ioiw outfct ill t1e distribution 
network, as exclplified b1,ythe yptiat and Pakistani ration schemes. 
However, some prograns did nt)t reach the population gro lps mrnost ill 
need. For example, 'ood subsidies in Bangladesh benfited primarily iIr
ban consunmers, even thoughlga large matjorily t' tile lbsolutie pol' is foulnd 
in rural areas (chapter IS). In some caes (including rural Patkistan andt 
Bangladesh), the poor do not always draw the full quota to whici they are 
entitled, most likely reflecting cash constraints and the costs of visiting 
ration centers. Oil the other hland, sone programs, such as wheat flour 
rations in Pakistan, appear to hase been iflo.;t belneficial to low-income 
households (Khain. 1)82), while ill others, such as rice subsidies in Kerala, 
the poorest appear tu have benefited less than the bette.-off consumers 
(Kumar, 1979). The reasons for such differential benefit distribution will 
be discussed later. 
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Food Subsidies and Income "l'ransfers
 
('llltllntl" ' t (I sttd'tSbnoit, Illl\ 
 foe. il[II)OH ll1 i lt'CO lltc [l';ll'I t'tI,' IIL'lt' .h.i

nisrus, thlot, itnflttceit. ah,,tttt' as, wtllallttgl po+ptilaltllo tt llottp 
as telative tlCtlltt li'lrihttiatIrn sLltt i t It-ass el,, itlteotlt ti isflelt'", arc' t.tl 

explicit goal of 1ssit ,, progal'taltls: ill othters, [lite MVtisfesattO ltteIIUof suhsi(v p)olicies ptr1sued f0or 
;are 

other FItC,1s. ltlCOlue Iralllfer tlrotiglh
lowv Conshumetlre prices (of loods 111t\ 1tw pursue(I to reti ficttl thc llltrchasintg 
)ower of V -i ieln. , C t ttllItN"s or t0 kee' ) \' a I - I' .. Ill SOtie c tllitri .s.t1)0(d still itit,, ('il,, 'allisffts htt i Lr tlttl' t(t lhe llo tltt icttltt ' ll)ri 

\'ate aid ptlhli, sct.rs thltilth lo\\ proltter alld coslilll."prices andlCtrlt-Sp)tOldIl,( h(\\ 5 igiL-s hoth \\il ittl ,tld OtitsolC d.rie'tlltttcr: illtt0o t' S.
the cost" of the slohiie s ate covt'td h. IQlo\lerlllltillolltnt lavs. 

+ 
The Si/t of ti' j1t' it"l'ansfrs a'IN.l tIteC di'trlihtltij illof bel'its andct"'g: allll~iong popq illatio l t1,l'oItlp,, ilJl'\~ j lst.llN (jl, )C,lldifig till filtel IH)I~, 


IM1.tlre+( tileC ,t tlsdies. I'll 1lh rttllrC the 
 t]Mtlllltll 01* itlet'lnW trIu SFer Cta)
ttted bv a p~articulatr po))tllmi(ll grltup Ili.V htantgle over little tll. ti ad-Jttsltltt il the C'eollt\. For 'xatile. tile tiel atills to \wvae-cart'it. Coll

lllers toll a laie_'folol suhSid'price ,t lnay (cte.S, over- Illte if \'a.lgeS
ajttst to the lowr fow (lees Nho1t of tile a\vailable e\'idCIlcc Otf the eftf'ler, ostumitt tltood sbsidtltloilt iCntOtlOiI i'ti'ihtltioti rel'ers to ite slort
tertul. Ve'y liltle is known a tllli Il'l teffetls Aftrt dillsttlitltts ill W.iia.S a11d
ClII)O'llonltt rld ollLI lev0antc orontie fietors hItae liaker place. This
secti lt is foLsCd iriltailV Off thic Shoti -terti 1" ':IS; tiht 'ffet'l o1' 'ood 
prices ont wagcs is dixiiscstd ill chlpttts .1 atl 22. 

Distribulion of Transfers Among Income Groups 

(onsttut'e fooud s,,tsidies mita accounttottr a large Share of the pur
chasing power (If consurtlste. Because poor cIttst ietr-s spend a large proportion 0[ thCit" illtCttIs Otl Iood, lo\\ foo 
 prices atrc p.trticrilarly beneficial 
to them. There is evidttt, from a itiltlbtthr of countr-ies that Ifood stbsidies

have siguficaltlv inicteased intcomes
tt llolig lit poor. particilarly' l)ut not
excltisivelY amlon lt urhan ptth. 'lhuS a stud- 01' art earlier- SrLIankanfood r'atiotlt-slop] scheme intdieateS that !he schiit, cortrihtltted to abetter 
Statndatrdi of i litlolig lh\\-irtcolic gotutal) t d . illatlte Cvel patt'rnllofconsuntll)on~ri and relative irtn oie disti uliotl tlrougholil e tcietV"
(Gv.n ifd (:ltltl-aSekr'i.i, 1'979). The stilhsidized lialtionshtie that
isted in Si 

cx-
Lanika until 1979 contributted It percetrt (f' total illcolncs of, the 

ploorest 1() pelCei t 0if the loptilaiijto iL 178, 79 bti I.sS than 2 percent ofincomes of the richest half f tile polptllal iot. The i'ood stallp program that
replaced subsidized tatiois conrieuted a Slightly smiallcrt but still ve\r Sig
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nificant proportion ( 14 percent) of total incoles of the iooest 1i percent 
in 1981/82 (chapter 18). 

Research on the t'ood ration shops in Kerala. India. shows that ab tt 
half of total incomes of, low-income families was accounted for 1N.ration 
income, and the author concludes that "tile remnoval of rationing would 
have a very serious impact on these low-income coIIsuIes'S" ((etr'ge, 
1979). Kuniar (I97)) 'ound that rations supplied the hulk of' rice aten 1) 
low-income groups in Kerala and that the slibsidv s..cheme "greatly imi
proved tile distribution of' income." She further colcludes (hit the "suh
sidy program was effective in raising nuiLrition and consumptip n levels of 
the poorest households and was more effective than other forms of' direct 
resource transfers." In a stuidv (Atile ration shops in several Inlian states, 
George concludes that, for Indiai ts atVhole, abut11 two-thirds OF the subsi
dies are obtained 1) households with annual incomes helow Rs3,00, an
otier 20 percent bv households witi inconies between,,3.()0 ainl 4,800, 
and tile rest Ihv households with hiir0her ilconles ,chapler II). The relative 
share of tile subsidies received hv ie p1ow; vales ci isidlurahlv among 
states. Thus in Kerala, the p( rest 5L) ofI the pptlatioI received 
87 percent of the subsidized grain, while in lamil Nadt. the p)rest (5 
percent received only half of the subsidv. In G jarat. the Share o ' the 
subsidy received bv the pool was lieal to their share of' the population 
(chapter 10 ). 

The distribution of the hiemtits of food price silsidies mav vary 
ani)ong groups of' poor households, as illustrated lhv trairatvorakul (1984) 
for Thailand. Increases in rice prices bv 50 percent through reductions if] 
export taxes and associated consumer price sulisidies would iiicrease the 
percentage (f urban households belo\ the poverty li'Nl from 8 to 13. while 
reducing the percentage ut riral 28 to 27.of household below the line from 
However. certain rural poor would experience large losses. while others 
would gain. 

II Pakistan, subsidized f'ud rations had a very limited effect ol in
comes of the rural poor in general, while the urban poor gained more than 
10 percent of their real incomes 'ronm these subsidies (chapter 17). 

In a study (Afthe f od ration-shop scheme in Bangladesh. R. Ahmed 
(1979) concludes that -rationing has aided the urban poor quite success
fully, since without it the consuniptioi levels tu'It,- potrest 15 percent oif 
the urban population vouild have hiecn 15 to 25 percent hosver in I973-74 
than they \verc." A strong urban bias was found in food subsidies in 
Bangladesh. Thus while most of the pior people reside in r'urtal areas, two
thirds of the subsidized grain was distributed to urban areas. Yet the stutdy 
concludes that expanding the rationing progran in tie rural areas Would 
be extremely expensive and would, if based on external food aid, cause 



stronlg (IomImarpf Ilt\'aIIIQ\ "IT (ImiLIlsiL 11)111prices andIL IisilICei(ives ILL 
dlofuesl iC JILL1(1LI C l. 

IAIs trn ilhMt5II.I~ IIa.,\'a lI'It'LILaII) I'lill~ i o lt lbij ic, C ll hJII inawhere 

I-Ill-al~ of!~p od~ ~ ~ ~ ~po ~ M IIfl .II li e ual'l 

Naf Fmts IIIIilldt. itI I' 1111m1 hia 11\\I',Ii l OwIIII llIIII .1iII) ll.II'fpp'fj 

IL Iand hipsIIw ll'~~ 14. 'I 1! - t I 

.iL~ll fIiak, licIL il 1111Iitw filifOfi i tll1 t 1 
1 

ll(~jiI hm51 lLg\nf~l mILprLice 

('11 II h'i Id I) II iW " I.IdI',ftL II IN~lL M IIhk~ttI tIi, .52 5i It'h lLl S onILic 
Of fi "AI )ICIII'S I l s hilIs t \Ikpi ILo III lf (" .IL itiito II(L 1I1LIIhaveILL 
all 11115llL2IIfl ihjltLL sil1 .1'l 1)IL I III~iL I M.~sflILfst LIIa\- akll111011 

ILIIll 5LI I L Il 111 IlI" liaHIO ILi ilt IIdl 111115- ILILII 5111illhfp. ILLLPlIa-a
 
fIL lflap lII ~) JLI1I I I 
 I c It) il I1 CXCfAli-idIif1.1 fl I lst l IIL -II I IhL TO 

IaIILI c L.lILIht~ L11%i IIkmI i I I' ?IC hCt ~IL I Jhtif fIIILIt (listl ()~Il Ie i 
Ililflik I~lIL Itl ((l IsII L fill. h I 'MM 1111 itfl Ls i f) oill tIl (le

111'11111 l tI' lA I i
Jli~t11. OIt IIi, IC 2\La1111CiLLL f l a IQCI- pIrteuIIagC (If 
totl I'ICL IIIhs Illlil Jsill I lL O fMl1 i ii 1h lIMd "Ilsd e C O11 

for ollf I)pel-lL llltdl i IIcL l iL Pl l thl"i,I o reItlIf t 11 il fL 
a 

t .1 ul aL! 
tillILf hoo l1I!\lo i~ll; pIcc ILL4III5 S L~ililt I IoI wI ilaL LLI5I ILII(I' 11(1(t 
(ir t I 5Il*jltjL5 c ILl t, illLwstl I I lIs tIe lL~,'oId sis I Cs-o~~lSIL ifea 

(totaICInc lIlt. f Ill p 'Ifilj 11111 of ( LJI rich.IpLLIIC~ILCI 11( CI 
SL C IiIII fr iIlII l hiLLS. ll t IlL?)k piLLL d1Lsi dtI . llifiLL( ~isiution 
lL lila i ll 11.V)Ia LI IIIVStill5t 11111 id N rIII off 

IIIh a LL LL"oII Ii JIICl h deir anld 
CLLILC t i ks L~v iic IIIfL11sl houseol ds. I~lieI~ ng . Ipis.tLL 1.halI.I11111ff" 


alLICI~I I() 1)k. .' kIII
t, LLIIthatfi [Imea IcCIIC li s 1f j IoICLI Sfrom C0ies:
 
st1iCcr ahm
it -s IILL -lILaf JIIII IM L .I II I I f-tlli If-MIll alll IeS d IiC 

rura1 jef.( I hil pt l p LIClit \\a Csfill al toVIle~aLIilt2 1. I (.7I' C 01' ahileII llrureal h IlL lifed rI liLIIL(klafill. allI IAIILIIf;~iI s lL 1M loss r ban;i~ 

HI IIiCiLIILC IIallse LffCIlsIaiIh'CL SII I ILI 'ud ies depeIIS nd n Ite 

rtpe tha ;fihdurhlim--w hes 11Crd tilebsidsieas ad subrid) plsolicios 
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as a direct income transfer such as food stalp. It also depends on which 
commodities are subsidized, whether tht scheme is targetcd to speciic 
population groups, aidlhow the scelie is iniplexuceted. 

The iIlpo'taice of (tie choice of colintmulitv N) colil iodit, qua litv in 
price subsidies is illiisiraed it"vevidence front stuidies ill Bra.il. Lgypt. 
Mexico, and Pakistan. In" the Bira..'il stundyN,.it was fouiid ihat a shift of, 
explicit subsidies trom wheat to rice wo lid lower eonicoes to the rich, in
crease ilcomes ofl the Illidde-illcome glloip slightlv. and slighilyI 'lowerill
conies of, the poor. Shiiit the subsidv to milk would result in I large de
crease in incomes of lh poor and a correslpI idii increase for the rich. 
The opposite would occur if the Nubsidv %%t!crshifted to cassava (Willi;.,t
s()ll-Gray. I}982). '[b.us it tit goal is to Itransfer pnircasiut i,1power to\ the 
poor through a fixed governilewtolI, ii oo d price subsitlie. , lie choice 
(of Comm)Ilodity is iilipor-taimt. Simiilaril' . eo)iiiilll)(ii v choice is important if* 
nutritional iIllprovenielits .1i it goal (cIlpter 3). 

:indings tfomll the FLgp sitldy show hllat silbsidies oi bread are more 
heneficial to tihie i-h.in poor thanl subsidies (m wleat floor, ,liile tile oppo
site is the case for the rural poor" (Aldermnaji and \'oio Brait. I t)l8.0. A study 
fo." Bangladesh concludes Ihat (Iistribiitiol of srghtlni ;at the ration shops 

•would provide lare,r relative gainls to thel2 o thl CIiinrreitl distriblted 
rice and Mhat, bec;lse hill is aclu ired almlost excltsiv,,el\' by1te 
pool. ( Ka in, Malid, anid I evimisoli 198). 

A study of maize sibsidiec, ill Ne', ic l'rvides furthcr in sight , iinto the 
.il porl alice of the choice o4 l)-ltIct t be susbsidized (chaplter' 20). Ill MCx
ico. maize Ir ice)s to l)i'O(Ilkucr are stillptlrted through a lolicy of lovern
mciil pr'icc guaramcs. while coi.,isicmt price,, ot tortillas--a colnliiionly 
conistreed lprc,-s.cd laii/ l)n')(liict---tn'c subsidized. [he price o1' u1np'o
ccsse(l Iuaize 'or hnal cmnumiption pil pose, however, is not subsidized. 
Although maize is a bahsic staple ltor both urban anl rtral hotsehlolds, the 
former usuialfl uyl subsidized tortillas while the latter make tortillas at 
hollie and thus (1o not benefit floll tlie subsid,. 

Limiting price subsidies to productIs that ar-e l)crcCiVed ti) be inferior 
offers another possibility ' "oraltering the transfer patterns in favor of the 
poor. In Pakistan, distribution of subsidized wheat flour with a, high ex
traction rate is a case in poinit ( RI !crs Ii(l Levinsoni. I970). In a sttidv of' 
wheat flour consutml)tioni in Ra alpindi Citv, Khan kI9S2) fotnd that. al
though subsidized wheat flour \'as available to all consumers. its purchase 

I.1 iniic elasticit ies, for i lin tluat c,'i ii tics triidc a rule of itiit) regarding Ite 
distributi i of bte fits froi t ti .i-',itdNi lgtI-cOiiii ,io ity StubSidieC,. Itftie itico lc ClasticitV 
of ti: ',tubilit ed gont is lletaie. tie sltit: ,id i tie p-,r w.ill i higher ill biith relaliw.1c and
absolute ter ms. if it is tmsitic and less thani nle. it ',.ill tie relaively higher for 'ti pIwr but 
ahsotltel higher for iht rich. If it is greater itaun one. then greater share% anid greater
aniounts will go) t tile rich. 
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decreased from flIore ,halrt thirty kilo t'irallls per Illith fcr pl. hutsehol(ds
to about twe Nent\, l kil ograis pelr ololIthl for, the hi hes itln ome llo cll hlds,while purchases (J :ollstllsijhl/ili\vheat fHour from llc opentllmarket
Creased I'to111 about sixteen kiloi rti per tlmlIt for lt 

iI
poor to Iift'-v-ji htkilograms per ilttl fNor tillWliic.,t illL'lole groupJ). 'Thus IhIc eltlle( (l\%%

quality (f* the sulhsidicct cttilIi(lit\ ,,u ltetCd ill ScIf-t'tttiMif to thil poor1'.
Ill somreit Coll it l2-- Fli Pt adl Zambia, hfor cxalitlL-.s,l sidies()1I tralsport are used to keep price. of' certaill hools it il'orill withilt the

cottlitr; . AthIoIIt.Ql slch ipolici,, arc ;IIoCatiCIV inefficient., tile' are illefect g'eI'lrillitii, tI~rgClt(I '.ulh,,idiV, tlit iiifllueice relative inlcolmc
dlist ril ti ion. 

Distributional Lffect (if Source, if Inin .ncing 

The net traIsft, -lect' of aI slih id *v pr'ogratil depetd oil tile manier

in which it is fiialirlc-_. Ill canes 
 v\ielic suibsidies areavailableI (l0(Most 01' 'Ill
the plolillatli ll irl-lspeci., of ilmmlic 
 c cl. the loiii tolrlillt illct ilit dis
tribution cllects. inav o(2i(1l 
 i's ;o,llle t 0hic(2!'flhe (diStilihiltioll0' the sub.sidl fillanc'ing hurd(I . I. iIl i'tiilllitClY. thLt'r i,> little illif'orllt,'tt io l Oil tlhe
 
illi ll;;I1 , (1e25 of ll uhliC; N ' IV\ll lltilC,,, l lllI St 
 ItIltlI'iCs lI'\%de\.el

opling llllnl d(Ic iVe 
a si u' ilicallt \hl , i t ,heir101;i Ic' iIllilc Il( rmgt'essive illl(2I'llet 'Il pavio'll lasI.\', lro

it tile U(1V\ hlillx\\alli'Tu :11(I (.)'ui,'ll I chlaptel 22), tIle distiibu
tiolilal efef'it of \vaihux llIsilics i,,Im\ I1 hiI c(fil ll(er ii lcrtI the sourcel0f Hinati l . IIo)\v\c%i. fi lltll i1 L 1r sllh)uiiies i, sel(lIrll (ldo,iils tlislled

fr (li,0111 lI lltlhiflar Mllic'tli 
. alld i it Ii'c'(luelill l dillIcilh o' illilpos-

Sib lo,tol detel'nlilie 
\ hiieh palrl (d to(tl Ioo,'ClIlllelil I u\(c2'Lle,, COSil, tile (Ist
off explicit food sibsihlieS 
 Il \ sa'li iits associaled (\ill o 1e.hillc,(t subsidw
 
bill o(l(1 be )et.ll
 

SOnie
lstilllCt01 IVe-llltF0 \11(.1 a1Sil- Itfits f'lroml itiblic sector eltel'
prises aiid forl_, ;i(l. lli)'V 1it \' litle (lir(t eflCI 
 Oii ill ((11( (tistilbutiOln.Howevel. hic ) I',cd fh IClleIt t sll ill)t ioll litlhi' tih;ll ilIIVe>,tllleit I tCeV

il1Ifllenlce 1d11'el2l1rrlIhlaf (iStlibllliIll (Of illc(illis. 
 ll title eree thatSubsidies i11)r Ove h ifl'i 

g 
111(1 IiIIlillolil, Ihey 1l1laI be c',side'ed irtodtiyv

ity-increi ili, ii estiii llts ill l litilill Capital llithel thiall Consllll, mtion.
Loals neetled to cover ibsid' Cost, AlsO IlTepeIltl a claimnl Ol fhttte elnel
ations. l:u'thittrnire, (lcfcit f1Ui 15 itfhuence iliflatioln (chnapter 4).fillatlcunc iiilaio lftIlnflatioil gellvaownlel (I\vll'S assets ;,illlfixed debts atld harn s itidi
victhals wIth fixed alari's t1' tesi:;,. if aiweveri'lar12er Ilercentage ofthe plurchases (if ilie pool . arte xubsidied wit h fixed prices, slilidies liay
shift tile h illdell of ililatioll towlri( amildle-class Colislmers. 

Soine gtove1'liielrn llsI' w cheapl' food policies thirough impluicit ratherthan explicit Iaxati(n. Such policies, which include various combinations 
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of exchange rate maniipulatiois., domestic price fixing, export taxes, 
forced( food pro(tremientl, anld govertlilit moi0lOpolics if) forcign or1do
mestic food trade, also have (list rihltti0lil cffct.. (otmhined with similar 
mIeaIlSure'S folr 11011'00(1 ;atI ltural Coiditl t es. s -le policies hlave re
suiltcd ill Jle eXtraettiOll Of CC o1iojiC 't'')IIIS froml 'i'itIart 1 llo use ill 
promoting growth in noinagricultural public and private scColr's, with lhe 
silnlltallcoul. reduclion of ilvestinent mid prollducltion incentives in agri
culture. Policies to extract ecollolnic suiplus OUt of agi'iculture and policies 
to maintain low food plriccs to collsllllelss-1e ftell closely linlked. How
ever, they lneed Pol be. In ,onic couiii- i'lloveriiiiii pprIll'tis lecOInsuiIll"e 
and prodicer subsidies siiiiul'.aiies-Iv citihcr for the sate Colllmodity-
examples inclilde rice ini Sri Lanka t( ,a\an and (Chaildrasekera, 1970) and 
mlaize in Mexico (chapter 20)--or orl differeln! conliniolities-hi- exam
ple. taxing pr-ilUice's of hasic Staple and protecting prodfulcrs of meiat ill 
.gylt (von l raln and de Ilac. I983 ). Sonie subsidv proigvalts are fi

nIIh lel * goverultlin !Ts Unes.IIIICS, s the food staiIp prograllMuCI in 
Sri L-anka. (olobhia. and tle' I.'initd States. Such prograllis Noil be ex
pected to increase food demand, which, unless rCflccled ill foreign trade 
adjustments, wolld telld to iilcasc ploducer prices and thus have ., favor
able cffect on producuer. 

In illy Cases, however, Consuter food sull'sidics ;al'e tiiianced patly'I, 
or totally by producers. Losses to )i'dUcc'N ia ay be lar . as illustrated by 
the price policy for rice in gypl (chaptcr 12). Ili this exalmple, low pro

lucer prices are enforced 1v a combhination Of forced procurement and ex
polt tlaxe:. l)tiilg the 1)7()s, lite procureinit price varied fromi II per-
Cent of, inernllilatiinal pirices in 197-1 to 5(1 rtCCill ill 11)7- .I .12 laTn-prct ill 

198), thus reflecting a relativel co,l,stiilt :an llov tpr eClitIiC ,iit pl'iCC ill the 
face of price fluctuations il tihe ilitrllational ilirkCl (Nt iBraUli and de

,aell. I1L83). Largo producer losses werc alko exl)cricicedf h, rice pro

dicers in Thailand because of high ,xport taxes resulting ill low domestic 
prices to producers and couimers (I raliat'orakul, INS-). 

DistrihuLion of Benefits between Urban and Rural Poor 

As illustrated earlier, theC dCsigl of Colsllilr SLhSidy schelCs has im
portant implications for the (listrihutiin of costs hetween iridulcers and 
governments, which in ttrit is an inpitant detrlliiiallt (if the effect oil 
incomle distribution. Moreover', commodity choice and(ohie:- subsidy de
sign considerations mnay influence tlie (listi-ibtitlol Of hellfits aid costs 
ani 1ingfa.rme i-s. 

Th',_ effect if' pricing policies a dlelends tupoi thetit i rtral pioor 
catses of rural po'erty. Different gt-oups of the poor nay be affected dif
ferently, the most obvious distinction being whether or not they depend on 



30) Per I'instrdp-Andest-i (j~ilt/ Haroid A4 1-1-mall 

~ood proulctio~l n '.hcir incomes1H9. Flltl~'411t' tilt,' itlllite ltI.'tct Illav 

he qitej dffrill lllt.o ilt'!c 11,14!l~ e t l44 iIrI c1911iaI, m19I m ,1 .1119~ 

The 1L-t't49(1 dt.'c 1 1HLTi' d00 (,)li.'n d .' 221 14101 %livoIt.(eilel ci~r\ ill-(
Su ho ~t I" hNt) d l IU (j in V14 .I1I 11A)-I14 (4 1WI )t.'li9t'lt II t il.' l ;1It .' 
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and increasing food prices. If the sole lof food siibsidics is to increase 
or sustain the puirch.Iasilig powerl ) I the poo I.,targteti I g cmI (I gI cltlv redlIce 
the costs and till reach the ol. provided that tiirgctine. is polilically aiid 
logistically feasible. 

lhe uo t CfltCCti\'CIIss tIcxliucit siul.is. if) teris of the , vr-
Ilents" Cost Of impolvin.g l1e ability t0 a,...i1ir food l;moig flo ddC.icit 
housthIIds by a certaili ililioil, is p,)oitielv colrciald wsith the degree ti 
tareItl.illt, up t :,cerltill '.fhis is becime tgelii o"excludes ',(oeile 

rt in
all imideficit huonsholds I ,hirf)11 ihiIief its, fioiti the subsidieS. 
,,awever. th. a.dniiiistraliU cotst of Olpeiltirla t Iod )riC subsidv plo

gL'ralti ifcr, se ,die decr Of' t tii it t Is'+, lhisis )I'
. particular 
coincern inl developing ,oulitn_, wvherIr otl raincd ;tdlilis,t:tors and 
holtselheld income data are scarce ealiilcr S). [hos there is aipoint hcyo'ud 
which increases in adioinislr;tile' ClVt, cUtd the c't, oll Iilus;siiis fi' 

ther reducint, beiief'it Ilakaguw itotodicil lholiol s. [Furtherniore, a
 
program becomes morc narrowlv tairclud. the risk f ollitiing target
 
hoischolds from 
 the proaiil illcrtaseC . I arget' imlifli.s a restriction On 
eligibility o ()I pfarticipation.n ll addition, tairg.ti zg VM) iinlit snbSidiC., to 
particular periods of the year. for the( lIan mouths, in eases(xaif, 
vhcre seasonal fluctuiati'm ill ood Sihl)Iis or irChiasilt IUwTr aic a Ima
jot cause oamalnrint ii. 

l+TQilgility niav l. hased (11 a uuloll' Ifcriteria, the' moIst OViIIs 
being htoluseiold illcl'ite ,I a Cbovli iltilio houis.,etltl il icoi+.. s ei. illd 
composition. Althougih ilidividual Imushold iiucimes aret used t,, criteria 
inl certain JrogIrams, iti,,usul diflitilt tI0hltaiintl .u :at_ e ti atC (if 
these incomes. In Sri Lanuka, initial tirctii \\a, hi,,d oin self-reported 
inlmes. Even if such initial tartiet Lu is,pos.ibl, however, it is (I h'iClt to 
ohtai ilufrultIation oi cl aiges inhousehold iicolloes over time in order to 
make appropluritate adjut tits. More..over. sllt' housholds are ill a bett'. 
po.Oion to undlerreport iticomes than others. Fur ex'int;u,, the Si-i Lankan 
foo( stam) pnrIau.ritl excludes a large portion t(f!1I, woirkers because 
their iiic(imies are miorue easilv lhdOll ' lltthtll :)aia ' ' i l cst.torsl, + 


although icalth and nutrition indicatorSlsho :lft,, tht:e 00ouSemany' of 
holds are in nued (If fuod SulISidi,. 

A seconidI criterioi that is used rclates to ile location olf the outlets for 
subsided foods (gogralihical targeting). lThe is I select neihoppruach .I 
borhomds with a high pr'nl+prtmiou of poor households and to llace itiitlcts 
for subsidized I(,oo ill ttlsv ineighborhoods. 'fhis approach \vas the basis 
for the Philippine !,tdt)ri..CuisCeont exp-rimeiit (chapter 14: Garcia and 
Pinstrup-Andersen, 1987). in Bangladesh, however, ile choice of neigh
borhoods had little relation t(opoverty R. Ahmed. 19%). A third criterion 
may be that of selecting malnourished individuals at existing health clini
ics. This apprlach is used in a ntimber of integrald health and lhtlritiOii 
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progra is --. Fo uxamlefiu.t-u11a hiail h liiu ill (si Nia a11d 1i10 R:
uulitIy turmrlilat,,f food t; jlIa41,4I ill ( 4fIIIIlhia. 'I4IL'tuMiLTIs ill I;aut a 
COl1li filit t il of' i4J4I4)~i ,421 I ld.44IWA'I t liIi its 

Ia irge Iion 5144Ill 14,I ak( i I c) icQ4ifilcd IS i4 Ihom' il 4 iafzion 
ishedt chIildrelii :I IiuaIXL'd !). I(W V'!I'l~ 4 $4 (ct' .QS 4Itid) Ml 4I au 
used2( ill tIt( 11041 1)1 4iW1111 t5)~lln i ll (lit' I'IliliI4IlilIL", \dmniisn1;'

ai%'l' VI i WIahlu al(li)fsii'5 PP tiu ant lIiif ho lain', -in tIII.sI rifll 

i 1ki t 111S(Il l42l21.Ilcl I d IdL't lI I ll_ \\ Imicn. IIhIw, ( tI, siili a 1 a4I"pr4ach 
would usa I ill a ia 4s 11IItt I lIW~wfSC14 w11(4it,~Tlailcl gr421). 

%'5! OWI)HLlIasu sllbsidi/uCd fllik IlililsI 441444 Ili lihiC, .4 
I 141114lilt,. Whetrher 

theu lng \ail ik ilitl lioiili mIII lit-IcI .1 l'-.101 IlmnuffiinL1 opcl atioll off(Ile 

JY i II['.4, I 44 1:1I~ Ill 0 c S'WI I Ill W ,It I P,4111424 ~C Ii ;l 4"L1 , I 

h10111. ii 111olicjlI IiI o 1i I '~ 5\lii 1 1:.st145itI C( 1111,1 1: IIT-IM' tI1 

121Iq11) 11')5I S(i1,4 i i \ \' 11C4 ILTI i III Ii,I cII 144 11 \ d,)1 oI-:5' Cd i ll itt) 

All food' I IC l1 I,) t"11tld h%\1444411(4;i~t tI11*1. Mil4ia
 
iil"C budgeL~t i14.4 II (11oil) II( fI(]. 
 I hc ra1C -14IIcltiIitui40I i
 

S S)idi/Cd I R-Mi~t fl~lnt I)cIkui\tcc l it (d h~m44tfILii\ ill riliIIII 5114)15 ill
 
Pakistan 1s MI1 L.4144pIu
 

'TIh illluI'l~t~hhII11 
 'dto usjislYp51 I I ihe14. 
difiult. (4'Int''ik ilullit 114)'l4111" lifflt 1~1; 'I'1114n thl lI Lhsidjt42c 

foois ilfac4Ith~ 1,1' I544l?hLw ma%,hc111lt'424111 21 IVJ1144 1144M1d1I T 

large prfl oltil, of.4PIl i I ll! idsCc 4s4l,) Ili \41ac14114( Il in ar e 
hosholu fMxblits 1 1I:P'I ssslum u:LL4 ih.~u~' 444i sp~u~t s 

Thel~fIC illtfltilll4l~ a4 targc1.hiiuut C II s stllLC I14111it1Iifl ' ll-TTIIIL 1iN 
11141g(IICIiIu wit11 tulllI 101,A1 l'a' linutnt 111 IItiuit illuclnus mil.y Cal--lul aI 

dtropl out1 of a siihsjcf I-ingriL.IIlllfC Coul IIconidefulIn1111 a,, a safelY nut. 
Thus twu litnllfilIl (f fanhlihicus ll44lavu,( thu pluitlliaf It) liLC th11C 4'll

say, duin g a spx-Il (1f ihus. ulIle fl liIlit. or4 (;I a N.il-**exucetd 
th12 a''uragu llllnlf( lulo h)~UiCiui;'u .Snuil a rolg-ailn Inasv have brolader' 
J)OlitiCal SUIllI1 Tiilor I5 !11lljol Vo'IIII hIw1s. as' iifiistr'itid 1w thue
termination of' the Colonihiall fool stamll Ilro44'lal. diminishinug thuc numII
her of reuipients through tat-getliog runs thu risk of' narrowing tile pro
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gram's basc of support so much that the program, without influential 
backers, may be eliminated. 

Lessons Learned 

In summarizing lessons learned from studies of consumer food subsi
dies in several countries, only those specifically related to rationing and 
income transfers are discussed here. 

The fiscal costs of sulsidies, as well as the economic costs stemnling 
from the price distortions that accomnpany subsidy programs, contribute to 
pressures to eliminate such programs. This poses a dilemnina for planners 
who also recognize the contributiots of subsidies to the eeonmoic well-be
ing of the poor. 

(_nsuner food subsidies have significantt lv intcteased tile putrehlsing 
power of the p(or inta inber of couitries atCil have reduced the risk of 
food shortages and price fluctuations for households. Attempts to elimi
nate existing subsidies Could result in severe hardships and are likely to be 
met with strong resistance. And iot only the poor would resist, becatse 
most food subsily programs have also proviuled significant benefits to 
better-off consumers. Furthermore, the economic costs of food subsidies 
and other price distortions are not tiecessarilY perceived hY the general
population. 

The net effect of food price subsidies ott iticotes of wage earners is 
likely to be considerably less than the income transfer embodied in the 
subsidies, because wages tend to adjust to changing food prices; thus at 
least part of tile transfer is passed on to other sectors of the ecollonly. This 
implies that consuniers (wage earners) would be better off witi changea 
from food subsidies to a wage increase equal to the real incomne embodied 
in the subsidy. It also iiplies that government savings from reduced food 
subsidies would be partly offset by increasing publiC sector wages. This 
occurred in Sri Lanka (chapter 18) anid would be likely to occutr in Bangla
desh and Egypt. In some counItries, food subsidies Ilay in fact be viewed as 
partial wages to public sector emplo 'yees, including ruilitary personnel, and 
may be designed with this inmind. 

The sizes of benefits and Costs, tile way they areldistributted, and tile 
extent to which rationing goals are' met vary almlOlrg prograris and are iii
fluenced by program design arid inplementation. Modifications of exist
ing programs may improve their performance. However, for such modifi
cations to be successful, program goals must be clearly specified. Pursuing 
ra.ioning goals efficiently nay require progranms that are different from 
those needed to assure efficient targeted incomne transfers. Many existing 
programs and policies have changed over time from being primarily public 
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purchasing power of the transfer, as ill strated by tie food slamp progra in 
in Sri Lanka (chapter 18). In theory, the difference between tile twoJpro
gram types could be eliminated if the ration price was increased as fast as 
the open-market price or if the iioniinal value of food stanips was increased 
at the same rate as the open-market price. lowever, inaction by the gov
erinent results in increasing fiscal costs and in constant or increasing ben
efits to the recipients in the former but in decreasing, benefits anid fiscal 
costs in tle latter. 

The issue of appropriate adjlstuients in subsidized food prices and 
the effect on rationing and income transfers is particularly important dtir
ing periods 0(I devaluation1 Of the local currency or rapid food price in
creases in the international market. Maintaining fixed nominal prices for 
food staples in the face of devaluation and rapidly incrcasing domestic 
prices may result illlarge and unsustainable increases in the cost of food 
subsidies. (O tile other hand if sharp increases in domestic iprices are fully 
reflected inthe price of basic staples, tleL poor tnay expericnce severe hard
ships that would be ccolomically and politically tiiisuistainable. Social un
rest caused at least in part bv increasing food prices in a nut ber of coun
trie., during the recent past illustrates this point. 

Recent efforts to solve foreign debt aild deficit-spending l)roblems 
have included devaluation, hig,,her agricultu al prices, and redluctiolis ill 
spending oii food subsidies and social programs ill a iiuniber of countries. 
In soic cases, it appears that the poor have borne a disproportionately 
large share Of the burden of economic adjustment (Pinlstrup-Andersen 
19 88c). Although these nicasures may bhe lnecessa'ry' to solve i imediate eco
nomic probleni-i and may result inaccelerated long-term ecoltoniic growth 
and employment, short-term implications for the poor may lie such that 
compensatory measures are needed. Before such measures are designed. it 
isimportant to clarify which consumer groups the government wishes to 
compensate and whietiher slch compensation will iiiect the stated goals. 

Subsidies are, of course, on lv one means of keeping food prices low to 
the consumer. Improvements ii the efficiency of' food tproduction through 
technological change, improved rural infrastructlure, and expanded input 
use, as well as improved marketing efficiency. offer great opportunities for 
reduced consumer prices without adverse effects oi producers. The ii
proved apacity of the poor to gencrate sufficient incomes to meet these 
requirements aiid lither demands provides tile long-term meatis to uiet 
welfare goals. Consumer food subsidies should be viceo as teniporary but 
important means to assure that the poor arc able to acquI ire sufficient food 
to meet nutritional requirements in the inter1i. 
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An examination of the experience of the various countries operating food
subsidies reveals great diversity in the objectives, instruments, and effectsof these programs. However, three broad observations can be made that 
ate relevant to the analysis of their nutritional consequences. First, although improved nutrition is seldom an explicit objective, promoting food
security for those segments of the population perceived to be vulnerable is a rationale in tile majority ol tile cases examined.' Second, this rationale is
translated in many cases into a combination of interventions in agricultural pricing and procurement alongside a distribution mechanism that
protects consumers of these commodities through subsidized prices.
Third, although food security may be the overriding concern in the majority of consumer food subsidy programs, the choice of commodities often
includes nonbasic food items, such as sugar, and nonfood items, such askerosene, tea, salt, and soap, which have also been considered essential
commodities and therefore were inchtlded in the subsidy.

Implicit in most subsidy programs is a reluctance to leave the distribu
tion of commodities to the privatc secmr alone. Whatevcr the justification
for that position may be, securi ig availability at stable prices, if only for aportion of food and other essential commodities, may have an important
stabilizing effect oi consumption. Imported food, including food aid, hasplayed a role in many of the subsidy programs examined. In many such
instances, production incentives such as input subsidies and guaranteed
producer prices were also instituted. 

If nUtritional improvement has not been among the major objectives
of the food subsidy programs, why should it be used as a yardstick for 

1. Two instances in which nutrition improvement was an explicit objective are the Colombian food stanip scheme an(l the Phil,pplinc food discount experiment. The Sri Lankanfood stamp scheme may also have had this as an indirect objective, in that it was intended toblunt the adverse consumption consequences of the elimination of the ration shops. 

36 



Food Conshmption and NutritionalL:/i'cts 37 

success? Why should program characteristics be examined to determine 
whether they have contributedto an iImprovement of the nutrition situa
tion? Perhaps a! tile root of this question is tie widely held bit erroneous 
perception that nutrition problemis stem a protein orro'm microtititrieit 
deficieticy rather than from t lack of calories and basic loods. (ollse
quently, althvugh some of these subsidy programs have been in effect for 
decades, their possible nutritional coniribhitiols have not been recognized 
until recently, It has only recently been recognized that a prograni de
signed with goals other than [ilt ritionll ones 1ia*v still have at significant 
effect on nutrition. According to the currently accepted gelneral model of 
causllit, ill nutritioni, nulritiolal St;llts is atfectedt b' tihe iImuInts and 
kinds of fo', available, tie abilitv of' households to obtain the available 
food, the desire of households to allocate resources for additional food, the 
intrafamily (listrib ition of acquired food, and tie physiological utilization 
of ingested food (ilnstrup-Andersen. 1H-85b). 

Food subsidies can influence both food availability and the ability of 
households to obtain food and consequently have the potcltial for iiii
proving nutrition. InI addition, the choice of coimml dities aind ease of ac
cess by different population segments can also influence tie desire to ob,
talin additional food and its iutralousellold distributionl. Since availability 
is influenced indirectly by ptoduction and markeled supply thr'ough 
prices, and ability to acquire food ik, influenced through incomes, tie dis
cussiol ill this chapter will be concerned primarily with tile income and 
price effects on consumers that influence their thilit\ (o obtail additional 
food, and with design elements thal influencc largelilig aiid hence the net 
consutn ion incretent. 

The siue and (listribulion of the nutritional improvement is deter
mined by the design of the progril as well as by the UnRderlyieiI liattIlre anld 
distribution of the iutrition prlolem. Ill liany instances-il Mexico. In
dia, Bangladesh. and Zambia, for example-tthe nmost visible part of tie 
problem, turban food supply, is more likely to be addrcssed by a subsidy 
program. Althiough it has not beefi possible to exaimine whether this distri
bution provides in additional direct impetus fotr rural to urbanlmigration, 
there is occasional refereice to its role in subsidizing growth ill urban eni
ploynient. Any judgment oi whether 'ornot these consequences are favcr 
able will have to be made in context. In addition to a iocational bias, ex
plicit targeting within locations mav be considered, using iticome or 
nutrition status criteria, choice of commodities, rationing, or other target
ing approaches as discussed in chapters 2 and 8. 

As i general statement, it nay bie said that, for a given amiount of 
income transfer achieved, the maximum nutritional benefit may be ex
pected for those with the largest nutritional deficit, which is generally the 
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lowest income group. C)ilse(l Leiln, tll provement s illCost effectiveness 
can he expected from measures that explicitly or implicitly target the trans
fers to the most nmaltourishcd. 

Effects Mediated through Income Changes 

While inicomie tralnsfcr Of arty fOrl will inf'luenc the food consuml
tion of the ploor, for various political ar.i administrative reasons, food-re
.ltedinconluc lraulcrs are more col'ulltll tIhan cash tllsfers (Chapter 2).
Food stamps are a wcl l-ki1 c Oft'u IsaplC fo(d connMoptiolliop'Oglamllls
that have their principal effcct thirotti 
 cil emlcewletl
oflilcome. StIcti pro
gralns are genera lvexpected to ctse .lIagCer illClase.N
illl'ood CxI)crdi
tures per dollar talil'fcrltd than cash incolml
e talli
slcrs when1 the recipient

is required to Iptrchase the starlps for a price tup to the prestalll expelidi
tI Ol food (Rleitllin t r a.tllfSch sk,. It)7T,).SICI a.retltiiri .. jei lit \\,ts
origilially included iiithe TS. hl stampl) pogranlt, which is the oldcst
aind most studied program of ilttype. Ilw\CVCr. tile reqtirenlCnt wasilC
moved (tilling the wCold lecade Of the prTrm. isrhn-i11R'h increased40 

the participation of elderl'y atl I tiral poo. wh'hO se limited Or irregular in
comes prevented thieit froll metting tile montlly purchas, re(quircntll

(Fersch, I981 ).In %odoilg, hlowcvcr, the change also 
moved tilthe program
closer to becoming an income gr'alte p:'ogr.an (C. Davis, 19S2). Al
though tile I.S. program has heen show to increase food expenditure and
nutrient intake. the i.ieg ral economiic sittiatimi ill the tnited States as well 
as differences iinadministataive and marketing infrastructure between it
and developing naitions preclude gencrali/almt 1tor its example.fo 


Two other counntries--Sri lanka amied
(o tOluia-have had food
 
stamp programs, both of'which hae hiW anW
eftfect l0ot( cotnstlon otion.

In the absence offa purchase reqnuirement and \%ith 
 tile value of stamps
appreciabl v less than prestamp food cxpcntditres. the Sri Lankan 
gram has served primarily as art incame transfer. 

pro
flhe average increase in

calorie intake attributed to this transfer came to 15 percent of'total calories
for the poorest decile illL)SI. 'T[hispercentage declined to 5 percent of the 
calories cosutnueld tie f .hit income decile (chapter 18).

Ill
mallY respects, tite Colombian food stanp pro)gralml was designed
to explicitly focts oin nutritional goals. The program included elements of
nutrition educ:ationi and sutrveillance. It recruited families with children
under five *eairs and pregtnaiit d lactating woeict. It was untustlial illthat
the stamps did nt1 IpaY the fill valneC Of tile food, bU it differCd from a
subsidiz,.rd ration ili that the family could Chotose to allocate its staiplls to 
any of tl in'!dc,! f.d,.Of' ae\'Crage, tile p:ickagc of'services caused the
recipients to increase their calorie constmption by 15 percent. However,
because of tile low vti le of the stanips. very little of that increase-less 
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than I percent of requirements--can h attributed to tie income em 
bodied in the stamps. As the stamps were primarily i r the purchase of' 
food with high protein content, ineltuding enriched prodicits, Ihe effct oil 
protein constumption attributable to the stamps was estimatel at fircc
 
grants per person per day 'inst rtup-Atidersen 1)984)
 

Increases inincome are tile priniary reason 
tor lie nutrition effects of 
many ration schemes. Most commonlY. ratiol jIrogralls oIr .lOtits of 
certain commodities at subsidized prices, while additional amounts of the 
conltmolditcs are also available in the open market at higher prices. If re
sale of'lations is possible iti ttota is less th.anor if the r n ili amoutiI the
 
famil \ opetil-larket i)l'iCes. ;isallit'Ole
would huv at thle ratioll Ser\V's 
transfer. This is tru ( 'ypliali ration scelttc and hm. tltost ()t theof theI' 

recipients of 
 t rain rations inPakistan. India. and Btangladesh. The 'ub
sidn 
 program inPakistan led (to anlavertIV'e tu'rease of I II calories tid 3.8
 
grans of protein dail ,v f h' urban poor. 
 l'herural poo,r,OH the ttiter
 
hand, increawed their averagc ttet calhrt itake 1s 
 oil Ib. I cahwies and
 
their protein cmistill)iio by .()gratis (chapter IF).
n lhwever, as otIls a 
qtuarter of the rural )()ilatliol tcei ( heat l,. the CffecctCid ma per ruralrecipient wa, mtich t reatcr. Altlhugh this calmric ittt-cntw: was still less
 
thaill inrb.in a.ea. rratiin'hiin, p-ovid.d 2l'ltllpt
-[krnll oes iouO ill
 
rural regions where it was availahle I Roers. I81 ).
 

Although 1o direct icamisurenletits are availahh. for a,sssilg tile Ctll
tribution of the ratiom sy',stcni to nutritiotal staltus illBlangladesh, the pro
gram contributel appreciahlY to grain consumptioi. The a~verit increase
 
indaily caloric coiutll liol attribttahle too tile itcollte etl'uc 
 f'the rahtion
 
Was More thllhi ler, pe
25 ) calorics per )CtdayVlrI'trha coilstniers \\itti 
inlomes less than "k 10(0 per month itt 19K74, and 200 calories a day per
 
personin fot- househtlds ,.v
iti per cal)ita income taning betweeti Tk 100 and
200 (chap'ter 15). E'stinates froml two' states itt India indicate increases in 
calorie coinsutmptiln from tite fair-price sllops of siiilar magnitudes
(chapter 10). itr the poorest Indian collsilers, the iicoe effects of the 
ration s stet:l increased their caloric c iittniption tipilto Ih )ercet above 
their estimated intake switiout tilevstemn. The eftect (fthe ration m'stemn, 
however, varied greatly betweent states intlhe volttnme of foodgrain (istrib
uted. ranging ftllnt six kihlgranis pe, capita annually inRajasltan to forty
seven kilograns inKterala in 1981. A separate studv in olte of these states,
Kerala, indicates that the nttritiontal stattis o)f children as measured by
weight for age was positively associated \with the rationed rice subsidy '.For 
the poorest 5) to (0 percent of the holuscholds. rationt rice cointributed 60 
percent of rice calories and 22 percent of total dietarv calowics. It was esti
mated that elimination of the ration would reduce lhtoselold calorie con
sumption bv 7 to 14 percent and child niutrittonal status. as measured by
weight for agc, by 8 percent. F:ictors such isdietary protein and diet diver
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sity, which reflect tie quality of fi'tl c-llstlnlption, were also positively 
influenccd by access to the rat it1) subsidv (Kuniar, 1)7)). Silliilarl, pre
linminarv results froml a pilot ploit.l ill tile hilippitcs shw%that tile in
coic trlle i'lrat iIlltI iilltjilltCuI IItut'l than 8 IWT'ltlt oli ttlal
l*ttllhe 

calories, or liCt) c losries Lt- h\ (Ltlitel. II). The discolitillU-,d l'aitill s:,'s
tern in Sri Lanka inlCTasd calitie 01ls11tlltlihllsl 'I ( , caloriCs iMr ca1pita

perCda t I
lae\' 'V+IIl,'.alnl b\ I IS c'aClort-ies. I iVte Il e Ct.I , ;ll ()I L tilie 
)oolV,: decil (( allid (+lIIrt,,Ctra;. IL _ ). 

ititise asf pri l t li,l t lit.iiL'li l. II t i i ,led CMIllSH Ittlti iii li <[I\V',) 

Vihallt in 'tCIi ill ail tci i i
1110i[ltC.,o llti t+.tjti-l ell e lt.lill)o
ailst hh\V tI l ,lilt' lmfe la1,el l ai iliiii. es idC% Hlol,tl (ht 00ni
 

nllilliOll il l i l c t illhi i ltt1,ili ti 
 altiiigli ullh ltket ). '! isills ' 
I)toilllillt- illltllltl'Illl ". It'lllt' itY t'; lii llt
llCIt l l tiH l ' I ) ,II'li++ .'irIk ito
 
1o sh.ll, t , tld11lhli, v1 it i l tel . ,ilTlMJ tl'leli .I ili t,
ings, %,ils,alh u l( )l'~t W l +I ll -ll[ ill 111tll Csl 'llot' diU' 

such:] il p' li+l',oll lal 1111111 .11it' 1iQ:ml',d (kTi+t '\il 


1%,0. 1lil , ll':ttio-l of, 
1it1tl'ili~fil l +lHtkvts. Be_

i tc l i ' tIti diei': t& mtc i11 ii l.c'11 m'i' litul fIe \ :etsl,
 
hta,'ve ;tt ti uiit beli e
l 'eli ( ti,c ll ccr i ilc,t,i diich Ike t inted sllcln
str ctur it Ic I i uc. - I
jtIsi l. , tl11ct t l lIill ialil; ' allt ddititittnal
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iucmii hitu l,,uCOlls+tllliltior l t l I 

wiitillt 'tl't' lioitgl'Z.illlHUY,, 'Ad",lllA sl ill tii il's, eculivc ofl'I LHAMlT th a . 
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titbsitiiil hi iclet ellectils c abccrue iwhen%lthC (iglniSd, %ll-co
tow hil til
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Price lUJffccis 

Consumerllc' pimcev rLcsplstc nlav It'ad to C'hall!.g.es ill nltitinil intlake' di
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Sidiz dC ll inil di i ta I holiikchold Ilit'IV olbtain is ntl ret.lricte., let 
house¢hold tenlds to C'onsmel mlorel of thati got hanl it woulld it' the price 
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was higher and its income was the same. This effect is the result of the 
combined income and substitution effects of the price change. The income 
effect is determined by the budget share devoted to the commodity and the 
inconme elasticity of consumption. The suktitition effect results from 
changes in relative prices of' different food items that in turn lead to shifts 
in the diet composition (Mellor, 1978). In addition to these, if food price
changes also lead to employment and production effects, there would be a 
further effect on the levels and distribution of fi,)od constmption. In the 
short run, tile naxinum consu ption effect of a price sliblsidy results 
when the budget sIhaCre 'l kIr-gj ,ir! substitution for other foods does not 
offset the increase ill the consuplltil ol ti e subsidized food. Thus Thai
land's export tax on rice increased dlomestic rice colnstumlption by reducing 
tile domestic price in iuch tile sa nre wayvas an ntargeted explicit price
subsidy. Tlhlaila1di rural anll hball poor were quite price responsive, in
creasing their total calorie intake 5 percent for each 10 percent decrease in 
rice prices (Trairatvorakul, I 984). 

Ill some countries tile net effect on calorie colnsullption froim a price
reduction in a staple good. however, may not be this large. Consumers iav 
reduce consumption of nonsubsidized foods as they increasc consunpion
of the subsidized ones. Thus subsidies onl wheat bread ill Blrazil slightly
reduced tile caloric consumptii n of the poor becaise tIre inicreased bread 
consu ilpt ion was offset decreases illby rice and other foods. -!owever. 
subsidies on rice. and to a lesser degree on inilk, wo uld increase total calo
rie consumption as increases of rice are further augmented by increases of 
oil and sugar consumption (Williamson-Gray, 1982). 

Targeting Consumption to Those Nutritioaally at Risk 

Whereas increases in food corrsunrption arc usuallV indicators of con
surner welfare, the effects of' such increases are dependent of) a number of 
factors. In general, the increase in calorie intake is greater when the initial 
intake is low, alt hough in such cases poor health and the prevalence of 
infectious disease mIlay reduce the effect. There are, however, few studie,; of 
subsidy prograris that Measure nutrition effects. As reported earlier, 
growth standards indicate positive effects from subsidies in Kerala. In Sri 
Lanka, the relativel' low infant mortality observed in tile 197( has been 
attributed to the presence of a widespread subsidy scheme (Iscinran,
1980). Since that ti nc, corrsu Irption by tire poor has declined concurrently 
with policy changes, including a recduIction in subsidies arid the eventual 
change to food stauips (chapter 18; Sahn, 1986). Causality has not been 
proven, however, as many econonic changes have occurred in recent 
years. Furthermore, there are no current data relate tile recentto con
sumption chr ages to mortality. The Sri Lankan system is inconie targeted. 
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TlIe e.tatc seclor (workers intea aind tther plaillailion p'rtlps), hadwhich 
tile highest repl'tcd lialliutrilil and iillfii lortalii\y, reccivtd i a Cla
lively small . c imt'd Nilpl.'dla ll lips btc.'last' illthis seclllr lril lIC'tllI',
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tion by families are not likely to provide an irltproveaircil in ilt ritiouial 
well-being. The transierrt d inconme is more than 1 lSpercent of [he ilcote 
of the plor.st qlrtilC anid adds about percern to caloric iltrakes. Inladdi
tiolr, the low price of iIIRR-atioliCd bread. 1h01lr. altd grajil! Couttribtl(S tol the 
relatively high f1o0d consitnliptul o. 111C 1)loIst urb1hal anl rural larliles 
cOISLIie, c ail age, than 2,3() calories daily. ,\t.ve llrile lie s.aIIIe time. 
hoever, olne notes that tile Rst of, lile pi!llatinllcolstillis 3t ,00 calories 
per capita on averag' tAlderani and -(in hraiii. I98-L). h'llere is unlikely 
to be Ruhii nutritionll benefit fromii itcr'asincg the [od intake of tle gell
oral po)ulati(i ot tll.c lvcls. I ho.vcvr, tile rInloval of lie sitbsidies could 
be nititRitionally huNR fil. 

Subsid prgranis %%itl txplicit ii1itriional odhjcc'Iies ii,N. iiiclude ulli
tritional surveillance ,,nd use ile \%cilgitt l,"af child or a CLiih', rIvtl as 'tile 
criteria for targeting. These proir lls, Ji he part oIf iiaternal aiid child 
health schieics and mayIv olffe.r -nI ltrilatkiv, to llore t'oa-based suibsidy 
pror.ralls (chlapter )). +v el l a pg a ll ldoc',lot Ilse' rwtl+ for 
SCieeiiiIt reCcili~(its. Viillitig il l'lrogranll, ts \%ell as nutritional education 
ctotIonet nluay' le used to cnilliItce ill utritional .ffct of' the 5ltbsidv. 
This was observed ill (olonlibia aind tihe llilippines. 

Choice of Commodity 

'The choice of comitiiiditv or coommodities iil the subsidy prograin can 
be a factor in tie lature ill diiSrilltiI lioll(IIuItritillnal belefits, Cspcially 
wheii explicit targeting withill a ipoltioi CalnIlOt hbe used. Nutritionally 
dcsira.ble c(Iiiilildit."s fmtflll e sl dpllnt of' dietary Compioj~llsition have 
Soletimles be. sele'ted, ,as lhe Col(lhiiall Fo(1 Coponll)tle and theill s'lli 
Philippine pilot flood dis 'lrit u(perilient. In most instaiccs, however, 
several Comml~llodlities ar inch'luded. both basic sIaples andlitems with high 
incomiie elasticities. Ahhtlti-h basic stalIes. especially thillse perteisu to be 
of infOrWor quality, may ilr lidl a basis for sel'-t-riLetinu the subsidized 
conlunoditv t t le vulnerabIC QrIIl),.- tel absollutC ilCIIIe traIusfe frunl 
eveuu small pu',chass lIf 'sulpCrior" C(llllllliCS llas ofteni betll larger 
for evell these groups. 'lhis was shown clearl.\, ill the ration prLgram ill 
Pakistan for su ar. which was rt'ltivelyv Cltlitably JIistribtetCd 1<1nog the 
low- and high-inicomel gr u)s ill terms (t' p)erctag of' inc mlle transfer. 

Self-targeling via Choice (IfcnoiimIoditihas(ll bethwen citled as a way' 
obtaiiiing f'avorable distribitit(nl(al c(IC4tutL.nccS from f.ood subsidies. Ac

e v of 

cordiingly, if a subsidy was applied to anl inferior CQ'IuilliI(fithy- that is, (oIe 

2. [lli,\%it,, do tllulnlrIlud ill lP ki'sanl (,ir v.'h al fhm r and lo it lessei txt'+'l in India for 

tIle W]Iatlu flour anditrice %ld lhr igu hii hi u i h ps and forl riltiitidI ri+c-eanid oifltliIll ill 
parIs (if llal gl-iit ',h, lltiweic r, m(il/c hortilla, ',t)lhiti/ d ill M exico, help t41lalri.et tie inl :tmlC 
trlisfer Ii ilt' irth bi ut not the rurztl poor. 

http:lalri.et
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where consunption declined with rising ircoices--the income transfer 
Would be ,rea:ter lblth ill adstlite and relative ternis 1'tI"tile ltowest icorlte 
gritlps. Sin.e tihe rrl'.iallt.I ;rrttpCli,,it I, ;lh h);Itatc iretIti I0 (1dcolistMrini 
lion is the highest ftr thce lgrtmtrps, the net niuitritional . lcct of tIle Ilisidv 
would ble lllaXinli/t.d. I twocvtr, ill plraCti,, such pleiC irtfferrtr crnlrirttilititS 
arc relativclv scarcc. Inr lill\ -'0Catts.s. t rllllll)lio stalii-OF StalICs eiLter 
izes ii etor tilues 1tt" i se.tcwith ircrtirlle. SinCt incolltll elasticit\ lw the 

ppultuatihi anIr.l 1c tilt., lt d itelis tt.rd to, bt .torrelatt.d. there is likel 
to be all inheretlt Ct-Itradictior if lie tbrectiveS Of ltll-trgct 1 1 ai liaIn llliziI!g inllIllw (tills[fC)' v ii at tunit Of f I %L, ctH l .Ctl tlnodi 

It lllIa. he2 Uslt', lt tolraw a distinictin l.twtcil (lie ppi ssible C'ects til
cOlplil(itri ttl Jiclcvt.t. C tOMiritliti., raCel\ ctONsi1irt2(l ' tilet pIor
m ilk. til, and riiet . Itrte.\;til).. -ind t l'i s \ih(II lit. lrttule elastici
ties. such is wh altt ill Inaliv CtulI jt '. \Whrto.;tls a stubidl - (ill . tI tIiiiiit.l tv 
that is already t(t'SIiMIcd ii lit. diet sc,cs t" all iri:cin' rianslfer and in'
creases consptiJt jttiIIIOf all ite Its, it Stlh"itl\ iI a F;lrel' CotrsuiIlwt'l .olmlOd
ityv 0'i onI Isklpitr CttllIiittlitV ini eXCCss Oftle L n ta.1tiCv itIsullmed affects 
the mar inal price ulld rnaV cause shiIts a,\aY frot the Other comnodities 
present in tile diet that mitv h',Vc plt tidted \tV'r priced nutrieLntIs. ihuts aS
mentionel earlier, a price suisid\ It w0het ill IIrttri would actually. re
duce calorie conisumptit 
 dire ttt shifts as,,tv I'tiln dIe thtr less cxpensive
cereals (Williarnistn-i.Gray I'(2). Ihowever. it sAtMultl he tluted that there
 
are no t.luantity restricitors: 
 tile eritirt' wheat supply is subsidi/ed. Ill the
 
same context, I milk subsidy was 
expected to hlve a positive riutritioial 
effect but \as believed to le artll CXpn,,ivte w\ay t0 addrTss nilalultrition,

"becanse the 'rreatest hliurftis caln ht expvtcted tt gt 
 to higher irrctile indi
viduals" (Williamistri-(r-aYv 
 1982). Comparing ht bread.tmilk, and
 
rice, this studyt' rtunl lricC .'ialhly lowerilquality -ice. which has a
that 
declining incotme elasticitv. wtwrld have the naximiumr ctrsutiption ef'fect
 
per tnit of' fiscal cost.
 

lhe (ohrubimar 
 fthttd stamp lpnrtim was trrnUthai ii that tre stbsi
dized comntidities wClc ne\ itcm,,-tltrititurS lii.'e'tC,,;l l'OiLIs, including

infant ftrmlla. Despite 
an explicit subsidy. crilrrstttrrs had to pay part oft 
the cost of these items, iIlplyin.- rdUctin illr exI)enilituircs otnother items.
Thuis the Cffet On conrsumptiont ttrtritit clearly dcpends on the kinds 
of substittti ns made in tile hiiirschtild coniinitoditv basket as I result of
purchases of the rnew srrbsidizel ftods. I ow\ever, Since IL)8,2 the list tif
foods that call he purchased wi I 'Otd staiilipS \Vtc CXpitllded to include
grain and vegetable pridtucis as wll as enched ctroikies. Since most were 
processed foords, their nutrient costs are likely to he higher than existing
products in the diets. It Should Oso c n)ted that food stamps were only 
one element of the tital proU.ramr, wn-ich also included nut;'itiin eduication, 
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home garden production, and primary hcalth care. Despite all this, it was 
found that the household's dietary nutrient increment rotm Iod stanip 
income was tile salle as would be obtaileji front atsimple cash incllme 
transfer. The ultilate effect inFlviduals ol iultrlo)I1 deplnds. however, 
family distribution. IllMc,\i., hi0.eXallple. milk was Iarted to children. 
The program increased the percentage of caloric, cotnlitw from milk tor the 
children, but tetal calorie consumlption by the children ilncreased less that) 
household consimption ( Kenied'. i9.3 IliKetala. hilnij clildren's 
fMod intake was not recorded, their ntrtitiotnal sttu, was signiticamntl bet
ter w\nen subsidized rice. a basic staplC, was avaii1te IK i'ar. N)"1)). 

If the iltcease in tiomniptitii i,due onil to release of illo'e because 
the liusehold sllli(, less onIthe exitin fild bisktl. then tileeonniioditV 
itself only srlT s as a.hlcehitlliitll to trall"tr the illc):t. ii such cases, tie 
choice of e lillomi\should he ba ed o)it itc inconie transfer illtle local 
plrice e 'iviroilitllttier tha ol tlie nutritional valte of tie coitililolity. 
According to ec.itliei Icil,. ()11lv J titCiklllli:y of tHiesiibSidi,edh \ 
coliioditv a.ailable exccuth, tOe ql:tIlltit+et tush,1ied in tile abseln 'eo'the 
subsidy would it additiionally illtlienee allocation behavior through 
changes in the relativc marginal prices. In siich cascs, the co isuiptiii of, 
the subsitued eminiolity is likls t,it1 ,,a'X(Wer ,olab v \%hat ii.h! 
be expe,. dctthroniuh in inicome ilcrease almtn. Itshould be niotcd, Ih,)w 
Cven', thalt the niltrititiil elfcct lpetlds ot hianiges illcniinlttioln not 
only of the subsidized iteni bt of othelir comodi.itoities as well. 

Illsole I)rgranly i subsidizCd coninmnodits'V is m,(de Unlre-Ravailable ill 
strietedlamounts or with tlttas ilove levels tl previous tonsiitionl)till 
order to increase the coliniption tf 11iitem believed to colrliille to the 
nutritioial qiality of the diet. Thus til is iticluded inthe thilippie pilt 
study because istineltisio in a childt', diet is expieeted to increase tie calo
rie density and release flile coi trtiit that excessive ,ma inbulkl play inl 
creasing calot'ic iNake. Such an effect will he enhanced if families target 
such ftids to childreni or are encouraged do so .Itill as pail of the piogral 
Sometimes, tile nutritional tatioinale may be based () it'icirrect or inade
qluate information. Th1us piultry aid meat are subsidized in lgypt. hipart 
to increase the animial prtein :ontent of' the dict. Not oly*v (Itles the iajor
ityof the subsidy accrue to tile middle class, ai with the example of subsi
dized milk above, but there is iii clear evidece (f a need fIr this addi
tional protein--aniial iiir otlerise-anion. tile pooinrest or ;ainyother 
population groups i ,Egypt. 

Commodity choice Ill', allso affect Iliohnsehol. labir a;flcatioii. FIor ex
anple, subsidies oln bread such as those available in E.gypt and Sudan may 

encoirage families to shift away from home hakig. This may free time for 
child care, although there is currently littleyHNdata on tle effects of subsidies 
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on the time allocation of amuilies.3 In Mexico. rural familie.s were [lot ableto take advantape of the time savings from prepared tortillas, as they wereseldol available oltlsidte ol the cities (chapter 20). Time allocated for child 
care may also ]e illlheinicec by the time "cquiri.d to go to distant (listribtr
lion c'elntelr or for LUcUilleiiq, 

Choice of hn-Kind versus Cash Transfers
 
Neoclassical eco mists tend it 
oppos,, oud subsidies because thevsee theri as distortinlg pricc. necesslary for. Jhticieirt resource allocation aIndalso because the subsidies detract from colionuic activity in the openi market, especially if the governmuent is directly clig agecd ia, the (list ribtution ofsubsidized conllod(it ics. F-our thiS picslWClie , if ilucou1C tl''lfCrs Itiustbe made, it would h' most appropriate to ,:u+e it) cash transfers rather 

than in-kind Ita sfers of foal or other coni ilrditics.
 
Support of in-kind iransfeirs de ie from Iheir g 
 eater poliitical acceplance and relativel Ilower misappropriation risks vis-it-sis cash. lit addition, for the private market to movecommo ities over long dislances fromsurplus to deficit areas uray not be a liufitable tiilertaking and hence maynot occur. Moi eo,ver. scarcities may be unduly exphited ifa few lare "ad

ers corner thc local market. The major argiaent in favor of iu-kind traitsfers may be that the supply needed to fulfill the increcntal deirand of the
commodity inl question is l)rovided by tile tha .fer. 

According to the ctreutly accuihd iterpremtation of economic theory, in-kind transfers shotld have a conainiption+effect equal to that of anequivalent cash transfer. If the quantities of a commodity received Is amin-kind transfer arc greater than (lie aruouullt consumed prior to the traitsfer, then price effects are opeatiug in additim iw the income effect, andthe incremental quantity .,aisuinled is greater than with an equivalent income transfer. The net calor-ic iWake may, however. be lower if the price
effe!t is for a relatively expensive iteni in the die!. 
 In most subsidy prograts, except those ith a geerahizei price stuibsil' such as rice in Thailand, maize ill Zambia, and wheat 
 ill 12,ypt, the quantiiies available areinfraniaigirial (less than the quantity consumed in the absence of stibsi
(ties) even for tlie poor. 

However, empirical evidence is not fully supportive ofithe above inter
prctation of ecoronic Ihcory. Several studies that have examined the question of comparative camsmtiption effects of food-related transfers and cashincome transfer have fouind that the fnrier have a greater effect on con

3. When stbsidized goods arc ill scarc sutppi, lines may fon to gain .cccss i thegoods. This affects fanities' ime. This iknot an issne of etinice of commodity, however, bill of program implementation. 
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sumption than the latter, even when the former are infranrarginal. F Ilpiri
cal evidence in favor of this difference in the income effect has been ob
tained in Sri Lanka, Kerala, and the U.S. food stamp )r¢ogranr (Gavan 
and Chandrasekera. 1979; Kumar, 1979; Senrter and Young. I984). 

Similarly, evaluation of the conrple ntary feedirl' progranr in 
Chile--an untargeted ispplementary feeding programr utilizing clinics and 
other distribution centers-indicates that the program results in a signifi
cant increase of both protein anid calories in addition to the income effect 
(Herbert and Scandizzo, 1982). In Evgypt it was found that con.tlrnlers ic
creased their open-niarket purchases less tlhbar iehv increased their purr
chases of rations, The net increase in consumption exceeded the income 
effect (Alderman and von liraun. ,198-4). Lxccptionis to this result were 
found in the Sri Lairkan (l'dirisinglie. 1987) and the Colombian food 
stamp schemes. A recent studv conducted in Panaa also found that the 
consumption hv households as shown by expenditure on foods was affected 
equally by food gift income as it wouldlie frml cash income. Il this case, 
the commnodity composition primarily consisted o! donated (ARFl-Titlc I 
items, such as dried skim milk, corn-soy-milk, rolled oats, anld oil. The 
analysis valued the donated toids at their retail price irrespective of' 
whether they were kept for consumptiorn or sold for cash (Franklin, 
Harrell, and l)emousis, IL)84). 

In the face of the accumulating empirical evidenice that in-kind or 
food-related income, in this instance food subsidy inr ome, has a larger 
effect on consumption than cash iruconlc, several possible explanations 
have been advanced. First. when low-incoic households perceive subsidy 
income as a more stable or""pCrmallnent" income source cash income,(t11ha 
in accordance with tile permanent income hypothesis. the' would allocate 
more of it to food aid basic essentials (Kurnar, 1979): second, if subsidy
income is controlled by a household member who has a 1reatermarginal 

utility for food expenditures than the wsage eancr-, then the effect could be 
the same (Rogers, 1983); third, the household budgeting process may pre
clude the line adjustments required to fully adjust subsidy -transfersinto 
the expenditure pattern as though they were cash transfers; aird fourth, in 
some cases, such as in food stamp prograns. a gratitude or responsibility 
effect may also be taking place (Senancr and Young, 1984). 

Overview and Conclusions 

As the nutritional implications of food subsidy programs have become 
more evident, many new programs or modifications of earlier programs 
have attempted to incorporate nutritional concerns while keeping costs 
down. 
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Evidence f'rom studies undertaken to date points to the conclusionthat coniilliel"t0(d subsidies canl increase t'od consumption in the shortterm, in some cases mole tlall could be expected f'lInIan equivalent cashtransl'er. Not stlrpr-isitnily, the cotsuIllniption in)rovement frntm an equivalent amount 4l suhsidt transtelr e lowas ittlli tol legi'retl.t -incoirniehouseholds, vhich hae relatively g reater food del'icits. Many o( the prop'allts have a sii.tuifieant co uliptiol elfect because their scale of operation is large. Although they incu lar'ge cots, thie potential tiutrit+onal consequences of a rapid dismanitlingt of lvHsuch subsidy s'stems coiuld 

widespread and sutrio 
 s.
 

There i wide interest 
 in scaling'back such prJogralis while retaining
the beefi s fwothe poor. Soni (i tIll'Inil-hlliSills that appear to inIprOvethe cost eflecti\e,ls to rising~conshlmiptioni adequacy are sell-tarigeting
by choosing ilitcriot conllloditiCs lot SubsidiC, restriCtilu4 qliuntiticS o1'sillhidi/r dticoni' itleS, and tar+ -t in 1Iroi)p, iisiri Ls_oL t'.pllical ol 
household criteria. 

iii tile Iit, I'till,e ot ritiomal e'lis~ qluclic[lil 
 sot foodt suth idies wvill bedletermined b. tie 1verall pirodtution. iiipiylvicittit, arid ilicotii 2 distributiin conse (chapuelicc., (dI le., dici.t,, tls 2 anid -|).IlIltll v instances.
howvever, subsidies ire beile toi'ento lliiiers andt to prodicers for tile
 same cnintoldit' iil
Me ",nie tone. .\mpltesare ni;ai/e ii Mexico andiZanibia. lice ill Sri Laika an d lldulItIitie,, atnd illaiwheat Paistal and
India. Produceer ,lixic hase 
 benefited imojiylf si, I.us producers. Becaullse Most of ihe CotsllnIer subsidies x,'t loaI.ttd inl II'ialIala. s, One
mutlslt tilu it \ka (hc. rIal loConcltde . -at least ill tile short lItti-wI oreceived the smallest income ilCrencilut a .sult olthese plicies. It islikely that a shifttin prioriti_.s, Itoinclulde the rural landless and smallfarmer houlseh<olds s has, been done iii lFgypt. Sri Lanka, ind parts ofIndia xvould be cost effective onkti if extetied selectively to dhuse areaswhere inadequte ut isumtol)t ion is' Mrv l, hecise rural programs atc 
more costly to administer than utban oies. 



4 Macroeconomic and Trade Implications of 
Consumer-Oriented Food Subsidies 

GRANT M. SCOBIE 

The following passage is a translation from Spanish of an announcement 
by the Ministry of Economy and Trade published in the daily paper La 
Nation in San Jose, Costa Rica, 13 July 1984. 

Increase in the Price of Some Items in the Market Basket Was Modest and 
Aimed at Stimulating Production and Assuring Their Supply for the Costa 
Rican Consumer. 

Application for Increased Prices for Sone Basic Items 

Upotn receipt o/ an application fr.,,,t the producers of tortillas, milled coffee, 
vegetable lard, and liquid milk, the Alinistry f lvcrmoyI and Trade under
took an exhaustive studY of the costs of production of these products, whose 
prices had not changed for more than a ycar. On the basis ol the results of the 
studv it was determined that these activities were siffi/ring losses as follows: 

Losses' 

Absolute Relative 
Product (colones) (percent) 

Coffee (kg) 0.85 2.0 
Milk (literi 1.22 9.0 
Lard (kg) 0.40 1.6 

'Refcrs only to the total costs without allowing for aprofit 
margin nor wholesaling and retailing margins. 

Need to Adjust Price or Subsidize Production 

In view of the results presented above there were only two alternatives: (a) 
raise the prices; or (b) subsidize these activities. 

The government is not in a position to subsidize further activities. Such 
subsidies would have to be imet by the consuner through increased taxes or 
through higher rates of inflation caused by the increased noney supply 

49 
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needed io cover thet.sciicoWs. ,.is i result, it was decdll io al/lo' sumia price
rises. 	taking ino cc /I/i Mei' cansa in '/"s inl ','Aits.
 

These Industries ( annot I 
 Forced to Produce at a Loss 
'h' 	 govertintct cia a itim' ri'ire fh lirti,fit Io oaerac at a loss., in it't., exisuin 

haws requtireihltt t reas ah c / it iorci itt ' uaaratied. 
In i/ih. abse'e f/ci /prtt'icT'a. /.li/cieltt /io provide rlic'sonal prolit

margin. domcestiic pruiduction tulId cease, rcqiiinl.- w, ti imp 	rt it evenhigher prices and cxpending change. icrie-n cxvii c.xnpl/,' it Iit comtrv 
produictdid lit i crudic' tl c.l,li imcried lird woull cost i/it' coistmir

C72..5 kg iista il 0'? AA.q. 	 Pit'price im'reas' will cncturagc the planting
ol African pilm. J ' irccr will rcceive a fair price. This till help de
velp 	tile pali iltionlgtiiimlda'av iticl'i(t[ ci phltclti,c/is icli hv individual 
Irtduccr. atmAtiiil Iheic 	 cIi 	 i(i c rkers ill tilt' rc',io . "Thierisc' in titprice ccl milA wi ic'ti ' (tii ltl'thii c 7l000 cc/jct., 	 rs cl/id c/IsAIl/c' tiilct tli/S,'out 	 rY is' It-l1-M flti~it-111 ill thi.%ioll 01rhl111 tCI lCHICW()1 1110~ nationa;.l diet. 

Price Incn'a.ce.s Ih 'r' I.cv, than I/itc i.onnt .1I plived for I the Producers 
Tlit' iwit'c' cc ]cY the,.s 	 t go't'€/ltiic'ilt rt' timuch Iit.s, than those sioiught by theproducr: 

N 	 . Pricc Price ."ccci lt ."ii 	 c Rehti'.keh adiI'Prouhct colcclle . I (cchlcic ) I c(cicc.s) ( Iiit'l-'¢'i ) 

('offee (kg) 53.,00 "0. 70 17.70 33M ilk (liter) Ih.0 t I1N..8 2.8 18
Liard (kg) 32.00 3(1. 1 4.15 2t 

Price It cscIs htipi O i/vy it 05'' Rise i/' 
Less taii Ihti, c'tit .R'ociicrvlitcro'csc, 

The price riscs tit thes pr ducts imply an i/ 

/i.c (f'ltis tner Price tidex, 

cease irt a'rageionthlyfi'antilyexpenditures cof c063. /IS. and will raise lie con llnier price index by Only 0.5 
percent. 

P'ice New Incretsetd
'xpelditc"lic' Risc Cost ('CstProduct (coltillt.,) (perccnt) (coI olc ) (I o 1tl1e,) 

Coffee 1-10.52 10.41 10. 	 19 15.7Milk 61 9.80 5.01 654..3 34.77Lard 102.19 12.47 II-1.9.3 12.74
Total 

0>3.18 

lAverage expenditure per f[amily p r month. May I984. 

http:Rehti'.ke
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Prices of These Productsare Still Lower in ('osta Rica than in the Rest of 
Central A merica 

D'spt, these'ris" i, t p-ices 0/ iit~st J i'ut.s, It , iare sI ill chea per in our 
couiitry than il tl.e rest ot Central Ancrika: 

C-osa Rica 

Product (ncw price) (,tt;Itclltala 1I Salvador londur s 

Coffee 53.0(0 128.11 18-1.0) 09.64 
Milk I (,O0 23.13 35.70 19.64 
Lard 32. 00 (10.40 -1.)35 60.85 

Ensuring the Supply of Prolucts in the lla.%ic larket flusket 

The Mlinist,v o/' L-n i'cessat to advise thei tul Tra'etcLosilt-red it ' 
Cotiiiir', espivially ' 'i p beidnit'r.s. of i/i'i LS /ror ill(' rice increases, to 
cls/e l( , r t tn swtlS o si' the r'i'viit. buti 'Lit'S e illi f/it ii'/tc 

L ltz(lttl;at C Sppl1) 
econolic viahility. For theste reatistm .. is tl i .h lit' /osyI it is it 

creases wert' neededit) n.stire v h ooiintaingin the lt'rnt 
mav wish to, 

possible to freeze the prices of hasic goodl. Such a do1'I.mi Ii ould siiply had 
to iprobhlems ol'inild-qutt,, (mlt{vsuttfercd hY\ct~m ries \vho hav1e tried it). 

adopt sutch a stlreg5 . 
The Lovernment i iaki ig it nijor effort to control inftl titatn i t has sitti

ceded in reducing ti nt iiL/iiilatinrate lron S/ .7 p',rc,nti I182 to 10. 7 
percent inl 19,1. wd 0. 11I percent lo~r the pe riod.honty to Al, v I198-1. These 

rem.ts have'' n due i tiLr L, /L' iot iotti"t hO' ot'wtsiri's that have 'itdto 
bentulis/or 'onsiiuimers. 

Ainistry, if l,"'omln' Liild Trailt 
Stii Jose. I I July) 116.4 

The foregoing excerpt is a clear and concise statement of the dilemma 
facing those responsible l'or setting food policy. It highlights many of the 
principal concerns of' the policymaker, especially those related to the mac
roeconomic and foreign trade consequences of food policies. For this rea
son, it forms a useful focal point around which to organize a review of these 
issues. Table 4. provides both a synthesis of the issues and a guide to the 
structure of this chapter. 

Economic Setting 

Although the announcement by the Costa Rican government cited 
earlier is concerned with the direct effect of price controls on the margins 
of producers, the effect of economic policies on the internal cost structure 
in general lies at the heart of the issue. Traditionally, food and agricultural 
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TABLE 4.1 A summary of issues raised by the Ministry of Fconomy and Trade. 
Costa Rica 

Points Expressed y tile Polhcv Issues for 
Ministry of Trade aid cotliV :ood Subsidies" 

Production costs are a basis for pricing, Economic setting
The govcrnmenr has limited options. Alternative stralegie,,
 
Governnent cannot meet cost 
of higher si- Fiscal cosls of sthsidies
 

sidies.
 
Higher subsidies mean higher taxes ofr 
 'Iaxatiolr and inflation
 

inflation.
 
Inadequate domestic suppliCs titan more Foreign Itride anld exchange
 

imports and a drain on forign exch;nge.
 
Social benefits from extra production hillon Real incomes and income distri

for farnt %orkers. regionw:,leVeleni. hitllion
 
and nutrition.
 

Rise in constumer price index will 
 he less than Foid prices and real wages 
0.5 percent, and less than the wage 
increase.
 

Food prices are liwer than iii neigh boring IntIernational prices
 
conntries. 

'Itens corre,,pod Io sectimns of this chapter. 

policies have been conceived and implentented largely within the confines 
of the agricultural sector. Although that sector was certainly seen by devel
opment strategists as a source of capital, of labor, of cheap food, of export
earnings-all of which were necessary ingredients for tile growth of the 
industrial sector-specific policies on agricultural prod uction and con
sumption were seldom cast in the broad setting of the economy as a whole. 
Therefore, food policy analvsts catl hardly be castigated for their scant at
:ention to the macroecetinlic setting. 

In the first place, the macroeconomic linkages with the food sector 
were generally not well articulated: cven if understood, estimates of the 
actual size and importance of the connecting links were few and sketchy or 
were conflicting. Furthermore, the analysts were surely fully occupied with 
identifying the issues, setting targets, and selecting appropriate instru
ments-be it for producer suppo)rt prices, credit policies, irrigation
schemes, storage, processing and transport, or ration prices. 

Several factors have forcca agricultural and food policy analysts to 
widen their field of vision.' Ini the first place, a revised view of the inipor
tance of food and agriculture to overall economic growth was emerging 

I. For a discussiotn of the evolution of food policy, see Timmer. 1984. and Timmer,
Falcon, and Pearson, 1983. Schuh (96 8h 1874. 197i) has played : important role in placing
the economics of food and agriculItire in a broader setting. 
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(Mellor and Johnston, 1984). Related to this was the recognition that, al
though the biological constraints to expanding food production were being 
reduced by investment in agr;, ,,-al research, the growth of agriculture 
was being "thwarted by the 61. - .ton of agricultural incentives" (Schultz, 
1978). If the long-run potential of the sector was to be realized. these dis
tortions would have to be removed. This included the raising of producer 
prices. 

At the same time, the 1970s saw sha rpl' increasing food prices, 
droughts, the specter of permanent energy shortages, and the omnipresent 
pressure of population growth. All these contrihuted to a sense of urgency 
that, to alleviate the manifestations of' poverty, econonlic and social pol
icy should address the provision of basic needs (Hicks. 1979; Streeten, 
1979: Streeten and Burki. 197S; Streeten et al., 1982; Wheeler, 1980; and 
Boutros.-Ghali and Taylor, 1980) As food conshniption was clearly a la
jor component in any basic needs strategy, the price of basic foodstuffs to 
constniers assuned heightened imiportancC. 

All these factors have led to the need to place fod and agricultural 
policy x ith in tL_ broad context of economic policy as a whole. Not only
have food policies had significant effects on such macroeconm10ic variables 
as government budgets, inflation, real wages, household income and ex
penditure patterns. imports and exports. I'oreigm exchange, arid income 
distribution, but those same variables have themselves molded food and 
agricultural policy and have delcrinined much of the course of events 
within the agricultural sector. 

In examining tile eftcots of a rise in farnigate prices, not just the nii
croeconomic question o the responise of output or marketed surplus 
should be considered but also the effect of higher farm incomes on the rest 
of the economy. Likewise, tie effects of a colsullrer subsidy nmust encom
pass the microcconomic response of changes inrdemand and. in addition, 
must trace the effect of lower food prices on the demand for other goods, 
on output fromii tile nonfarm sector, on eli plo.yncnt. on wages, and on 
government deficits (Taylor. 1980). 

These are ambitious qttestios-highly relevant, hut often beyond the 
capacity of existing niodcls and data to generate consistent and useful re
sponses. Tha! progress should he rievern and the answers sometimes in
consistent is therefore hardly sourprising. Recogiition of the importance of 
the macroeconomic linkages has been aInecessary first step; richer models 
and refined estimates have started to follow, and tlieir results arc drawn oil 
extensively in this review.: 

It is evident that consumtiler subsidies have niacroecononic conse
quences and that they simtltaneously reflect macroeconmlic circusii

2. A uwful diagran aticreprew-ntalimu of the macr,-ciinmiic linkages otff idpoli
ciesis given in Timmer, Falcen and Pearsn, 1983. 
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stanes. Y'et pei-hl.:Ips of e%.en ,,orc hI'i1darIteit ta im)III rta ice k thle fact t hat 
their verY ori~~iis often lie ill tile hroader ,ctting of' econoicttti. poliev andI(
dievelopmIlent. In Silililar. filie iacrtiet.nfiiii setftingt is,impjortant looriult
derstaingti. not0111 lyteit 1 01 .il lict 0 iisiiiLlhtitti 

but1ailso t heir oii.
 

eoLA s11it iCsle 

i CO11ll1ItlY IV\)ITese 'iL'\\ is til motltst (d1 tttdi.5 lomit stibsid* 
sc11eme1S a1T siri~iv iiLe', ofl rationing [tr-oigraiit ittiieottd i lIriti

World War 11. ,\NR'e from L1
ior1)Iilti lie fill.t that publicly siib~sidfi/'.. food 
(listriblt ioni hit, a itistors (hit ast seven Iiiouiisit \ear". dus' \.ie\\ does 
not!C fxlaIln \%11%,miaiioi herIL vatilIit'ISillL5' \\Cie '1Iihset.~iCrttlv (11rOJ)J)ed
nor %'tVhCXp)CI~IittllV M] s0idistisiix sOtl't)idlo, ill ftle
 

It i\ ',)tiletIillt", SILgL'estIt. (I I hiIto )tI 
 su stijes ;Ire ,i 1i ntist 1ti IllCntIof soi
elil polit-y aimied muIvc( 
 I I~ uCiuuI theIcI idunfzic ii (I I iitIIIIIritIiotl. II(I ()II tit )It 
teall i'Otiinitl. 1111,1e1ec
CCI P lilk o)Ili l iitdi. miti Cer11iliiside hum011 

ifiendisaste reliefOII cat' ICt\ CsiiIntupfes (11 MI\t Siiatud illIpoVenienu2It ill
nijritiotlaf ta tlnluli iti0li 01titliilIC1 siliitimS. lSCII ill fititisittifts
 
\\itil idCni ihefssifid0 n1I;llIWiiiiJIsfdu dul1 
(1l,. OIft lILL do.livens of food lais

thu ser"Ved to Chnil.utL fhtc lnfie Fi1th(Lun, ill iilstlesery food stibsidfV
 
schlemte, ieevss to sihs"Iij/fit IsWki 
 it(1lest nioCe I() tilL tM;IlfniNIsILd ott

lto those alt nititiotliaf nik. rut)I (Ill 
 tu iieu~ ~ilt',(I-k" ItiittitilLlCMILL t11L 
Stat its Iiproves. 

/Mltenumitmtei. fiiiit 5iihIdIL' ,itt Siilliclte iW\\(.d mi, .1 'iilicmillsv auii
 
M111lntittttisk-
 feasilI nteCfu.11-1uIM'ufit diunmiuu1ttii.i 1uncoane. 'Ilhe illcreaised polit ical 1iLM LT 1,u11111df hi~Mi nCin dluslfel f eCistiII.Q SO)dh\

emmul cenimumal lifIilIl if.~ I lit. e ititin
strictijIes hiwi Ii siuhitsmu J)Iourilills 

Iiititnttler of tiil 

TI iolutml thati dvCfll~lIin 0)11111it",5 ML' dualiustic prttidtes ainothier 
view for tile i)riug'm arid pt,''lsmtuCe ill I(" i'd su1h~ifCSi t i. is. I1954: Seer-s.
190)2). These struuc11*tifst intititis take' s tiitt-tiuit silftpfy as, tieterillied by
the e Xi 'tjtl )Qe ijIi u if sto )Ck ()f t ilL t i ( oitd Wim.s I l)19)82, 1983; (hiehifnijsk\ arid ]iot . 1 1) L). 11)81 ,I ;1\ hI.~ 'I ItN. IeILimlttijtitf that, when 
COIthbl~ItI \61ill].inifIistic thelintaits fitl fiiif uiiiuid prices teruid to 
fiutrite nmrkithly. Ilu Lomitimst, nionifait price,, mil set b\ a iiarktip o)ver
prime cost, Imibor and1( rim mtaterials), ,ii mIlit put indl Cenutjt* loviclit ill thefaurm sector adjufist tot ilemut lit!e Cuunuurt)itt timrkets. l:.ctss industrial ca-
IacitY is aiSSItteuf tol be1ii IftLrnMiltIeit thioil'IiL' (dOftilL Titittfiittt1 SCCtl.

Ai ,viationis thaiaccvelertite i1unit if thle fiotimlaiin sector lead to 
excess denmanid for food. Mlich t11-iinguuh imulier. N\aigc lead", I- ;ttereat.d 

fro .ruiwiur(t 'llandto1iji'111 clin. ik i litsiz. 'Iti ducd i 111jn t tc Lt1s1,tm uur 
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labor costs. These lead to niarikups illnonfarn prices, so :hat rising food 
and nonfarni prices become an1inevitable and p,'eliclable fealture of* Co
nomic development." As a con seq ucite, C od sIbsidieS are seen as away to 
offset the inevitable effect of rising fIarm prices on war.cs and to avoid sti
fling the growth of the industrial secto)r. thought to be vital flr eco|IIoiliC 
development. Although these sirticturalisl models have ;Iiituer of' re
strictive features, thenr conclusion that the policies adopted to stimulate 
economic development inevitably lead to food slbsidi, is one that also 
follows from a more neoclassical view%of developmelnt." 

Food coisninption is ,governed b ,two domilairt Coronlic variables: 
incomes and prices. To unlerstrind(lhe origin and effect of policies re
quires that their effects on income s ard prices he traced. Three broad 
classes of pulicies caln be i(illtiti.tl: S'aeglCtis for uIgll-'tlnl,CoIromliC dtev'el
opmert tA): specific instrumcnts of :tgrichliur;al and fmd policy (l3) relal
ing to either producers ( 13p) ort" (B3): aind sthili/,atior policies
c;nsumCr, 
(C) implemented to correct shot-rrunr internal (INI) or external (LX'I)
 
disequilibria.
 

Au example of how these policie, CIltlil)utc lo, sa.v, tile (etelrnlina
lion of the price paid to p)rducclrs is illustrated in figure -1.1. The woild
 
price for the pir()duci is asstIrrc(! toh2 I',.S.
Sl( I)(Tkilograim at the fat-i
gate, which at arl equilibrhiill frce-tradc exchange rate of Ps per dollar 
would yield prorduccers P8() per kilograrri. Ihlwuver, the loru-rutr industrial 
protection strategies (A) inrply an overvalued currrcn'v aind tax fihe pro
ducers P30 per kilogram (ttie difference letweern the IIree-trade exchange 
rate of P8'per dollar and the official exchange rate of PS per dollar). The 
price of P50 is i-educded to P30) b' atn explicit export tax (131)) or P20 per
kilogram. !e effective price is fu rther red ucd to P20 bY imposition of 
costs C.qufivalent to 110 per kilogr-mn due to shrt-ruin stabiliziation policies 
(C) introduced to achieve internal or external balanc,. An additional ex
port tax, the lowering of the real suppot-r price, reductions in marketing 
services by state buying agencies, and reduced access to crc(hit arc commonir 
examples. Finally, the effective price is aLigmeited to reach P3I0 per kilo
gram by oft'setting subsidies oil inputs such as fertilizer, irrigation water, 
and credit equivalent to, sayl, 1P10 per kilogram. 

An example of the importanc, of' soni of these policies for the return 
to Tanzanian coffee pruducers is shown illfigure 4.2,wher'e, despite a (lou-

InIIIc.5'. "1lie sppk ld r dllltllLissmrru griw ata rate h accomlm e ihe rise-in ionllill 
illcOlle. 

0. Siuctia %i,,'u does nt Ilmpose lilt of (lic %'c\lrt-nelv rigid featurte rurtciralist rnrodets 
but allows for morc price rusp riomcns indemnd and stpply tnd offor high elasticities 
submtlution be'tw,,eenin im,in protiuction. 

7. For a discussion of itis issi- ace Valdts and Siamwatla. II9XX.Tie mllhodlogy for 
analyzing mireincidence (ifimpor tariffs was developeud bY Sja;!:slad (lt980)and Garcia (198).t 1. 
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FIGURE 4.1 Effcct of "-overnmentpolicies on effective price received by producers 
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FIGURE 4.2 "raxation fTanzaniant coffee producers 
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bhing in the free-on-board expo:i price, the return to producers was virtu
ally unchanged over a decade. 

The rimnner in which the three broad types if policy interact is shown 
in figure 4.3. A long-run ecoton)ic develo)mlCnt policy (A)that distorts the 
domestic ternis of trade against the agricultural sector tends to result illa 
stagnation of investment and utput, redlucil0g the :.tpply of food. On the 
other hand, outmigration from agriculture is encouraged, bLut au overly 
capital-intensive nonfarni sector provides too few emlployment opportuni-

FIGURE 4.3 [Fod \uhsidie in da politicai iomoii settinig

F Long-Run Economic Development Policies i 
(A)
 

Alter doniestic terms of trade 

Agricultural Sector 

Low productivity Excess capital
Lack investment Little employment
Weak research extunsion Urban migration
Information lacking Decline in traditional exports
Ouirmigratron Slow growth in incomes 
Output, exports fall Queueing for jobs 

Pressure forIBpI Pressure for (Bc) 

Input subsides Food subsidies 
Irrigation schemes Price controls
 
Land development State marketing
 
Infrastructure Food imports
 
Credit schemes
 

Goernentbudget (INT)|
= _._
 
Foreign account (EXT),'@ 

Need for stabilization policies (C)to correct INT 
and EXT balances 

Creates: Unemployment 

Inflation 

Pressure for (B) 
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ties, and real incotmte grotwtlh is slow. I)emauil f'tr lttd ffilrtI tile marketed
surplus incrcasos, Iresult iltiu iIIu[ward pressurt+, Ol l'ttttl prices. This t'osters
agricultlral-secttt. (FI1,) anld ',t d-Wtcl-ttt (lC) pItlicis. Ilie latter are 

+aillied :it proitdintlpotrtingtr. cut rol'tli;I Itd tmt i e wellingt itrltll pop latt lit.ont- Ol,.,~11H M-1.tl . lillt I'O(111tl (ltOlJ ,o tl hv ies-It> hs+idit2.-.. T hese+ 
ptolicies irttltleu ltl' Ittitliht+ tax .IL!icItIt rtAl pittil,.t cers. They he ilCi ,V i' )llh 
Stalling hrrigalti(I,. t'mb,'.'tildin ilifra. n-.ttl t -'. ,andt su.usitli/ing ill 

iautiedlhv ittliticall vili le IIL aslrcs to itlstt.r tl In Oll/tilt suth a%.il.. 

I)ItIs. SUch Ile;Ilsll'S ll.t. ptllial h[t ili;tltt ltburdenr im~posed oll AtgriCth e ClttOllI'Jt ,ll it 'O1(tileuIIt2 hv 1) liui., 01 1. J)L- A,. tCrm r2,t111'tty
tOft I1 rt1lrt,,,,t, ill fliuit'lt W,." 01 p~ub+lic CAl-ikil. 

hIle illAttctc l 'l dlatiut l I- itlitl'. ,atll I IC siti. gl()\ t t d" exptrts 

1iepl ce pitesslI - IL.X I) I thI CXlteiIIll tCtiIIi, whilC th .(t21 "llntt21thullet1 i r e lLlC., trit IMi j esitlit IN I t)tIli '-. hidi it . hs' . t' ,tt stState 
marke tting a t .ilits, ti i ikh . r ptil itt .,+,(ti31)).le litt lditt-
Ill .i t1 il ilihii,i htlic\' h(Tu lt 'li lik'i)il i teR%tit.' L it_ Vlile l'ttl

hilit to cx ctl e ,lt ttf i,.+lt tie,11,111h tlhu. i, selves tt h C ititrut't
l(atc rialsuuistaul.'.;t .+.: .lt - 'I te.. i Nl F. fr tht t +ierp 11)e ct .tl i
t hef lCtt diOFti -kI..dulcctl I') tdt+al-tt. 'h eOt-tttu , th itlivui ; a exilh ,r'-tL ill liItCI'.l~ ltt(Al hutiCdlv ifllo-M'. tCXICU'lh tl ill t ll T't' CltVfr1h." 

rleIsn - l tttIutlY uuid l 't (Ih l d Ill tIlid t, lite)elIilt 01 tilet ,stih ll il Irh ie tidke tt.t. tttalte,'t 'i llii s t that1f)t h>(11Cj uil'-,

aotl riclt tll ipit" t) ; ill(.\.ilt ue "It.h
coltillt2C l lO< d ".t11+'+,ittit',S k, 111r'1 t+,'r-1' ih 'CtCtl.

i tft -'tt .thie p ret s luCIfmr
 
Ill illliollil.l'V. 
 it is atl'gll (d thlat lO, ol ".hidic>,are ,il lyIOne tc t21tt of'

,I s+et 01, policies,, I'Athtf tHIM) MtI i'.dzMCd %tI'MCtQt . 'IhIey* na lzl\' eit aris;e 

ecali sc Ou rCiv lf ti ,luits(1thtt entt l icit, ati d thte' reIv thalit.,cl'esc ti tri , ite
 
to CitutMiSt2bI, HIM IiT Itese 
 filute II)Codltett t a tr spl. 

Alternative Stratetits 

th t ate l-trt diutrising cos'ts..shmitld i)Ht'i S+,a citnsp tiptt eerlithyniaktr is: II fipe fadc. ofhe. Itis..td 01- N101.1tt L-011SIMtlICt2-,he2 11110112012d by 

subsidies?'Ilieslie consideration (fshor-t- a-l,'lh alternative stratagt-rul optl slie~.t colisidh'rted. Lowevtrin riquires thtt bthlie ph2lrice2 of' food
throuigh Nuhsidic,, is,Oll 'volIC 01 l ltl(I • )+.l.uOf, rst Cgit2, h l tliMll Ihe l'01hOwed
(letrrin and .Scohit2, 19"il ). Thest. m.wludlt potlic'ies that inlcrtease tile supp~lly
Of f(ood. HVcrtU.'in ;+U'IllCO lll)iC CliIItCt HIM;tZXt2S thile il U:lnIl .S.;tCl'
tile rate (0, grm Ilh Of tf tt slpl v call, be seveltcrt21v impedetthd. 

Ao analtri s, Oftaiculturtal price distortionts inl thirtv-fIor developingCoutrits has slo)w\ that. il cttlturies with high taxatioln ii' agriculture,the growth rate of outtput was 28 percent and that tf exl)orts was 4.1 percent 
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below the rates inillountries classified as having low distortions., Both the 
level and the mix of output of' tile agrictiltt'ai sector have been affected by 
economic policies;. Ironically, itis often tile OtltlpUt of basic 10fod colillOdi
ties that suffers Illost, causing upward pressurc oil their real prices aild 
creating a perceived iced for food1 stlisidies. For example, the priecs of 
industrial and export crops in Brazil douhled il relation to the prices re
ceived by producers of basic food crops over tile last twoI decades. Wifile
 
the growtth rates of soya, sugar, and citrus production rose, the itclal o0t
pts of rice, beans, ",d cassava fell (lonlen dc Nielo, l983). But artifi
cially raisinig the prices of basic foods toiproducers call, conversely, draw 
resources from the I)rldUction OFexport -0ips, with a coUSCetlen fall in 
foreign excionge earnings. This leads Io the need to ration foreign ex
change: essential imports are cut, redtCinCii. out utltaiid elhynuent in the
 
urlan induti lial centers and creatil"i'e
I t'Utor tl'(d suhsidies. 

Il Order to Sublidi/e food pric s eflectively. additional lu:itities 
liust be forthcling. l'hese call 0lily conia !'rM lonIestiCru rlrdiCtion or 

imports. In the short run, thtu in1crealse ill lliictic product ion can result 
from higher prices, lower input costs, I Iforced delivery. The first two 
mean ligher buIdgCt IIut~l.tys and, I'osubsidized iulptits, inevitable leakage 
to other crops (Barker and flaivani. 197(i: R. Alunied, I978; and Tolley, 
Thonias, and Woing. 982). lhe use of, forced delivery is tindouil'iedl\ ap
pealing because it lowers the budgetary cost of acquiring the e :ura food. Ill 
fact, it is potssible to devise self-fiiuancinig schenles so that revenue frol 
subsidized sales to consumers pa ys the farm price Flr colipulilsolry distribu
tioln (or even generates,: surl)ps). 

If farmers treated the tax imposed iii them ) l),ii'C111llit or deliv
ery scheies as a fixed cost, then supposedly it would io ailer their mar
ginal incentives to pri(liice. They could still sell the balance at (lie low 
higher prices oin the residual open narket. But the incentive ti avoid the 
tax will still exist, and farmers will seek untxa.xed alternatives. With forced 
deliveries, the clst Oifthe food subsi(y is shifted fromt tile government to 
the farmer de Janvry, Siam, and Gad, I983). Ailthough the short-run loss 
in efficiency illay be nlininial, regresisive traiisfers from low-income rural 
houselilds to middle-incolc urban households call lesilt. 

T'.e dowtiward pressure oil real exchange rates brought about by gen]
eral development policies (listlirts the doinestic prices of all traded goods, 
both final goods and internediale goods. lii the case of' fertilizer, a free
trade policy for niiirogein(ius fertilizer would lower the diimest ic price in 
Egypt by 30 percent and expand rice output significanly (Antle and Aitah, 

8. For a rwviw of di i'iistoin rv pricin g , Brown (it78). 1ltie comphrkoiS iiiif growth 
ra s is from Agarm\ ta (I183). 
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1983). An overvalued exchange rate lowers the cost of importedi fertilizer to
Brazilian farmers, but this is more than offset by protection to the domes
tic industry." 

As macrocconomlic cotstraints frequently determine the evolution of
food subsidy strategies. it can be useful to calculate either a Measure of tile
benefit-cost ratio of alternative strategies or, alternatively, their cost effec
tiveness. This call be found as either the increased intake by low-income 
groups per unit of foreign exchange (saved or earned) or per unit ot govern
nient expenditure. For example, the treasury cost needed to achieve agiven increase in caloric intake by low-incomeI households can be a useful
aid in selectiug among alternative subsidv policies (lPerrin and Scobie,
1981). All foods, a group of foods, or one staple food nav be subsidized. 
Social benefit-c:st ratios have also becn applied to food subsidy schemes 
(Mateus, 1983; Scandizzo and Knudsen, 1,980). Bv valuing the caloric in
takes of those who consume helow tie minimum, it has been shown that
India's ban on private exports of' foodgrain t0)ether with the procurement
scheme for ration shops have constitutec socially valuable interventions 
(Scandizzo and Swaniy, 1982). This approach represents a1usefttl way inwhich solme of the mllacroecoollomic co call be incorpurated into an anlyllV
sis of alternative strategies. 

Fiscal Costs of Subsidies 

The cost of subsidies as a share of total public expenditure, as a share

of the government's operating deficit, or even 
as a share of gross domestic
 
product (GDP) can be substantial. This has been 
well doelfilen ted by J.Davis (1977) for a number of countries up until the mid- 197Os. Subsequent
studies have confirmed the continued and widespread nattre of high bud
getary costs. 

In 198t)/81, Egyptian food subsidies were 20 percent of current ex
penditures and 7 percent of GDP (Alderman, von Brain, and Sakr, 1982).The deficits of tihe Korean Graiti Management Fund have typically been 
about 3 percent of government expenditure (Tolley, Thomas, and Wong,
1982; Braverman, Ahn, Hamenr.and 198.3; and Taylor, Horton, and
Raff, 1983). The rice subsidy alone represented 14 percent of the govern
ment deficit in Peru in 1980 (Orden, Roe, an( Schuhi, 1982) and has been
between I and 2 percent of GDFP. Sri Lankan subsidies reached 14 percent
of government expenditure and 6 percent of gross n .ional product (GNP)
by the late l q70s (chapter 18), while the current subsidy in India represents
about 9 percent of government expcnditure (chapter 16; R. Ahmed, 1988). 

9. The resuit isa decline in crop OUt)Ut (Zylbersztajn. 1983). 
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In the mid-seventies, the Bangladesh food subsidies represented between 
15 to 27 percent of current government expenditure (R. Ahmed, 1979), 
whereas in the same period the Zanibian maize subsidy represented 50 per
cent of the agricultural budget and 10 percent of the government's capital 
expenditure (chapter 21 ). In Mexico, the (lef'icits of CONASUPO have re
cently been between 3 and 9 percent of the total fiscal deficit (chapter 20), 
whereas in the late 1970s the direct costs of Chinese food subsidies have 
been reported as 23 to 20 percent of government revenue (Lardy, 1983). 

The actual share of total costs is not in and of itself either cause for 
concern or evidence of inappropriate policies. Positive social returns can 
conic froni government expenditures, be they in education, health, lions
ing, defense, or food subsidies. Too much attention has probably been 
drawn to the fiscal cost of food subsidies as a share of' revenues, expendi
tures, or deficits. However, two aspects do warrant further consideration; 
these are the potential rapid rise in the budgetarv costs aid tle variability 
of food subsidy expenditures. 

When food subsidy costs rise rapidly and demand an increasing share 
of government resources, there are a number of likely responses. In the 
first place, the fiscal deficit may increase, leading to higher borrowing (do
mestic or foreign) or expansion of the monetary base (Bigman, 1980). Sec
ond, to the extent that food stbsidy costs rise faster than government reve
nues, other items (if expenditure tend to be redinced. If tile food subsidies 
are part of the agricultural vote. as is often the case, government outlays 
for either current or capital investmen t in agricultur i may be affected. 1C)[o 

the extent that food subsidies are allowed to depress produtcer prices, pres
sure to increase cotiipensatiiit, input subsidies may add to the fiscal costs. 

Third, rapid rises in food subsidies increase the tendency to shift the 
burden of the fiscal costs. There is a wide range (if' mcchanisns used to 
achieve this. By using forced deliveries, the government attempts to ac
quire additional supplies at low cost, shifting the burden to farmers.,, The 
use of multiple exchange rates is another devicte for disguising the true cost 
of a food subsidy scheme relying on government-controlled imports. Many 
countries have used a preferential rate for food imports, which has the ef
fect of holding down the dotiiestic Cnrrency costs of food imports.12 The 
real or full social cost is not altered, however, by disingenuous accounting. 

to. For an alyss of the .gvpfian experience, see chapter 12 and \un Braun and de 
Haen, 1983. 

I1. Compulso ry deliveries to the "I'ananian National Milling Corporation at extremely 
tosw prices have heen uset ) hold dtown the cost of' a maie subsidy to irhani consumers 
(Keeler et al., 1982). 

12. Details of the Egyptian multiple exchange rate scheme are given in Scobie, 1983. 
Ahmed (chapter 15) shows that in Bangladesh valuing wheat imports at the shadow rather 
than the official exchange rate raises the subsidy hy 20 to 40 percent. 

http:imports.12
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In this case, the additional costs appear as a subsidy f'rom tile central bank 
on its foreign exchange transactions. 

The workini capiial Ior state 00(d niarketing agencies is ofteln
by providing access to credit at concessional rates 

fiet 
'ron the central hank,

further disguising the tine cost (chapter 1I0). Allernaiivch.. c onmercial
banks may be reqtirt-d to provide cridit under gosernmeilial g uarantee.
This involves two sources of, hidden Costs. First, the initercst rale is g1oner
ally helow market ratcs. and seconld. suc,.h ohligations, displac leding toci

the private sector. tits redlcifig private inv,_sttellC itII the tCCOiotlY (R.
Ahmed. !988). In1this way, pihlic.coisuptioni is 'uihsttitd lfoprivate 
invest ient. 0 

In sole coliltie:s. the fL ositiod ,cttoc ik 'iwirtel b1Ya selliatan
tOnlOlOut S t,:elgelly, which. ill M etfo1t to hold do\\n the httd talr' costto tile central governtnt, i,required to hC elf-fioIitcjit1, (Seital'er, Roe,
and (reetie, 1982). hi. leal, to Ilurther pric (litlrtlols as. tle ageney
tries it,generate rlleenue tt ,h Ia.s onllsItoe c +ntiOMlities (generally
imports) illrder to covylr the hoSScs Of the 'Ihidi,,cd staJles. IfIood stlisi
dies are seen as part of Itic w\'-C hiletwclfar1I 1teCaI ratl "1goert'~lltIhell itc 
is not clear that tie.\ shtoht he hnlitecd h food taxws. tltheriore. Ihese
agencies of tei haive access to holI ifoi:in exchminec and working capital
below tile market rates, so hir filatIci;l ;t1ionon1 iVis111ti appitrciii thutll
real, and the fall costs oltfihe stibldic timtihe sought else\\ihreh .ltilher fiscal cots can lla'isc frotlolicis thI attclellt to reduice the
seasona.l price variaolli over the ',year. ni aii fftl to redcc or eliinate 
this vairiatioi. govri nio its Ilita, ave to itldertake Imiore storage thait pri
vale tiraders "oiIlld findlwor h filte.ai tao (lie costs of tielfood snbsidv is
thell tile inmplicit sohsidsot sti_. i1 i incit.-tivc for )rivaie stockhtitd
ing declines, aind the flow oi raw iaiteii il to tile )tocessit i inltsisrlv I' iln
pededlmakingthe returtn iii captital in. s
say. t,ill bgmlesls lattractive-a furthter itdireci Cost o tilesbtih.sidi s (Ncl- ti(l Mocljono, 1981 ).

Illahlditloit toi the food stuhsidie ,lare oif lotafl hudgetarv Costs. theirvariability over timc is itilahlle. Witrc lite
igocrliileit depenidsil acquir
ing gritin oil domettcstic iii intelitaioial ntmarkets 
to sip lrttletilefod Subsidysclee.e, utttttticipatcichaiig c indtiliestic (upiltotori imnrt prices can
lead to niajor swiiigs i) Ilie hilldetarv co(1st of, a 
oo l slhids scheme. No'here is this nioe chraitaticalli' seeni thai i tilelood 
suhidy budgets of'
tnzania, F.gypt. Korea, likstiin, B glahh. lorotcco, anid Sri Lanka

duiritg tile period I)72- 74. 1li the presence of a ood slbsidY scheme with 

13. Tti, iitiil u t1c po ,il i\ thlI O 1-,d Wktu d 10 ' o1) >1itl I ill 1 hCijlliilC Il il nan ootiCapital
lorillirtiio:o,
i t q)(tOiliollhr stictMi ito' C1iocu insJo.itil 't.ll.tH . I,litalltc,it fi ext)licit h1Ititoo < i .i'V 
rea, we 't, ThoLi%,aiht tI)82, ((ii 

iol Lilln ill onittll;tia. 198 . Fotr Ko
le I. Wogi', ut.Stilllal the efft1 mlIi t irolt su'lrS.cmtisltiers, and the vct rintlrbudglet o'.Swla'-o tl ijc t%lahili/alii.
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stable consumler prices, this instability is shiftcl to other sectors, be it 
farmers' incomes, foreign exchange reserves, or government expenditure 
on other activities. The massive swings in budgetar' costs pose severe bur
lens on the financial planning of food agencies, which seldoi have the 
financial flexibility to deal with them. R. Ahmcd (1988) notes that this may 
cvoke speculative response from private trade, as the ability of the public 
marketing operation to sustain its activities beconles in doubt. 

Food subsidy schemes sometimes have their ratioiale, at least in part, 
in holding down the costs of the public sector wage bill. In fact, part of the 
wage costs are met by supplying cheap food to public servants. This further 
disguises tie true fiscal cost of tile su bsidies. 

In summary, the fiscal costs of 0od sdbSidics i'eprcseiit neither their 
social importance nor their social costs. Faced \with competing claims for 
limited public resources, there is a tendcn1cv to shift the costs of food subsi
(lies to other sectors. The apparent budgetary cost is thereby lowered; the 
real social costs are simply redistributed. 

Taxation 

To tile extent tile costs of subsidies alppear as budgeted expenses, "it 
is usually neither possible or particularly nieauingful to try to isolate the 
exact seurces of finance. At any point in time it becomes a policy decision 
whether, in the event of a change ill tle subsidy, any part icu la revenue 
item should be altered or in what form recourse to financing should be 
chang-d' (J.Davis. 1977). 

If the financing is to be loot by a tax ol another commodity, as in the 
case of a self-financing state Food agency, then the implications of a change 
in the subsidy level for a given food item become clearer. However, in gen
cral, food subsidy expenditures are Indistinguishable Fromn other items of' 
gov'ernment expenditure. Their cost is generally uiet by various sectors 
through direct and indirect taxes and through public borrowing. In the 
consideration of the (list ribut ion of' the benefits of' food subsidies, the dis
tribution of the costs has rarely, if ever, been adequately captured. Cer
tainly. transfers from producers to consume's h ave been recognized and 
estimated (de Janvry, Siai, and Gad, 1983; von Braun and de Haen, 
1983; Bale and Lutz, 1979: and Scandizzo and Bruce, 1980), confirming 
that subsidies and associated distortions to producer prices set tll atn ex
tremely coni' ;Ipattern of taxation transfers be!ween various groups. 

A full statement of the incidence of tile taxation burden requires a 
mcdel with which to predict tile effect on tile income of each group as own
ers of factors of production, as well as on tieir consumption. Clearly, this 
isan enormously complex task, and one that is not just applicable to the 
question of food subsidies. But until the incidence of both the benefits and 
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the taxes are incorporated, knowledge of the true distributional effect of 
subsidies will remain sketchy.1s 

Inflation 

The effect of food subsidies on inflation hinges on the extent to whichthe government's budget isdeficit financed by monetary expansion
through the central bank. An explicit monetary model was built for Egyptin order (0 address this question. It concludes that, given the historic pattern of deficit financing, a 10 percent rise in food subsidies would increase-he inflation rte by 5 percent (Scobie, 1983)." Since between 30 and 40 
percent of the total deficit has been financed in this manner (S. Alimed.1984; Tolley, Thomas, and Wong, 1982), the potential effect on inflation issignificant. In the late 1970s, the Korean money supply was expanding by30 percent per ',ear, or W 000 billion, while the deficit of file Grain Management Fund (( IF) for rice and barley was W .340 billion in 1978. "Thisis not to stlgg-'st that the GMF deficit is necessarilv responsible for half theinflation. bit it does suggest that the contribution to inflation is probably
substantial' Tollev, ThIo;as, and Wong, 1982).

Inflation reducCs tile real cost (if subsidized foods where their nominalprices are held constant for fear of plitical repris;als. For exam ple, thenominal price of wheat to constmers was held constant in Egypt from 1965to 1977, when it was reduced. During that period, the real price was almost
halved (Scoh'e, 1981 ), increasing the pressure on subsidy expenditures.

To tile extent that tile domestic inflation rate exceed the average for
its trading partners, a countr, s fixed nominal exchange rate will become
increasingly overvalued, discouraging production 
 in the traded goods sec
tor and shifting resources to the nontraded goods sector. IThis not only disguises the true social cost of food imports bul also Io\wer,; incomes il thepredominantly agricultural cxport sector. It tends to shitft totile demand
home goods whose relative prices will rise. Where capital gains are nottaxed or are taxed at rates significantly less than those for current income,
then the speculative demand for real assets will also rise. The net effect ofthese forces will be to raise tie real prices of assets such as housing, andthis is likely to be particularly felt by lower income households. 

In short, increasing inflationary pressures through deficit financing offood subsides will set off a chain (f ',.,,,t, in a di! ,',t,-cdecononiy, the net 

15. A nat lyjis (if tie dixtrihti ion of pubic cxl,:,'ditcre to ,oallh1 educathi m, electricily. piped water, and sceerage ikgiven itt Selto sky, I97o. For an attemtpt to incorporate thedistributiot of both tite cots andl returns of a public expetlittire prograi. Scotie anisee 
Posada, 1978: see also tf.)e W 1t975.

16. Note that "ectonmetric analvsis, while relevant, mnay he expected to e neon iter significant empirical problems'" (J. Davis. 1977). This inay Ielp to explain the pau.iitY of such
studies. 

http:sketchy.1s


Macroeconomic and Trade Implications 65 

outcome of which may or may not constitute a real income gain to the poor
est households even under well-targeted subsidy schemes. 

When considering inflationary effects, care should be taken to distin
guish between ongoing sustained rises in the general pr~ce level (of the na
ture discussed so far) and one-time increases. It is sonetimes ar,:cd fhat 
removal of a subsidy wonuld be inflationary, based on the fact that the norn 
inal price to consumers would rise. Certainly, if a previous artificially low 
price has been recorded in the -onstruction of the price index, then the new 
higher price will cause a rise in the index. But it will be a one-time rise, and 
if the reduced subsidy leads to less deficit financing by monetary expan
sion, the rate of inflation would in fact fall. 

Foreign Trade and Exchange 

There are few if any food subsidy schemes that do not have implica
tions for the volme, of trade in the subsidized good, the volume of trade in 
other goods, and a country's foreign exchavige position. Indeed, as most 
subsidized foods are internationally tradable, decisions concerning the 
level of food subsidy are often influenced by the concerns for trade, foreign 
exchange, and government revenues from trade taxes. This section con
siders the effect of subsidies on the volume of exports and imports of the 
subsidized good, on trade in other commodities, and on foreign exchange. 

Several countries intervene in tile export markets of' major food com
niodities, with the principal aim of diverting supplies from exports to the 
domestic market. This can be done through a state monopoly of grain 
trading (as in India or Egypt), through export taxes (as in Thailand), or 
through export quotas (as in the case of beef in a number of Latin Ameri
can countries). A principal attraction of such a policy is that it provides 
increased quantities of food at lower cost to domestic consumers without 
any explicit government budget cost. In fact, by taxing exports the govern
ment acquires revenue that can be used to further subsidize the domestic 
price to some or z.ll consunmers. 

Data for the Egyptian rice market are helpful in illustrating this policy 
(de Janvry, 1983); they are summarized in table 4.2. The rice market has 
traditionally been a source of revenue for the government. In recent years, 
however, the cost of selling subsidized rice through the ration shops has 
been just offset by the revenue generated from the export sales at above the 
procurement price. In this way, the consumer subsidy has an apparently 
neutral effect on the government budget-it is self-financing. However, 
the gain to consumers has ;ome at the cost of an implicit tax on rice pro
ducers. Btween 1976 and 1981, about 80 percent of the total consumer 
benefits of cheap rice came from the tax on rice producers (de Janvry, 
Siam, and Gad, 1983). This tax depressed domestic output, and diversion 
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TABLE 4.2 Egyptian rice market, 1976 

QuantityIen Price(1,00(0 tolls)( nlltric 
 (I|i per tin) 
Output 2.300 Average to farnmersMarketed sit rpii 5I 

1.419 ()pen market 60
Less open-imarket sales 184 ProcurementForced sales to gvel nmlit ,30
1.205 
 1Ol3 export.s I17Less exports 345 Paid byvcornlsuers 50


Sulhlsdiied comipt ior 20
 

to tile local narket reducet-d cxl,¢-,rs. Fgypt will' soon become a rice importer if it is to sustain tle level of subsidized colist]iption.
By offering protcers the word price lot rice, it is estimated that totaloit)ut would rise ftom 2.4 0o3.8 million tolts, which would increase exportearnings and artil incollmes sig,:nificantlv. A direct subsidy could be paid tothose qualifying lot- a ration. The foreign exchange account would gain,although tie output and traded Volu11mes 01 ct'ops that conpete in produc

tion and consumption would m(lodify the (itco)me. The cost of tile stbsidyto consumers wou hitprcstnitbim b e more equitably (listritted. At the %eryleast, alternative policies thai implY different deadweight losses per dollar
of surplus transferred fromt plrducers to consumers shonld be examined 
(Gardner, I 983). 

Thailands rice sector is another itlortant exanp, :f the use of tradepolicy to achieve dolestic oals. The export tax oil riek raises the exportprice received by Thailand (assuming it faces a less than perfectly elasticforeign demand) but lower.s the domestic price as it diverts supplies fromexports ta home con;umn ption. Thailand may be able to offset tile welfare
losses of its interventiotn 
in the rice market by capturing a higher pricefrom foreign consumers, that is, by implementing at optimal export tax. n7
 
In any event, 
 regardless of' tile transfer from foreigners, much of the ,sg;ainto consumers is an implicit tax on Thai procduncers (Trairatvorakul, 19841).Whereots many studies focus on a single market, a food subsidy affectsother commodities through substituttion in consumption an( prodtuction.Toe results of an Inidonesian study incorpotating foutr basic staples areshown in table 4.3. Food policies can have both a stabilizing role (foodsecurity) and a provisioning role (food consumption), and these results 

17. There is consiuterahle debate abuott tle clasticity of f.orei demalnd and whether inthe long ririr Thailaind ":an exploit this. t:oir an anal 'sis of the welfare costs and t ansfersunder diftrent .ssumprtiir,. see Wong, 1978. TIre effect o the optimal export tax on distorlions (through overvaluation o|the bhlht or tlrouglh input market tibsidies. for example) isanalyzed in Tolley, Thonian.,rdWong. 1982. T" effect of changes in rice prices or incomedistribution are estimated in TrairalviratkI, 1t984. 
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TABLE 4.3 Effects of alternative food polcies ilm ,i., prfcetins Ilr I99 

Rice .rcign ('.1l ic, lit-i ('dpil. pcr DaI 

I (((pmrtS t:\iLIIIC 
Food t'licy' (metric tons) (million il dollrs) Nhofo '.t rtl I (c iI 

Base 1.5 255 
Variant A (.3i .151.5(i I 
Variant B 2.3 S"12 I .S I-hi 

SOUIUU{S: "l r an I tachnan. 1l)82. tcprhcti Id I clleII IN , I I I cLII ,LItlcI,c I C ' ii'blshiIng 
Col. Irc. ('pv iigi h 2 h\ it' Sieci's filI'or , \ii) N il VIIi g 

ULnder 0]lt' IMaSe IpoliI: V. \\II 1 (II icv II I cc lltk Nllili/cid 
di/ed. I llde'r\ arialll A. thult.'i I ll, stliiilllilo. biI II lt NII(l, pl lIL' IN l11,11111e.01M 

; l and lit c tii lt, ILS lilt,0 sillsi
(111 

U nde.r \ arialll If. Ihc,.:' is mi, slabiluzalhm!), 'Ind it IN .1 ' pcl Lt' ll lkIt"Ist Ill L-li l l1lIhl , 

priccs if rkc lit I\M)cl 

show that alternative policies aftlect bhoth tie level and variance of caloric 
CotnsutMptioll in staple luods. 

In addition it)reducinlg exports. i tlher countlries have had to increase 
their imports in order to support theit lood subsidy programits. Wheat is the 
most widely suthsidi/ed and imported food. In an altetllpt to relate wheat 
subsidies to wheat imports, an analysis of fiy-tithree countries was under
taken. They were gronped in order O their ainualI avcrage cliatge in the 
real price of bread Over the decade 19'70(-8(. ad for each qrolOp Ohe rise in 
wheat imports per capita was Computed. The results (table 4..) show a 
clear tendency f'or the treatest rises ill imports toi be asslciated with atfall
ing real consumer price. A tall of. lav. Percet per *yearallttlillts to a 
substantial real decline after a decade. This has led to a sharp increase in 
consumption, which has not been met by increases ill domestic produc
tion. In fact. many countries have deliberately held lwttM prIdUCCr prices 
in order to lower tile budget cost of lood subsidies, which shifts part of the 
burden to farmers. But it also increases dependence on imported wheat." 

The effect )I*domestic pricinlg Oti wheal imports is again eidetIt ill 
table 4.5. Here tile cot,ntric. are ranked bv the relative price of bread to 
rice at retail. Based on \'orld prices, that ratio would be alll (tic tIo five 
(3yerhee, 1983). (ounliries that maintained a signiilicaitlv lower ratio ih. 
1980 were those with ie largest average increases in per capita wheat im
ports (both comtmercial and cotices;ional) over the preceding fifteen *years. 

Clearly. doticstic poic(:ies impinge otl foreign trade atd exchange. 
However, the fact that 1t'1od subsidies increase tile demand ftr or redtice 

18. Itrazil increased ll t priucer's price i(porl S iltll iiln polic" , andi 1 \\ hCl aIls 
itt fact it has recently excededtilhc \\orld price hi 0I percent. Iimnter. at tile Nam((e litle ite 
colslmtller price hasc been drastical reduced. SO tihll ciilt tli lltilt li%t' Illch faster thalll 
production and imtlortS ruse slbll ntiai liteli reignl exchaglel costs of %heal inports have 
ben nmore than 30 percent higher is I result of contim tlin sllhsitdies Ichapter I}). 
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TABLE 4.4 Changes in tie real price of bread an(l net wheat imports
 
in developing countries
 

Average Rise inAnnual Avcra t. Net Wheat Imports
Percent Chatnge Irom 19ll-s to
 
in Real Price of I979-81
 
Bread, 1970-S0 Con(ryN 
 tokihg rais per capita) 

- 1.0 to - 3. I 	 Iraq, FEthiopia. Zaire. Igypt, Jordan. 28 
Bolivia, Iran, Mexico, Algeria, 
Guatemala, I' Salvador, Brazil. !(cnva, 
"l'at ia,Ghana, l)ominican RepuIblic


-- 3.0 to -0.1 Paraguay, lunikia. Morocco, Libya, 
 21 
Sudan. "cuador. Pakistan. Panama, 
Malami. (amteron Somalia. turtuwdi, 
India 

0.0 	to 4.9 Zambia. IHo. Kong, Singapore. Uruguay., 13 
Iv(ry (oat. Upper \olta, Turke), 
Republic of Korea. Chile. Venetiela, 
Costa Rica. Coolroia, lhailant. Lcsotho 

More than 5.0 Argentina, lhiilu)incs. NMil"ysia. Burma, 6 
Bangladesh. Peru. Sri l.anka. Senegal. 
Indonesia 

SOURCE:R Ditj a from ycrIce. t I 
'Countric s arc listed itt awcening order. 

TABLE 4.5 Relative prices of bread and wheat imports in developing countries 

Average Rise in WheatRatio of Price of Imports from 196l-65 toBread to Price of 1979-81
Rice in 980 (outntrv" (kilograms per capita) 

0.00 to 1.44) Sudan. Turke v, Iraq. Mexico, 25 
Egypt, Bolivia. Tanania 

0.50 to 1.49 Braiil, Pakistan. Sri Lanka, I1 
Zambia. Korea, Ivory Coast, 
iong Kong. Panama

More than 1.50 (aneroon. Liberia, Randa, 
Costa Rica. Burma, Philippines 

SOURCE: )ata from lvyerlcc. 1983. 
'Countries are listed in ascending order. 

3 
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the supply of foreign exchange raises the possibility that the country's ex
ternal circumstances will impinge on its domestic food policy. A number of 
studies of the import of foods by developing countries have recognized this 
possibility and have included a variable purporting to represent import ca
pacity as a determinant of food imports.' These studies have generally 
concluded that the response of food impo rts to foreign exchange slplics is 
fairly low (Krishna and Chibber, I983: Abbott 1i7);1 Bautista, 1978; 
Hall. 1980; Islam, I978: and Scobie, 1981). 

A further step was taken by some authors in trvinig to make the do
mestic policy itself a function of the toreitn exchange sitLation. Lattimore 
and Schuh (1979) note, "there are two basic forces impinging oitthe I[Ira
zilian government with respect to beeff export polic' . One is tile desire to 
hold down the price of beef to dolestic CotinsumtnersI.The other is the need 
for foreign exchange receipts." A model of jtian wheat iliipo.s in 
which the consumer subsidY was iiself endogetnous found that changes in 
foreign exchange receipts had little effect on commercial wheat imports. A 
fall in receipts of a dollar led to otilv a five-cent reductiocn ili expenditure oi 
wheat imports (Scobie. 1981 ). 

This leads to a crucial and little explored aspect of hood subsidies. If a 
scheme depends on imported food, there is likely to be considerable reluc
tance to vary total food imports wit h changes in world prices or wit i lcttt
ations in export receipts. This problem comes into even sharper focts when 
it is recalled that variability of world prices for important foods has been 
significantly increased by the policies of' major importing and exporting 
countries (Shci and Thompson. I977: Bale and titz. i 1)7); aiidl Josling. 
1980). 

Consider, for example, the effects of an ttnanticipated rise iii le 
world price of imported wheat. If this leads to otl., a nitior adjustment in 
the quantity of wheat imported. then the foreigin exchange allocati ti for 
wheat must rise. This can be met be drawing down re',erves. by borrowing, 
or by reducing other imports. Unexpected changes in tle level of imports 
of raw materials, parts. and intermediate products will destabilize indus
trial output. As a consequencice. the existing capital stock is likely to be 
underutilized. Fturthermore. the rate of growth ol tile capital stock itself 
may be destabilized if food imports take priority over imports of machinery 
and 	capital goods. 

The possibility of food imports crowdinig out tlie imports of essential 
raw materials and capital goods has been noted by a nuniber of research
ers. Bhagwati (1978) notes that essential consumer goods such as food have 
remained relatively large proportions of total imports in many developing 

'i %v reservcs or reserves phls 
export receipls. Neiltier nicmasure is entirely saishthatiry is both ignore thepotential to raise 
foreign loans or acquire additional foreign aid. 

It). Inport capacity is r siouly measured as forcign C.\,chnlalg 
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couLIIIIics. Furthiermorie as ill (hile. %%wl'IeneCI-hffeiL Jl CXehliite hort 

of Capijtal gt,'001 l5tlicltIlitii~u(t es1 Wil(ilil c4)l1',oll.i tO4dN 

tilnul'. CUTs Ill illij)(o4IN \%CFC IIhttt5\hh\ . tOti Nlttt i~,lihlitct the Ilse 
01' IliuCh Of the it'aiifhit' 10h1'Ci211 t'\t'lgl.' 1' !tu)'i II ~l S\'A it Icsuui(
ulill 1' i '1% Ihl i(CI ii k oo C hit Ihill, (11iI t iC; IlI\. [ii:1 l C itI CrICc uIf
this j IhntI 1C0 1L l 11I F('', 1iiiAli/i 1jti,. IC11 W( I ) t thilt 

it) fle severc slhmortgtoti IfLh'jt~hi Ct'cailQ 


il -HLh I "(file 
Jild1CIlle h lrIl mii('( TO)Use I.C

li(ailihhth 4'hlt'VIleS *%ll 'Ls To)Illihilh)h' ihlilttliul,' Ititit Tljil'IleitS. the 
Go N;PS tlCC111114, \i t'h)lijll lT 111ij)Wt QlVlI~tIiI liilhlillS MI hi fil tll

pofrts. SiICC kltl/itlaliat 1i1 1011 1 ' 
 11ll utaCC ltlhhiit(i t1il i Ijli~it1ihl 01'luIXIury i(Vellisnd lI li tht0ti-t'\St'thtii', 1hi m hIA'lts, iICCt'd'te1t je~ tle ill)

neaita gv.(l a l ndi)I ke jMl,.iI it YCitti it',i l~~iot'li' O111ls 

Iliti1115(11 I [Him. nIll difcil it jill Illiw filwI() i)lta ili Imti (olsfiraowo 

fell." 

[ ToICiaIsti it ll iltil siM'il,jeIWi luuiuYte' 11)ilt n Ntill" 
11)71)), At) F4gvltiil iPStSC l 5htCthill d Ml ptL'tLCelllltil ill(ht pliccol4 

wke15. at dtclinill huh oll 1 t'.\tIlatlit' cxpitiuiies id Illpercent %141tl(I
rCdlt.i illd(11ti5Iil ijl t tildimIti~~hiIis 1 ; MIT to I)VlV4.1l, t-cspechtivel .
A (jeClHiri itt tiltCllu ill 
 IM61pti CXA11I iilihililtv redluce" folilIl
 
ports h. ()i15ll.\Ik cclt, wile rais 
 ilaterialsanuimllahitllet'. hll 11Ylilteenl
alld tiily Cell"Is, CpCct%1itl. Thews tillitdt
1 s Ceonllfjrtilc 11tv
potllcsis that.w'ithu a ti mi idY schli that tlt'i'ild (m1hieuti hlllics. jprioritY is 

Chtangle. Iljllirts )f' rimt Itiil needeIC( 11 ilaillin ill jliult ill tile ilttduus
trial setor ire ;iccittuhtt pijiht ()Vr(21' j)itl 110i)(k, as ItIw' itteStllll( is
piesntilablY stell as, pwi445)iilC~ ( ScohIiC. I t('ij 

Instailits, WhCilie (111C 1to tliictuatiuuli iii tliltlit'sl Itpu~tltt ill- world
prices. is IlCicr (5 l nid calill(It Ke willed awayo. *1hire motw he an iuad
justiulin iiueclll anti III(, iteitnisml chioseni will dletetmneu wilo hears 
thle cost oftilt( 1tithihit.\ 

If'thle itineClaIsdellitid fou iii lotted food engelnderedi 1)v a lood Sob
sidy scemene resnitis inlfluctutioins inloutput and affects incomies and thle
growthl of' employment amiong poiorer groups, then a legitimate quiestion 

http:I)VlV4.1l
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arises about the incidence of those costs. Is maintaining folod collstilltioii 
by destabilizing employmnent an appropii'.lle strategy? Wollld (lie holding 
of extra foreign exchange rcserves be niore or less cstl'v? And how would 
the incidence of the costs and henefits cl ange' A 11ttt.r (nldcrstanldinig is 
needed of the effect of instability on. sav, the variance of colniIIIption of 
ati imported good under differelit food subsidy sclIeeIICS Or diffhrIII ilionIc

-tary aid exchange rate policics. ' 
Certainly. schemes to provide colll)eisalory fillance for Food in ports 

have a potentiailY :'iportaill role (Itltdlljol c al. I}SI ). InI cases where 
the marginal prlopeiisity to imiport lood is low. they \wou[fld contribute more 
to stabilizing tile iuports of other essenlial materials and Ca1pital goods. 
Recent work raises the ipossihility that se of atconipesMator scheme to. 
redtce the variance of Food consullption (h1e, IIt nuct'sarily require full 
compensation hor deviations ill the food inport hill it a1parallel scheme is 
operating for exports. Il adllition. it ik possible thtl tihe foodLfcili *vcC1(1d 
actlally destabiliC loifood colllillplioll. [he problci arise's hecaise 
two targets-e(lciug tile Varialne of Colllllpiloll ofI both food and l(ll
food-will ill general r'qhuire tlMo iliStll'lalcliis {(Greci. I1983). 

It is (biliOiiS that 1*00d silvi that exports,eWleCIICS diVCrt to hliome 
constimplItiOii or that increase tie (leiIalld for 'nlported lood rerate pil'es
sure on the sulppl lyvof fforeign exchange. Bill this is a l artial \'iC\\: a richer 
frame\ork is nieedled to ass ss tile effect of gocrletlllllll speidilfi for Food 
subsidies on the balance of pl) rilieuts and excliai4c rates. B~ccause nany 
countries maintain Fixed exchange rtes., the rtie exchange miiarket pres
sure can be analyed only by tAk in, hilth the chnt,c ill the niet orcignl asset 
position together with changes ill the shadow of parallel liarkel price of' 
foreign currency. InI a monetary approach to file balance of la*in'cts that 
captures tile deficit financing oft 'ood subsidies. a I) ler'cent rise ill ex
pendituires on food subsidies would reduce the Egyptia i stock of net for
eign assets by about 2 percent and lead to a devaltiatio of' the parallel
market exchange rate of 3 percent (ScObic. I981 ). ll genclral, this would 
lead to a rise in the domestic prices of tradables relative to homel goods 
(Dornbusch. I974a). This would have implications lor the allocation of 
resources, for the outputs of traded and ioitradcd goods. arid for imci
dence of tile cost of, tod subsidies. Alternatively. the excess dem:,nd for 
foreign exchange is ofteii eliminated by irhll'ort controls atriffs or quotas), 
whose incidence as an iniplicit tax ontflie exportable goods Sector has been 
shown to be signifieant (Siaastald, 1981: Sjaastad and lemients, ISI; and 
Garcia, 1981). Ironically. a food subsidy scheme creating excess demand 

2t0. The tcginning of an :nal yticat tramewOrk cani he iumd in tlack. I97tt aunt 
Fischer, 1977. Thcsc imotcts arc cxclldCdt , c.\autl ithc ,If ivye Itulicics' ttc Ilteat n ilt' 
variauilitv Of fOtOd coniumliiin in Scohic. 1980. For an analvsis tit iltrn tivuc foodi trade and 
stock pfolicics, se tliguman aind Reumlinizcr. 1979. 
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for foreign curre', finance food imports may lead to a taxing of agri
cultural export production, thus redhucing total export receipts (Keeler et 
al., 1982). 

Real Incomes and Income Distribution 

While chantges in the level of food subsidies have a direct effect on the 
consLmi)tion of' particular good, the ' also alter real incomes and expell
diture patt rns. Conunp6ion levzls of olhier staples are affected, anid more 
generally the lerlanld for virious Classes of goods is altered. When food 
subsidies are sihstailial. Ihlese changes Cal affect aggrete (Lteirldin 
braad sectors ite ., with cOriCOlilitiilt changes in output andof' colnoi 
dei'mand for factors. [his ruills inl irther effccts o)i real incomlies Ind ill
coic distrilhutio . ofThe purpose this scctiol is to review sonle of the 
nodels that attempt to) alpture these effects an] to examine the results 
they i'tpr VidCd c01iCCrlingile effects of tbod subsidies (\'lis'rlull alld
 
de Haen . l98.3).
 

One faniilv of iiodcels, Called colnipiaibl,
l iocrAl e, tluilibrt-iunl mo10dels, 
are essentialllicromccioilic iodle', ill which rilcars' variables nlelver 
appear. They al-c iseful for aalvMIAi IV hIg-l-lii tll II'(ls idt rell resoiuirce 
shifts in tile ecoionly, being esseliia, Iv barter models. This does not imply 
that they are irn anY wa Cmriide; Ihes' Call be extrellely solphisticated andhighly disaggregatel, based oin i large ilpllt-outlplt scheme. For example.
they cal araiize tile effect of a iatnge in protective tari'fs of) prices outpill, ai(l fictorl- Use ill twI ty l thirt y sectors of tthe eco ollills, but they 
cannot ai l l , atel , all /c lal.!Ct'0- Or illollelarv policies, ioi-predict prices 
(I)ervis, de Melo. and i obisi,. 1982).

This type of iiodel has been ised for anallzing food policies (Eckaus,

McCarth', anld Mollie FI-I)in. 1979: Eckaus and Mollie Fl-Din, 1980;

McCartlh v il laYlor, IN980). 
 FSseitiallY. tihe.\, arc 11niltisector models that 
deteriine ( I) ou tit levels and relkutive prices for each sector, (2) vitle 
added, a id (3) "lcomes to factors (labor, capital, and land), together with 
the distribuion of total incoei beisween rural and iirban groups and 
anong iti'oie i,1up. Tle shares of total inicoimie going to labor, capital,
and land are assuied to be constant in eitch sector, and ihese are appor
tioned to household ticoriie grouips, assuming the share of inconie from 
land, labor, arid capital ill each income grollp remaiis Coustaint. 

What do the illodIls predict would happetn if' a food subsidy is re
moved? The resuilts for tPakistani i;lustrate the general pattern (McCarthy
and Taylor, 1980). Because tle demand hor food is verY inelastic, the drop
in consuniptioni is ,lllch less Ihan the Percentilte rise ill price. The decline 
in real income th;it accompanies the rise in the price of wheat in this case 
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reduces the "Jemandfor nonfood products so that aggregate demand falls,
and there is a contraction in tile entire economy; real GNP falls 2.6 per
cent. Naturally, the government deficif declines. The decline in aggregate 
output is of course nothing more than a reflection of the increased govern
ment saving in the absence of any offsetting increases in private or public
consumption or investment. Alternatively, although these models are in
ternally consistent and provide a general eqluilibrium solution, they have 
achieved this 'closure" by r,_quiring nominal savings to equal a fixed level 
of investment. If governnent savings rise. then aggregate demand lust 
fall-so that total savings are cquateil to the fixed level of investment. 

The models allow few opportunities for adjustmcnt in tile ccoionly. 
Nominal wages are taken as fixed, as is real investment and the1exchange 
rate. As a result, all of the adjustment of' a change in sulbsidy falls on basi
cally one variable, causing marked swings. An increase in the price of food 
sufficient to reduce tihe cost of E~gyptian food subsidies by about 50 percent 
was found to reduce GDI) by 5.4 percent, to raise living costs by 2.2 per
cent in the rural sector a rid 8.2 percent in the urban sector, and to reduce 
real urban income by 14 percent, the heaviest burden fallin,, on the poor
(Taylor, 1979). The reaction of any policyniaker to such a prospect would 
rightfully be one of horror: why would lie want to iltroducc a move that 
would contract the economy by 5 percent, add to inflation, and reduce real 
incomes? Ilifact, his immediate and most rational i'esporse would be to 
ask his econonic analyst, "Ifwhat you say is true. would it not be wise, 
politically cogent, and compassionate of me to increase food subsidies, as 
not only will the poor benefit, but tile economy will expand, output and 
employment will rise, inflation will fall, and real incomes will rise?" If only 
life were so simple. 

In tile short run, with so many variables taken as given, tile only solu
tion offered to tile policyniaker by these models contemplating a reduction 
in subsidies is to allow inflation to soar. Consider the problem faced by a 
country whose spending on food subsidies is a significant share of a deficit 
that is being moretized and that is contributing to present itflation. Pres
sure exists to reduce subsidies ard so case tile inflationar*y tendlency of the 
higher government budget deficit. Followi ng a cut in subsidics, real output
(according to these models) will decline, the higher food prices reduceas 
demand for other goods. To offset this fall in real incorie, wages will have 
to rise, which then will be pass,.d oinillhigher prices. Increases inwages,
provided they increase faster than the price increases that they engender,
will raise aggregate demand enough to close the real GDP gap but only 
with accelerating inflation (Taylor. 1979). Inshort, to reduce the inflation 
associated with deficits due to subsidies, the poiicyniaker is advised to re
duce subsidies and accept either a major economic contraction or gallop
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ing inflation-hardly a happy state of affairs, lint one thaI has bcen exten
sively inliolied.- l 

l, approach generally assumes a closed econom\.. ()utplut and col
stullpti l levels ale not related to world iprices: rather, all prices are do
mestically delernijited, igiven (te lfiXCd quant itCs Of 11tUde L!oods set 1V the
govCrncnieit. Furtherimore. lelo lupply is Weli0t i),.ii'ilastic. So thai up
ward pressure on prices calls forth little Or m eXtaI otput. l'herc is.,an
infinite s,,Up)ly of lbo'r to, le non[ il'Ill SOlIt It iC fi ed niinll nawage
rate aIdi( a permaiient excess callacily in the indtslrial sc'ctol. It is these 
rigidities or structuralist leaures Of li te c i ,NVthat mislead efforts to
estlilate lllCl'(iCcoiitii' Colitft-lieieTsLT, Of a(Cliaiiu- ill food subsidies. Nat
urally, mo(dels that all w fo clhuiitCs ill in l ltClll, XChiM1, I'tCs. illsVt ill 

illdtlitrij~ caupacHli , ilflie llerintll Of labour bet wei sethl'os i 
 .spollse
to chiln gCs in \vagesC. aid iilz)irtntlv, hi' agricultiural Output to riSllo 
high prices tht nt ncccssarilv' imiply either iiC,,si\c it 'ttictimji or 

d to 
acccler-

Itiiig inflation if slbsidie's \vc 'tlcuf't.
 
In1short, heret is no c\idclc't, Ihatl es dln(lIrc.
d JON fool sutbsidie', iii;

pe(les Or fosters O tputatiid'growh. "[lie ,als hinges Oiilllr distortiollsand acchllpallv*'.i Q policics. 
c , 

l1wll, tl cMiicllsio ll lii aj)ply to tli'f diStl'i
biltiohial cffct'Cs o ' I0(d stisis Alt O li te videnclk'Cl silggests fhat sub
sidies aie generall.' progressivc ill ters Of pullic espeinfditurC. their tiet 
distribulioniml d4'c ifitteils ot lMow 1l1;1 tsXI)iLntitirc i:, inetl. If inlfatim
aiv fillatllcilng, ho'uc pel'irerlieiiLi, ,ild I'Ct nills ill t1her oc','ial inteSt
rllclit and traliste.. llOgraiils p)'ovidL tihe reo-urTces ,tob"iti/c tood to awith' pCtrHrtiin Of 1hi)0h 1te uctCld llteli Iilidtl-iin'Otlu Icl'iurn lll lrops,
then it is In"s clear that food siib'sidies arl'e sti l' rogressive. 

Food Prices anild Real Wages 

The eXCIt in tile ( cliig pagesi ft his chapicr highlighis the con
ctni' tha1 i ilise'L'tNC il 
 foul )ricCS will eICteases ,ags-LMIe ini iiilii;if 

that real wages will fall. li .Tneral, n hat Can be said AbMt 
 tilhe fl'ect of
food StlubsidiCs oil 'c ,e?(il;irfv, il tihe contest ofile itioe lsoeldise'l.Led
earlier, ;i ch;ligc ill d'iiiail hr iiOll'ood itemlls dile to lie real inilici'ilffect
 
i)' ; clh;iiliL' ill suibsidiCs has 
no wage effect \ herc, it is assuitledt at tile 

21 'C'U lId h11. P)I-'): ( hicil i1111%\ nlil I h1\1, 1 ID k(! at;rili midl I 'I 'h . H 801; 

1il llll 11,11tand w
ar, lsl. 8 1: ' Iilli, I ll c t'111. c ' 'i: I l l tl t] I'\ 1 IS .h la ti c 

22 , i-ioi i cmullpairi%,il ofl c'llsillt- Itlkfllt. h krt' la c(llliih illinl ilil'Idek 111ahl de'lurilllille.
thc Md linl II j) rLTIiHlcd ;[til Ih1L111lcr (11C M1h0 lll' Hlit I ll) IIC 1 ; gL'h Nt'- IhIWr a IIdt '. I )t
1:'U\l liii Il9N I. A%i14)il'tl A11iih "ml idt- hfI.\~tl Oxbldi i[\INdh lpled in ,A il ani~ll aid d ( rak., 
1984t. ( ngies ill lics l iil du ( ii i' c i Mi ittld i ii ' ih t ,i'ic i ' ie tilt i lll W hivc 
iiiiiinial puslilet effccl il (itiP. 
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nominal wage is constant-that labor flows costlessly into and out of the 
nonfarm sector at the given nominal wage. 

An alternative view is that the lotal labor suipply is givlen and that its 
allocation between sectors depends on wage rates. If food subsidies affect 
the demand for labor in the nonfarm sector, they may be accompanied by
changes in nominal wage rates, but the effect is likely to be small. If the 
economy is open, then changes in the volume of traded goods provide an
other adjustment mechanism, which would dampen any pressure on do
mestic factor prices. A reduction in th Thai export duty, which would 
raise domestic rice prices, might induce a long-run wage decline of casual 
workers of I percent (Amranand and (_ rais, 1984), whereas various 
schemes to raise the food subsidy in India were shown to have little effect 
on the real wage rate (chapter 22). It seems probable that changes in real 
wages would ocCtr ill the short r1u, with soMc nominal wages Iracting only 
after a lag. The actual effects of changes in wage rates themselves (lue to a 
change in food su[sidies are likely to be swamped by the real income 
effects. 

International Prices 

The Costa Rican inin istry (in tihe excerpt opening this chapter) 
wanted to demonstrate that, despite price rises, its internal prices were still 
lower than those of its neighbors. Altlhough this may have been politically 
astute, it conceals two important issues. 2 First, if t lie domestic prices are 
being hield below their true international level, then proclcer!. are being 
penalized, and resources will shift away from those sectors. In addition, 
wide differences between domestic prices and those of neighbors, espe
cially tho,,e with coninion land borders, invites smuggling aild makes the 
operation of gove nment procurement schemes more difficult. This can set 
an important constraint on foocd pricing policies in small countries with 
several neighbors. In effect, the food sector will operate as a small open 
economy regardless of domestic policies. Illegal border trade stimulated by 
the price differentials will ensure this. 

A clear example of this piroblem arose in Tanzania, which has exten
sive common borders with ntnmerous neighbors. The fixud )rice offered for 
maize by the state purchasing agency, the National Milling Corporation 
(NMC), drew widely varying response from year to year. In an eftort to 
explain the volume Of NMC purchases, a series of border prices of maize 
were constructed using a cif (cost, insurance, freight) import price and es
timates of the parallel market exchange rate (Keeler et al., 1982). At times 

23. It is also possiblc that the comparisons arc largely meaningless. as the result of 
uing an official radier than a true shadow rate for foreign exchange. 
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the border price was six times the NMC price. Over the eleven-year period,farmers rationally and predictably varied their offerings to the NMC, reducing their sales to the corporation when the price of maize in the border
markets rose relative to tile government's offer. 

Concluding Comment 

The Costa Rican ministry spelled out many of the significant issuesand dilemmas facing food policymakers This chapter has reviewed each ofthese in turn, drawing on an extensive set of studies for illustrations andevidence. As further discussed in chapters 2 and 3, food subsidies areclearly an important and potentially powerful policy instrument to protectvulnerable groups in developing countries. If they ar,:direc ted to the desciving, viewed as public investment in human capi al, and financed bytransfers from ighei income g,: tps, they aced not I-ive deleterious conse
quences either ter foreign trade or macroeconomic nalnagement. In contrast, food subsidy scheees that substitute imports for domestic output,
tax low-income producers through forced procurement, create deficits thatcan be financed only by inflation, displace other social programs, and disrupt the flow of essential .. , 'ts will inevitably have undesirable and 
costly consequences. 



5 	Explicit versus Implicit Food Subsidies: 
Distribution of Costs 

ALBERTO VALDIS 

For years economists have tried to go beyond the strictly economic "effi
ciency" measure of costs and benefits to resolve the problem of how to 
explicitly incorporate some of the noneconomic benefits and costs into 
their analytical framework. IOne of the major issues is assigning weights to 
consumption gains accruing to different income groups, especially the con
sumption of food by the poor and malnourished. These nonecononic con
siderations are difficult to quantify, particularly when there is no consen
sus about the underlying noneconomic values. 

Two alternative methods have been developed to bring ditributive ef
fects into the framework. The first is called fihe distributional weights ap
proach, and the second is the basic needs approach. Most economists are 
completely disillusioned with the distributional weights approach; fol
lowed rigorously, it would lead to the acceptance of scandalously ineffi
cient projects. 2 In contrast, there is some acceptance of the basic needs 
approach, which presumes that sociAv is willing to absorb some of the cost 
of implementing policy interventions to provide for specific groups' mini
mum adequate consumption of food, health care, education, shelter, and 
water beyond the level resulting from market demand and supply. 

Costs tend to be associated with fiscal outlays. But fiscal costs of a 
program are not necessarily equivalent to its economic costs; furthernore, 
particularly for food, fiscal expenditure, are often avoided. Through price 
policy instruments, some segments of society make an implicit transfer of 
income to another segment of society. How much society pays and who 
pays for subsidized food Under both explicit and implicit transfers is a cen
tral question. 

This chapter examines the distribution of costs under both explicit 
and implicit food subsidies. Explicit subsidies are those where budgetary 

I . "Theterm ef.iciencl , is often given too narrow aininterpretation. It refers to means, 
not ends, and also includes social valuation. 

2. Harberger (1978. 1984) disclsses hot hiapproaches. 
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outlays are made by the gmvernment, whereas imp1icit susidies are those
where supply prices (larmeis' prices) are held down. The fiscal and economic costs and who pays them can be quite difflerent for each of these
approaches. In countries with explicit subsidies, there is a tenliptiltio for 
governments to try to redtuce fiscal costs by t1altslcerritg, purl f'the cost tofarmers. In time, the explicit subsidy scheme is oftell accompanied by im
plicit subsidies to Collstmei-rs at the co of4t the farti sletol(lr (chapter 6).Hence, ill eval-atinig a real-life situation, the distinction between explicit
and implicit sub sidies, is i always clear.
 

rhere are tiiree majo issues in assessing the cost of 
'ood subsidies.
First, the benefits and .osts of4 a idicy can be def'ined by the effect of the
policy on some fnndamental objectives (f'the econom,,. Analytically, costs 
are tile benefits lort-oie by iot lising the same resources in othei ways. Bv
measuring the costs and benfits with the same 'ardlsticlk. the net effectof 
policy on the cliosei ob).jective can be neut.,ured. Perhaps tile most diliculttask in assessing tit, relative merits of valiotus appro)aches to satisfy basic
needs is to ideitit and quaotifv the ,'.,s and tle belefils of the initerven
tions ill qttestin. Most iter,:litis hav l1j1re th,1n one objective, and
the relative weights of+thIese ohjcCtives coil ,hacllC through time. This isespecially the case withIhmid subsidies. Ill a broad sense, a hod subsidy
isaillilstrumetnttt to lio\Vide a social Naty net and :)eili'iic political 
stability,. 

O1:C basis for a food price policy rests on the arguncnl tha;. food is amerit good, since it has obvious henceits in tile form of better lttrition for
people who swould otherwise be in p wr health. But other bases for dctei
miningapgricultural pricc, nay ,,Crvc as tmidelines for inlervention in domestic food markets. live possiblc objectives of food sllSidies ar- ( ) reducing mahnut iolin anme hiw-inconic groups: (2) achievi'ng food security

(i.e.. reducing iniabilitv in food cmisllmptiili, particularly for some tal
geted segment of the p(q)ltition): (3) redistribiuting income in urban 
areas; (4) lo\wring fo(ld prices, thus enablii wat es to be low relative tothe price of ildustrial .goods as well as relicviuug the fiscal burdein of public
sector eniployment and (5)reducing domestic price iil'iatioi (however, asdiscussed in chapterC-. if the cost o1 stibsidics contribute, to the budget
(leticit. i,,iYlation may act iiall' i lereas.N). 

A secoid critical problCm is hM the subsidy is Ilianced. If thescheme is an explicit subsidy, an eslimateu of iusdirect costs may be obtained by im.'asuring the fiscal outlay of the seheme, :as well as the indirect
economic cost to economytile o(f financing such a progran. A third issue
relates to tlhe distinctiom between short- and long-run effects. Long-run 
consequences for specific income grotps could le quite differett, and 
some short-lii bene its cou Id be eroded. 
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Trade-offs Between Growth and Food Subsidies 

Explicit subsidies for poverty alleviation can be classified under two 
types of policies (Selowsky, 19 79a). 1I1one, investment policies aim at in
creasing the endowment of htiman and physical capital of the poor by in
creasing their earning capacity, and as such they do not necessarily imply a 
trade-off between distribution and econonic growtth. The second ty',! of 
policy is that of basic needs-the provision of certain goods and services at 
subsidized prices to achieve a miunimuni level ,f consuniption, with limited 
effects on labor productivit.' 

Sonic programs, such as nutrition and lIalth intervention programs 
aimed at children, could fall into both categoiries. They represent a basic 
need, but they can also increase the long-term productive capacitv of the 
poor. In fact, such ai approach has been take, in evalhations of target
oriented food subsidies, such as the one done by Torche (1985) of the Chil
can supplementary feeding program for children and pregnant women. 
According to this study, the interv:ntion yielded an estimated long-run 
real social rate of retur, considerably above the 17 l,.ccent estimated by 
the Planning Cominmission (OD P.AN) as the social opportunity cost of 
capital for publiL invest eiiiern Chiie. IHence. investimn: in tlie poor en
ha nced growth because it yielded a soci;: rate of return higher than tile 
opportanity cost of capital. Because of prevailing inadequacie in ty: capi
tal market, a market solution would have becn clearly inefficient, because 
families utinderinvest in those foris of capital fornation-thus the need for 
public intervention. The imuplication is that correct:.lg such underinvest
ment with government outlays does not necessarily introduce a trade-off 
between growth and basic ieeds; on the colltrary, it has a positive effect on 
both. See the appendix to thi%chapter for i more detailed prcsentation of 
the study by Torche. 

The second type of' governme;;i t itervention, associated with the basic 
needs approach, provides specific gt,tls and services required to achieve a 
minimiumn level of consumlption. Soni trade-off between growtii and equity 
will arise from the basic needs intervention, to the extent that these subsi
dies have a more limited effect on the lifetime productivity of the poor. 

The cost of intervention depends on the type of program imnple
niented, In analyzing the costs of these progranis, it is useful to distinguish 
between three levels of analysis: household, sectoral, and lacrocconolic. 
At the household level, given a basic needs objective, costs will vary consid
erably aniong dift',-rent types of intervention. The difference in costs de

3. Adescription of the approach devetlped for such an cvalu ion and hiihlighls of the 
results are presented in the appendix to this chapter 

http:correct:.lg
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pends oil the incidence of administrative costs a1(1, perhaps more impor
tant, on tile real amount of leakages.

The issue of lcaka.ge+ is fundamental. Public unds are misdirectedwhen they :ire captured by people who do0 not deserve the income transferbec,luse t[ r income is alreadv lig h. But there are other kinds of leakages.The income transfer implicit ill a food subsidy helps pay fo a fraction of afamily's food expenditures, but alsoit releases part ofI' tile purchasing 
power of the family for spendin, on nonl'od items. In other words,same vity as ordinar v inconite, in thesome of this extra income mnav he spenlt oil 
other basic needs such as heaith or housing and some may in fact be spent
ol items that are not s) basic.
 

A r ,ther dramatic ihi stration of 
 these leakages was docutented byGavan and Chandrasek, r-i (I 979) for Iri Lanka. They found that a .-icerati,,n of one pound 1,.! to a net increase of rice consiu;ption of six-tenthsof a potund, but adiu.,ting for substituntion of oelir cereals and nomnceralstleatt that the increase in con.,uniptioIl of all foods was only a. little over atelnth of at pound iexlressewd ill rice equivdelts). This is one illustration ofleakages ,xross c(mlm(dities. A second major sonrce of leakae resultswhenl (in absolute ternms) upper- and micle-illcoilme consmilers captutre alarge share (o betiefits ofI the food subsidy, as illustrated bv Calegar andSchunh for wheat ,ubsidic", in Brazil (chapter 19). I'vell if the subsidy benefits low-inlcone faMilies relativelv more as a percentage of' family income,:uch a leakage raises signiif'icantly tile cost oif food subsidies intended fartle poorest families. The thbird source of leakage, the reallocation of foodintended for children and pregnalit women it) other'family menmbers, ischaracteristic of Sul)ilenentarY feeding, roigrams. Leakages are extremely
hard to avoid, although, 
 us discussed in chapter 2, several approaches are
 
available 
flor their reduction.
 

A second level of analysis--the sectoral level-is specific to the particular agricultural product 
used as the vehicle for the subsidy. Using a sim
ple partial-equilibritim franework, it is quite straightforward tcVestimate
the direct effects of food subsidies on income transfers, fiscal outlas, production, consumptimn. 
and trade. This type of analvsis is useful as in illustration of the direct partial-equilibriul effect on tlhe specific commoditymarket in question, but if the scheme demands substantial fiscal outlays oraffects product or factor markets tIroughout the ecoionily, tile general

equilibrium implications need to be examined. 
A relativel, liew and relevant concept here is the social denmand curve,which is a crucial elcment of the basic needs approach. This curve liesabove the market denatd cutrve by the anount of the social externalityattached to each successive unit (f food consumption. The externality isdefined as the price society is willing to pay for each successive rise in thenutritional level of the group of individuals (children, for example). ' tie 

http:lcaka.ge
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basic needs externality need not be linked to the consumpttion of a particu
lar food product. Instead, it could reflect a particular outcome in terms of 
nutriion.4 Quantifying the basic needs externalities is an extremely com
plex task, and it is just being tested in empirical evaluations. An important 
implication of such an approach is that only a fraction of the income trans
fer that is spent on the consumption of specific goods and services (basic 
needs) by the target population is considered a benefit. 

At the macroeconomic level, various approaches have been used to 
evaluate the implications of explicit food subsidies. The macrocconomic 
variables include effects on the government's budget, on inflation, on the 
balance of payments,and ultimately. on overall economic growth. There is 
also an important reverse linkage, observed by Scobie (1981) in Egypt, in 
which the policies for agriculture and the level of food subsidies are thum
selves influenced by the macroe' onomic setting. General equilibrium stud
ies on Egypt have been reviewed by voi Biatn and dc -taen (1983), and the 
macroeconomic and trade implications for Egypt are discuss-:d by Scobie 
in chapter 4. 

Aggressive income dist ribution policies such as food subsidies can 
survive and coexist with growth-efficient policies if the fiscal and overall 
economic costs are acceptable. The cost v ries from country to country and 
so does what is acceptable at a given point in time. Empirical evaluations 
of the macroeconomic implications of general food subsidies using a gen
eral equilibrium framework have not arrived at a general conclusion appli
cable to countries other than those analyzeO. Th_ tools of analysis could be 
similar, but the accompanying government policies and the particular 
macroeconomic setting are often quite differ-tit 

A useful case study of" the macroeconomic cost of achieving a basic 
needs level of caloric consumption was done for Latin America by the Eco
nornic Commission for Latin America (ECLA) in collaboration with the 
World Bank. To get an idea of the size of the problem, the aggregate defi
cit in basic needs-in other words. the poverty gap,- -was estimated first in 
terms of absolute poverty, that is, the extent to which incomes per capita 
fell below the poverty line for the population below that line. For Latin 
America in 1970, this average gap was estimated to be U.S. $70 per capita 
(in 1970 prices), which represented approximately 5 percent of GDP, 
equivalent to approximately 22 percent of the total government budget for 
the region (Molina, 1980). At the country level, these values ranged from 
15 percent of GDP for Honduras; to 5 to 12 perccn: for Colombia, Brazil, 
and Peru; to 1to 5 percent for Chile and Mexico, ald to less than 1 percent 
for Argentina. 

4. An illustration of thi%analysis, dIcvclopd lyIlarbcrger and appied to the basic 
food nceds, iS prcsentl(t inScandizzo :and Kmi cl( n, 1980.,
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At the same time. tihe value ll, tIhe "(( nceded to clirliMnte tile caloriedeficit as a percent siilatcs ofI. ilcome distri
of' GI) (tillder :tirativ f 

butio lprofliles) was cmoipiuled fo)- each cttolutrv. This estimate aecepts asgivenl the leakages resulli.g t1ni -o1nsler plrferetices. II was estinatedtile
coUlltrit,, with tilerCnit, i)r capita betwel U.S. $(()t) anid $800 v(luldrequire approirxiiatt ly I1.to) 2 percent ()I ( ID 1jto cocr this calo'ic deficit.(As a refe'rence, mo,,t countrics ii I.aliriAnicrici spend between I and 1.5 
percent of GNI) m
 o hcalth prog.ni,. ) o'Vjre of iristruenit selected beconies a key Co,,idC ii iP the.c'.i. A general fi)d stusidy is likel-, to b,irrefficient ililatin America. hccaust[ie target grlp is a small propoor!ion
of'the total poiorlration. 

What are tIe mgrtrt,1lt Sof Ilielrld'-lls betcl grow\th and oodsbsidics? Air llCl'ca tsiCio,_rlrllicrit ourll,,s has toohe fi 1arcC(l b1)V''ennleit revenries or 1) recallwatinl (d public expeirditures.. his Car be dolleby raising inco me t

lt,,, )Ipcriv tOixes: bY cr inllatiig Certain tax exelnll)t~ui: b\ Ct.linilllii, m-rc'llm'alil bsll cr suiilidirs: ai(ld 11 redllcingl(lefe IrIse rxpe dIhofit'ves. Ne';Is II res IrIi viIg aI rcgrsi\ 

,effect, such as illrreasillg IalSes AOtxe,, hliilnfr t 1C aildth1S runI ll counter to) tihe efforts to
icuce i'Oljogh 100(1 srrhidi,.t VIlirt 


Mallv dc\(l:,pgiig c lrutrii 
 , arc cilrlrillv ills'1liilIg tax ieformll. ;, andilost analYses coruicflildtlit illlatin Arnerica. there is roollirI'raisingadditiiral fiscal rvcliule,, hw increatin rhe tax bast arid irrcreasii g directtaxatioi al tire tiop of lileinc, l itiriitimln. As part of tihe [('LA studyfor Latin Anicrica, Scluwkv (980)I has csninlratcd what lie calls thcworst" scerlai'it, illwhich tie htldiiiuil ,xl)elltulr,:eS (5 percent of' GNPfor a package of basic 11 Irc, fiiiarrced entirelv y i an additinial irconetax (12.5 percent ) levied on the incoile f lre rictlc I0 percenit of' the

popularion (accotilliit h]m 4 w t o
,cenusavings illtdi incic l!, (IN i). Parr oft lhe; tlaxcollies fromUnder lwq alternative Capital market see
nariurs, Selo\sky estiri.a., :t e (clinc inIt ile rate
ile. 
 cortrv' investnrent
would be a2.51roxii,,ly . prlr,. If tire secial returnnit. of' capital is 20prcerrt, tie dcliri, illtire e01owi rate will be onel-hal (df'I percent. 'Ihisat ollst, for lilirn Alli, ici 'tlhe
5 perclit traii olf(INl toward basicnee(ls clii,linlpui ioi retsrlts in a liJ11a p)rcenrt hwer (NP i'wth"
(SelrwslY It 79)a). This is for foiod, hcalth. cduc:tio. aniid hroursiig. Thecost ()Itilegrail that ,iCiils tlhe UtiillatC(, calric deticit V.l'ies I)Ctweell Iainl 2 piirct (f Lat il A ricrica.',(NP tcoril', \witi illeonre per ca)itabctween U.S..i l) ali$ad $I) iii1l.1(t, dti the ,,iiwitud aggregate caloriedeficit is eqluivalcnt to *.d)pcr t' liei'Cgiosl', lotal coistirptioll "cereals. These etivltt, gliL,C,aiV Ilisitvc effect (idimrrprovel hlinar resoutl'rces on eeorirliic grow i anrl tfils (Iveesiictie negative effects 

(Ill GNP. 
Th is the cSt f1' licallh-ttimitional deficitalleviatilg tiL can be ex
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pressed in terms of a reduction in the growth rate of output. For middle
income countries, as in Latin America, this option seems clearly feasible, 
particularly if food subsidy prograns can he designed so that their effect is 
different from that of anlequivalent income transfer. In countries with 
lower per capita income, the cost of reducing or clini atilg the caloric gap 
will be hirIher. This is so because the initial calorie deficit is relatively 
higher, income per capita is lower, and the cost of administration is higher 
if coverage is extended to the rural pl)lulation (a target group that repre
sents a higher fraction in pooret" coon'ries). 

Government Outlays for Food Subsidies and Their Distributional Effects 

The budget outlays for food subsidies relative to total government ex
penditures have been substantial for several cotntries (table 5. I). These 
costs can be net by tax revenues, Forcign aid and colucessional loans, exter
nal borrowing, and deficit spending. There arc two caveats. First. calcula
tion of the budgetary subsidY costs is not stritightforward, for example, in 
ascribing a value to food aid-related imports. 

Second, if food subsidis ilcrCasc tlhe udet deficit and induce in
flation, they may erode the ability of low-income groups to acquire the 
nonsubsidized goods anl services th: ne led(chapter -1). Soie food be
comes cheaper, but health service and iousing become relatively mote 
costly; thus the net contribution of the food subsidy could be reduced 
significantly. A higher rate of inflation may lead the govelrmcnt to impose 
controls on procttrement farm prices, increasing the implicit tax on 
agricu!tire. 

The samctimes rapid rise in government expenditures on food subsi
dies has been met. in part. by money creation, which cotld also induce 
inflation (chapter 4). Researchers have bccn quite successful in nieasuring 
the income transfer (in nominal terms) resulting front foocl subsidies in 
several countries. '[here is. however, a complication. 1-')the extent that 
food subsidies have been used to achieve broad social ohiectives, of which 
nutritional improvement is one but often not a principal one. figures oti 
total costs of food subsidies clearl' overestimate the cost of achieving the 
observed health and nutritional improvements. Assigning the actual costs 
and identifying the full range of benefits (particularly the nutritional imi
plications) of food subsidies is quite arbitrarv. Thus whereas a rough esti
mate of the costs of a schene inight be produced, tie effectiveness of the 
scheme cannot be assessed. partly because any assessment islikely to be 
based on insufficient data and partly because a clear statement of its prin
cipal objectives is lacking. Thus its effectiveness cannot be compared with 
alternate approaches for meeting the -pccific objectives. 

The ambiguity of defining nutritional goals is less of aproblem in pro



TABLE 5.1 Government outlays on explicit food subsidies, selected countries (percent) 

Government Outlays as Peicent of 
Popu;ation 

GrossReached byCountry Period Products DomesticSubsid Total Govcrno.-nt PublicSubsidized Product Expenditur-i Investment 
Bangladesh 1977-80 Mai, urban Rice 3-9 
Bangladesh 1972/73 Urban Rice 8-11 
Brazil Since 1972 21-36"
 
Egypt Wheat
1975-81 Urban and rur:a Wheat. rice. maize1
Egypt 1973 to early l9 80s 8.1 25Urban and rural 

India 1978/79 

Same 7-15 9
Mainly urban Wheat and riceMexico Early 0.6 41980s Mainly urban Corn tortillasPakistan 1973/7- 5-1.4Mainly urban Wheat, vegetablePakistan Early 19 + 6'I980s Mainly urban oil. sugarSri Lanka Before 1977 IS + 3'Urban and rural Rice S.OSri Lanka Since 1977 15
 
Zambia 1970s 2.0 5
Mainly urban (including Maize 

10 
nuting towns)

SOURcEs: Bangladesh. chapter 15 and R. Ahmed. 1'7t); Brazil. chapter 19: Egypt, chapters 4 and 12; India and Mexico. chapter 20.Pakistan. chapter 17; Sri Lanka. chapter 1S: and Zambia. chapter 21. 
'Including food aid. 
'Excluding food aid. 
'As percent of government revenue.
dWheat ard wheat flour account for half of total subsidies. 
'Federal pius provincial expenditures. 
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grams with explicit health and nutrition interventions, such as supplenlen
tary feeding programs. Although not necessarily an alternative to food 
subsidies, ,uch programs traditionally have been the most popular form of 
intervention for correcting undernutrition (Underwood, 1983). Measuring 
the effect of these programs on the health and nuitrilional slatus of the 
target population is difficlIlt but easier than for subsidies bec'rse noLtrition 
and health improvement are the only effects that have to be juidged. 

Cheap Fiscal Subsidies: The Case of Implicit Food Subsidies 

Implicit subsidies iniplv that a low food price is obtained at no fiscal 
cost to the goverlllllenit. Although policy statements usually nake refer
ence to the need for reasonable consumellnr pricCs, atIgricultUral lrodition is 
the overt focus of agricultural policy in most developing countries, Other 
broader objectives are also sought, such as contr'ibuting to overall Cco
nonlic growth or supplying (and saving) foreign exchange. Ilr contrast, in 
industrial countries the focus of' agricultural policy is usually on farmers, 
income. Nevertheless, agricultural policy will most decidedly affect the nu
trition of the poor. The link between agricultural price policy and nutrition 
is indirect. While nmst governments receive political support for their ef
forts in reducing ntialnurtri,ionu, dealing with the nutritional problem 
through price lanipulation is an extremelv complex task. For example, 
efforts to stimulate agricultural production through economic incentives 
without increasing the fiscal burden can collide with the desire to redtuce 
the price of food to trban consurers. 

Cheap food policies have been pursued in iiany developing countries. 
Under implicit food subsidies, policies have attempted to reduce tile price 
of foodstuffs while mininizing fiscal cost (or increasing government reve
nues through export taxes). Lower prices to consumers have been achieved 
by reducing incentives to( domestic producers, even when sorme supplies 
were imported. Food prices were kept low though a combination of ex
change rate policies, price controls, and quarntitative restrictions on trade. 
It is increasingly recognized that inl developing countries the most severe 
long-term taxation of the agricultural sector is implicit taxation, in which 
the relative price of tradable agricultural products (exports ard imports) is 
kept low relative to the price of nontradables and to imports in tile roriag
ricultural sector by means of overvalued exchange rates. 

Overvaluation of the donlestic currency serves as ;n implicit (import) 
subsidy to consumers and arn implicit tax on protducers, because it Caurses 
domestic prices to be lower than what they vwould be without overvaluation. 
In the long run, the main consequence of real exchange rate overvaluation 
will be movement of resources, especially labor, savings, and entrepre
neurial capacity, toward tile nontraded and irupott-conlipeting sectors in 
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'i r-idi.ils et intit IlaIt) vtt.ll-l1,ithlli,. atiu til thtab It'ap1d p licies is,,u
itilal ively, i L:t'ninlt'i Ihtl itthat s ll-su ttlt'i u tt_. ,+,,,a lhitt'tlr. rad a~nd exchange+id;.llill
illplic.itly s.,t tht Cotm t'odities tinquestin, thatisidl/ed. de_,.rxeia , th se tha t arerte ltlil +,,rallidly" As it collse.qtl e.of tile increa+sedt' utstfl~tatt MiAtULefittids itt' . wiULll11F tl(..'()StUMlltiml l ruhtaliV.v lilillL MIS ies r tdII(leVclic';.p impor1tsl, anld h+..l"e
dom et.,ic p)roduc'tion,

rtd~l1",md,.'w+'' rIIW_,.
Tis,ha,, also occurred't_+_i l \kill) explicit subsidies, 

whe.re,piceh..
and incom e,.effects r,._sulted i highur ;ig.tre.gaitc consurmptiton, 
W heat colisilliptim illfira/il andl l'g l)t aIrc thw c~aIl lu,,.
 

A ltelrnlilku_,k 
 I t, tl'Stlt+il
. il gm crnmcl.PII I,, Tlltot't.' ..+)l)II tri'a,ldendxc.ha.rl1gt
ra+|te
l'' JlU1Ic,, ofltrudLi h_,lf d, will hi+'higher+u tha.n they,v re_tinder 
implicit ,,thsidics.+. 'I his \~mld provi\ide aill tccolloillic emt. rohnlllet) I more 
Conduhcive+to)in~m ,til.agrxic.ulturtn+tid would lprolbal lyIead to)an exill 
Iamnsiol illIproduction. Bill illthe short I-til. elimina.tion of' implicit taxa

http:exchange+id;.ll
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tion of agriculture would resLlt ill reductions ill Illball and rtural real wvages 

relati - to food prices. This is the case with sudden devaluations. Although 

deval Ois may be necessary to corre2ct trade imlbalances, ill the short 

run they call be very hlarmlful to tile lrtban poor and rural landless. These 
short-term effects are quite predictable, and till. study by Trairatvorakuli 

(1984) oil the rice export tax in Thailand is an important coutribiitioi ill 

this field. In an analysis focusing on income distribution, it is crucial to 

distinguish aliong the various income groulps il tile ulrball and rural sc

tors. "rairatvorakul concludes that tile short-run effect of iice price in

creases on Thailand's overall income distributior m', However,minimal. 

among tile various pOpRulation groulps. solle ate nollre vullnerable, includ

ing net deficit paddy farmers, slmall tarils of' other Crops, and farm 

workers. Such analysis is helpful in identifyilli the socioeconolic groups 

that neled to be conmensated. 

The real challenge is deternmining the dynailmic economlic Forces that 
affect growth and incole distribution in the iedium and long terms, in

cluding both direct and indirect inmllications ,) implicit subsidies. Re

search on long-term effects ha; been surprisingly inadequate. and lence 
there is not iltch to report from etim rical evaluations. Both the Kaldorian 

and the relative price adjustment general equilibriuml models !'ail to cap

ture effects oil perment lifetime income. However, man,1lly of tile factors 

determining tile distribution of income are long run in nature ([)cr'is. de 

Melo, and Robinson, 1982). Static measures of income distribution effects 

fail to capture rural to urban migration. food-\ age links, or asset creation 

(both physical and all of are to be by theaiiin), which likei\ affectud 

food price structutre. There atC undouCtdly great diftficultiCS in mnodeling 

long-run cumulative lpr'cessc.,, and the tools available are ftir from a!e

quate for addressing empirically the personal ilLorle distributioln implica

tions of a major food price policy cla nge. TherC art. IhOweVer, sore pmoin

ising efforts toward correcting this in adequiacv. such as ile work by 

Cavallo and Mundlak t1982) for South America' and that of llinswanger 

and Quizon for Iidia (Lhaipter 22). 

There have been several attempts to estimate .genteral equilibrium im

plications of changes in agricultural price policies (Bins\%anger and 

Quizon, chapter 22), for India; Dethier, 19., br loEgypt; Aninraland and 

Grais, 1984, for Thailand; Reardon, 1982. for Peru; and Braverman , Ahn 

and Hanmer, 1983, for Korea). lnnovativc and iseful as they are, these 

studies do not really address the issue if intel-actions lwtwcen ,igriculture 

and tile rest of the economy with :t long-term perspect ikc. Invest ment is not 

endogenized. and practically all these studies treat irban wages as exoge

nois variables. Even in those in wh 'ch a market-clearing relation in the 

urban labor market is included, it is modeled with respect to fixed nominal 

wages ill tile urban sector. Thus long-ru, ,,nipirical determinations of the 
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winners and losers froqj agricultural price policy reform inl developing
countries are still greatly constrained by tile data available. 

There are several otlcl conslidcrations that aic particnlarly rclevant tothe theme ,f imiplicit food subsi(lies. One is that the implicit taxation ofagriculture is not specific to food production acti'ities. It applies to most
tradables in agriculture-both import-competirg ind export prouhcts.Howev(:-, this general implicit taxation is sometimels accomupanie( 1v direct price and marketing controls oil io)d products that import conlipering in 

are 
muost cases. The net effect on food markets is the sum of hoth 

effects. 
AnOther is that tile medilm- Mil hlig-ter effects o! changes ill foodprices on nominal atid real svagcs anl eniplo iet is a crucial link in theanalysis of income (list ribution effects. First, labOr miarkets ueed to be examined at the national level instead Of a single sectlr. allowing forrural to urban migration, which ik probablY rcsp)ollsiye to food pricechanges. Second, labor is usually ;I seicutllld market in which there areformal, protected labor markets (govern ct aid 11(lislt, v) wlhsc nonlinal wages tend to be inflexible downward, aiid iif'iumal labor Markets thatcompete with migrating landless laborers. Nominal wage rates ii the infornmal labor market are proba ly linked quite directly wi l iagricultural pricing policy. Implicit subsidies may lead to increased migration and uunoinallower wages in the infornial nrb-ai labor market, offset inig some of tinegains from lower , .k!prices. Tlere is little Cide'nce ()i "khethcr real walgesin the urban llprotected labor miarket adjust fully wo changes in f(O1d p1'iccs.If the price rclictio) is a substitute for \wage ilicreases, thl the real wageis Unchanuged. with ain1s t1()pnvate cnil(Ycn-s, and the gOernnent. Astrong hypothesis is that pri~atc c sts 1t) the rural secoir and benefits to tine
urban sector (from the viewpoint of irban and rural ilocne (list ribittit)
will diminishi 
 oser tile, wNhilc the social costs Of the implicit suhsidies will
 

tenl to increase.
 
Finally. cuncerluing the output e 
 lfcoit agt,'icultlure OF implicit subsidies, there are niulerois ltudics Of the respolnse 0f ii'idual prtuct' to
 

price chan.,es. but there i".still a 
 lively debat' onl tile degree of aggregatesuply responsc in agriculture. It must be stressed, howmevr, that the analysis of tile effects On Otill[t of implicit taxation Of agrictulttre )as iiappro
priately IocueSd on issues Of elasticities rather than ion intersectoral flows(f labor arid capital Over time and On changes in the Output

The hug-term iniplicaioiis ha\ heen ell)hasize(I here. 
nix.

However,
consilering tie tile horizons and counstraints under which policynmakers
and politicians operate, tile shOrtt--un output and (listribuliio effects arefar more likely to dominate tile imlicy process in the politically sensitive 
food sector. 
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Appendix: Measuring the Effects of Supplementary Veefding Programs 
on Rn sing the Productive Capacity of tihe Poor 

V:ry few empirical ex post evaluatiolns o, the Social costs and benefits 
of targeted health and nutri'ion intervcntion pirogranis in developing coun
tries are available to test the effect of these programs in order to compare 
them with other possible interv ntions. 

One such -valuation. which essentially ', a huian capitaluses ap
proach, is tile cost-lenefit evaluation of Chile's natioruil health and niutri
tion program for pregnant women and preschool children (Torche, I981 ). 

-
The principal objectice of this lmwram, calllt-o tie Pti ,raiiNacional dc 
Alimentacion ('omplementaria ( PNAU), is t ) improve the health of pr.:g
nant wonien and children under six years oif age. lie progr i cover!: 
about 80 perccnt (if the target poptulation andl has hbeel illexistence for 
approxiniallv twenty years. It pr,)vi(Ies 1rec milk arid milk substitutes to 
households: promotes periodic examinaions ol mothers and their children 
in local heahh cli,ics (a condition tr obtaining, the free ii ilk); and moni
tors mothers and children who are at nutritional risk. chamiLling them to 
specialized prograrT.s for rctiperation. Although a:,y family in the country 
can participate ii thet NAC program. the primary focus is oi tie poorest, 
the fourth and fifth qurintiles, of the p pulation. 

The benefits of' the PNAC p'ograrn , as dcfi ed byv l irche were mea
sured in t,:n.s of (I ) changes in birth weight; (21 morliltir *vandI infant It'ii
tality; (3) the child's predicted schoo! perforni.rnce atwl resulting effect on 
lifetime earnings: ind (4) the parents' ir ductivit.; as a result of' less time 
spent on child care. 

Using a sure'y ta' en in 1979,/80 of a random) sample of 1 00 house
holds and the actual cost .stimiates from the program's iccunt'., 1orche 
measured the net present valte of' the soci:.l costs aind Ihbeti:s, of PNAC 
relative to a control group. TI-e sample orouP was representatie of Clhile's 
totai population of households with children urrd,r six ),ears of age, and 
th - control group had the same charactcristics as the sample po u ation in 
every aspect except that the did not partiipate inIPNAC. Various statist: 
cal tests were used to examine the horiraeneity of the cont rol group. 

An interesting feature of the evalulation; of' the Chilean progranl) is 
that. in contrast to the more typical welfare progratils essentially con
cerried with short-term heAlth improviment, the analyst dirc.,:tly addressed 
the question of whether such a program had effects oil lifetime earnings 
and as such should be treated as an investment in human capital. If so
cially profitable, thltn th,. equity-growth trde-off is not an issue, and thus 
the arguments for support of such prcgrais are even stronger. 

A critical question is, of course, how benefits and costs are quantified 
in such an evaluation. The analsis of birth weight showed that, other 



TABLE AS.1 Costs and 1bcnefits of Chile's PNAC. average per beneficiary (U.S. dollars) 

' P)tCI- 'lllueof Benefitspresent Value of Costs-

Foodj aind School~Pcrfo:roi ace Net 
Income Benefits1IcalhhGroup FoodCont ro! Distribution Birthwelgh, itf: 
 Range HH,

Fourth quiniile'! 
 104 7. 95. i.Fifth quinti:e 1.0100 - - 183- 24 -7I. 13.3.0I c. .0 19314 1.h 119-7s 13411 67 
NOTE: Pesos were convert,d to U.S.S at tie official ecshan gc rat,_- of June'Approximiatelv 8.5 percem of total govcrnmeriexperdit or. s 

J ). 
health it ('hile in I.,(,- ere, for PNAC.'Based on lifetime in-o'me profile.Expressed at birth, given a probabilit' of suvisa!l of 0.907.5 and HH1 represent differcrt assumptions concerning the interactionsamong schooling, skilis. and experience in determining lifetime ine;i.e.


S170 thousand children.
 
'300 thousand children.
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things being equal, the percentagc of children born wit i helow-normal 
weight (2.6 kilos) was significantly lower for fourth- and fifth-quiutile fai
ilies participating ii the I'NA( program. li thile enefit Was measured 
as the saving in medical services associated with the recupteratiom of chil
dren born with subnormal weight. 

Costs and benefits from improved pc.lormanle at school were mea
sured by the net resource savings to the public school system due lo the 
reduction of the number of yeaIs spent releatiig the sile grade and to tile 
reduction of ile dropout rate. Ther is all additional cost---nIore schooling 
services are needed to keep these children for additionial years and for the 
forgone market income of the tcenagel while lie t sh" stays ill high school. 
There is a benefit pe Of lif'etimefrom ti lr.sent :tilii le diffcrclti al earn
ings after finisfhing school. Stati',tical aIa'sis was applic l comparin.g 
school performance of children from families %Nithand without IPNAC, ad
justing for other possible deterninianls, such ,asW,,choli,1 lf the p;u'eits. 

The results of the sturveV ShOW,,ed no differcNe ill morbidity MIIonIg 
those participating aii'h these nli. The effect oininflnt uortaiitv was cap
tulred by mlleasurl'ing tile benefits from perforniance a.tschool. which were 

adjusted for the prbability of survival at different ages of tle sample pop-
Illation for both participating id nonparticipating families. 

Time and other savings for the ptvmts were dripped as ail explana
tory variable, because the observed dilferential m itlbiditv w.as not stla
tistically significant for PNA( uu~id non-'NAC families. 

Cost estimates inchided the social value of the prodicts distributed 
and the social marginal cost of health services proided in connection with 
PNAC. In expressing costs and heiiefits in pheir aterims of lresent value, 
social annual discount rate oif 17 percent was 1i,:d: thiirate was suggested 
by the Chilean National Planning Ctiomtnis,iou hmr the evaluation of public 
investment projects at that time. 

Table AS. 1 shows that the net lprCu'IIt value at a lisC0uiI!t rate of 17 
percent is positive for both qtuititlilcs. In other words, the long-run social 
rate of return of PNAC. in real erins. is suibstaiitially li;ghcr than 17 pcr
cent. Hence such investment in stupplenuertar.v feeding and health for ,he 
poor not only helped in providing a basic need-improved heaith and nu

trition for preschool childr.un and iiiothiers-uit i alst) cont-ibited to in
creas;,ig the long-term productive capacity of tle puor. 

S. Inabi lmuc terms, for a Iitai of at)pr ximatcl_' -10.1)0()children as beneficiaries, the 
iict present va't,ot hcneiti, of PNA(' , o ranige tCn U.S.rc einatitd texi $15.4 and 42.8 
million. 

http:childr.un


6 Implications of Consumer-Oriented Food 
Subsidies for Domestic Agriculture 

JOACHIM VON BRAUN 

An issue of major concern to policymakers is the potential negative effectsof consurner-oriented food subsidies on the agricultural sector. This chapter does not atternpt to provide a balanced assessment of the costs andbenefits of food subsidy systems. Rather, it focuses on answering three 
questions: 

1. What are the nechanisms through which foodconsumer-oriented 
subsidies affect domestic agriculture?

2. TO what extCut (10 consunIer-oriented food subsidies burden domestic
agriculture? That is, what is the empirical evidence?

3. How may the potentially negative effects of consumer-oriented food
sub:idies or. domestic agriculture be avoided? 

Mechanisms through Which Food Subsidies Affect Agriculture 
An appropriate point of reference is needed for an evaluation of foodsubsidies. Theoretically, one would like to define a without-food-subsidy

situation for that purpose. However, this is not straightforward. In order toassess the costs and benefits of subsidies, tile appropriate point of reference is not the theoretically optimal policy but the most probable actualpolicies that would be implemented in tle absence of food subsidies.instance, in realitv the open econony 
For 

is not necessarily tile appropriate
point of reference for an evaluatior of the marginal distortions caused byconsumer-oriented subsidies. General theoretical reasoning does not leadto obvious conclusions about the implications of food subsidies for doniestic agriculture. Too much depends oii the actual policy design and responses of economic-political systems to changes in exi .2rnal and internalecononic cn.v;n:oneit,i. Therefore, th,, following synthesis of country ex
periences is based on the empirical evidence of relations between food sub
sidies and :griculturc. 

92 
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Large food subsidy schemes may affect agriculture through price ef
fects and effects on public expenditures for the agricultural sector, in
duced directly or indirectly by food subsidies. Both may have :ii effect on 
agricultural production, farm inctnies, and income distribution within the 
farm sector. 

Concerning price effects, one widely held hypothesis is that supplies 
imported for subsidized (list ribution in domestic nta rkets tend to lepress 
producer prices of tie same or competing conmoditics. This price depres
sion creates disincentives to production. rcallocation of resources. and re
tuced farm incomes. It can also be argled that, inl situations with dual 
markets, the real income tra'nsfers to consumer, result in increased de
mand for commodities on tie open market, fromlwhich the farl sector 
could gain. 

This effect is influenced by tie design oi'tfle system and the degree of 
targeiing of prtcuremcnt and distribiltoi. If food subsidies favor p)or 
coilsuMrs, tile resutltiog iicrease ill food deIiiantnsd Will put 1Ipward llos
sure on food prices in lie opii market. SUrplUs prdtUcCrs nMight gain. bill 
rural net pturchasers-freqtentlytinot included in subsidy ssstems-Iight 
lose. Government procurement selires arc uslually not ullifornNly aimed 
at all produtcers. George argues, for example. thlt, because snall farmers 
in India were exempted from levies imposed in the procurement system, 
they might gain fromu tile procireiiecilt with food ration policy (chapter I t). 
In general, a forced procurement scheme ,nav have ve:v diflerent imiplica
tions for th- distribution of berefits froiii stbsiidiec. than, for ilitanc,-, tax
ing all groups via an excise tax to finlice the subsidies. tinswaiger and 
Quizon conclude that, ill India. taxing the rural rich l\v. say, forced pro
curement, reduces aggregate food deiiatd b* niore than taxing all groups 
via an excise tax (chapter 22). IiTerefore, the pour target gr( tIp, benefit 
more from tile forced procu rement scheme thalti from ali excise-tax-fi
nanced scheme. 

Another line of reasoning focuses o l the direct fiscal implications oi' 
food subsidies and their indirect effects oi public spending on agrictltire. 
Increased government outlays for explicit food subsidies may indulce rela
tive or absolute reductions iii the agricultural budget atn(l thus have a nega
tive effect on agr'icultural dCveo)ment. To tile extent that iublic invest
meits in agricuiltutre and rural itifrastructure are contnected to food 
subsidies, tile effect oti sectoral gr wth and emplo*luient would be detri
mental. In Egypt, public investment for agriculture in absolute terms was 
not shrinking as subsidies grew. But it appears that public investmcn ill 
agriculture as a percentage of total public expendittres was significantly 
reduced as food subsidics' shar'e of tile goveri 1men i's budget expanded 

(von Braun and de -laen, 1983). The controversial negative employment 
effects of such fiscal linkages are likely to be small. It is more likely that the 
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Segllenlts of' the aiictiltural s.c.or oper-ate withthat hired lahor mightgain I'l'oli Oil cnlmpoIcll!o 'low 'hcdprices and thus low waiges.
thc ef'fectt 


A ftirlher iistificationr for tiking clse loo(1k at 
the implication of'food suihsilies for doleti aj 'iauIultui'sl)linilgS frln tileIIecessi1Y 'f o,(dl'Si ll, th i)tdIics\ i)prOCcss i) v.fIich Iod siihsidv Scheces ,.olvc. Anal-
Ysis of a fitiuinber couiltries, i. al.-ils lreveals that ood srihsidics do iltrestilt 'l asinlea i decision. atlhCr, tleV tcid to dcC o)OUT of' illinStititionali;cd 'ood aln(l aigricillillal policy. 

I
lli food 


llay influence agiricfltiure and aricirtllhilrc 

fI n nil that slibsidics 
l i hiclc c suhlsidics. ThetrnCestiol isn of iicrct i Ho,nt aI c.\t.i ';aSl cffccl. rhe question of,Which lt Ml-iiciticitel]tirl to ca hardltow c-sc,, f'ood subsidy

sC'lIcncIs is lvC'illt rMaiinsii'coiitrics that arc cillrcrillv riot coter-ned
with ihl ' hproble Il
s of IhIw ti cI )J'wit fiod sihsidics hill that couId he in 

lie near ir ilic. 

E:.kent of Rural Orienlation of l plit Food Subsidies 

Tic ciLtll cllltliCs illtIttcdii i tl fllowill c oiliialtcop'ristethrcc l\-iriCOnicC cc -lllsi (Sri lanka. lianigh(lcsh, aind P)akistani), three
lower-rnII(l ir'il- (i ec ilit I hiailaid. FgYlvi, and aillhia). ;int tworiip)r iiuldcI-iic e 0colnoiics (Br3/ij/ ;iid NICxico: Wo i'(f 1aiik. 19 84c,clhssjti ' 0li)l. l I\ lre Y(1illIpCd r'dliiilj\ illbille (I. I . File s;i le re(I 

veals tlhimi 

. A inniual I Ci c;ilpit a ihortiL it ')-l i-iitLld ftrnII 1.-S. $114() i Ba ialli 
dushi to U.S . $,..25) illNILeXco. 

2. The'lillhr force ill lgleiCIItiUR- l frllil i) IWtIr il0f tilepopIlh
till illRraii ii ) icr'lC illI hlihi, tl, (1..3. (Jh'M\vthf ill r IIric iiil prihodictht i tiioll I q't)-,l ii elfl 1.8fl)noil 

Ilercenti illZar hia to) -. peicet illlra/il.4. Sclf-siifficicticv i) hasic lfoo \\a aslh as 013 eritcen illh-lvpi and as 
hiii.l ts1,38 percCilt ill hiailaid. 

At first gance. ii scc'lns 1ihc (l catll l'r hcthtcs ci illlililiiC Ie\aVe
Commnli is thiat the.%cai tea i'c ta llstrll 
ill 

;i icr--itiltd food suhsid sy'selnt. Illterl fiscal costs. pt o 'peralesthe higgest schclle. whichIhsOrhC(l 1,3 pecnIt ill tlt t)ernvllitgll hudget . follohwcd hv Sri La Ilkal
(12 percet sec- tahlc .2). liland oilpt'its illimpllicit nihts[Idv. \which isaicieved via negirllitiIll (f rice exports. 'lic ihtai case is rClevallit here hlecause tl export rc trictioii (tix) sCetll he itiltt'I IiUClI mo0re i v COTnstille'-iiri iit d suhid.v tiectics than hv fiscal obhciv n. sVs-Thus tile 
tent design difTers fromt those of' sllte of tile tiler counitries that have
eXplicit 1)ricsnhsidiCs snily-blY h oft"c the cil'nc firilntCinrg. 
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TABLE 6.1 I-coLnomic indicaltrs, sele cil cointriCs kvith Cc sct' tedlollelCr-ctie 
food subsidies 

I.Abccr Pure' AFOcrttcclt'd Sell
let A -ihciliS( Sctticielny ill 

Capita litre IVCO- hI (c I c4icc0Coiuntries (1980 U.S..) (perceci ) (IeCCt Ilr s.c') (l erctol) 

Sri Lanka 300 54 3.0 85
Bangladesh 140 "4 2.4 92 
Pakistan 350 57 26 97 
Thailand 770 76 4.5 138
Egypt 05(0 50 2.) 63 
Zambia I00 6,7 I.8 8t)
Brazil 2,220 30 5.2 100
 
Mexico 2.250 3(, 3.4 81
 

SOuIR(E,: World I 'll-c',13cnk WNli, cit ' cCll ici Iif ad cllCllcltc IrnldI per capita
calorie cotcscmlpticci acl lt i cliiporms ol tcc dgrai is aicndcooking 1ic ill c;ltrics W:ood aid 
Agriculture )rgani/atim variocs xears: Focd and Agriccltcre ()rcigai/ tciclc, 1977). 

The share of the ruratl velslss itrbau poptlation itt the stihsity schemes 
as indicated itt table 0.2 was titea ircd ill various wav,: 

SRI LANKA. Itt 1978 79) tood subsidies tltresettedl 1 .9 percelnt of the 
income in urban households hitt -. h perceni in rirall onsC (chapter 18). 

BANGLADESIH. Ill 173 74 the rural population ((0.8 percent of the 
total popiulation) received ahoutt 45 percent of' the lotal t ;ttoll I foordgrains

R. Ahmec, I 7t). The tgaIp sectms to have closed msmccwhat in recent Years 
due to expanded lood-foi-work programs. 

PAKISTAN. The Ieatn ittccie ilicretietit in 1970 7-/ (illc Io COltpllp
tion of rationed wheat and sugtar in urbatt and rural households below me
dian expenditures wvas 7.4 percent in the ttt-batn wclct and 1.0 percent of 
income in the rural sector (Rogers, L)78). 

THAILAND. An increase itt the rice price (a reduction i' the implicit
subsidy for consumers) would increase poverty il -bat areas and change
the poverty structure in rural areas (hetween rice and other farmiers) but 
would not greatly affect rural poverty in total (Trairatvorakild, I984). 

EGYPT. Fol-rty-three percent of all direct focod subsidies are received by
rural households that represent ahout 55 percent of the potpulation (Alder
man atd(l von BratIn, 1984). Food subsidies correspnctd to a hiigher share of 
total expenditures itn rurid huuCheolds than itt itrbatn cces.
 

ZAMBIA. l.valuatiol 
 0f ptr'Chasitig atil CX)elnlittre patterns reveals 
that the main beneficiaries of the maize suibsidv are urban consumers and, 
to a limited extent, small farmers who are net purchasers of maize (chap
ter 21 ). 
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TABLE 6.2 Importance of explicit food sibsidcies and outreach to tilerural
 
population, selected cointries
 

E'xplicit (onlmllnl|CI FooNd 

Subsidies a a Share 
of ( w,:rllmunilMtidget Share e Susiies to 

('ountry (percent) Rural litiiilat hll 

Sri Lanka 12 tIlh 
Bangladesh I() Low 
Pakistan 7 lov, 
Thaiianld 
 IMcditiii 
Egypt 13 High
Zaija 0 Low 
Brazil 5 Low
 
Mexico 
 2 Low 

'The share of food subsi(ies in tie toital zo%.rnierit holdlet ro and inves"t illnt 

tures) c nirises siiies ht all fooadCeoin l 


c((IlIll cx pendi
1t1cr01\i.ilk-is it ot stated 

BIIAZIL. The contisumplion patterns oIfwheat products suggest that 
only a minor share of the conSunet_'r -iJthsidy for Wheat is captured by the 
rural populatmion. The major share goes to the middle- and high-inconie 
urban populations (Williamson-Grav, 1982). 

MEXICO. The subsid ' maize produltcts (tortillas) la- tt, tdie urban poor population, whereas tile price Support favors the farmers prtidlicing a 
marketable surplus. Siall farniers attd rural laborers are neglectd (chap
ter 20). 

Bangladesh and Fgpt reecivc particul,,'lv high antouints of food aid. 
which is a source of* financing tlie l'ood sibsid.. Ahmeld (chapter 15) re
ports that, taking the income transfer f'rom food aid donors into :ccount
for Bangladesh, food subsidies use otilv 3.5 percent if' the budget rather 
than the official figure of 10 percent given in table 0i.2. 

Burden on the Agricultural Population 

Subsidy systems differ widel' in their coverage of' rural households. 
The rural-urban differences are discussed inchapter 2: tile flcus here is on 
farmers as a segment of the rural population. Itt Sri Lanka and Fgypt, the 
farm population benel'ited at least as much ftrml tile subsidies as the rest of 
the population, bit tile farm loplati in is, not targeted in tile subsidy 
systems of other countries, (table 0.2). Th. re doies tiot appea:r ti he a clear
cut relation between a countrv'.; income level and the degree ilfparticipa
tion of the farm population ill;Is cunsuner-irientel Iood subsidy svstem. 
Similarly, the orientatio if s',,Vteis toward the trban pipul,:t ion does not 
appear to be particularly influenced by the importance of the nonfarm see
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tor, nor does the degree of food self-sufficiency seem to be related to a 
particular system design. 

Political and economic forces ill each country shape the design of its 
consurmer-oriented subsidy system. Clearly. howcver, exciu sion of the agri
cultural population is not a uniform feature of consumer-oriented food 
subsidy schemes. Being included in notsubsid V schemes, however, does 
necessarily .mean that farm households actually acqttire net gailns from 
such a system. lecaite farm households arc both producers and con
sumers of food, the income gains from accCss to SLUbsidi/ d f'ood may be 
offset by the depression of' lltucer prices, which may he partly induced 
by the subsidN. I.oss and gain paltllN 'r depending on farm size,N' , geatr.yv 
household colnsullptioli, and farmll pro(uclion characteristics. They are a 
direct reflection of the net effects of cOsunMCer-oriented !,ood subsidy poli
cics in combination wit i the )roducer price policies accorlpa ilyifig them. 

A common pattern of price distortion ill low-illconleC C(otrltlIies is char
acterized hy explicit or implicit suhsidization of basic staples for con
sumers. accompanied 1) implicit laxation on producers of both the'se and 
export crops and h' implicit sthsidics for prodicers of anilal products.
Obviously. this pattern bcIfits sonTIc htl hir(Ins others. It may have a 
favorable effect on iliconiC distrihtion, as aigrcati.tionf these gailis and 
losses reveals for vpt. Small farmcrs and landless lahorcrs., h'r insllce,

gain more ill absoluite ternis than (do Ulrball 
 wage laborrs ill l: g')t (see

table 0.3). Lustig (chapter 20) demonstrates that lite income effects of the
 
Mexican maize subsidies arc quitc diffcrent for various rural target

grotlps, that is, the uict l)roducc-s vCsUs the loct purchasers of maize
 
anong the ruiiral poo-r. 

Strong intraagricultural differences in costs and benefits of food sub
sidies and related price policies are also evident in Zambia, as shown bv
 
Kumar (chapter 21). There were 
 regional differences-producers in the 
outlying and poor provinces were being subsidized and producers close to 
railway lines were being taxed, bitt there 'ere also intraregional differ
ences by farm size, induced Iv tile importance of' marketed surplus for 
farm households as well as by the significance (f maize in the local dict. 

In the case of Thailand's implicit consumer subsid *y of' rice, Trairat
vorakul (I 984) points out its very different effects on various types of farms 
according toI farm size and productiol orientation. Whereas discontinuing
the implicit subsidy (the producer tax) would hardly affect overall poverty
levels in the country, itincome distribution within agricuIlture might change 
substantially, at least in the short ruff. 

These country examples suggest that rural households and farm 
households are particularly affected by consunfer-oriented food price sub
sidies that are a component of general agricultural pricing policies. De
pending on the particular circumstance, such policies may improve, 
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TABLE 6.3 Effects of Egyptian food subsidies n income distribution within agriculture. 1981/82 (LEper capita per year) 
Source of 
Gains or Losses 

Small 
Farms 

Medium 
Faru 

l.arge 
Farm,, 

Landles,, 
Farm lahr 

Nonfarm Rural 
Wag~e Labor 

Explicit food subsidies 
Implicit food subsidies 
Distorted producer prices 

Total 

As percent of total house

21.20 
2. 
0. 13 

29,.L99 

15.01) 
-

- 8.43 
9.4 

1 w.s 
o.20 

8. o)5 
- 3. 

1).5-
4., 
2.38 

20.54 

-

29.5 
13.03 

15.59 

hold expenditure 12.60 3.30 -18.80 14.00 3.40 

SOURCE: Alderman and son Braun. 1984. 
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weakcn, or have no effect on the real eincome position of ie farm sector. It 
should be noted, however, that there are not necessarily causal relations 
between producer and conso orer price policics. IFach of a set of price poll. 
cies may he designed to reach a specific obhjctive. 

Burden on Agricultural Production 

The major orieintations of sulbsidy systems vat'Y as much as the levels 
and structur,s of corist incr and prodlucCr prices accorpalVin,, them in the 
variotLS CollutriCs.o aOssess. th irolluol f coisumer Subsidization and to 
determine whether c ristnrrer slubsidi" tened to burden agl icultural pro
ducers, the subsidied surtulllll" I)'iCes ae CopIreId with the prices re
ceived by farmers and the equivalent internatitonal prices. 

The analysis deals with tile most imljortallt cereal cIomr o)dity in each
couIntrIs systemi: wheat. nrai.e, or' rie. Tle pri.Ts Iae bUll corecteCd for 
differences in handlig and trallorlt costs as well as for st;.ies of process
ing Illing). h'erefore, the price diflfereces discussedi are not file to iror
meal nim-rketin m ,ar, processin_,g Aa ' r ditt'cren t regional points of' 
reporting. burt presuitnably Show tie real effects of tire prevailing market 
interventions. The internrational prices were corrected il the salrrc way, 
and prices (both cost, inisuraiac., ald freight prices and free-on-brard 
prices) were chosen :tccrdinlc to tli'r applicability to the potential tradesituation. Where necessary, tie shot-t'ulr overvrhatiuir of, a counttrv's ex
change rate was also ,ken into accomtll. With these adj tstreits, tile in
ternational prices roughrly reflect the opporturnity costs of tire forcd com
modities in chrnestion. The (lata in table 0.4 refer I nihivear averages 
(1976-81) in order to avoid tile infleirce nlf' singlC-'ear fltrctuat irrns. 

Three main features stand orut ir a comparison of price plicies across 
the sample of countries: 

1. In all Of' tile Corltries. tile explicit i so bsiclized colnsurerprice is kept 
below tire internatiinal price. 

2. 	 In all bunt tire Iwo riiddle-inCire Cnrries (3razil and Mexico) the 
f)roducer prI'e of the major subsidized cereal commodity is kept be
low its international ecluivaleit price. This means tire explicit subsidy 
schemes are irr these cases accompanied by implicit subsidies to con
sniers at the cost of the farrrl sector. 

3. 	 In all but one case, Thailand. a wedge is effectively, placed between
 
the subsidized ,iie rIrerl price and the farmrrs' sale price. The wedge

is the largest in those countries \with the most subsidized consumer 
prices (taking the applicable international prce as a benchnark)-
Sri 	Lanka, Egypt, Brazil. Ill other words, a large subsidy is usually 
tied to a large wedge in countries that have explicit as well as implicit 
consumer food subsidies. This wedge may also result fron consumer 
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TABLE 6.4 Price structure of thle, major cereal crop. selected countries 

PrIotucer Ili-iceas, S libidi/cd 
Percent of (C'ormiliicr Price 

isa P'erent If 

Period Maior 
ltjiiviialcil 

International 
Siihsidi/td 
ollstillel 

I'Iqiivalent 
International 

Country (averages) (u'ioiluditv Price Price Price 

Sri Lanka 
Bangladesh 
Pakistan 
Thailand 

1977-80 
1()77-78 
197o-81 
1978-801 

Rice 
Ricc 
Wheat 
Rice 

83 
78 
81 
05I 

151 
15) 
115 
1)0 

55 
52 
77 
05 

5"7 11 35Egypt 1t)78-80 Wheat 
Zambia 1977-79 Maize/C5 :25 08
 
Brazil I977-_h Wheat 1)0) 312 
 32
 
Mexico 1)78 -SI MaiC 
 I It 139 83 

SOUr('Fs AND N.Ir s: For Sri linki. Chalpter 1" allidiltplblished (itla: fillBangladesh,
chapter 15 ant iari ls W rid fi llk stltitis hllnpilhlisheid). ThW intcrliti ial price is 
adjUSted for (ovcrvaltiatii oil"dhliesi curreucnv; the ratii ) siiut,,ilied coistiiier price to 
prottcer price is the rationed price at the wtlCsale level alidt Itic lreiocurement price (including iiiarkcting honij): for l'akistan. (Cttiholdl Irown , I );for I hailant. l'rairatvorak.il, 
1984, and various soilces of iatioi:,IThailand statistics: for Fgypr. iirii rtin anid tie tlaci,
1983. The intriitioinal price is iditisled or ie((veraliiation ol the l. ltiiain ptilild.lhe 

prices refer to wheat and \heat Ho1ur price,, (illgrain ctljiiialctslt; fo1rZalibia. hapter 21
 
and iiiptlIiisled dilata. [ eprice ratiotor internat ial and (lmn,,t ic il cirprices rifer to

1977/78- 197 

/71); illN-'7/78 an export parity price and 
ill1,)78/-,') atninllurt irity price 
was applied. Itie prmdticer-coritiiiivi price ratio relers to u9h1 hjfr llrail. chapter I().
correctedt for esalation (if litrailiai crlicir,:; for N 1ico. hapIter 20. A gin 10 percent

for handling was added tothe cif imllport price.
 

subsidies being tied to somc sort of quantity rationing ill a ItLltitiered 
consumer price system, allowing producers to sell at a higher price on 
the open market. However, although producer prices are not pressed 
below subsidized constmuer prices in any of' fihe conntries, in Brazil
and Mexico the wedge is sufficiently Iligh to prevent an implicit tax on 

producers. 

It should be noted that no significant relation seems to exist between 
the subsidizatioin (f cOnsumers and the taxation or protecti)n of pro
ducers. In addition, itis evident that a large-scale explicit subsidy scheme 
is not necessarilv associated with a high tax on domestic agriculture. Sri 
Lanka and Egypt are two different examples of this. Sri Lanka has a low 
implicit producer tax on the commodities subsidized for consumers, and 
Egypt's is fairly high. On the other hand. it seems ,obvious that a reduced 
importance of agriculture inthe economy may, depending on national in
come, allow producer protection to accompany consumer subsidization, as 
it has in Brazil and Mexico. Such countries may be able to afford to pursue 
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such a policy in order to meet various social and political objectives. Ilow
ever, in the poorest countries, such as Sri Lanka, Pakistan , and Bangla
desh, producer prices were not far frotl their international equivalents 
during the late I970s and early I 9 80s. 

It sllounld also be noted that implicit taxation of 10 to 17 percent in the 
cotxntr.es just mentioned shoulid not be considered ou1l th ile range of gen
eral taxation levels, especiall y since agriculture in these countries is also 
benefited by public services, such as rural infralstruncttur'e and productive
investment in irrigatn,. l)irect taxation of income from agriculture is not 
significant in most of tlhe countries. In sonic cases (Zambia and Egypt in 
particuIlar), higlh-inptt sutbsidies redIcedfurther the differenceIbCtween 
effective and nominal taxation: only the lalter has been discussed so tar. 

This single-commtodity perspective has Sone obvious limitations for 
evaluating food subsidy effects. A more comprehensive assCssl)ell of the 
effects on the aggr'egate taxation bunrldenl for aginiculihtIc is aIilablC for 
Egypt, which takes all major commodities, their relatiol ill the production 
process, and related ;nput subsidies into account ('on Bratn and de Ilaen,
1983). It suggests that 'armgatc prices of agricultural ploducts developed 
quite independently fron food sunbsidie,. MolrCover, the farm sector bene
fited from increases in input subsidies, which accelerated at roll.ghly the 
same rate is constlmer-orielte( Food subsidies. No evilence (4 hid subsi
dies burdening farnm income is tound in this case. although distorted price
ratios do result in misaullocation of, agr ctlltural resources. Farmers are di
rected awa., from producing rice and cotton and toward producing lodder 
and livestock, which hae high private but low social returns. 

Government intervention may not a'ffect only i)r'odtv-er prices I,,,t also 
their stability. Increased price stability may act production incentive,as a 
and procuremelt systems tied to subsidized food (listribution schemes pro
vide a basis for stabilizing producer prcces. In most of' the countries with
 
consuimer-oriented subsidy s-ystenis. both consulers producers
and are 
shielded to a large extent from international price fluctuations. This is true 
for India, Pakistan, E-gypt, Zambia. Brazil, and Mexico. George notes 
that the stabilization achieved in India has had a positive effect on produnc
tion (chapter I 6). The substantial fiscal costs of handling buffer stocks lor 
stable food supplies (mainly with constmlers in mind) ma.' thus yield some
 
indirect benel'its, 
 because more stable prices are an intcentive to pro(ic
tion. This is also evident 'rom a farm-level analysis in Egypt: grain prices 
were more stable, though lower, in villages with bakeries selling subsidized 
bread, and multivariate analysis showed that farmers increase their grain 
production with increased price stability (Alderman and von Bratin, 1984). 

The actual operation of a subsidized food distribution and procure
ment system is largely responsible for its effects on price stability. Ahmed 
points out that, inl Bangladesh, allocations of subsidized food to rural 
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areas are fnuch less stalble than those for urbanIareas (chapter 15). Appro
priate adjustments o ffiuctunations in )roltictio allteI'cquilred to aIvoid in
ducing further pre hiltaility on We theI morkt with cTresptmding 
adv r c Tffctls t Cf'i 'iciitallOc;ait tll lp'odtivC rso cs ,grtriilini 
ture. Ihk is the purpise of the openi-naket sale, policv iii Ia:ig ladesh. 

III several count ries, ioctrelli.cCt J)OliciCs a iet to stlbsi(tiZCd foodttil 

distribmttioi policies iii onie w.ay. The eflcCt o1fdtome0tstic prt'OCtlrlllit I)oli
cies on irlldlt.',tio itcClti'es dilers stl alti ally between Lolntrics. 
Krishna and ,avchit dhlri I l() owN thlt ini IIudiai pirotireiclit prices 
were generally belowl,Vhlesale price',. Ih,10 since tie Clstici-VJgtL that. 
ties of' slifplv for %%heat and 'ice incraC;tsed( dile 1 the Cffcts of the green 
revolition, low priccs for pIrodtcersll,have itItcelSillly had adverse effects 
on Si +1)l) front1 dlom 'stic l) lliiLtitLi. ]l-tOCteItUClt illFu~ypt is irucly d -
terntitied 1v fisIcal cnsidCrlti ons aid import pries (votn ititll tnd de 
Iaci-, 3).I 

Burden on Agricultural Prices 

One e'lieuntly Itted hypothesis slgget.s lhlt colis iier-oriented
 
subsidy policies tetnd to redaIce atgrictlltural gimill nld ihus lead into a
 
vicious circle illwhich the ;u ikctultural sc-ttol is illcrc+singdl taixCd illorder
 
to naintlii the sbllsiy forilte urowing iiil poplatioii: ortini brief,. Sub
sidy schlmes ptplpt ate ttill,seves atmiict silii, Comlitc cot,. It is a 
startling f'uct that ;uiriclll-,lA erw\th ill most of til l e k tltI'is dis
cussed above is hit t he!irwrespecike grotls of devel-L_. 
oping countrics. I )t(ui 11)0 Ilr hi of a)I'iitIlltllll
aIpr dilttion ini 
ow-ilncomlc ecootmics was 2.3 prLcn :tat of lower Intliddlc-i eclllc ecol1

omlies, .3.2 percent; and that of uppet- Illiddlc-iit'coinC CCOlionlics. 2.6 pCr
ccitt (World Bai. I '4 5-lc). ()ilvb Ivpt and(I Zailbiat fell below the average 
level of' ttu\othIt achiee\'d ii their respective Co lt' grotllp. Ihis Sillistic 
colparinsot (f wt'tml ratsC shollld be cautiously iiitCretdT(t. It does not 
imlply that const[ienr-orientdl sublsidy policies foster rowilt in igricutlture. 
It does stll .lt o\ \,,t',tha\tt (tCsp~itL' 'such policies StcCCsstu lgrO\VtlI in 
agitmiltunrc mv be achieved "lien approriateColicies accoMaytllhe. 

The above hvpoltlieis also implies that slhidy schmles. leml to ill 
inflexible po'dllTer prl'ice polic Ml1 hihcTr 'Uilt'cr laxit ion. IIowC'Cr,
 
this is not spo)Irt CyhVrtI fro st1u1i,, of tile d'tlianlics ,f sLbsidv and 
price policies for ;tdiidnAl co'utries. A:! further disctsd below, nany
countries" price id subnsid\ policies Jlemnstrtt a high degree oif 
flexibilitv. 

When tile Sri Latikan system was chanuged from a general subsidy with 
ration shops to a f;t(1 staimp pri igram , fiscal costs were reduced from 14 
percent of the governmert budget in I979 to 5 percen in 1952 (chapter 
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18). The subsidy rate of wvheat distributed in the Bangladesh ration system 
in 1983/84 was about half of the 1977/78 level. The implicit tax rate on 
wheat and rice production shows a similar levelopmlent (chapter 15). Al
though subsidized at tile consulier level and iniplicitl y taxed at tile pro
ducer level, wheat production grew substantiall, because of successful im
plementation of technical chanle. Pakistan changed I'rmi a net importer 
to a net exporter for foodgraiins during the I9 70s. Exl icit subsidics were 
sharply reduced, as were implied tax rates fo: cereal producers (Gotw;ch 
and Brown, 1980; IZotgers, 1' 7,). 

While explicit food ',lihsidies for conl,.I';ers grew draliatic;lly iduring
the 19 70s and I98()s ill IFovpt , the iniplicik taxalion of the tlli sector was 
reduced. The subsidy chlanged frolm inplicit min lv filanced byan one i 
agriculture, to an explicit ne, filranced out of fiscal rcsolrccs (von Braull 
and de ]taeln. I983). TI'lire is evidence :hal the hurdeli o n the farnl sector 
was lessened ecallise of increasedf loiitical c ah'irt growiiahriiu import 
(lcl)elence. 'lhe cosumer suhsidv ,,ysteni in Zambia cvolved out of a pre
inidep'.ndculice colltI liai/,c,Ysleli fom tile Ilarkel that protected whrite 
farmers and that ShSidi,ed food for tile lahor in the miling see't,. Do
nestic producer dlinc-ut-rail) )r'iceS aild consume;r prices ilncreIsCd at the 
Same nominal rats I Tu-ringt lile )7()S ( 1 I.( per-etil), ilt tile inlplicit tax;i
ton of ni,.mize production was iirch higher dluring the late I9t0s than ill tile 

19_/Gs ()odge, 197). A subsidt ' for d nt ic whet_ p rler LiS bseen a 
Comm1111on fat1lilit of tile I'o d fl c, ini ll -a.' il Siice 1t1 hlut tilei hC mid- 19 60S. 
Subsidy for ckn ml lliecallu, sigilificalt oily aftcr 1973. Due to the way
the sN'steni is olperated, ilte plhillg in o)Ithe cxlieit consiner Subsidy did 
not lead to dlei.ssed (chaptelr 1)). 'll' tlieprolucer price oigliout I900s 
and until 1970 the Mexican s.vsteil il suallv imnlipd a prlo(tic1 and atax 

cOnsmiller stihsidY fol 
 niaizc. Using equivalent international prices as tle 
point of reference. Since tI hel, it has gradually 'clial-gdl to a producer stb
sidy cuill consumer tax Svsein biluthas kept I Substantial fiScal paymnlt to 
finance the price \'edge (chapter 20). 

As is evident from111 the rCviCw above, tle different coullntriCs have some 
common Feat ures in the way agiriculttl.ral lpolicies are aligned with con
surner-oriented subsidies. First, most contries operat iig, consn er-ori
ented subsidy systems stililslo\ hilghly dynamic chianges in those systems 
and in accompanying producer price policies. This indicates that Sonulnd 
food policy research may effectivelv contribute to rional adjustimenits of 
food subsidy policies. Second, in conuntries where constliner-orientel food 
subsidies increased, such as Egypt and Brazil, this was not at the cost of 
producer price:s. And finally, a number of countries have reduced their
explicit food subsidies in recetii years, including Bangladesh, Pakistan, Sri 
Lanka, and Mexico, but this was not achieved by increasing the implicit 
tax burden on food producers. 
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Reducing the Plo~cntiaiy Negative Effects of Food Subsidies 

The effect iif cistler-orilcd food stbidies onil donestic agrictil
tural production titi on the tarn polakltinl! is deterIllilied b,' the design of 
the subsidy schIttli ii fi'. bV the (CSiL'I Of' the at'slictilttoral policy iccoim1p.
fying the subsidy polic,, and by the cliaaiceristcs of the aiiictlturail 
sector. 

AItho(1ti.,L subsidy systen e,frequncipltHvl'oriei ttil toward tIt'bait poli
hltiJ0s, Somc of, the s temls sitidied provide sigi'ificrtIlt tIcl benefits to the 
rural port. ~cltltlidlo sm1,1ll Ilalcirs. The aallYSi, here citntot Iea(l to a 
balanlced As-iessillcio(oit cotos all belietils (ifseli Y'.,enIllls,isthe focis 
is basically on the cost side. III fct, ziIt. , ilhid.\-illdlced distortions of 
algricilttoraf ilncentives cati bC 'xpctCd to i1(tlCC a cost t0 tile Cotlol, ,. In 
ilost of tile t cC0llllities StudiCd hCrU, ll.titller-ol itcllc food stlibsilic ire 
accoimlpaicif lY policic,, thiatkeel p d'cCe l.rices bhlo their inltrTll
tional Cqiiva1clts. "[.i, rllaa-, that! iliplicit subhsidies lre ioined with ex
plicit sulbsidiesR, fot colisilllels ,ta cost to ;atricilth -C.itt illlnlost all colill

ttries ill the sallll : i'uktke ali ftcctiv' tltelupt to uampet t le IotelltiAl 
price-dcprc',sill effc Of COIlillOricilie,(l slbsidies vilh .idual-pici-ig
sstell. "ht'ee it S, ,we';lt liO h c,i. to 'll'rtilgClr ore eicffctivelhi he Sll 1i1ii ' 
I iipleliit lf~. 

The subsidy*vs\stelos Iihuillse,. as well tIh atl'ul 'icillr ce poli 
is .iccollljimllynili tlii. st\ dviliic ch;iticge, over litlch ill mn.st of lt 

coutntries StItlied. Ill 1ii 1 tho01 eases wheres ,sCsteiilshi\C bCCti adjusCd 
in reciCer il't,(yesbctlitii.[ CXlieCil SIidie, 0t' eXlaildiiog!ihcQ tile SysIcim Ioll
reach, for examuple, Ihstiie ;I t stllielit hlleeat t lie Cost of aIllircreased 
(implicit) tax blttdetl ill. rictiltile. 

A itie priticiple ini ititroduciiit ,riiiaitltiiiii!.g icotmuttlerii.ited 
food slubsidy is to nilimiz iititCllolllic costs of u;tchipolic'y. given stpe
cific cl str iiiolr nlurititic-rlctd goals, and (lributioill effects. 
This re(lliires ttenlltill to f!iCe followilg six risks of' food sibsid,vl' icics for 
domestic aigricitlic, Sile o! whuich my have aillilldirect effect on 
prolitctinnl. 

I. T ISK 1: !-XCi-SIVFll.Y (OMt'I.i.X INSIIITIONAt ARIRAN(E-

MENTS. LxphiCit Ih t subSid V ',fhlulcS tetil ( be itl' lle Irsaa from 
butildu1tpof fai' krlysibl _tIcIr.iCiCi
1,(1 cotiplcx tlliit tllecisioniltking 

nOVU .Ih,netwiorks in?i I' lltI i s tllliittisll, bCCOtIC illotilit n ices in 
fond policy. Acqoiiisit : t iotp iltic p wer h. sf.h illsiiitiotiins nli ' Ilien 
leia( to :i%,epartiotiof key dccisiollniattg pox'\.rs illfIod policy. Fot- in
stince, import-export i.ii tithis.la dotliic, pl lctirell,aIl plricing 
policy may he,.:coIncclltr.itC(d in oItte ininliStry tcsh)OlsibIc for su bsidi/ed fond 
distribution, bul igricultura investllmiiil, inptil stiplv. atid research and 
dev'elopleit activities may be t,,ii(e.(l by atilother nlinistry. Inmpeellllnltl
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tion of consisteitt food policies becomes very coniplicated in such settings.
Either continuous interaction among ilstituitiosconcerning conflicting is
sues or higher level approval even for rather minor decisionmaking prob
lems is then required. This limits the flexibility of the food policy decision
making process, especially in reg ard to ;idjustnients to changing external 
economic eliViio'i'iieits with their respec:':ve C,, 'is for the agricultural pro
duction sector. A comprehensive decisionmaking structure for all food
policy-related institutions int a country is required to counter these risks. 

2. TuHE RISK OF RFIJUCING PULI.IC INVE STiF NT FOR AGRIJULTURAlI 
DEVELOPMENT. Explicit food subsidies tiay indirectly cause public invest
merit in agriculture to be suboptimal because fiscal oL.tla\ s for subsidies 
may :ompete with the agricultural inve',tmcnt budget, and in.iofar as lood 
subsidies reduce domestic farilatte prices. l1C tovcr'iiment Iay m isguid
edly make allocations to agriculture based oi these distorted prices rather 
than on the relevant shadow prices. Careful .issessi itei of thle actual 0p
portunity costs of domestic resources, based ott tht' comna11cirative advan
tages of alternative prodtucts evaluated at their long-teri shadow prices, is 
a precondition for determining efficient public investment in agriculture.
For example, the reievant shadow price for"a yield-imripovelent program
for cereals in an importing country is tiot the (loiestic procurement price, 
nor the lonestic price mi the oen market. nor tlie average import price 
(which mav be reduced on account of' concessional imports). Instead, it is 
the marginal c.i.f. import price appro riatcly corrected for handling co,;ts 
and overvalued exchange rates. 

3. THE RISK OF FINANCING FOOD SUiiSIDIFS AT*I'iF COST OF DOMES-
TIC AGRICULTURE. Explicit food suiclies must be finianced. The fiscal 
problem of subsidies is frequently considered to be the most pressing one 
by policyniAkcrs. Sources of financing might include domestic or foreign
borrowin , (including grants), reduction of other fiscal outla vs, or in
creased taxation. Ill coIntries that have not dcveloped direct taxation sys
tems. the agricultural export sector tends to be a principal candidate for 
taxation. lii tie case of an inport-dependcnt food subsidy systen, when 
international prices are rising tierc is a risk that taxes on agricultural ex
ports would be increased in order to obtain the fiscal resources to maintain 
domestic consurmer food prices. This could icani tile agriculttlral export 
sector would he exposed to increased price instability, with additional ad
verse effects on production incentives in the long runii. ('omnprehensive coil
tingency planning for financing consutiier-oriCmited food: subsidies is 
needed to avoid such effects. 

4. TilE RISK OF DISTORTING INCENTIVES FOR FOOt) PRODUCTION. If
fn i subsidies are import subsidies, which expand the domestic food sup
ply through imports, and if they are not combined with an eq uivalent addi
tional expansion of deiland, domestic food prices would le reduced, with 
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adverse effects oiI farm itonles a,d production. ,\Ai export regulation 
could have a similar CffCC ill a 11olentiraily exporting' coiltiy. Ill delernlill
ing efficicnt ad fair Icvels ()t' taxation between aid within .et+lO)rs ()I the 
eeirnc '), tile inlI)!iCir taxation of aOt'icu HIrthat rsurlls hunl socIh price 
depressions Inst he considerTe. l'co1nonih.' osCN rcsllt from01 al o'vcrall 
price depression (Xwhich changes tie terms Of tradc betweel agriculture 
atnd tire et if the cCtrtorriv.) alid also ft'oll rcsi,)lltCCIn isal 1Cattoil) \i fun 
aglriclulture. hIi,, coulf elNUt. IMr e10l ro(m a (Il)rcssei grain pric 
that favO)'S fiveti)Ck pif)(1uct io. Ill ',carCfin, for scCoIfd-hcst soforionIs ill' 
tile shor'l ru1. tie fuMretic pric 'atItltre oeshould at feast reseriiufe the 
relevant hft.i-WIl itr ultitlld! puice Vatiostir firt tire tIradL'd crii11(ldities, 
Unless tiv, s,-,i,.it ()bjecti\s s-uch as esoRct f)IreSCIV,r IIn mitigate 

against it. 
5,. till R',kO 10' s U 11N; I Ni INTIVI s t1? [i) i)IUM(i5IN(; IN 

FARM,II Ut Hti ! I)is. liW .h)iC' i Ctr1rritiidiit"s irld tlil' stg ()I )t'css
ing fr a stbsidv Lyst,, ullav irItKfi' c(rnicilrirl w(ith exsistil f)ood 

prcessi',i, fruncrii is sllch as imilli g. ifead hakin., ) Imilk processing in 
farm husefhhld.s. )istirios()If incntives, tfha cHI cciii at this fevcf are 
frCque.,ntly ovrhookiCf. lro4visii ()I ,s ,iifutui/If foMur t() fM-ri rou,.serofd., 
for iisaItl'C. la lead to Wastedii re)lucs if f)caf Mirfiriscfi'ld Millrig 
facilitims art then uMi1,rtili/I..%iciial cots tay ir,.'cis,,uIfier il acqUi
sitioil of the slrfidi/ctd fi)iid requrl-s irf)isratiafA ',AircI aid \aitin.. 
illi--c lile that -vasust d h fu), h)]- h()1 ,()Id- \ Ii()()id f)ri)c,ssi t ;ctiVi

ties, whtich ahre iiii\% rair,frncd t)a i'. itI/ ise. Addifulif ptrfuitqi c' itrf 
tio aly,,', these di-,irtiirr rrr nic.Lr istfv afftCC th' iiitt ifiti(oi Of fien fts 
of a subsidy sfeCH,'iC t() vifIaQCs Iri 1:1111i,I hisIM r h,'tV tcase,e , e\('n if food 
pro(ssil tn al larger sv,,af.e trls- it h) ic ecorn(niiialJ\ l efficient. Itrire 
is lltstl,, the rlral p()()I- and \o )Illcllo.\ho) e cniipf)ycd in locl:d aid hu)tlse
hold food prit'essirrg. (a'f if evalatiirn (I tile eXislirlg fi)()id )Ir(icessitrg 
bu.sinesses. irludirig intrahousCIId ftod priCC"sirn. i., ItCe'ssary for aill 
efficient design of siibsidy schcme,. cspcciallv in rural areas. 

RSK IIAMt-I?[N(;b. TUIl OF Il)FVL Pu-NTIFN 01: -ICIFl'[N STOIRAG 

AND THADIN; SYSTMS. Iln llai*\ l'd subid \ systemisi tile public sector 
controls sto.age. trarrrtastiii. anl disltribtlit; ftncliilis. evel at tile 
retail level. Ii these hiacsfrll pitential uif efficientl privale trading and 
storage, hefudirig "r-amni situage, nmy not be used. Thus the diferences 
between anrirucer+I;nd oiperr-rarkC( CItSIlller pI'ICs, lllaV icreaCse. with 
negative effects both fto fartn produrcct+, selling tile surplis and for tie 
rural poor who are net l)urchasers. E+fficient design (if the sutbsidized food 
marketing system is crucial, botlh to save fiscal costs and toi nlinitire re
source waste in the food and agricultural sector. 
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7 Political Calculations in Subsidizing Food 

RAYMOND F. HOPKINS 

State Intervention in the Food System 

The role of the state in providing food subsidies to consumers has a 
long though sometimes it ible history. In ancient Egypt, wheat prices 
were maintained by government storage schenie, (chapter 13), and the 
value of cheap, ample food supplics for political stability was evidenced in 
the "bread and circus" era of the Roman Emtpirc. lHowever, detailed Policy
calculations connecting subsidies to production and nutritional status con
front contemporary govern, et leaders with ever inore conmplex and con
fusing policy considerations kchapter 2).

Research has demonstrated that subsidies affect production and fai
ily income in various ways. Understanding such effects becomes relevant in 
policy considerations for politician,,. These considerations are normallythe focus of policy analysts. The ideal policymaker weighs the expected
results of alternative food subsidy schemes. l'hC abilit of subsidies to 
achieve goal!;, such as m1oC eqnitable inomne distribution, improved nutri
tion, greater demand in tihe econom y. more efficient pricing of agricultural
commodities, and enhanced huiman capital, are considered. Clearly, such 
concerns are not just abstract ideals; the,! have enlivened policy debates in 
national governments. Calculating benefits and costs in economic growth
and equity is not oinly a standard way for academic analysts to approach
food subsidics, but it is also one way political leaders explain their posi
tions on food subsidics. 

In this chapter, nevertheless, such goals and calculation!; are largely
ignored. Instead, this chapter atternPt s to a nalye food subsidies as a fuLnc
tion of political support calculations. Focusing o,i political factors draws 
attention to how calculations of' political effects influence tile actions of 
government officials independent of economic factors. 

Reliance on political calculations is frequent, but how decisive are 
they? Some historians and political scientists argue that political calcula
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lions are usnallv decisive and that the' flly explain the expansion and
contraction of state intervention in the food svstCet--and itiore partictlarly
the way in w,hich intervention has operated to captnre bencfits for the m,ost
powerful (I iley, 1 75; Liptom. 1977; Ilopkiis et al.. 1979; and ates,
1981). These political calculathms ctistitute the 'eig.hhint of the political
support for, and the op)osition against. a policy teciitn. r'Ihese calcula
tions focus then on the expected reactions of differeit constituencies,
which can range from expressions of satisfaction to violent protests.

Governnenits require at least sonic support to maintain effective rule,
and this often depends on subsidies. ( 'alctlatiom, frequenly focns on the 
effcts of ,,ulsilics ou" the mist vocal cotlstit!teitjes.-tiu't illt.,ittemplov
ecs and uirban workers. Wlcll stlbsidic, taike o the al ra of a rigiht, all
entitlement fIomn the state, svmbolic ,alc, as ot'il as ecottlloinic gains and 
losses aliayN be stake.solnetillcs at (;'tltlp, oIthCr'Wise' indifferCnt ot. tuy
miargiinally affected bh food sulbsidies rcponld to pio)osedt chles ill 'av
disprioportutionate to the economic ci.-qlttIICe- t ie petiencc.i' ills t\'
 
political roles for l.nd subsidies are rllt:t first, their import 
as materialside payments to partci'llar g-'utltj and. wwctlt!. their diffse snvmboic ful
fillment (t a xin, J c1tlt'act n. cinst itiutte1tpe of Oblipati Clhee lietwo 
basic cateuouries of political cxlu'rietic cMiitntrisC, hae \\ it Itfood subI diCs
and the Concerns leadeh.', cxprTs oMCr 1t2iet~ic. poitical e.ffects of IC
creasing or cmdiji' stubhlics. 

(alculatim, based purely on plitic,--the idea lhat Icaders are onlv
 
concerned \'ilthd+,tailting Il axiilii 
 political stlppurt fron stunsidics at the 
easl cost--i, of cole ani abstractiiiti. Lcaieu, ]teatl ca.llatiois also re

flect altruistic and ideotgical ends, 
in which goal, it ectontmic Justice or

gro'th are sought. lhe cinsideratils, lIoIvcN. 
 are treatedf here only a.Is
instruments lor ntaintainin o-r e'xpattding pio.er. Put anoither way, it is

asstted that econonlic' de'hvelett 
or basic huian needs arc not enidts iil
themselves, at Icast whet anticipatedI conttsequences of m-,sidy ptolicies are 
considered from a political statdpoiiint. Furthermtore. tte effects of part;c
ular subsify prtigranls ol ptoductint anid ircollt distributiou becomlc sa
lient only as they shape respuns+S, ,i variol.+piilitical conistituency grupti)s.

Such a sell; ratiin o0 pi:litical" calualitits Ina *vappear artificial.
Economic forces surely shape political interests. liilicv choices are made in 
a dynamic fashiotin, iit\lvin.Q ll()I'C thant addinu tAontIic arid iolitical cal
culatiots.' Nevertheless. pditical lcaders valac toture in office. Further
more, political stability benefits ectlonuic productivity. Thus, the emupha
sis it initerpreting polical aspects of [I0od subsidics hould lC on the gains
in regiime letitimay and tm the ability of governmnts to avoid instability, 

I. I al inI ch tcI(to Alami dc Jaivir fir Imintin out ith , conccrn. 



P(l itical ( 'ahUht . . Im1/ 

while treating the economic causes and consequences of subsidies as either 
intermediate or exogenous concerns and riot a , eilds in thei.,elves. For 
example, in a political calculation a large, positive. societvwidc ecotionic 
gain in productivity or income from a given policy soild he sacrificed for 
another policy thait promises less or no general economic gain bill gives 
economic benefits to groups important for maintaining power, therefore 
yielding a greater net gain support. The more that leaders discount their 
political future, the more this holds. A broader political anal'sis wotld try 
to explain the entire system of subsidy Choices oker time, including second
order political and ccoiotmic interactions, but that is not attempted here. 

This chapter is based on selected ,titlics otsilmci" t00( subsidies. 
Ihese case studies. supplemented hy olier work,, ()n food subsidies, sup
port brief answers to three ilIpotrlit tustins about food subsidies: 
What political factors account for their origin? Iflow touch political sup
port do food subsidies yield? And finlallh, to whal extent are food subsidies 
seen as a political right? 

In gcierlal. foid subsidies iit be iessed in thecilext tof each ctuin
try. For example, the presence or ahsence of electoral politics, the amount 
of legitimacy acco'rded the state, the degree and listribution of inlustrial
ization, the st'C lllh of l' lgai/tid political intle,,ts,, tile extent of atstate's 
dependency on foreign twert'nmicnts. and tile (lonliriant social-rcligious 
values of a poptulace interact in such complex ways that each national case 
yields over time a distinctive set of, dYtili s aild l)arameters. Fach should 
dierefore be examined over time to isolate political factors. The alternative 
approach-a comparison (f covariiatioln betwel sutbsidics and explania
tory features across natioll- is inadetluiate. 

F(,od subsidies rise under diercreit Culition, ill C; CltCountr. Sub
sidies considered here are those that icsilt Irom specific aid explicit food 
policies, not broad indirect exsubsidies arisin trom,. Sayove.twvalued 
change rates. These may be imporitant. but their political relevance tends 
timbe less because the goe niieitt is less like' to, he held rpesporisiblc for 
them. Further, explicit subsidies haive ofteit acconipallied iajot historical 
change, thoutgh %oietimesthey were an unmiplanied bv-pi-odct of more 
accrctina! policy change. Because political leiders sc, the prhlem of 
food policy substantially as part (if a "%calctlun" oIf lailitaililrig supporti of 
an adequate coahitioni tHiough quid pro quo exchaige., shifts in coalition 

2. C'iov'¢ -%et.''ioni l rl'irt'- ,ill 1111.1\N,IN, IIIl c in 'l t i~ing N,llt ' ,INi, kllit 
,

tl11l%.,7 is

fraught with miith h t icail pliall . Ahhmiti II i i 1 1, 4i h1II %M0' ,111t'Lit'll %jit iliet 
Si/c of co s illcr I ics%; i I te thtci tVI ,h] i Iil 'i I rc uI il IILirS -- sitah 
;i, clas iruci rt. pili' svs'mi . iicwr t iImii itir iI ict .Il ., 1-t i t CIlUl IHIl'tit - it, ilil 
pendent varialcs, it i%ill adil ist. t' ia ii liet' malii'4idi irin tia Ii l htiil cicris ni

tblus colitd ithe mlade I0truni ,r a d llr\i ir, 1r1I). 
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politics ficopicrItIN aLconhit For change~s ill Sublsid ,Npolic. [jinalty. mlacin
ecIoiitoilic andt po~litical LICItiis. expreCssed ill broad ideologu.icalt posiions,
also expilain alteraliM Iol Iii 1CIM 100culod SlibSitty jhlfiCiC-~
 

There areL viitulu!Iy ii- Ntii*VCys Oni atl 
 itics [M'.adod SUIkidics" ill 
tile litcrIatiuic. llinclits 1romin SlubijdjCS ar-c ScltIMii cosiMt IO'coig tol Icli
giOlIS, CttInIiC. 01' C\C1i iuur-ilI ~csu',irfn data. (abinet nijuuitcs antd other 
CyitCIICe Oil tie CiCtIMaIO tiii politico1 leaders reg~aringui. fotit Nlsuidt pol
icy, are not icattilo. ;i''ilaihl. Fhe as55etiois 1)[it ltwns uit ill tisI chapter. 

HIistourical 0rgins of Food~ SubIsidhies 

C'ounitries dot 11w) deveIlp their htott uii d~Y[ol icies . 1l at (111ce.
Ratheir, plticies iesilitIl (lie Chticel)and fow o)I lar."r c.Clifs aind are 
shadjt by mutlt iple forces. Nevertheless, t liie mlaimi forces help a.couintl 
hot- fh OHioil ofl' USlibsii: NOicAl \\ellare io;ulS: eXtirIal~ iiitriitiounal f'ac
tills, suchl as Warilt11~iori the availthii' (fid lt ;( induthier poli-
CieS 01' \%hiCeiI Nlltitie are NCCMIeeiLf\ Coil. eqIICIecC. NlicT tHIai MIil (4 

lii 'iI 11Cce11iiitl ihte willltOILe NIllMhdNiill laill CtiteI~iett 

idetdog!.12 hIk I" ie for( hull, lFIi.Q\M iCXIO. i'i lanka, ;llt lr'vea
 
A'fien ttNweeiti.olioiv ki
\sllniei lauvp.IIIIItIlli ;aitiat111;1Na'SSe
ill tile ltJS1l11 . a1friictii I)I i 
 (ileC uiiil liiNijeN thlroil2i iQi'ern

Il~Itts.(vaCM I hsf-tal \\1 I c N'Ntei-,lld 11IM-1liitl Q, '.11(iigl \611h tt11(1 l t 

conutrolh ill 1 xpt (Ci.;ti 1.1;. A', the litdCI' (11 al INIiaiIl andt '()ioelist 

toof'lue (d iil e ii jlllmo i! i ii \%aIll,, in . hiiiici tjj'Ic Ii Ill . Baker. N - ) 
aThela'i iliit lii l hmt .ilililiiillilt atNiliiiiti :i illhe r t-s 

t IIIiia jl pro l(cI c h IcNIkiIi Ita I I It1s1iI W Ili el ldAIillf tC f)Vel I t 1ir
lill.l ah il N(iilN Ilcul 'ti LIll ,lllcliiii .M 'jIl :ih 'srI. uk. jlilSri 

(Iefcitf Il lili 11.11 I.t! a, i il" ' thuN i aiill [1lioVN ca! llt f tile Ii m-
s'crsetf i!: (d!I f r prI i oT-l l aai Lakcil 

sutjuliNt aild pltiIIlI ig ll'jlNthei. leatd Ill!ii)tIh it! Nsjllsitt pro

1111111muarketing of cuillilliitilN 111. relcct )llhiticah siitptmri that Wais 
manifest Im ugoaks of incimict rctfitrihl)tion Nllci,'ll sulitlaritY. and ectuuloiulic 
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development. "They ustually lollow major shills toward Socialist and even 
revoluionary leadership. 

External IrEssures 

('onsuoirer-oriented fIood subsidies also restilt froit intrnational ill
ducenrents or coiistraints. Once stbsidies become established, however, 
they endoie even after the original conditions that led to their creation 
have changed. Food rationing that begilt during World War II is one ex
alple. Rationing occurred ill%irtuallvevery couttitrv involved ill tilewar. 
ley all rationed scarce supplies to Control iallation cai,,sed h., tle wa'itl, 

effort. Social control, not welfare, was te najor coneut'n. Alter the war, 
food stbsidization ,, slowlv eliminated l:.urope. Asia,as in In however, 
many states retained the wartile rationing sste to. langl:adesh, India. 
Pakistan. and Sri Lanka, for instance, relailld various syst sllslor stlbsi
dizing food for c runmer. Wartime exigencies thetrcl\es, therefore, do 
not explain the differetnucs that occurred in the ds_'ii and Scope of' food 
snbsidy policy itn tile \war ."ears and especially therealttr. 

In ntanv cases, tile govelrunlents comting to power at tire e(ld of eolo
nial control had a strong social we'lfare oriettatioll And iltlretd tie ra
tioning and fWod subsidy, then important to their nav.stem in place as 
tional constitntlc\y: hence it was cotrtinured. 11is possible that ebllbedded 
special interests blocked removal of stubsidie,, in snlic cases. Certainly, 
shifts in pmwer fromt ome to another political party or nmilitarv ruler have 
[lo eliminated Co in lilltilltsotIe ol srubsidv proraitll. althought for 
there have been substantial changes irr the extent of ,,uhid\ coverage 
(chapters 1l.17, and 18). 

Internratiotal r. rce- lsoJ e )teloeurage subsidies. A lltrirbul of states 
have undetak.rn ',bsinies., hackcd bv food aid ftoril over.-eas. United 
States f'ood aid to gypt from 1955 thruugh IL)(, available through Public 
Law 480(, encoutapd tl rd subsidy apparatus as an institution, even 
though tie food was ratll. unrrellably provided. Food price controls arnd 
Modest subsidization were iraitatield in the I 950s partly in response to 
Nasser's ideology. but the availability of clicap Anerican wlrcat made the 
undertaking especially attractiv: for i socit that had a large turban, low
incone class, martyIv of whom \ orked for tre ugovultnrticml t(WaterburY., 

1978; Moore, 1974). 
The lood stamp progran that began in(Aohmrhia in the 1470s is an

other case where exterl resourcus llaycd a role. (rdmihia r eceived Pub
lie Law -180 aid itt tileI 9 0(s. For awhile iris te!,our,'u kas used for targeted 

food interventions. When the U.S. Stlate Departrueot decided in 1')73 to 
earmark Latin America fotmnaIjir reductions in the flow of f'uod aid, a deci

.1. targctcd ritritinmal prrog*rar werte srarred mre rcccntl. in turo[tc. 
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sIhn largelY the Mli df foicd pr igram cutbacks, ('noribian invernment 
otliciajs Cast about fIrm foliltw it, proraIilf. TheCse c(Tohf'ailed. At the
sanie timec, dil~t~;( tiO1ffiliaft food and1 n"'it ionfai plaun W AN) w~asdral'ted. Apprmicii ifll> 97td flfipeleftel hie f'oflowiff year, it looked 

:~tifferr~utof at; i fsh fftt fotl. SHI)l111t Ill Cotrlfast to ill(: cllf l inlg
F!!vptil stwt ) l \f'flch l)filte (t ifj ff 

term~ina~ted l ater 


lal : ill thle 190S 111111 ihi"AS 
c,evca \trs.
 

inodul sIiXk 
 jilt fldlX akI() (1lal~fa as sidet Ofctoffiflef dfllelstit
ifolitics, 1lichii U I up\lionl progitfllls O~roll\fllot t.xtilangte lates, 

itlfkal cans. Ili :111 1dal til 1 w eli.; f kepip~ c,~ft I ik world-an 

mtarket cxck '11 1 I 11th tlX'rl iC l~tid Xlili liltC llitlif' tfile
price gap, illoxe l!\phlillni it ill' asc )I cywhtf la,l (11tIACCit. HIi 

-If tfillI 1 
Ittnta. a tk lt fII iM 11 I ll Ixll,' I T off l' U t t t

inlclf faIM YL ffltC,l11 oll it li iff ( lcXll i mltI llfti] oriii~ii1111lit 'lt 
Ill ilfl1il filit !ft offll illsfI, iti iii (lf NI;lji/C( ml rof ( )fOr lfalftt of,

!9t), x if ut it t floottf lii di c \kitaxs it Iink-ill 111 ktt lftla."toI 
i~fffit~fftlflffcfI~fifliift. \ fifkfI'il ta Cslithihlctf Il IMF

fhal'ftifftlJfll falfIll pluif 11 J~ixl;Iialc ii~ifll IlF
fttJciifl flrmlf fit111i 1 1tfclxciIfitilthat P1*)flitl !iin dI .\ffitaf larlffler 

%m t] IttLt I pliccs' At twlit te.Zi111ll .11 I'tl/ j)ffx TsV It iIIfTf 11fflwoldt Itfites andl Hit: boltrt "~ll liiltII illftlplffl fillfef(T if -3 fefeefit 
Sifafe OF ile ttt lfffclft11cit suppotedtf infernlI commerlcial mffiket SifoftIX .
itowever. tihaniks( !imn!'ltjinlteffnfI demandflf io11 risingl \\()[.Ill pries all
nonsffsixstifc ictf ndctlI. iffxlflill12 AIicat. ItPtlet 01ff. \%ir aXhl bed~!(
I1O)1(iffffCiC Ni(x Ml CNJpoI .\ftiCll jlt lIfCUP, ihfflttiI ( lcil flouf1 
fill: broadffef fif lktf t: a1,1IX IjilalC 1Il 111 211thet hfi ll-ttIX 1) it V tot 12\f)Ofilfeifn asO~ astU.Nuf lhft If lifttatfff iht\Xftff 1943 am!t 19~5. the marikctim2 illltbo r xi;lci slhSjijIll toe LfttfOMMLfTtl pccs fhfxlu it olperatedat a Ilos Hl~kmf11 Noh)f Po!!?2.a lftf111 iltl(tUlal ftlllketcxi mfai/t was 

pur cifa~cd hxY l el tot. (lifenf \ficaft Ix lrkcfx ils part ofI tifeir Iigcs.thitt sflid iRTX(liet Ixott efef ilafCf tsI. lilt' tekItio sl tf tue dfhi(V that
ffcctfffcil ill tilt lalte N.W andtUflate I950,f C111lidjftt \ill' anf mentuftily of'labor attd faffil 1 2 xx\gcs 'I is ctrfttffitxefii1ilt suffiiics antI pe1riod(s oI ular 1(1(1 pfeXft- m'l 11ig.- sflg12i'ctstxhat lthiiitjv hleet's were 

t 4 NfiIl 1~ 1111,I11 IX-dt'111 I II 1111w I ( tII l 111 I -qI Il pl
ItI ftbI 

rapfrom IfIit!PAN dCti1li II cti Il t I I. I. (i 1t i.l t AN l'' 11coliimt is rtXf%%citsII 
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maintained to lower real costs to European employers rat her than to pro
vide the African population with inexpensive access to food (chapter 21 ). 

By the I970s. food subsidies, at least in urban areas, becane mlmost a 
matter of social contract. Urban workers pressured the government to 
maintain current prigrinms despite tihC ctU ntry': ecoitinic difficulties 
(U.S. Departnent of Agricultlurc. I9S ). Thus the food price policy in 
Zambia often had effects quite dite,',c'nt fronm those initially inicndcd. Tlie 
subsidies began as a way to help European;: !a~er they became a major 
expectation o, urban African workers. 

In sam mary, these examples of the origilw, Ot Cood ssithsdy programs 
indicate that disjunctionls often exist betweeri the interests thai create a 
subsidy policy and its dcclared purposes, atd betweell tle initial intended 
purposes of th' policy ad it!, subsequent cffects. World War II led to the 
creation of ration-t ,,pe sulhsidv s,,stens. but consumer well-being was a 
concern priniarilY to ciisu social control. L'.ge-scale subsidy prograntis 
lay collie into existelce as a restll (d rvo)utioilarv challc, as ill China. 

but equally mnassiVe subsidies may at ise mrore iticreutemitally dute to tile his
torical juxtaposiion Of sever-al fictors, as in LgIt. Ill Lg'pt, Nasser's leg
acy, the absence ot an electoral maitdate, the a\ ailabilitv f American food 
aid. arid a pr'ice-setting policy thaii ilttolL-d inflttion. created 1t6ountintg , 
subsidies in the I9 70s. B l'v subsidies co'st uearlv ISq percelt of Fgypts-() 
total piblie expenditures, so that mote Itt hey \%i, speit Oifl od subsidies 
Ithan ot the agricultaral sectol (chat)ler 12). 

Finally, food subsidies itay flour ish 0- perisl ICltcae f tile interest 
of groups differett troit thoNse that initially iesigited alld established them. 
It Sri Lanka and Zambii, iristitiltlmtal arranllglllellt that arose ill re
sponse to One set of political ilierests ,r ut. erf ie rcy.e cueITLInitll1iSwere COit
tinued and reshaned to serve other ilterests. In (olombia, perceived ad
vantags front the counui trogr-arn tuiried oult to be disappointing. As a 
result, whereas the (olonlbiaii progrant was a success according to criteria 
of efficiency , managent.w, anid Ilutritioii. it failed to achieve sufficient po
litical supptort to sUislain it thli-oul a change of governient. 

The Power Calculus, or Who Gets What 

Calculating political benefits and losses is not an easy task for politi
cians to- external analysts. Several basic points about this process ar worth 
noting. First. calculatioi, s reflect interests. Second, estimates abou! inter
ests are crude. Third, relevant groups are hard to identify. Fourth, once 
these are provisionally selected, establishitng subsidies involves consider
able jockeying for credit and for control over the resource transfer. Fifth, 
subsidy systems may be a basis for strengthening )olitical organization. 



114 RaYvnond I'. IIolikii. 

Finally. excli(ling rlups front subsidies is c iic- when it is Clear which 
grtups are 1tlc(led I;mr1 t.iv.rimnt to gain . r(ip illS lOt
ieeded For a v.'innitt calicthi calI he xcludcd. If tnicertaitity prevails.
how\er, pilitical leaders ilavirumxiiti coalititns, fearing to Uxiulde 
ally pohlntitally plom ill_lt'l,rlp. 
Di.stributifm ,,lblh'r' ,l.s 

Initial design of and sulbsequent chtangtes ilt food stlsidy programs
getertlly reflect [lie povwr if j!rutps that support the prograni. 'Changes ilthe i[lo)ttlee Of S:.ubSidies for Variouts major grolps also usually aff'ect tile
Suhsidy plQIril. ('omider rttral prodlucers. They mav he negatively afl'ecteu bY fOOI slltsjkidic thrmih l.etr Jricts fl'otteir crops if itle slbsi(lv
is implicit; a terItativel,,N. !ie,jitix benefit 1rim.l stt sidies lHta increase deI
atll(Jnllhe\ Mltrt~liJ\ liee tnehfront loi i.ii)st"r to thellisulves Ior (oodiftihey purchase f'iiid ill markets e;ite,d uIIll\ thet iidv ,S\t,,ll. Itl itd sl(lrialized ctu , iit .t'fat-i i)tt tirt_'eld sxliit di eifis.

"hy', e." a, eX.)' (litl'hCs Helhde tllalll fl.rthtiir products anid thus increasintg their earnings. In loypt.ltllhough tle ie deuce isH:cati, rural 
Foptllatiins Wen tii '+ullti1rt suibid ie,. Ihcy t'aill sll ltallti consumptitnbentefits i thmtll t ,il.] 

tl 
t, ftMr .heat lnd) rice laturtrs, lll\' ly I)It-Cetc' advese effcts nltheir itciiWL aip~roducrL-s, thanaks toicontrol that 

prevent h,%prics.
 
Illcoltrast 
 illSri lanal, atitrmts Ai)lu,, ,tihius Ollbalyatr


least sup tr their rediictiiin, because, iilile falrilers ill++alnyot litl develilping countries, stitll falrmers itt Sri Lanka arc plitically impoitant.

Tlheir sutpport I'" the tUniteud Nat iinal Part, 
 U NP). which aittle itopower

in 1977. is tmtable. lie .NP ctit Oll a laVOrable political reaction
coutIl 

from tile rural are;t, \ thell yv raised prducer prices. 
Farlemrs saw the
 
large ratiotn -'tCtll as a I)ricd.pI)INNssa.
 

(ASd, (liksh/.nms 

Leaders, altemllIus i otalcullt their own short-terl political costs andbitet.ts aw llet's:ri lv crt.i .Often gt-oulp1s withIt11o1 the,'can bargain
-ire unorgaized iii (ili exist. ornot the.v bargain principally it s!rcet den
onstratiots ot thIntlt indirect fouts oI'ofanomliC behavior." The politicalcalculus b, its, ,ih ant existiny set of progurvamit an' packal es and withexisting lureaucr.tit agettCis. With respc to chattges. political leaders 

ittjudgmen vnl A1 (5 . lli fiA jIlA iW Mfi,+'i t i ' 't1(1' IIIC.'hICI I?a+nd 14h3. ",,ih in Owth1!%Isll1 k t l % ,l.Ag,'IC.u lti Mi dii itiW(itr hIlNA 9HIIITAlndIlt'lh l'  thil'e
 

only, who+liindiat i tetd I It lid'AAAAlA, nli[ ll )olsilAilA.;htll!. tlh.'C
0. The p+rohhul ItaltiC.'. Qllei_" " ;111( C,,p'-rwIn! '..hifl%Suppo+.rtin+ I',,
,%,ilk 
diSorg rli,-C t i. iUjl,, l .,.,i,,k ,L:It1 t. Im'liLill part litOt ,AAlC,.'i CftA t llay.nlltiacts Ad l'm,,llli+ A %,, ll it% ll A tt Ci'lt 'IllMI itl . Nt 5),. 
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want to know what advantages wvill accrue to agencies that distribtIc belle
fits and what kinds of reactions w'ill be elicited anmong various QrolPs. 
Thus calculations lend to look at incremental aldjustntnirts unmless a new 
government has conic to power ill all eniergecy. 

At a rinitinrn, government leaders,ilp nCed, adequate support Iroll 
various sectors to enstir tile pIrfori.lace of asijc ,o\lnln.t functions. 
Calculations of the opptrlunity costs of different uses of' financial re
sources in teris of the support and legitiniacv of the regime. though otlen 
crude, certainlV oCCup)y Clders' attention ( llchIall and I. lphoff, 190t9) 
and calculations can be subtle when the p'iyoff,.; to spc,:ific bureaucracies 
are beilg exa;isd. sthoal Ii2) of an African govern(s's tdCscription 

cdnt's nIlcting to dicItss an externallv funded ruraltdevlopllent project 
indicates. More often, th1ough, groulps" reactions are difficult to forecast. 
ijefore tile .ILnualrv IQ' hod riots in Fgvpt. the ctbinet tetided ito reduce 

tihe budget One cabinl minister explailed that 'f the four key budget 
iten s-- rliblarv, invcstlniclt subsidies, aid dclib service-it was decided 
that tile sl,bsidies werc tile ldy CxItMIdatrle itcn." Ihis jird ent, accord
ing to onc all.ta tt. ot erhlOik t tile rse of ;I ,ubSidy I)itig'I'a ton[ ofl asi 0-1n 
material iricrTliVtyI 'Tiiir. mas Ialtv to the 'egimC" Baker, ]()7H). 
These g ti pFit,ti- il Icrlr were llt tsopic; theyv kncw lil fclings of 
militar',. undrisltlal, mid lirNr tiial leadelr. But tires' (fill Hut IiHo \ \eil 
enouMg lie feeli gs 0i1 IIe pur.irball 

Where do politician', get informationt abOut thre porIrltial efIfcCts on 
political suipport foof l lbsirlies? Irldirl'ct signtAl,. bIsCil Oni srCnhlig eon
te ilnleln t. lay be nlistciit l i! Il -' illit i. ri rumbliig over price 
hikes turned to riots. whic, cea,,ed On(, afCr tIe' tiie tiirciCtll that food 
price increase, sere resciited;rg ,ait(III ()tC[ibtrI I , 1. stiC food price 
rises wefe rolled ba k in tc fe f unrcst. Miore ireet and accurate sip
rlals I ay bi derived iron tlc reactionrs it govirlrerit eulrploees. vho are 

t A 1%2 
executive ordter to raise surgear prices vas rescinded before it was issued be
cause Of the Icacliin of civil servantsswho read tie notice prior to printing. 
One of the \iCtues of a furIctioning political party is that it pr'ovides chan
rits of comuniication tro leaders froln various interest g 

often the first to krrov :bhoutt lr1)(i)sed suLIsidy ch11aIgsC. .gyptian 

r:oips whose r'eac
tion they wish to seek in ad'aince. This is all ilporltlnlt difference between 
Egypt and Sri Lairnka. 

L',7iisr'e G'roups 

The political calculus is mIrade even raor'e difficult for goverrlrrrent offi
cials by a cormbination ,if factors. Not only is alnticipating the reaction of 
groups sometimes hard, but even identifying groups and determining 
which are relevant is nt easy. In Third World countries, expression by 
organized inter.st groups is often disclutraged. Sometimes the only well

http:inter.st
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demarcated grouips 1rC tIrban laborers, gwovernimenit civil servatNts. anl themilitary. What other ,roults arc likely ti respond to polic'y Cliait.QtS? ('er
tai he l-) ,worth consi.tcring ihncluide Ilimr than those targeted u(ler aly lVIIrticlilar sclinieC of Stlbsidies. lHiose Who Iie'Vrly tlNaliy alsii reactto stJ id h ,,as,,d) U iodt tlW,',e lt0IM it M'"IOc irdirecl lv, n tIIe ie direcl calgtr€', iie mii t iICltIIde tLriilOuyTSrMa VIitw :attd,ns tql'rators ofrat ion sh.:)ps, b)AkeitS. a1l food ue1o)S, beCLlSC Chse Imay hs:eL'
S1ribstfl
tial profits andIllosses assoarcilted with tgmeirn.ireit fixii'L o prices. Also. 
SOIII. , iLvO( 11111_'e
tl(Iti iciIllS be elfit front Ile adniillii-,at ,prtcrogati,,ves of'
 
siibsidy puirtr, i.s.
 

liIHaniladli, key 
 rips rtCt I(.Ii'0L :I'
bidiCS Sp)Ccial bcnefits;
these MTe idhilitied in tIle ICQ l'aleL,%kork of tile lro ra, itself. The rcsidlents if'i\ctits, hospitals, 1t1eIilitar% ,and tgov.r'llntn ile. ,hemplo.\v
txaIlnl, h ve ti'ttitliii'IC itHl,sgalins. the.set ritiuh al ii', 

at ration sIp>s. :A.ide. lrm alv cficielnpi~xit a bond \hetwee;i
ililt4iiver111111t1
gcnli . IIIC 
ole alid]tihe,, . &,\hnS , I MOC.Ihtnw ~ i +2t'll'tot riQot. ,l,lll, alid II,

beiieficiaric, (S. \Iimt i. 1Ln 1CIiittaiii. CMa-trOis 11L ( I illMi i -Chhiiil illiuil I',ihsid it,,IllsiCh O)iiiiV.t ' w\here hd kiI cct' lal Coii
iln il. Iv'ils MI tIct.ttIll 
 sd '+ll'ad I. It'tt i( I t tese grollps. [he,aflie istki/ inNiesco where ',ncilic t,tti(n shops e1xi',t hit iM iLier. 01
iatrticular tradle tnliml(i]
Onllhces 
 l a pa'icul;nr m inlistry. \ruillitrest

ilill tLtiist
ioilis V. H I l Ltlll'ir.tlil, l'oii1i+,g caluses .dist't'll allil1ig 
.iiIhose 1iot ijltl t i IfIL le , liite j '\iit' an )l)t li tv tIi ti)"toIi.tfood Sllk idit's 11(1k' iI.I 'I\\C illC litii11it's %\liPi litrL' trt'tli+it, exists.

It is ls, diffiuli t!(,ass- lhs 1t1C iro' i lnd ililcjisitv of, reatt ions of
(t'Ou1)( 11) IIlt'h heii idtiiltiliutl, v,hcttlih41 , 

r h\ srauito or I ;Vii l'sis.Reactiiinis dlpCltI IIthe lr.'civt'd (t oiiriiiitit'
,1,,CIiis
uttt's fiii these
grouips,, their l)redispiositimis 
 iwarl that ,ittt'ltii.;id the s.,v in which
food sbhsily policv is prCellted. 
 c riosotllNottu griilps -r interested 
inmaxiiuizimt material ttiids. IlII
shot, there is considrl, lc plav ill the
svstn itorlesigning diffe1et 
 uitturlies politicaftll,
iidCp)rdCiit of tile
technictal d tails (ii tl
a ,d lI ,it.i
ll"d.itiltl. W ithol iliorimatioui aholitt

undterlyivii tol'ranlce or stippol 
i rchaugc's in Imnld sbsidics. politiciais

tend to be risk aversc ar mak t
fCw l1111st )l
price chiiltwes bcIulSe the
grotip illciCsts aflCCtCL art' 1not
chea,'h Iidttltd. li .IiQeiiig
Ililitical ill
Stabili!v that proves u,oreti(stly than coitiiuini
po<liticians 11rYtoavo'(id. aIs,bsidy isI miiistake 

('redit (/,lt/lll, aoioig .' ot c'',' . 

l)olitita',
ICadCsic tIllitC
pr~clared to clain; Credit fur-a i iptilar Imove

but tl,
to (!ist;Miiee tlTrnil-,s~s fhoin polities that arc liabilities. [it
I977 and
1984, when riot's
cruptcd illEgypt inihthe
wake of changes inthe subsidv
 
system, Anwar Sadat antd losni Mulbarak. who \\ctrc blamed for thechanges, iiimediately ordered prices rolled back. In i98-1 changes insLb
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sidies in both the Dominican Republic and Mexico were blamed ol re
quests for austerity by tile International Monetary Fund (I M F); thus lead
ers tried to distance themselves from the redoctiou., that led to discontent 
in Mexico ard to violent protests in tile Dominican Republic. In general. 
leaders prefer to blainc international rressures or lower-level government 
agencies for unpopular changes in subsidy iprograms. !n fact, ending or 
reducing food subsidies is a frequent change recommended by a govern
ment's budget officials and s'ometines demanded as a condition for IMF 
loans. Moreover, the details of policy change in subsidies are worked out at 
subcabinet levels, and discrepancies between prograil0 purpose and imiple
mentation are normal (Pressnian and Wildavsk v. 1984). 

A s- orid kind of support calculus arises in deciding how a program is 
to be managed and what organization will get credit for it. ihe discoitinu
ation of the Colombian io0d stamp program is attributed to at failure of 
officials to perceive sufficient credit and administrative benefits from the 
program. Not only did the gom'ernicut changc hands in I982, but the re
sponsibility for the program shifted to the Ministry of Agriculture. which 
had a far greater interest in food p oduction than ill nutrition. Because the 
pla alpparently did not create an inst itutionallv important bise almong 
coupon recipients, more congenial and rewarding progranis preferred by 
the Ministry of Agriculture recei ed scarce buhdgetars resources instead. 
Moreover, by 1982 the opportunity costs of the program grew, as external 
assistance for it had largely evaporated. In the main, because the progran 
was ained at the poor, who had little political clout or close ties to the 
inconling governmtient, it is not hard to 1inderstaid the p;ograin's demise. 

Argentina is another example of how political calculations can shape 
a food subsidy proivam. Argentina has powerful organized interests. In 
the spring of 1984 Ranl Alfonsin, the recently elected head of state, in
nounced the initiation of a national food plan (PAN). Coming during nego
tiations for structural adjustment assistance from the IMF and a rollover 
of large outstanding debts from private banks, the initiation of a food sub
sidy scheme seemed out of step with the normal procedrte in which exter
nal debt leads to domestic austerity. including the reduction of subsidies. 

In Argentina the food program svISopposed by those without Ihene
fits-the Peronists and those favoring austerity. The Peronists initially 
voted in favor of PAN but later opposed it when they discovered that it was 
not targeted on their urban labor supporters but on the bottom 10 percent 
of the population-the unemployed and those whose children suffered 
malnutrition. Administration of subsidies was assigned to a government 
agency, the Ministry of Social Affairs, which strengthened the government 
by using national and local employees. '[le Peronists objected, however, 
because their party was not involved in the plan's administration. '[le 
Alfonsin government was attacked by conservative groups that argued that 
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PAN represented "liteworst kind of populism1." These groups 1lavored fhe 
more standard package of structural adjustmet met sutrlte's, sllch as 1iscal
rel'ol-n, el'Tlcive pricing pli. and strealitline~d unllellnplovutent n eflits, 
('i/ici 'imes, I984, p, ). 

There were thrle political lletl' tr th-e Alt 1 i. over;lteil. irist.PAN Itliflleld aun eletoral promls. ol social jusl',t !!\ pt'0'iditli tile m1ost
lisadvantaged witl] forty kiloralll, of tre'e food pci) itint1i. Set;ltd, it de

Veloj)ed popular stport at the eXpnsVxtile of he Pte'Mist,. Anl liltall, it w.s 
a.step toward inmproimn the itttulatiolal losition t the .\t.ler*ilttie 1o;
erment vis-it-vi tle II:. wsThe INIT[ \, ititial'Y p -e-in)ed lbo ide
llandling welfare (t'tlb1-'I r Il.tile poorst .leIla Ve J)l-0litn


the budget (of 1t- oitNi,-trs
of .lSel AfSoair,. Itv3uI these hetfits, the
Alftonsit pr(gramt mait,, haT been at s .ltl J)lliatil to prevent tirbalt(ntrest in) te face of antslt-rit\ teal,silt,.,
itll)osd ;asal eoitl lioll lo'rftllther
extensiotns of credit. IB\ CIainit. Cre'dit tor thi, prgr itil C 1ov1tmett
bolstered it, strellglth;agair lt both iiterinal lpp ,itini anttd tile INI:. 

Bui/diug P'olitical,/ Org.miz.-,I m+
 

SttbidY~l seItelittes otter ai lvtosiretngthen political IorLganiti/;liln. Asdhe debate. over eott' of ,PAN(ill Argeitta) st'+ggests, [let t|eCltotiss,

subsidic" cait heipwernltll political resoltrcu. FPolit.al ent re'pretti rs 

(If 
rec

()l~tlit.tite adV;aitae,+o tlrete-d 
 lt'in' t eall+t ieltle C(I 1,a reward t0'loyalty. Leaders ue,such p'oj cts II titt,, IIdistr'ibute. flod rtherNt 
thal Iltechalttists that Yield ito political advatltia es (Bates. I ).More
over, IOtCe ti1e liscal Costs of btlilil.(ltL.ti,athills thve 
 beCe incurred, 
sulhsiiv shelles ale evll ilolrT it'trctive idtr en harder to dislodge.

Aside fom fillotepop lailt (t'itprogratl, tu sttuctlre of depenident.v
r,.elations created b) 1,vf1o( sunhsidti.s ittaY etlhailce general potlit ical stability,.

In p.lron-cliett clilt.ture, 
 w ere politictl parties tti(lertake conlsilerable 
welfare a t social contirtld fitntions. suhltsid, sctetes ate a mtlajor source'lf
 
patroitage. 
 In a more diffutse wa y,each dis palratt tt'Utitll1, may also en1ancethe inlage (f tihe g tvertt.lleilt as, tie)ovidetr o food.
 

Another divisible benefit that 
 (i lhe uistCtSed is the licCtSi!l g (I1
shops to dlistribute subsidized food. F-ood stores in competitive narkcts
regularly attract customers by discounin iteats. If'a shoi p is licensed as a
ratiOll Shop, thre il.iaua itldllC.L'lllt.tt f'ti Cstomllers to shopl' there andm 
perhaps to l)Lrch.ase a varitl f god s othter titait the rationed items. 

7. 1lhi pliot d ii-i hrctfd h% discttussions,,\%ih N ia'iLustig ado (assi luiselliMexico. O itic rga;Ii/aI iol ll(IItimm 
oil 

(as,'ijtttd \%ihdislribmtke bee'Cfits. see Olson, 1905,
Ind Bait, t981. On tt illltlorlln Il politicalailithi v 
 sI+tro1ng
d tilerole of parties ill
attalihling it.see I tulitongltol, t'(l. 
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Minimull Winnig Coalition 

A final element relevant io the calculus of political leaders is te prop
ositioni t a ,taic tends toward rule by a mirtinun winuiry. ccoalitivil. 
That is, ic!;ar!le.. of whether electoral or other procedures are used to 
gain and exercise power, a leIdership gro tp strives to win 1)\ shari ng the 
fruits of' victory with as small a coalition of groutps as leccssaryv. If it is clear 
which groups are nleced, ihel only a miniumm coalition rlles-because 
there is no incentive to add niore. Fewer gtrourps in the coalition means less 
bargaining on policy and more benlefhts for each coalition larticipant. 
Thus the clearer the calcidlos of' itrotps, tile less the governing coalition 
needs to placate ,.utsidc grotups (Riker, l90-1; aind Axelrod. 1970). 

How does this apply to subsidv caiculations? Basically, if slibsidies are 
targeted to the poorest groups, they go to grollps whose political impor
tance i:s relatively uncertain. Subsidies mav exist wi,,htort much co mit
iluent when coalition leaders are not ure wheicthr a group s support is 
really needed for it to stay in power. Wilh imprloved inlorratio ,. agovern

rient call decide to target Or 1o abandon a sUbsidy program .S the ruling 
coalition is more narowY (v [he case of, Sri Lankadeflined. illustrates this. 
After the 1977 elections, the new government calculated that it rneedledl lit
tle support from tile urbao poor'. [hts it moved to cut back strbsdies more 
forcefully than earlier gover ments. which had caltrlated either that sub
sidy gainers were in the winning coalition or that they affected its composi
tion. Similarly, in Jamaica, whel the conser\ ative government had strong 
support in tie early 19 80S, it r'edtrced benefits f'oV grolps riot Critical to its 
power. 

Where uncertainty is high, su!bsidies are likely to he less targett 1, 
since more gc lps are deemed possible cmdidate'. or the miuinailtl coali
tion needed for effective rule. Where a coaliti or is sharky., relet lance to 
redttce subsidies is high. 

Food Subsidies as a Pulitical Contract 

Bargaining over food strb :ilies takes place within a framework of ex
pectations that are part of the general poitical foi mula, or effective rules 
for politics, for a society (Laswell and Kaplan, 1950). One expectation that 
may be part of the political formula is that a right to food exists. This myth 
can be a powverful one. When a subsidy takes on the aura ol a right, the 
legitimacy of ,overnment action may be at sta!ke. The right's particular 
tieaning may be concrctely embodied in something quite specific-the 
one-piaster price for a loaf of balhdy'v bread in Egypt or the rice ration in Sri 
Lanka. In 1953, the Sri Lankan governmewn abolished the rice subsidy, 
producing a 280 percent increasc in rice prices. This was followed by na
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tionwide strikes spearheaded byxorga nized labor. Afhcr several deaths. ihe 
prime minister resigned, and t hc subsidy cuts were partiallh abaidoned.In 1950, a socialisi government %%;';vept " ifio powe :rid restored the low
price of rice. rediicili the existing markct price almost 1v hall. Again
tile t900,, when tile MinlistrV of FFir;nIe aLtICIItl 

in 
to reduce subsidies. 

protests arose. Subsidies becanie the n1ajor issue Ot (he 197() capllaigin.and the party dvoCatilL thc lar,st tlbsidi,_:, caMie to OWer aid restored 
the weeklY ration.
 

The pattern 
 ,:ts similar if) lgypl. The iliasi'.c riot s that erupted in
Cairo and Alexandria in Jaiintry I,)7, follo\ilt! sudden rises in govern
nierit-regulated lood prioes, shook the Sadat goVerilniet . The political
content of' the plutcsts was unt+istakable. lIh patty headquarters was
burnt to the rouid itl Alexandria,. nd inl (aino crow(ds chanted "down
with Sadat" and "with blood anid lic,. we will bring prices downi" Baker, 
1978). 

Although explicit fod subsidies ihirouj1 rut ioniii or fixed prices are
only one celemen ill a social coltl' between cili/erl, aid le State, when
subsidies take ,)if the character of' a contract the,, also assullle sy,'mbolic
significance, and1 changes in theni ay call into tltcStiot)n other elecilent, of 
the social contract. (overnmirenit lod s.ilks'idies appear to ,nitutc a', iml
plicit contract ho" malts people ill luypt and Sri L.anka, and probaihlv inBangladesh, India, Mexico. Moroeto, Pakitan. lunisia, and Zambia. Is 
it possible that thc l)Doninitaii lRepublit and Ja.aaica were able to reduce
food subsidies ill I9K3 l - while 'Iiisi;, ard Morocco were uiable to do
so-becau,se suiiidies were not re uar!ldcd as : right ill the htel'nr cases? If
 
so, how\ 
 was Sri Lanka able to reduce food suhsildies sharply betweern 1978

and 1980, wherea, lgvptiau efforts to larrow subsidv costs Froved abor
tive when, for both countries. subsidies 
as a right :eiced to be estab
lished? 

In Sri Lanka it 1977. the United Natimal Party (RJNP)won a land
slide election, defeating the socialists. The socialist opposition was so
badly defeated that the largest opposition party in parliament was the re
gional Tamil minority, the United Liberation Front. This shifted political
disputes toward regional and ethnic issues and away from the economic 
ones that had lominated politics for three decades. The new government
'as committed to broad economic liberalization, including a substantial 

reductionl in food subsidies. This coimniitmierit constituted a plat for
changing the welfare component in the nation's social contract. Earlier
efforts to accomplish this had rcstlted ill food riots and widening trnpopt.u
larity for the party in power. The first governmernt action was not, however,
to lower subsidies but to increase them by decreasing tile price of' subsi
dized rice available under the rat itionformnula. Only at the end of the year,
with GNP growth high, did tile wern ment annonice that in 1978 a means 



test would be applied to the rice ration. New ration books issued in January 
went to those who had indicated thev earned less than Rs 300 montily. No 
effort was made to verify tile accuracy of these written claims, but those not 
claiming low income were excluded (Nelson, 198-1). 

At this point, the quantity and price of ratioP'ing remained tile same, 
but eligibility was limited to roughly the low-incoue half of the population. 
About eighteen months later, after suthsmtial preparation. a food stamp 
program was substituted for the ration hooks. More thm seven million 
families, a slight increase from those getting ration hooks. received food 
stamps, and this number increared slightly in tile first five months of tile 
food stamp program. The technical value of the stamps was set so that 
most eligible families were able to purchase IS to 29 percent more rice than 
under the discontinued ration scheme. Policy dehate paid little attention to 
the possiblc erosion of' the value of the stamps due to inflation. As when 
eligibility requirements were ilm pssed earlier, tie government was able to 
avoid the quest ion o' poossihle erosiot (see chapter 18 for estimates of sub
sequent erosion). 

Given the negative political repercussions of past etforts to reduce 
subsidies, the Sri Lankan cahinet accepted the new program with great 
caution. 'Ilie most hesitant cabinet ministers werc aplointed to sit with the 
technical group preparing recommoendat ions. At each stage, hot i the sym
bolism of the action and the short-term consequence were designed to elicit 
public approval. Thus subsidies were increased initially in each of tile two 
steps oif tile food st amp sv'stern. 

The major op)position part.y the Tamils. framed disputes with tile 
government as dissatisfaction with language and with religious and social 
policy. Although the Tamil population i, gentrally less well off, its leader
ship did not stress economic issues nor did ilney ally themselves with other 
low-income groups. Furthermnore, the Jiavawardene government took a va
riety of steps to reassure tile Tamils. The ethnicity issues distracted atten
tion from the reductions in previous economic guarantees to the poor and 
the rapidly diminishing food subsidies. 

'he Egyptian case has many parallels with that of Sri Lanka, al
though Egypt has a larger Population, is mere industrialized and tirban
ized, and has a somewhat higher GNP per capita. Like Sri Lanka, a period 
of triumphant socialism in the 1950s and 1960s had instituted large-scale 
intervention in the economy by the government. In the mid-l970s, when 
Anwar Sadat became president, economic liberalization and withdrawal of 
the government from the economy was inaugurated. In September 1976 
Sadat was elected to a second six-year term with 99 percent of the vote. 
This outcome and the People's Assemblies elections that followed, in 
which Sadat's Arab Socialist Union won 280 seats compared to 12 seats for 
the right and 2 seats for the left, appeared to confirm support for the re
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Politica'il (Cal ldation.% 12.1 

Since tie failure ill 1977. there have been several attelllstot get the 
cabinet to approve srlbsilv changes. Shortly after Muirbarak SUc'eCded to 
power tollowing Sadat's assassiiati in. a ptackage il ccomolmic rIuuhllnrs wis 
rejected. More piecemeal aid less noliccable steps to reduce sblisidic s were 
planned in the first haill, o 1983. The clbintl \ P,, ilwlaLsCsiri.lV ii\\are Cit ie 
eiormous burden ()f subsidies aind their illevilabtl rotill it pricc', re
maried fixed ill nominal terill. 

To tile exterli that food subsidies are corillsilcri' itit ill Hvpr rr iiill 

other countries, uVvrillnltS i11X\ 1t0 Cieceably alter tit0i1 \witutlt solic 
kind (i' public consent. Sri l.arki's aleraions largel y nct this rCst. F.ailure 
to obt in consenillt t1Olr litl aldvaCn' \ Mlilri . discrissioi. aid side pauillits 
for those rost threatened ma acIclill tor tailhrCs ot J)ainic, chanes ill 
Egypt, Liberia., MlOcCCO. Mrtt Idiiiaiii. (It coXi:s,. whle, sulhsidics 'ire 
taken as a gift of tire errirnictnt spcciallblig,,ioi ni, aiernlinighco' with rio 

etill involves c1niv nollal political bargailliiile, alld ai issue of legirilniac. 
is nl iivolvetd. 

:old StiithidiCs d0 scentl :i baIsic picitical right iilil it.llv ci itries of' 
Asia. Africa, aind ceitaitl \ Fi.vp.t altihligh tlhe extclt ictwhich these are a 
fixture in: politics varics. Sonic counttrics ili A',ia. such as lakistant, have 
reduced their suibsid, wihollut C\periCrici,,!Nirilsiihcili!Y ilr It tihic'l( !4i legiti
rneiv. Iideed, a itrilil "erif ci(rirltl'iCs bsi\e rectlL''(i tLe si/c Of icltiec s 
borrei either1 ,v the .- c-lliciil m r c'l agrieritirral scCi witliit hell',av' 
plolitical c't ( iclt ii aid ( icrs \,'it/. I 8-Ii. Ill t ylgivt,it 1as beCC1 pc)ssibic 
to shift tile comm ()f paviln ici slbsidics parliall v lva lll ilc larlr a ldrite 
tic expand tire iuccsihilit ihc subsidies i tilhe rural ctll, hul the right 
of tlile glriiclit tc cllcdirl\ ilt siibsidics suhil [stitialll has nut beel 
lertillist rated. 

Conclusions 

This suirwey ifhiow political calculatiirts bear ol explicit food subsidy 
)o;licies has oitlined two majir ways that politiciarns regard subsidies, in 
addition t ti cocinventional efiieclyC' Cvluatlions c f cCrlrlllniStS arid rtr
tritionists. Firsti, pIoliticiars cain clcurlate le advantages toi their coalition 
or governerrnt frrmo otffering or withdrawing sibsidies tIo particular inter
est griu)ps. doing ac tire wa*v as they s\'Nurld ittIn this 'hev nlureiC(l sante 
calculating the distribulion (df cnther go is or services. Ii (le\elipirtg cturil
tries, interest 'L.,Ii)s tend ti ie weak. Often the nst potent groups are 

his sity (f Anii.ri¢wan ltedri% It a i i ac whens,ii n aigr, entme n satitiire %,iicrwli nt n 
Waln.ge ihe clcciutocf politic'ial tlatrs hv fuiitully 'airriihr ociilordter, tie. know Io bi risk' or 
f(ilish.
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civil servants, the a.l soiietiluurlan labor, 1ilitarv, ildustrial,,, interests. lit Sri Linka aitli llldia. in contra,. rural pi-otices ctliltuslitlleill,
important ,gnoup t leist fIor]-ctorlal purpoe s. Iii Ilnel, coalitions
seeking the suppoI()t of ulail groups are likelY to cxpaid slisidit,. Whilegroups 001110vori1i1 Wculroiiclih(r'ili tiioll eekiii
tl'ld slli htii
iu)t 'rural
 
sectors tetidI to ret'ui-T 111i. 

A secor l way(of bIok i Lt thlpuiticAl cilcuilhs esOirllilCS the Cxtetito whiCh Iood suibiolie hae t11bcome rlleiiioiiall chirl'dtsc tl of acoMnt s p'oiiticd fornla or realcorit iltiii. If1 1til'llace I'h 'eves
that
 aces t. ll ;Iid
food isi rightl thie,lia !:i i '. to i I. oi, dies sllh t ,v tt estraor ili i-tcktldi 
oil.ellohvini. ca -cluli\ planned
tecfliii 
,,.I-)rliiairi sippirt,. (hilia's motec iii the latI '0s to raise
pro(licer, price' 
t (oid co-
 I ,n r i ilsI 'lctiei-11 this ploit.As lrball
fooI l)rices i,Ce, irc lt(ill l stcto hi() fr-g
, i plllii. \
Ih li IIV i-tspeCcificills intr-fdlceT(f a pricC kkdg aida i icral St!ace irlctias, w ofafset the
 

illitia'l (f1 I)I-ice- chancesII 01li
tsC'' 
 t1 it 'RiTe.
 
Ilil ypl, us st tarecie~l- wt tried. 
 ill I iriti-ise -Ifirlmilcellcltts


adl corll ,ilrsarlIM]o tl fI- Qt Itl11titLiilltCtll 
 tihMC CIt tS-, iiil983 tiletother extreme, incrtc nItt Aiidrto tin)IMtt dldchangl., i!!t\ workecl.In Sri Ii ka ioL( hiie WClio, 1IiWl ie'ids were p ossilelC \ihoril Inra-
Jor political teperctis iits
due li": l gLrl it itecale):1lC go\e''tItlit'ilts adlht-tte" tactics. In h{.pt , eritnit de'sireIs fir chalge haie
%C Ius far
large., beti ttuclcsfil. Poerhap tii)Oll,
is Aso bcase of a higher ernirotioiial a(tachliicitl i stibsi i s )'-kit
coTril,iih b CeiWtIh 'l'
isICss C Ilon)-
fteice it,o,:rmilitii andI less t u ilstiic the' polace. lit there is
fear that tinker-ing i,, a i)p-tftolrC
! c d ti]lc.c'haiel,s in he subsidies
lteoil-v ii 
 m rci rn-ti lit NIhs'tl"c . In is tlre ainicipatorY calculatiotn o Ilieo lplq)[ace Inl-pp)i tO the as luIc hardship I'tihe
small change . that halve, litC chlli1ilgih lte gI u1b Jd, polic in I'pt So
 

difficult.
 
W herc stbsidies ateiot deepl~l in'11t .lodded i,'hl,asa lhir colitiluitYmiulSt bC Cxpl)ainlel b oth- flitaclors. schli ats their1 inllportance to illichille 

politics. The leiu ril\. to) license rantion slons aind tic credit accruing ft-ontl)roviding taiibl- oods call bolstier- g ri-C'lIlIlcIItst(ilgtl.
Once a sti1,d is cluablishel its plitical sigrilicanice changes. At itsorigin it i i,filill s )cial iitiuJle uch taslhteAlfllsil go'vetlinllit feltin Argentina iii I98-n the (hinesco gm cilllent fell in thecarly 19. 0s. After a sulositlv iNilplace,. mrltaiili'it its status lbcoites theforcis of ctlcllalions, regardless of it-. crtiollal atita. 1I subsidies drainresources froti- iiltUslrial investmt ir- reduce agricuilt ural growth bh indirectly taxing agricultItre. good casoins exist to limit th.Ill Ior to sharpen
their targeting. 
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The predicament for leaders is that it is easier to shift the subsidies 
away from the most needy groups than it is to withdraw tl;em romllpoliti
cally influential or potentially volatile groups. Moreover, once a govern
trent is seen as liable I'o contl o prices, it is difficult to return the price 
mechanism to tile market. In Kenyia, f)r example. tile Moi government 
has regularly argued that it cannot remove cotrol() on fod protductjol, 
marketing, and pricing lest tht.:+, functions fiall in the hands o4 Asian trad
ers, In outlcome for which Af'rican politciaus beliee they would not be 
forgiven. 

[he political c()ts of redlicint: Subsidtk s, C'epccially if (hloc without 
appropriate political preptratim. liav he bil(cr tham tile econm10ic gains. 
If food subsidies had efctsn ure.ha' c negaItivl -laricuhg0oVer'mntIS 
may choose to introtluce piCe \wedget. tO (oe thlle b]luiden on dontestic 
agriculture without endtini subsidies and their attentdant political benefits. 
I3asically, ill tile lte 11)7()s both IF-gypt atid ( hina mved ill this direction 
to stimulate agricultural prodtction and rtducc tIh birdtl of sul-dies 
(n tile agricultural stCor. Sr'i lallka, theOthlr' h101d, .'hose ,implV to 
re(luce total subsidies as part Of i gt'lIil -conom)llic l'tItISl'otla'itiOI. 
Whereas Sti Lankas+. iibsidst changes coincided with compllementary 
shifts ill tile general econoni,, Orientttion and teile witlidl;mal (4 ,cverl
ment from the nianiagetemt (of miaketrs, ill Ityl anlld to smnc extt.ll in 
China, the nmaiintetlatice o f()od stlbidies, hsas eI ilil)(ritant il tll)wing 
economic liberali/atioti ill !)iher spheres of tile ecomnl'.. 

It seems likely that ecotnomoic tratstirtattiMs il Africa involving the 
withdrawal (o the state are likely to fdlw a similar cours,:. The fall of the 
Bui,ia governnienit itl (Glana in 1971 l ta be attribitable in part t() it; fail
ure to cushion the ectionmic sh)cks of inflatimi. l)articularly on food 

prices. Africat' states with weak capacities are lik-eI'v to face real dilemmas 
if the fiscal Cost of stbsidil, (otstrinspo)litical, nutntrilional , and redistribu
tive benefits." Food subsidies may serve as political anti econtomic side pay
ments to the poor but are soiewha.t Illote important I'mr a pt)\\'erfl1 urban 
populace wheti a government seeks to transfort otlher aspects of tie econ
omy. In these cases, calculating solelY the nutritional or ecollnlic collse
quences of stibsidies does not give a fill picture of tile, role that subsidies 
play in the political economNv of a society. Se'eral Studtes focuisihg on the 
effects of ending subsidies ot political instability bring political economy 
analyses to bear on this issue, but their concern is rather narrow--the po
litical risks of stu-rctutral adjustment meas',!res (Nelson, 198-1; Bienen and 

9. In Zanibia, fo insiance. Kumar (chpter ?H ,ti;iat_ o of subsithatlIthe fiscal cost 
dies to the Zambian government is almit ; perceni (,f expedit trc,, but supplies only 4.3 
percent of the food expenditure of the lumrest part of the urhan po)pulation. 
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8 Design and Implementation Considerations for 
Consumer-Oriented Food Subsidies 

BEATRICE LORGE ROGERS 

The effectiveness and efficiency of a subsidv program depend heavily ont 
tile specifics of implementation. Design of subsidy programs should take 
into account alnumber of, factors, such as politicai acceptability, leakage of 
benefits to households ottsi(le the ta,'gct gr p,ciost, atnd nutritional effec
tive:ress. This chapter discusses speeificv'ay-, ill wi lihusc factors call be 
considered in progratit inpleuclttatiott alld thll discusses the relative ad
vtntages and dlisadvantaiels A he nCimonest tvype.s of food price subsidy 
progrants as they relate to conditions ill t ics.itidivilial c rtl 

Implementaion Considerations 

Local Couditioms 
It is assumed here that the decision has been made to implement a 

consumer food subsidy, either as afnew progral or as a continuation or 
modification of an existing program. If a subsidy is already inl place, it will 
be more difficuit to change, although not impossible, as the expetience of 
Sri Lanka demonstrates (chapter 18). An existing subsidy system may also 
represeit a significant resource that should not be wasted. For ex-mple, in 
much of South Asi, (Pakistan, India, and Bangladesh), there Isat nation
wide system of r:ttion shops. Consumers are familiair with tile shops. and 
operators have the experience and knmvledec to keep them regularlv sup
plied and rttiiitg slootllv. Thus tilemaintenance of this parallel market 
system represents a much smaller drain out governiuent resources (includ
ing trained manpower) than it wotld itt a couitry where such a system had 
to be started from scratch. 

This is just otie example of' the important fact that a subsidy system 
must be designed to suit the particular local situation. Geographic, social, 
cultural, and econon ic conditions and available resources determine what 
is possible and efficient in a given country. There is no ideal type of sub
sidy, because the same system that is efficient and effective in one setting 
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all) 0high 5ntietile apoffetweellcpee,
,Je4 fo i.-eai hI le1~ 

gra4ef, eerc er bu14111athsm td trile subi~'re lis need. (lt rm n (Ib
t be 4nilpotai tpopueltionta the~iilyporm4 
 mam e uitcostol
withoutrbei) inicienrorit Costs11alike l cst ill illpvit t plogarri, dffes:in
arilYby orexamr le, ris iounlt lto befhighe here:te lfare efecrt ill biequit ifrnt nc Ci(ainaol Shu natutroie a e ill) poit. The hiterel 

frmat ionportant to 14(1lct stamp~lcetayl ogas heedpiteecostly~ a 
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achieved by progressively reducing Ihe real vlue of the subsidy b> failing 
to adjust i ioniina.l vlue to inflation. A second cost-reducing measure 
limited access to (lie subsidy lo those eligible at the little the prograiliwas 
initiated. Leakage was reduced, but So were bciiefitt; to tile intended larget 
group (chapLt:r 18).
 

Costs ol a subhidy arc of two kinds: iscd or explicit Costs-those that 
can be identified as buldget items and that iiivolv- cash outlays--anld inu
plicit costs, which include incomlc forgole by farmers, middlemen, or 
others as a result of market manipulations that rcducc tile income they 
might olh'vrwise have received. Implicit costs ittav be hidden, but they are 

;:,,, (thurreal and ,tavc real ui( c,.. things bCilg equal. it is better to 
miake tile costs. of a sulbsdy atsexplicit and viible tsp,)ssible. Even though 
this may ]e ptolitially difficult. it makes it much casier to( evaluate the cost 
effeetiveness ()f the subsidv and to a\i'od ulimndten d ide effects. 

F-xplici( Costs of a subsidV mas' be divideQ 'ito !11();e hat are fixed and 
those that are variable. Fixed c'Ists maY ittlude ilnvCtcnl ill warehouses 
and shopt-s and log-term conimlitotet to civ!! service salaries. The main 
variable cost is the subsidy itself-that is, the difference betveen the cost 
to the .4ovfernment of making tile food available to the and theconsumer 
price paid by coil,untrs. )ifferent methods of subsidizing lood will have 
different balances bet\een fixed atd variable costs. A oatiishop systell 
that requires the e' oltt i4 a nationwide network of warehouses and retail 
outlets will have higher fixed costs thanit food stamp prograim that relies 
on existing pliate- ,ector ntarktig. ()oe criterion for deciding onl a par
ticular subsidv rin is the ,it that can be supported 1vamn oi fixed cost 
the government arid the degree tu,which facilitics are available in the pri
vate sector. As was mentiomed carlker., these Costs are less of an issue ifa 
governnlient-operated parallel marketing system is already i&plc. 

An objective of program design illuld be to minimize Costs ,onsistCnlt 
wih achieving the goals of We program. In simple terms, this mcatis mak
ing sure that all or most of the costs of tile program are tsed to reach the 
target poptlation. Because subsidies address the pturchasinrg power con
straint on foc. consumiptiom, the target groul) is composed of s'-income 
households tbat rely om inarket lpurchascs for their food. Nte ihat this 
does not niiun only urban consttilers. In rural areas, itlaoge pr)portion of 
the population "abtainssome or all of its food front the t and this 
tends to le the low-income juvimlation, which has limited accss to land. In 
Pakistan, for example, 0o1percent of rural dwellers are let purchasers of 
wheat (Rogers. 1978). 

Program cost can be contirmlled by keeping the size f the benefit small 
and by narrow targeting. 'Ihesc means of cost control must be balanced 
against nutritional effe--tiveness, however. Precise targeting and calibra
tion of benefit size to need will reduce costsfn- a given level of/program 
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most likely because tile cost of operation exceeds anry profit to be made. 
Thus efforts to improve private marketing shou ld be l)urstied where it is a 
viable alternative to the introduction of governmriient Stores. 

There may' also be areas where Ille local power sltrti re has resulted 
ill " ioiconpetitliye market. Here again, the governrfnte ma decide to 
operate a parallel market iin order to introduce compelit ii, but the costs 
are likely to be high. 

The other source o costs is mornitoring and eligihilii\ dctermination. 
T'argeting a subsidy is a wav of cor()Itllinlg total cost, but if targeting re
quires establishing offices and hiring staff to p)r'uicess ard verify formal ap
plications, then the proces, itself can be quite costly. This is especially true 
where liter'ate, trained manpower is scarce and could le nmore pIoduetive

lf targeting.in other tasks. Other oans even if they allow more leakage, 

las result in lower e'rall Cxpense becin.e Of the savint ill adlminisirative 
cost. 

ITrgetit[g: ('ovei'rg i, d I 'akagc 

Successfnl targetingQ (d at stnbsidv involves rraxi uminmcoverage of the 
target population and rinirimui leakage :o rortarget households., Mini
mizing leakage reduces costs and irlli)r0'Vs cost effectivcness; maximizing 
coverage increases costs but also improves tle overall electiveness of' a 
snbsicly. 'l'he'e goals 'orlflict with each mlicr' to smile exient, since str'ir
get restriction if eligibilit' is like' to exclude some rmecrbers of tire target 
group along with ineligibles. This partly arises from difficilty of accnrately 
assessing eligibility and partly front the fact that irIcorivernierce-the "has
sIc factor"-will drive sonic peo2ple w'hot arWeligible awav.' 

Coverage will bie raximized il a progranr that is available to every
one. Fxamples of programs that appear to have been successful in iriprov
ing nutritional adequacy include the untargeted., trirationed wheat sib
sidy in Egypt and the forrmer liargeted rice and wheat subsidies in Sri 
Lanka. It is no coincidence that these programs are known for their high 
cost as well as for their effectiveness. 

Another' factor to be taken into accoutnt ill deciding whether and how 
to target a subsidy is that a subsidy 'ill be politically stronger the larger the 
constituency it serves. A program that identilfies and separates the needy 
from the rest of the poptrlationimay be divisive in that it rita' be seen to 
create or to legitimate ant underclass. Such a IJr'graii may be uraccept
able even to the need' it is intended to serve, reducing coverage and thurs 

I. "largeti I{ hgIr [ i IId (t]; s I] UNAMch h\ IeI ViMs\,ithIiII l h n, 1 aIpricc subIsidy is 1) ot)a bl 

rutr posibt itnless it is coonhirrt'd with .ttinc tthcr inlot-'ctvi )n st tcI as CdtIICatitrI. Se ection If 
appropriae ftlods ntay itnrcase thhelikclitoodt f the subsidi/ed ftolm going to certain individt 
uals, such as childrenv.\%iihi the househol d. 
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program effectiveness. Fu'rther, prOiralm serving only the poor risks bea 
ing reduced or eliminated in limes of fiscal constraint because it may have 
no powe rful a(lvowates. 

These arguments lor an untat'getcd programr arc balanced by the pov
erfui 'avor targetuill, 

relatively small (perhaps 50 perccitt 


cost argument ill ft' espCci;llly where the nee'.v are a 
or"lss) proportion of tile population.

Politically more tceptable Inethods ol targeting thr example. 1v quality
of tile subsidized comnulodity) Iught help toiresolve this dilemmt. 

The political dallg'rsof targetilg toIreteill ieedx' valrv depending of)

tile cultural tcceptabilit Of I ,r;tilus
fr te pilo). The traide-off between
Cost eftctivseness ald poiitiCl lsllrrgrh based oH 

about tile ClISeCtlleriCCs of il _ximnsi, 


11111tl Ibe local .jid,,enrt 
naoly, el 


grant. In th, United Stttes. lh'CeXailuI)IL, ',a of tile political strength
 

versus a targete pro
,l ltFc.' 


of the f'ood stailp and oricr' f'ood 'ssisltallce prograllrs. at Jeast among

sone groups, is prccisels' the f;tlthtl 
 tl'\ ;are set; to selve ollY Ile "trillY
needy." (They are also seel to s"erve lie f;rt seL'clor bY irrrasirlig aggre
gate denlard lt.rfood.) It shumld be rece lidel. though that narr\wing
tile conlstilllt.eIcy s e b. 

ilg orleliritir beheits to those w\ho 


d b, tire proa'lillm e a p:''liillrirarV step to redlc
'etllin. For example. there were

inoserious political repercus'sions huer the ('holouribia food stamp pro
grain wlas discontinued, prohlabl.y hecacre tire was Sorratns 'ell-tar
geteCd to a )olitically potuelss urotip.
 

The Irigher the (rrti1 lnofpiol Cligihls ill tihe population, the

less of all issue is leakat.,c. If cve't.,illii c lntrv is 
 thee reimvno pro
gramn resources Callleak to tIre rtr' igrur. IlSuch tsittlali l,a coll
stilner subsidy \wuld he ,,.i.vpeCXllsive but could be quite., cost 
 effective. 
The lhilippite food price discout eper+1Ciierll targeted \01lC villages de
termined 
to hve thigh priopt ill of Ieed h uselholds. No targeting ofhouseholds within wasvillages ttleliptetd (chapter 1-1). isThe problem
that the poor wsho .'etilfortullale enlough to live inecotonitically heteroge
neus village.s nrav h excilled. 

Methods o1 Aiimizing leakag,, 
There are several alternatives f r targctitg a stlbsidy to ihe poor and

excluding tile well-off. Prohablv the most attractive !ttetltod is to select for
subsidy a food that is illhigh demuand aonlllg tile target population but nut
preferred by tile relativel ' ywealthtv. This shoild be a food with a Iigh (meg
ative) price elasticity of demand alitltng tilttarget group and a zero elastic
ity among the weli-olf. It should be econotmically inl'erior-that is, have a
negative income elasticitv at higher income levels-and it shotld have a
relatively high intensity oif coinstinptiont aniong the target group-that is, a
high proportion of tire suplplytotal should be consumed by the target 
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group.2 ' The advantage of this method is that tile subsidized food essen
tially targets itself. The subsidy is ava:!ablc to everyone, bt only the poor 
take advantage of it. This saves the expense a:-A resource drain of 1)nreau
cratic determination of eligibility. 

'['here are disadvantages, however. One is that targeting by this 
method is only approximate; each household itself decides whether or not 
to use the subsidy, and tile well-off who are wi'i ling to constume tile subsi
dized food obtain a benefit. The well-off m'., also benefit by buying the 
inferior food and "resellitip,it to the poor at a price higher than the stbsi
dized price but lower than the open-market price. The degree to which this 
kind of resale takes place depends in part on how stringent arc the tuantity 
limitations on subsidited purchases. If the ration is quite generous, then 
the noor have no need to purchase more at I higher price. Thf' size of the 
subsidy also affects the likelihood of a food being puirchased for resale. 
Given transaction costs an(! the fact that the resale price niust be it least 
slightly belhow that on the open market, in,,v proflit to ie made mtay be quite 
low if the subsidy is small. llt any case. the cost ot' these two kinds of leak
age is a trade-off against the administrative saving. 

Another prfii)4'rm is political: the government mavY rIot wish to publi
cize the fact that it is prormoting inferior foods for use aiong the poor. In 
Pakistan. for example, subsidized \\hole wheat flour has had a negative 
public image that has resulted in a mild targeting effect. The governilent 
nonetheless publicizes its efl'orts to maintain high quality ilt the ration 
foods (Rogers, 1978). The polilical con!quences of' subsidizing an inferior 
food-that is. iniferior in its constnilptiot pattern, not in ruttritive value
will probably not be Is SCtions il areas where the need is sever-e. 1) Bangia
desh, for example, experiniental distribution of the inferior grain sorghum 
was well accepted by the low-income populatioi (Karin. Majid. and 
Levinson, 1980). In a relatively more affluent setting, such targeting by 
food selection might be inpractical not only for political reasons (resent
ment on the part of the target group) but also becatse it may not be possi
ble to identify any important food whose consunmption pattern is strongly 
biased toward the needy. Iri tile United States, for example, food con
surption patterns of the lowest and highest income quintiles off the popu
lation are remarkably similar (U.S. Department of Agriiculture, 1984). 
Further, among the poor. diet is quite varied-li-thc is no one food that 
plays the central dietary role of rice anid wheat in Soith Asia, o- of maize in 
Mexico (chapter 20). 

2. The coefficient (if intensity of Lotsuniption is the ratio o' the pruptnhion of a sub
group in the population to the proportion of 1t;l SUpvllV it CeoiMMIt.s.COeffiCient greater
than 1.0 indicate that the group consumes adisproportionately large shiare of the total supply
of the food in question. 
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Another approach is to limit eligibility t a part icular incofle groupand to establish a procedure whereby people apply and arc certified to re
ceive the subsidy. The appeal of this system is that it avoids tie leakages
that can occur with self-targetedl'o d(s (which can be s.bstant ial) and that,
in theory, the subsidy benefit can be provided ol a sliding scale: siice el iL
bility is based oil inconie, households can qualify fhor a greater or .smaller
subsidy depending on how far below tile ilCole lutf1 f t10 fall. There are
serious disadvanta ges to such bureaucratic targeting, in mst developing
countries, however. First, the s 'ystem depends on having a literate and numerate staff and will vork much better if tire client group alsocan read and
(1o arilhmetic. lo reach tihro, ghoujt the counitr,, the staff needs to be
large, and this 1a I)be a serio(s, nuisuse of trainedl manpower. Second, ac
curate estiniationi of inicorre is riooas llatter eveni ill devlodie( ecllonlies,
where most leople work Imr a regllr ."ihwag allid retco'rds are rontinelv
kept. Where work is erratic. ws'here many of("the poor arie sell'-eniploed, orwhere a large share of income is earned in kind. deterllinirrg incoie with
acceptable accuracy sirnply is not possible. At best, lhere will be consider
able cheating, and tile system will discriminate against those people whose 
wages are recorded.
 

All alternative to the calculation 
 o1ileonie is to determine eligibility
based onil land ownership, owner-ship of' other assets, olrtax status. Ill caseswhere land ownrerslip accuratcl reflects ecornomic stltus, rise of' land as a 
proxy for wealth i av well be erffective. This method is clear'lv only lppro
priate in rural areas. The difficulty of verification is a serious blrrier to
using miersliip of ther assets, such is cars or houses, iil this wayv.Theproblem with using tax statts is that ill mn), countries tile taxpaying populatior is extremely small, so that tax stattis is not I good discriminator. 
Local conditions are clearly the determrining factor here: literacy levels and
degree of participiatioin by tile low-incorne group i Ilie flormal sector indi
cate the suitability of bureaucratic targeting.

A third method of targeting is by geuographic region. The region canbe as narrow as a sirlgle urban neighborhood, as was tile case in tile
LICONSA subsidized milk progra n in Mexico -iiv (Overhoil ei al.. N81 );
a whole villag.e. its in the experincrtal P'hilippie f'ood price discount pro..gram (chapter 14): or a larger area. The success of ge,ogralphic targeting is
contingent on being able to identify areas where a high plroportion of the 
populatiol, is needy and lon controlling leakage outside the target area. InMexico City, leakage was coritrolled because of the difficuIt y of storing
fluid milk long enough to tratnsport or trade it. Limiting the volume sold to 

3. In Sri L uanka,bnreatcrtli,. tar:-t ino of afood .,alp program was instituted as a 
cost-saving met-asuore. wa\%is(Howeer.tois ;I OfO.-6jOO effort, as lte countrv plans to allow nonew beneficiaries of Ihe system (clapter IN). IusItheecst of tara etilg iwas not expected to be 
an ongoing part of lhe foodcstarnp program. 
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one individual meant that traveling to tile target area to llurchasie llow
priced milk wa:; not econonmeal." In tile Philippine case, targel v'lages 
were those with high rates of' undernuli'itioli These weie idenlifed lsinlg 
information oi tile growth st.tu, of('children ava fable frolin a rowth-noii
itoring, program alreadv ill place. Meber-is o the-' t rget illages were iden
tified with ration bok., l-l sO. theru'e wais leakage, as lamilv menmbers 
From neighboring villages m1oved ill to0 ta aidviiae1' ile subdy (tha
ter 14). 

[.fiorcing a r'21gioI.nd lrice .slbsidv--tiat is, pWCeiitilg leakage at the 
borders Of tlhe snbsidized area--i, diffiCtilt. It is more1iC successful if tile 
comnlodity is perishable; if it is ,old ii li m ted qtaltiti ics, if tie',+are ntittl

goveritleiltral barriers to trade with Other i-egion:s ail theill l ialreadv exer
cises control Of marketingt. Prics are mlallipulated imore easil' in tIle leO
ple's Republic l (hinla than ill (ainlelosm. for examlple, becanuse of tie 
acceltance Of gove: '-I'I intrllvl'ltl( 1th . "Ihe'e my lso beill iiiMAt 
pllitical problems wi th ,' graliM taetiglli, eCslcially if the g-e<ograllhic 
area targeted coincides \tlh all thni:cally wr Ot l cr"is'distiict poplilatiol 
suiblglrntll. Ill stuch ea. IIC aLiilfl lii;tiitau,,til l a sulsid ias exacer
bate tellsiois beweCn gi-oll)s witii a cuntriyi. 

Limiting the qUailtity th t ain lndividuil canl olainil ti a given tiie 
lay itself hasve solniethii iO a taretliiig CflcCt. that Obtain;o 1tilte .xtilt 

ing subsidized t'o0d iiivol\es iinconveiiiences like going to a special o)utlet Or 
waiting in line, limiting quantities mayv make tile elefit Obtained ieco
iionlical for households tfliat can allord ti nivl expensive food. I-lowbty tIe 
ever, in Eg'pt tile 'welllff ale nt (teirlTd bY iong waiting times at cooper
atives bothI becaise [ihey cn.1 pa * hvlOthersi0 wait aiid ccal se ile large qual
tities they clan blv 'ffseti the costs of wvaiting chapler I l.I 

Where the bidget CellStlrainlt on dietary adeulacy is seasililal because 
food prices Oin comes fllictlale. seasolnal largeting mav limit prgrami 
costs s\ithout redutciln tihe nutritional effect-liveness of tile program. Sea
sonal targeting nleans making tile prograill available unly dluring the lean 
season either by issuing tiie-linlited Coupons Or b)v Closing dhown distribu
tion SN'stemis. It should be recognized, thouugh, that severe seasonal 'ood 
price variations nla indicate inadequacy in the food storage aid market
ing systen; this constraint should bc addressed directly at tile same time 
the subsidy program alleviates the effects of variability in the short term. 
Care should be taken not to eliminate the iipetus to inll)rOve seasonal 
availability of food. 

There may be administrative difficulties to implementing som11e kinds 
of subsidy programs seasonally. Food-for-work prograins, filr exainple. 

4. Furthermore. largelinig wa, prbablY achieved bywqiality. because tie iitik was re
constilut.d nilifal iry milk, noi fresh. 

http:r'21gioI.nd
http:Colsidrrati.ns
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typically aim to empl I' rural uul killed labor when private-sect r cmploy
ment is lackint,'. "'Ii lav le durin g lie rain' scasot, hfowcwvir, whell r iave 
kinds of poublic eplome,p" - ltid ou stl'tion rd eorsti' clio (if irrion 

gationi systeni,, ftr-exnilpI --- inl ssilel
ailC o ISaih et ;il., l981 ). If
Subsidized Sl lt)s aiteCi)rikail(' OIrnaCd Uinder ii rl';lllhiSe-Ilw lrallq2,
merit with the gveinllt ire operators ila' resist t seastnil shultdown 
that %oulkl reinlte the ir profits. In ci sc, whtere file shops sell ollicr ltn!5 as
well as tile stbsidicd lod--s ill F .vpt anI ill solle plrVinces of lPaki
stan--s asolial availabilit., of the snbSilv o\Uld be less ol a pebleni be
cause there are Other sources of 1"1Wilii either cite, Il iijios ilits should 
Ibe Considlered oft LdttCin . ralt Ihanli eillliili ilQ. 1h' Itioll ili thele :d 
season. S asolal tAli,2tililc is eltally ipiropriatL only, ill selecltd circtull
stances. 

tnt'%t dlls utll ireliltritionial4 'Ia(it, Iopreselotol c'hihcln l 'S Asa
asi i targetin, houCl,ohlhl snhsjli/,,i food (listrillion, such ias the 

PhilippineC lhod )riCC discolUli and the ( ololibiatl lool slallp progra.ill,
involve ColsidcrthlIV adliistllt Se eslerie lree'tof til' reqlirCmlt Of' 
rej1ularls Ceai i che, crotIli of the childrell. Such prigrmis generally
tusegrowill in litoril a" itil educational tlll to teach lllher,,the ilnipor

t;iiice of itpCirlt hildcIltdilt, idlll a it Means ol i0idiv idtttli/inig health
 
andi nutrition educatioll. ,ithsinti/tcd food disiribulloll is ordinarily 
 lust ine 
CtOlIIpltti e t if1lit'C rarit. aiI, lieds(riwNlsi til r iotll itl rinig s oulttl
it be wetg.icil solel ai'aillsi tIr ienefinitOftI ct tcithe sibsid . (irtwul

Imilniitl'it ng is iftell ciisilered ilvalale ts ia M1tlu h iitervleit ti Il,' itsell,
hut it is prltoi lv ' n t suitable ;is i ri r tlic ill 'chtariifll ltlr it h lseh ld
ori1enirten subsid onii vuiiiiial 
 scadle .
 
al'ead.' 


i t ss, a in lil t Ihilipipinres. at systcrli 
llerat s ill tie ciilllll itr' 1e1 blil n \iill) slIlh )l'rigarr s is that 

they In *vest lablish rillilic rli f ll 'r l iiih tlisloldls to keCe ) il least title
child bcltiw the c'r'irio tn lit IIILh igtll ill O i Idui illil fi r tle sutib
sidy. It woutld Nc dillicilt tit nlt tilll1l tIrengt.ch ,llc incentive,tc h arn as 
Comirpared wilIt tleeluca:tiounal \;tlitle f growth moitoring. O1 c tlrse,
such priigr-aili also disciriminate c houtsehotlds \iithrit siall chilattainist 
dren. Althoughcll these piigrilil, ire tore nutrition orrienitedh thil the Isual 
hotuselluld C s',nlttlll)riiiri stll)Sids. siliilal-dt'silti irrsidelliflt r s l)l ly. 

,A final Mitd %l- iril) llit iIr i it iis bte riridl' r'egat rdiig ttarc'etint,. 
An' targltld )-otg-tlli I fotd subsics liust cotuiaiti l)-proisionrts fior"Iitrli
nating peotple frii tlil.-prir ll its, I Iret cuuic iiiClic'ihe-bCcaItst: of ris
ing iicite. fort exille l--aid llr perillittirg newly Cligible It pIe ttnter 
the Prtgai. AsIkosehin dne s andt iniciles \ir'v rVr tunitc. Noishould
their eligibility fir hIutfii. Ililtihe case i1 pri'graill, targeted by Ftoi qual
ity. it is isslle(I t"rIt petipl e will vliuinal tii pitrticitiliip when they 
are able tin bruY ither lualitv ft rid. Itt huraucraticlallY tatrgteld lroigrans. 

http:tIrengt.ch
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it probably makes sense to establish eligibility for a specified, limited pe
riod of time, after which the household nutst reapplN. This puts tile burden 
on the recipient and avoids tile resentment and resistance (ad possible 
program abuses) that would be encountered it' prog,'raui ,'fficials thei
selves decided when to review a household's eligibilil.y. 1II the United 
States, certification for food stamp, is typically f(r three or six months, 
and it is quite common for households to enter and leave (and reenter) the 
program as their economic :ircurmstances change. The size of the food 
stamp rolls fluctuates with the nuemployuent rate and other economic 
factors. In comparison. ri Lanka's program has fixed eligibility at one 
point in tiue and cannot respomd to the ehlaneing ecoomic circumstances 
of households. 

The appropriate frequency oft recertification depends on how rapidly 
economic circumstances arc likely to hanc. In the inited States, the ccr
tification period is six nimilis for siniile Illotlie"s(of srall children who also 
receive public assistance. because their situatim Ais stable. two-parent 
household with an unemloytd head ot household I, certified for three 
m1onths or less, because of tile probability that tile housuhold head will finld 
work. Loca; -econonic coiditions and the amailbilitv of, administrative 
staff Should (lictale the hlngth )f the certification period. A reasonable 
minirinum might be a few months: a maxi imumii migh]sl sitablv be one v, ar. 
A system for removing and adding participamts is essential if the progrum 
is to co1ntinue sCrving the needy and excluding those no longer eligible. 

Methods ofl-'.suring, lull ('Co-rag , 

The major facll's Illuencing Coverage ile Convenience andl accessi
hility. This applies both to the outlets for subsidized food and, if the pro
gram is bureaucratically tarictcl, to ile certification process. 

Convenience is nit'.ximicrd if store days and hours of operation meet 
the nieeds of the client population. The closci- these are to those of other 
retail outlets, the easier it will be to, take advantage of the subsidy. Simi
larly, outlets should be conveniently located so that people shopping for 
food can easily h Iy the suibsidiicd c(ounodities. Note 1hat these conditions 
will be met if the subsidy makes use Of the exisling private sector retail 
system, except ill ulderserved ()r re nioe areas. 

Reliability\f suppl',v is a Critical element iii comvenience. It supplies of 
subsidized food ;ire not reliably available, the ntile cost of participation 
may be multiple trips to) the store atld lng \ailing fimes. This 'ill add to 
the real price of the subsidized food. It is e.,ected that the unrestricted 
demand for a conrmuditv at subsidized prices will exceed the quantity nor
mally supplied by the market. One wav of ensuring regular supply is for 
tile government to make ill) the difference by procuring the food (Irniesti
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callv or I,' inijh tin it. Aotiher wav is to ratioli the food so that Ilhe lim
ited Sll)ly iS eAluitably distribuld. l6tatioliuiu. Of .Mrs,, also) itots tile 
overall co tl ofa stliitfv Co IlI)tnI . \ithI ,xtra 0iI.I'tl2,I, it at ligIh p~riccs.
Rati milo g \IIIlie mt ch eaSier 1o eu'ulrct, it additiotial slpplie are availahle 

l thi.ltIlA I rice.,. 
II tl il ,l5,,'ut+ ,I, I l'l h il fthitfS, S l l)Iii, \i ill he ;tlh e tt +,l I. less Ii

otil 1k, ,)pt n i l.u t it u'CL-mavkcl 

leIl 11ct 1'. stil h is iItlg i+'+,tiu , t i ', i f ,+hli utll ffiet l'htIMIStIt1_I",, ill
C('liitktlhl.\. AISi, , 'shIHIIhlIII,tISH IM-1 lheiiihiti L id SMtlv+ Itlu uIt)IM tities oIitile ,ulsidi/L'd h, l ItJ ;I Iitl i tl. ill (hC . i ,IdJ t]fC iM CLiiltu n t\.i.i to 
m ake'iT+IkT A aiIIll c.iii ,S,. lii i itStl i t I,. i ,, m i . I[iltit li ll ull;+i V bs 
ilIIt ts .i'Cf ,hillI 

di, SuutlC )1;itti._t, h llh l ht m 


lf C IIJ.. \1III I III I .i ti\, 'li il i Il fl iiIItI(i lI F'l t iflls 
u 1'1111cieii , mil it l l ,hiht mi'-i aslt A 

,,tIt;Irl (III ; I tItI' ,,I I I ', .tIIL'IIt I . l l t I LW It"t , t~ I l A hkItl 7ti,.' hl;+titics ,It iiit+thu1t' lhtll IS ) i' I h ,II.'SI+II'+. c I rg cvthlt i.Lsillti.c'., lii titih+,flhiit ahiti ,.tiire ltt1tii 

IIICCC(l e It n itIeISt iisiI d01'tii l IILLe' .11 I i iCiittj-I I IIIIiii a S iell. 

tile cc ruifjeMtiiii t. "h'e sil Al tidf il l 1 iiii111 It etiel'I,, t I, 
ntet thl. re+ ii, ttlhiiil i I I ,,,.iiuI aIl M ICKu tilt,' p ., 

(Ce tit i t im l i,, likt.'I tI I lCS+ ',,, ii': t ltl uzil At itS: Ile s 


pi, latim cu itv is grI,i t. 

ciTial nl'd,, 

Ire(jut rt 0fit ;itk';It l eTi S', lielt I u I hi i e et' I he en Mi OhMi' 
factors il"thlie c hirt'ftall;i.tl -ll ,+.IM 'fli l,,l tilmlH , i tc' 111111cai l fAfeei(It'+l llJ S I .'l 11l1 ,+'++.C k(d+L,')t(Ile,htauie;I (f tlie to1 1'_I I I L' )tr !

staff aith th ukl;tu Itltt'(.'iL t NStI ci.' IiS t1I ",S vill hI+itit til ,11)5l to
 
prograit if thl f M' I
,ileS hll ,i.t+elci0,IluCAlieu hlhll,IyIlI. 

AIo. ,'iII . .\ hIurll,/, i/ I.1.114" Niti' 's.% 

(lIn 11lilc I tJ ,li li i" ' 1 af ctC uIttliti ifll stasll 01t1iV ii sof;t IS 
ti)lldu1"lltltitiiill XiSIS h+C Iise a h iulshtIhf CtIlllhit alfrd t0 iti.lI.Is ade
(llitte f<ooi. I Il ,L,I. thtrVirc i \eas (t d.csiiiin a foil ,itlsish to nuaxi
hiiC its nutlititrt un llt(TIl .i\CI cil Cic NtlhiIns. lihilaS the rtIost inulpor
tant is ti) ')It f ,ai fcqth 't t qialu itits i(iActitllit lir'eakage within the 
hotusehIold. fItrilileiu meumbcrs sulfer ll inucquiltuablIC ditribttit+ of 
tie lho selolol s,,Ifo d (aru ni. 1l)81 : ('hen hlui , a1t11 )'Sto a, ItO.()), it 
maY be expected that miui\ a jportioin (it tle uiod niade a\ailablc throuutfh tile 
sUbsidy Will be r 'Cid l\ t11\hese, icIuer.S Nutritiontal e.ffectIs will he seet 
if the o eraliquiatit , is tarieot uu.uh f10i',a1 niemli.'rs. Witihont COMtIlliOll 
interveititos such as i tuitiiuu educeation. whose effectiveness in alterin.g
intrFatmil Yl distrtibtitn pattMriS is iCSiiuuableC there is p~rObably 110 way 

5. ('zn ",i nal ir l u,,trtiuiir IIIiuoianl falcnir l v nh 11,0'ri0dt aid i +imlportant inl tile .MI Mdim lpltM I(M M l Moel;H~d I1I~tIIL tt0iinlIW\C I'MtI.t'V 0)1 C01SUIL tllt ])occ" ,.ut ii eis. 
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around the need to provide enough fl.r all in order to teach particuhla indi
vidutals within the household. As mentlioned elsewhere, a ration that is ex
traniarginal also has the advi.illatge ot adding thle price effect to tile illcomlne 
effect of' the subsidy, intd cing htonselo lds to co ntme moIlre of [lie stibsi
dized foawd. 

Selectiont of tods for sttlhsidjv av also cCoitribute to lttttritiottal ef
fect. The desirability of, subsidizing foods thtat are self-targcting Itas been 
discussed. For the food to have a nutritiontl effect, it should be additional 
to food the househld i, ireads consti nlin., which mcns that the niet ef
fect of the ,ubisidy on ci),t1ttniltiitn of the ,tubs-idiied food and of' other 
foods must be comiidereil 

The utritional qittlit. oI tIe ,th,,itli/Cd hicd i,, itl 'ottatlt.Atm, Food 
i h, e thl carrie"f tn hiitIw11 t'tINsl, ill thte form11oft SubsidV,in theorY. ' 

t thalt tra,,actiit 
ittduc' pcuple to 
bIr )t] niav expect Costs al)(I other kinds of inlertia will 

10ithr +,isltue lta.tl resell the hccd once ititas,beell [)lir
chta e(. A food with a verv high vu.thle atd that 1, cit',isl sol() ot exchatged is 
ptobably an xcxellit to thi', ,Ssrtiilt. NotetCll',,. t Slb'sidy that brillgS 
the lricc of' a staple graitt like w'heat helm the price of a staple starch like 
tassava wvill probably cus peiople to Shift their cotlsniption preferences 
and intprove tile proteitl cotlettl of their diets. lhe Women. 11t111s, atlld 
Childretn (WI() pgram itt the United Sttes, a,t uplellieltal fceding 
program It r plegmttwl tid laclatitw 'ontet irtfattll . atd childrenpo
vides subsidies ot irot-hfortified cereals in hopc of shiflittg preferenccs 
away from unfortified ccreals." It may also he pcssiblc to tisc the principle 
of self-targetinilg to direct subsidized food to the vullhn'erae members of' the 
household. If certain foods, p:rtiCtlkrly ittilk litd i)ssibly certait cc'eals 
(r otlher foods, are tliglti of' as children's Foods, t. example, selecting 
from them for subsidy may itcretse the likelihood of the stubsid.'s benefit 
going to children. This approach has bell testud cil\l itt trogratlis that 
also include nuttition education i )ther iintervcntions. 

The subsidized food swill bc more likelY to be cnsutu'ed rather than 
resold for cash (which mvay le slpnt on otler food it titiftold itents) if it is 
peri:shable, as in the Mexici City milk pr'ogran cited earlier (Overholt et 
al., 1981 ). lowever, (listribtltion of' a perishable Food entails seriouus prob
lems due to the difficulty of' safe storage and thus the need for frequent 
small ptrchases. 'his is feasiblc in a ldensely poptlated urban stium but riot 
in a national program. 

Subsidizing a high-valuie food, in contr'ast , will make tie program 
more desirable for target as well as nontargct honseholds. increasing par

(). This is I exattple f sing ricc, to influence cotsumc r coice. An alternative 
mightibe nutritiot ,duc-alion on the vihU¢ ot uirtnfortificalitt , bit this is difficult to i1mple
ment. and the effectiveness of such e+ducatiiti is quite variable. 
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ticlpal ion and prohably also leakage. 1i has been sliggfested it) connection
with bId at lrtcl'lls ITlat Iprvision o f liilh-vaIuiIVoo0d IIIaxl1ihizes llitIri

lioliA! Cost effCt ivCele,, bY I l\i111i/inin the ilneIll II lllSter inherent ill the 
j)1l.'rar" (Rclilliger and Kal;-Aptc. Isiilsilims, high-',aluic food', will telliail h60 

8-.). Ilmvccr. a progilrani thath p, r)i'l,il cost,lh 'cltI)C ISCtrget~
ingwillIlie mollc dit licut aid lkc - vill l increabh. c rse. theiner'ase. ()

St'bsidiZ (i priCe 0I 
 tile 1htd IliISt h iet OItLw0h\ lole lrics (1 Silstitil , ill 
the market, or the pli will not lke :iI atllaQ' o! th slhidil v. it is Il)r~l ablVy iliT d1CsirahIle i0ill f Il lt'riliolnal oinl Of \iC\ t l illl lll c, il)o
increased t(1 cj iainlliv oriifycr a h0411evr of a low -1CIaf v fIcto iall 1(
spenld 11101IL1V S.liiidin , hllill-vahi, cill-\tlLlCclitics.
 

M ost sllsich l)!cc4;:c s ill dc 
 ci nlill ihlllltj i- 'It(' d+t.'Vt Wit 

specific 
 . .ill 1i11l Il(h li c tisclil h;i., (!cl l '\rlih tle fllc!slioil iffod sCh tcticn. ItIh kLvr. llit 1rain likc, fih. 1 '. S. tct lip ci pro
v ide i stih)i , re,ll-.il C(f to I td t I ntlthat tid tico.11 Iila tielifar Ctlil
lilc lv. 101trl i C illllillti" I tilli i( it i . this is tie iahle hcelllse it 
g if iives t idle\il or Ic kc lrall- ( lltcit' , flli r ll itiiliollal effcCt, it is' lprithlil) hcl itt it I n1 cci oodslit, ll ig ftc tlo txIliclI hu l sti il l) t.call he
tled. Ill Olis \tav, ftcis Sc ulc irafcsjclr l ln itli nal thirltclrislies alltl Coll
sIlil0tIc tlltlIIS e'ill Ice t;.ictttt'f. hccllr ad\alilatp c f lillili l

Ca\ll 
hctIlICUSC 

ilIof t l l lsmk icillc''iit'C [tl t~ ' TiC t l it Illt-) OW sla ll[), It ,s Ilkct caihl Atullf 111C jsCotlillsi, Ai i t111iiclCt for Coti-ril1fliolll if) IhC'tCCi-lli'iCaliti 

p~rocess. 

Cornunln Fiorms if Suibidv: Adhaiiages, Dihisadvanitages, and
 
Appropriate Uses
 

1Foo1d .SIlmpJ!./ 

A foccd salpililalll iscc ti IN t" li hst1i0ics stamps 1cr coiluolfs tF ,at

have a cash vallit wile lle
hen for lotdic parliclliar fuods ill a colnllercial
 
store. The hilver ilse, tile stamps in ,eacl 
 (ofcash, amId the seller eaii r.deeill 
the stllips for ciash Iri1 a1hlilk il gmiccrillii! officfe.
 

The laiijor :d.anllaigC icf 
a foccod slaip )rlolaii thi;t it makes use oif
lhe exi, ilw hicc llia'kelili sy, ,vtel. hi i rclice,, tlhe adminijstrative dc

nllalldi tlitlhe igmerllil , tioilit fc ll',. ship. stoire. illd sell filcti. It AiS O 
permitts individu al selilci clel lllt Stll)i)l IcC lleetc liCili aill t tlh Ill0Sdecentralized level. Ihis liakes it icre Iikel' thal local Suppli,es will bea.tdtqiqlt,, eillled witlh ai svslln wh1r tlhcmlitie s ocf'food distrihiltled 
to each icillet are eclitrullvs dltermil ed. 

A secnllld illipurtall ,idt.ilIlal, icf fccd stanlli pogralli.s is that they
Iininli e (istclriols ill (he fcd miarket. Stamips place purchasing power
in tlhe hands of siclcted consimirs, pr.iniftiling hoth sehers and luyers, 
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including both program participants and nonparticipants, to respond to 
market signals rather than to govern ment directives. Of cotrsc, this is an 
advantage only in a well-ftonctionirg, competitive narket, whcre increased 
buying power calls forth increased supplies. \VhCrC inoiropolisiic control 
exists, ;ellers can exploit the increased purchasing power represented iy 
the stamps by raising prices. In such cases, Other IleatSIreS are IeCeded to 
establish competitive markets. 

Similarly, reliance on the existing marketing system rIraY rot be anl 
advantage itthe sYstemIails sie off Asto serve areas the ctitrlrY. las 
been discus;ed, such inadeqtuacy is I)rdOahlV (lire to tie fact that marketing 
costs exceed Iotential profits. [ood stamlps. by raising 'eal incomes, may 
alter this situation and encourage tll private 'eCeor to enter" these markets. 
If tile inc le increase is not great C ioitI'll to :tcc(ill)lislr thi . then: the 
government may have to subsiditC Or directCly operate distributtion outlets. 
'hus there nma' be sonic areas w'here governtl lit -run outlets are lrriavoi(l
able. The administrative cost is Miiinri/ied ilthe Ihd sulhidy svster relies 
on private-sect or mark e s where tihey .rc adleq(late. 

The major di advalntage of a l d staull) progral i . tlh,.t it rcl.ires 
sonce forn o'hureateratc targeting anl air adtministrative s,,Stcrll t'rilr(
viding the stamlp, to eligilble househllds. As has bhtc'. mentiocd. Ibtreatu
cratic targetir o based orr incomue lay be im)ossible in settings where inn
colic is erratic and riot alwaYs illcash. lTrgeiig bascd oni other criteria. 
such as geographic region. lari(hldiE,, Orta *Vbe morechilds grMth I hi 
k asible, but the cost intrained manpower is still likely tohe high. Bureati
cratic targeting also carries tile risk of eliminating eligible households ei
ther because these families are inltimidated 1\ tie al)phicatiouI process or 
because the oft'fices at tile' :ptl:), inatccCssiblc. ofwhich roust are l)csign 
stch programs should take account of possible barriers to program Ipartici
pation ihilierent in tie applic,Ltio llprocess. 

Fod stamp programs require twell-developed banking system I'r 
(listribution and redemption of the stamps arid a degree of conf'idence in 
the government's commitiment to loirin- them. If the sYstel is to ftnc
tior at all, consumers need to know :hat the stamps will be accepted. and 
food retailers must n,*2: that they will be repaid relatively promptly in 
cash. in both the U.S. food slamp p gram and the experinirental Philip
pine food price discunt program, a small nercentage bonst is given to 
retailers as au incentive to participate. 

Finally. tile costs 01flhysically printig, ditribtin.l, and rcdecenling 
the stamps can be significant. Printing must be (I high enough quality not 
to be easily duplicated. arid the paper must be durable under local weather 
conditions. Even in the United States, the discortt counpos for tile food 
package received by wenien in the Massachusetts WIC program were re
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ceIItiv coltlilitiatti illlo afNinlc wtck ivNvoticitt't' dlespilte file. httr1dt' tis 
laCed 0111 tilte IC''lplCttl bclt- hO' l tile lii,.ll CONI 01' pritiiL sepairate 

i~tilttg HliiL NVNdLIll 1IlltillI Lolllpt'lliN'I\ Mid SNT\L1.N lll lttlOlN Of tile 
volllttr II ilt ' [ d IaflllcN ILTi a thitghl %tItrc ilttlolt. art knownt: 

lio ii Ith aIiJN dIlil't~ t lattI 1 A4111(l ll f'I)IIIl1i2L-Wl Io itrt ili ttI II)I 

poweria \Nlt ilatcr iI litIhc 'll~ Illtv1, T- lllti ((AIl l l INN 1go11 Cojit.\ litIC ill-

INtill I itI Il 11110 i d tIL'i(\t, IiIli 1)Ill tiIQ 'tl: I ll k i ilILtiI fo I.H d(ilIll)

are wO i alli . 'l klit~ at ilt'"I tilil l ) it tl . lt'i2:iril is hci il le t o 
llatjit. dcco p( t -liIc', lltntlic ttv,ilai jciilvI o[,f i11( a htlv m tkt 

Allsi JIIIc~ 1:11'd lit jI( Im jltlI MCt'tfo loiIti1l HIM 1'16Ii s T iliOttl fIll
 

orutlttitlI NlaNIQciV . huN tall 1w' tillli vt otI 
 taIIIIl l (1IW iI/tit1) oo d1aret 

the ii(lgraut.I ofa(1111 U1'IN( o11faM(to;e(II 1',N hg l!(:~t1of Io[;titt PiPS 

L'k fIit i li itt it' , , t'(iii i;t 
 INlIl t' titat 11hl '' ut by t\t re1l
tively well-off.-'exr ilag n l. M ih le ll h t ol 
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Targeting an unrestricted sulsidv can also be achieved idirec" by)y 
paying for tile subsidy with a progres, ;vt tax. llenl'its are provided io ev
eryone, but only the well-off pay [lie cost. lThere are political advantages 
to this, approach, as the subsidy is perceived to benefit everyone, which 
broadens its constituency. This approach depends ol tile power all ad
ininistrative capacity of the govcramc nt to imtplement atprogressive tax 
system. Also, there most be sufficient incomte or wealth it tle country %o 
that it is feasible to derive reveltnuc !,roin taxes to pa fo ,I subidy. Ill the 
case of extremely needy cotir ries. outside resources such ats tood and other 
economic aid are likely to be needed. Il such cass, the conisiderattion of 
maintaining incentives to develol ) dorcstic aoricllttirc while irtlqiclrlent
ing a subsidy is quite imlortant. 

An unrestricted subsidv is most suitalde to areas where a vtry high 
proportion tofthe popilatioll is ricedel' so that the cost ()f targeting is likely 
to exceel the savings from Cxcluding ineligibles. It is also al)rol)riate 
where local adilminisorativc c.lpa,'itv is so scarce that raionif gr e!ig,,ibility 
determinatiotn is siurply [lot L,, sbhle. I lowever, tIle high cost of' tnre
stricted subsidies should discourage cmintric, wvith s,.erc financial coln
straints from undertaking them uClath llycahrtbin oitside rIe.surccs. 
Governments have ill soie cass been clt ellt !' tllir"co!utilnl.ctlt Io low 

prices and have been forced to resolve tie cost issue. by rel"ing ()It foreign 
food aid, by enfdorcing Iow domestic piieU'em tt prices, m. by permhitting 
supply shortfalls Ihat result il iniformiral, arId tusually ilnCquitatblC. 1,ationilg 
by mearrs off qteuing. lpreleretntia! agrceri t otr s i t ott nltalllisnl. 
Keeping the altlirt of(lie stlbsid.v flexible is alloller \va) to r'Csolve tile 
cost :ssue, ilhotigr it ruasy reduce the aIt ot.t ,Il t I,,utefit rtnd thus the 
consumption effect of the progra:n. 

Subsidies oil food 1)riccs lttd to beconte enshrine'l ts a ptlitical enti
tlemritt, and the broader the coverage of the program, the more likely this 
is. Inereasing the subsidized pr"c at the rate of intflation, which involves 
no reduction in tile real valtie of the su bsid'. till generates severe ploplutlar 
resistance, because tile public is sensitive to riomninal price changes. Sub
sidy costs in many coutrtries have risen t, excessive lecels pl-ccisely because 
the government is unwilling to raise tire nominal price of't a stbsidized food, 
thus allowing the am)ount of the subsidv ttorise over tinte. Egypt is itlie but 
not the only case in point. A possible way tr(und tle protblen is to build air 
annual price adjustm, t into the structture of' the program soi that price 
rises that do occtu ar-c small and relatively Frequent. This appears to have 
worked successf'lly irt Pakistan (Rogers, 1978). 

7. This is the way ihe sy'.,ciil o child aloVaICCs is administered in certain luropean 
countries. Eligibility is wilh utl regard to ilu ic, till the heinefit is UtLxsd awa'+ ill upper
income houseliods. 
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Rationed Stu bsidiv, 

In i rationed sl ,Sidly ile qmiantity ()f foo(( aVailable at tile Suiljhldi/ze(
price is restricted ti a pe, capiti o'er iihousehold limit. Tl, big~gest ad
vantage of ration i in Co"i no,+ icn wi ,'bids is cow duo!ticn, l, iningRt
IimiAits Ctoil (d,,ttHe t c)I th ,t,idv1111(i nimakS [he cosi tatis1veh'v morejlrt,
dictah:i . A , ',01)l1(I rIl ,l"i(sdo tao Is rliaihilit' octsOf pply. !f +ati nilig isenflrced. it shouhl preve.!t shcctll, hIs, lec....ticliL (Iel.laMld to)nato h avail
able stPly. 

limitin til h itnol t [LIi;o',ol -ut me time Inav .livea t ,relingelfeet, hCecltS rela ti,V welllcfcobnsiels Cannot) c .imptelsateti Costs of, 
particilpaItion-- , ' , w,,5aiting o" t1Will lineo ;tsliii t iC1 l()ccid ute'tS--h',lb uving large ( jit nti it s. a",",tml.tc.st d h r\lhieur nan iii chzptol I. . 11m iit,
limitation m v Alm,,)loovs the elle t (dI ed( ,' ng lIcak;to. ill lt. 5-,15., of co n
,St ijilim ii c.t',s ccl tillt 'cci(,iHlMi'ed' l it 'cl !,,,)tit ritio,,ol ,''l!-hcitg.Ihcsv vc,. the rik ()I tr.\l+,i it) ca l Ml+ ; ' tli . Itt itnli ,eSIo iatei c o()[lic
c.lclil dtl IcIil- (it a -k cij ;c is thtll l)Iuc 'hi(sIc tl ll ' 11cc!AillCite 
tile bloOd hZlllo)lcc ten'll HIlCIlol) ," a+i, linol t ,iri t ill tritioonal -lcie1ia.

I\Rati olin. r dtic.', the bel,.lit ,t,,ililhle 11aa 1.1 idv hs ili hing thea11101111 that C. ll he p i ,lh,tci At the ihsidi,'d pricT. IftIL1 raltiocl is ill
l'ranmari~iiial~le than ccisti lii".-+o.c)ld prlchase wil'tliu Ilie Stlid, -
then ihIle In IniVC t' ffeet tcl t rela tiVC plier, at t il illna 11 is Iost, it Ild
tieI l . ,uiCal, l lcen fii is ( l Itht ()Il the iulecoill)c transe iiherelil>ft il thesubsidy. 16iii lit ' also I tC lil i Rlat ielcI Co(ni pt l:. t nh ii1iN1'aiIli in-
V01Vil1 rali)l CM'ils h ,,aia ic, hck()ok iscl l prckill cell Coilllccdurehlc

SLliiers 1111d(lditliiticlil mcliCi 
 'i.Ilk l'ctjliiirC Sc)lIliSt idlhlll H1id(1literace
anlllng sell I' di l lit 1' ii, ill tie li ijnIIC, I+.s eli tR t tl I)r ii ill.l"
IiV~II t lOllCOnMlcc ni nc nillt dt 'ltcOH ilI tl prccs, of,)c l)iichasinli heeho d." 

lation l s 1iiitics, hliOtc a Icinig hi\,ht rs throgihoulitit Sothll Asia.

lh ireiatsCi,. .,X'CXI.)Lrilc , 

Ili
 
1()7 wih illti c clee l .uitc1(ll hiL'l COlslnlericCCtianle lleuin tht flit, jIiccnllen s A illilliitrili, Cm)cJlexity are re(ItlCed. tlclloI they nlclt liel ' c li 'rael ill heWt pic) l l. 

It nlaku, ,co tlo, CL()lni)ilc, 't'liollill %,ilha lll sid V vli i lhcost Conl
straints are relaively sevore, especially whteli adhnlinitr:iliv, capacity is not
xtrllliel) saceiic., l the lccal level.Il piacticeal lelis.tat inling is proJllbily

ileo SWll'V ill i il tuili tii'elte I jI i'O 11ll as ;.111 lltl r tlc , llel alu cllf C l lliot lillg
Cost. The 11111iiiial heCintfii of :i tairgeted, unratilnned prglam. however,will Ihe greateir wita gielin cccs thall i(hal of i ltililel. iiiargted program, ecause ratilciii hao nciilys a minimal effect oln leaka e to cistomers 
who aire li~l lteeds. -ai,-,ingeven in a targeted lroallil iiiakes sense as a1 
way of keeping lriogramIll clst down. 

http:tml.tc.st
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Direct Distribution 

Direct distribution is a form of sub%',dy in which quantities of food are 
distributed free to consumers. Direct distribution is often combined with 
other welfare-related programs such as health. education, and fainily 
planning. Distribution of food caln b used as an incentive to participate in 
the other programs, and the cost can be shared ailong the different pro
grams. A perceived advantage of direct food distribution is that the bene
fits are received by the target household or individuals in the form (esired 
by the program planner, in contrast to price subsidies, where the income 
benefit may be spent on nonfood items. This advantage is partly illusory in 
that, unless the quantity distributed is very large and entails high transac
tion costs for resale, the (list riuttel food may be resold or food purchases 
from other sources nav be rcduccd. If the (list ributed food is different 
from foods available on the market-for example, if it is fortified or partic
ularly nutrient-dense compared with market substitutets-then there could 
be an advantage to( distributing the food. Hlowever, if the nutrient-dense 
food could be subsidized to a price below competing foods and distributed 
in a market setting, the same benefit would be fortlcoming. 

There inav be political advantages to( direct distribution of food. The 
food may act siniply as a resource transfer to poor households but be per
ceived by the pu blic as "feeding hiungry 'children." Also, direct distribu
tion may be the result of a target of'opportunity. ,,uch as aI l)articIlar food 
offered as aid froin a foreign donor. 

The logistical liffictlties of direct distribution of food are substantial. 
On the administrative side, there are l)roblems ot procurement, storage, 
shipping, and other operations, and the difficulty of controlling losses at 
ea ,h stage. On the consumer side there are also logtistical difficulties. If 
distribution is frteqent , then the time costs of participatioin are high. If 
distribution is infrequent. then consumers are faced with transport and 
storage of relatively large and bulky quantities of food. 

Direct food distribution requires some centralized planning and ad
ministration. This may create problems of matching supply at tile local 
level with offtake, since decisionmaking may not be based on (letailed in
formation about local conditions in each area. Local outlets 01r rograms 
should be able to order their own sul)phics as required. The cost of' estab
lishing a sufficient tnumber of direct distribution outlets inust also be 
considered. 

Direct distribution other than as relief in acute famine situations is 
probably most suitable to tiiiddle-inlc9iiie countries where infrastructure, 
financial resources, and managerial capacity are not severely limited. It is 
appropriate where an existing network, such as primary health care cen
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ters, schools and preschools, or clinlics, is wvidespread and functiolning effectively, so that tood distribution call sharethe costs of these eutlets 'while 
reinforcing their lrtgra ms. 

(JUt m'.o lsa It'iI P'rice (Ci)tro 

UJiColl)etsalul price cimtrofs exist when the goverlllent simply legislates a fixed price bclow, lle equilibrium price and requires sellers tohonor it. This is difereirt frmii an implicit subsidy in which a 'ood price islo, erecl by socme intervenlion atect ii sptpplv alil then the market is freeto find an equilibr-iam price in the new environiment. I-xamples are the riceexport tax ill lhailaid (Ilrairatvorakutl. It8.l) aid the compulsory procureielnt of, wheat in India (chptM.l 16). Ih'tIIll ht '-s , the domestic market equilibrtcS supltilply nld dtand, while uiiicompensated price controlsfix tire price., s that snic oer nlcchaltislll lost be found for adjusting 
supply and deimian1d. 

illic t plltlitcd p~cc illtl'- die fr'equetly tirijillorceahle andthereftoC ichctivc. lhricc citols tlmaV seciti like the most direct way tokeep price low , but if such ain iihitcviltioi is to he effective, the costs are
unreasoni hl hi,'h, txceti ill cry s)cial Lilti iailicCs.


If coitlt'ih,d 
 prices C, lM% lC,e-ukerl plrice eC'enforcedthl,eii tihe
 
qualltit deillaided will cxcccd thait 
 sup)lic(l, indlcisilliers will competefor scarce supplics hy tlUiiui aridii v tr'ing to obtait special prelferelce
from sellers,lTIeX social costs of such couletitioll CaI heLe'xtnlyilit[V high in
terms of' societal d isttiltii and ill iii lost firil productiVe 
 1id leisureactivities. Prike cutrlld0S cletirlv AlSO diitlrag, invesltlelri ill increasing
 
proluctioti. lhe degree h hliese
which prOleiisre experieiced dependson just how itch below eqiilibriill the contirollt'd ihricC is. If1 ile controlleld price is high einiugh to) pLrllit ai p'ofit to plducers and sellers,
then market disriptioit\will lie 
 less severe. allhlulgh distortions in lhe in
centives to produce aid market tile food will cerlaily'v exist.


Price coii-ols are Feasible (nil 
 where there is a strong, eftective goverilillent Ca ble of tCitllcetliilt arid whose authority is widely accepted.This Ima b t lile ease ill a crisis situation. ,lch is war fanline,or when 
peole recogriile legitiilac,N of extraullatv illstilres. The most appropriate ue of iiicolliperiated price coniirolsis iii comnibination with rationiig il stituations wheni a sUipply response is lio possible in allY reasonable tiiic frane. For xail)e, nice coitols withhiti'llig ini wartime 
prevent profitecring duie Nt arcilv \ hele a lation's iroduct ive Capacity isbeing diverted to other uses. As a lorg-termit strategy for ernsur'ing adequatefood consullption bY a population, ho.veer, licoimpensated price con
trols probably elntail ilore negative than positive effects. 



9 Alternatives to Consumer-Oriented Food 
Subsidies for Achieving Nutritional Objectives 

EILEEN T. KENNEDY 

Direct Nutrition Interventions versus Food Price Subsidies 

Malnutrition is a problem associated with poverty. Although all poor 
people are at risk of having an inadequate food intake, it i,, usually the 
maternal and preschooler population that are the most nutritionally vul
nerable. As a result, a number of interventions targeted directly on prcg
nant women and children have bcen implemnted. Exani ples of ap
proaches aimed at specific individuals inclide supplementary feeding 
programs, formulated footds or weanling-food projects, and nutrition edu
cation programs. 

However, %,evcralrecent reviews have indicated that the effectiveness 
of programs focused oil nothers and preschool -rs has often been less than 
expected (Kennedy and Pinstrup-Andersen, 1982; Beaton and Ghassemi, 
1982). Even where these interventions have had a significant effect, tile 
observed benefit is often achieved at a relatively high cost (Beaton and 
Ghassemi, 1982). 

A more cost-effective alternative to these direct interventions may be a 
family-oriented program such as a consumer price subsidy. Berg (1981) 
concludes that, even if policyniakers are interested only in reaching the 
preschooler, it could be more cost effective to reach them through pro
grams affecting malnourished households as a whole. Beaton and Ghas
seni (1982). in their reviw of supplementary feeding programs, come to a 
similar conclusion. In many countries, malnourished children cannot be 
reached effectively in any way that does n(;t inctlude the family. It is artifi
cial to look at the individual household member in isolation from the fam
ily. By augmenting the food intake of the family, consumption by the child 
may in turn be increased. 

Therefore, although the main purpose of this chapter is to look at 
alternatives to food subsidies, a useful starting point would be to establish 
the range of expected effects that subsidies can have on family and pre
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schooler caloric consumption and child growth. In order to do this, cost
effectiveness analyses will be used to compare different types of subsidies 
and other potential intervention strategies. 

Comparison of Two Subsidy Schemes 

A c(,niparative approach is difficult because data are limited and
studies have been conducted with varying degrees of 'methodological rigor.
Three basic criteria were used to select stulies for this comparative analy
sis. First, tile research design had to inclu(e some type of' comparison or
conltrol group. Secoln, Cost data and a des'ciption of the intervention had 
to he included. Lastl,t ien the sperific interest in presehoolers and preg
nant and lactating women, infornation n ti tar,,ll-get individuals within 
the famuilv had to be provided. 

lBeiause studies '.,crc selected on th,.se liree criteria, some plotentially
edfective inlerventions were Climitte(l. Fior example, no food-fr-work 
stuidy that is currentlv available had information belohw the household 
level.) In fact, it was difficult to identifv a foll-or-work evaluation where 
any nutritioinal larameteCs wet'e iluchded ill the sludv.
 

l'evious chlaptte', relIo)rt litaNSuIbsidV schemes 
 ct be effective in
transferring income to the poor aid can inilriove (.oJsuimption. The evi
(lence also stugge.ts tlat. because hroa(-bIased subsidy schemes aIre expen
sive and entail large leakages to housChoMldIs whCre no calorie deficit exists, 
some fori 0 t .:rgctiiig should be used ill subsidv lprograms. Therefore,
 
only targeted subsidy programs aIl cmsi(ere(l here.
 

"'\osubsidv scheies---ole 
inI Mexico Citv and alpilot project in the
Philiippinties-were chosen for tis, cniomparisori. Both attempt to target ben
efits to low.-income families with lreschoolers or 1egranrit ard lactating

women. 
(For a nmre- detailed description of the intervenitions, see Overholt
 
et al., 1): (18
i'.cia and lPintrrup-Aindersen, 1987; chapter i4). Both proj
ects attempt to target gegraphicalv. lIn Mexico, 
 the program is targeted

based oi income and the presence t children under twelve years old 
or 
p~regnant women iil tile hiouIseholk. Distribintioi centers fr subsidized
milk are located in the lowest income meas of the city.

The Philippine project targets rice vnd oil subsidies to villages where
malnutrition anmong preschoolers is prevalent. The Philippine subsidy is 
an experiment and as such was (leliberately targeted to rh, most nutrition-
Aly needy :.reas of the country. Selection of rlie sample villages was based 
on strict screening criteria: only those villag,.s where 25 percent (If pre
schoolers have moderate or severe malntr'ition, based on 'eight for age, 

1. Shuhh Kuruar and Raisuddir Ah cod of II:TI I are cuirrently borking.i with colleagues in glauItl o l all evaluation o food-ftr-vwork projects, wich will provide this tvpe 
of information. 
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were included. Thu, whereas the national average for moderate and severe 
preschooler malntttrition is 17.0 percent, (ieprevalence rates for the sam
pie villages is 31.6 percent. 

The data ilntable 9.1 indicate that study families in the two programs 
are similar in household size and tinmiber of' prcschoolcrs. Not snurpris
ingly, however, the Philippine houischolds are at higher nutritional risk; 
more of the households are calorically deficient, and there is a higher prev
alence of preschooler malnutrition compared to Mexico Ci tv. 

Although both suhsidy programs are targeted to high-risk families, 
the household targeting was done with tile particular intent of reaching the 
child. Therefore, a major interest in examining these two prograns is to 
determine the potential of these types of schemes for improving nutritional 
status in children. Table 9.2 co tmpares the cost-effectiveness of the two 
programns. 2 The cost per recipient itNsubstantially lower in the Philippine 
project. lowevci. given that inl these progr;:-s the prescholer can be 
reached only through the famlilv, the iore appropriate measure is the cost 
per recipient family. In subsidy programis, it is only by delivering services 
to the family that the programs will reach tleipreschier. 

The annual cost per recipient familh is higher inl the Mexican pro
gram. inaddition, the effectiveness of the program;¢ in improving lire
schooler nutritional status is very differenlt. There was no siitnificant 
decrease in tile prevalence of moderate and severe nalltilli!on in part ici
pating children in Mexico. lowever. based on lpreliminary findings from 
the pilot project, lreschoolers from the stihsidv families in the Philippines 
showed an 8.47 percent decrease in malnttrition compared to children in a 

-
control group wvho did not receive the suhsidy (Garcia and linst ru p-An 
dersen, 1987). 

These disparate results are not surprising and are primarily due to 
two factors. First, tile children in Mexico City are on average only mildly 
malnourished. One would not expect to see illaverage growth Iresponse 
based oii weight for age in mildly malnourished children. The growth re
sponse of children to supplemental calories will he greatest in those who 
are the most nmlntiourished; additional calories provided to the mildly mal
nourished are most likely being utilized for functions other than growth, 
such as increased activity (Beaton and Ghassemi, 1982). Tiis theory is 
consistent with earlier work on the Mexican subsidy (Kennedy, 1983), 
which showed that, although there were increments in tie fa mily's caloric 
intake, a portion of which was captured by the child. this inc-crtent did 
not translate into a significant increase in growth. 

Second, the methodological approaches of tie two studies differ. The 
Philippine project was able to collect baseline data oninutritional status for 

2. Throughout Ihis chapter allcosts have been converted into 1t)82 U.S. dollars. 
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TABLE 9.1 Cornparison of food subsidy prograims, Mexico a.rid ile Philippines 
Itern 

Mexico Philippines 

Average si/c of family (i.5 t. IA Ncrage r of prcscthoolrs per tallil, 2.I
Fo0od suntidi/cd 

Milk Rice and oilFood costs ansa pcrccnt of'totl pirogram cost 7-;.0) 8(0.0P-rccnt caloric adcquatc.y of fLriiily15.10 W.4

P~erccnt of moderatc aid seerc iialntrition 4.5) 31 .t 

soutf-is: Kt)Sc1
..198.1 iMid )herholt eit I.. 198J. lor NMexico: chapter 14 for [lie Philip
pines.
 

TABLE 9.2 Cost comparison of food subsidy pro~graims, Mcxivo and tiiPhilippines 

[tef NlCksco I'lhilippines 

Annual cost per rt-cipienIr ( t .S.$) 8.4038.Ih 
Antlil cost1 p1cr rtcil)icii t


family (U.S.$) 
 95.40" 54.25" 
Percent of decrease in 
pr'Uv.Iclctut
(of mioderate mid
sc'crc ini.liilrition' 0.00 8.47

Cost pt'r child rcoWocd frotn motdalc
 
or scvcrc mialnutritionij (t1.S. S) 331 .00" 

SOURCES: Ior Mcxic (ocihulI ci al.. tqIl;for IltIehilippi.cs. chlap er 14.
 
Etased on 2.5 recipierit
per fatmih
 

'Based on a fai ily sei/t f i. 1 nrilher.
:,Defined as weight for age less tIni757S .rccttf%liinIard.
Does not appcar polssihlc with ptorao. Is currenlyoperated.

rlased o)ncoulp;ir. ii of i;r'reducii~n in the 
 iindber of chil'drei ini control arid treamrenit groups remioved from second- anrd third-dc.grec malnutrition. 

both the program participants and comparison children prior to the imple
mentation of the pilot .:ubsid"v. Because the Mexican subsidy was an estab
lished program, information on participants was available only after they

had already received programi benefits. The inability to show that the milksubsidy program is improving preschoolers' growth in Mexico tnay be be
cause the group of children who received the subsidy i, not comparabke to

the group who 
did not. The preschoolers from subtsidy households mayhave been at greater nutritional risk. The Philippine project was effective
in decreasing the prevalence of malnutrition in preschoolers. These data
s-iggest that a subsidy tilat is priperly tP.rtetcd to nutritionally needy families can be effective in improving pre:chooler;' nutritional status. The nextstep is to determine if alternative intervention strategies are more effective 
in achieving the same end. 

http:Iehilippi.cs
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Supplementation Schemes and Integrated Health and 
Nutrition Programs 

Supplementary feeding progra lis for young Children and pregnant or 
lactating \vornen are commlnon .and imptilar in many teveloping countries. 
Supplementation prograins typically provide rations of 200 to 400 calories 
through noncommercial channels to p' ' .''it and lactating women and to 
preschoolers. Cost data froni slipplemcletation schemes in five countries 
were used to assess the potential of these progralls as alternatives to tar
geted subsidies. Table 9.3 compares the five programs. In all five areas, 
energy intake was low, ranging from 59 to 75 ipercent of caloric require

nients. The requirement used for lpresehl'.icrs is 1,3(00 calories per day. 
The calories prwovided in the supplement vary widl'y from 298 to 737 calo
ries, which if totally consumed would fill from 67.) to 88.2 perccent of the 
estimated calorie gap. 

Table 9.4 presents data on the annual cost pe'r child ;. each of the five 
programs. The variation in tie costs per recipient arc ill large palrt a reflec
tion of the size of the food ickage and tile types of !"ond distribted. Costa 
Rica, with the largest caloric ,upliiiert aid Iliost exiernsive foods, has 
the highest cost per Child. The tunie iimlrtallt indicators are shown in 
colunili 2. liit: tcln of delivering services to each malnourished child is very 
high ill Colombia, tIle Dominican Republic. :11d Co ta Rica. This is be

cause the prevalence of malnourished children is Iom itt the study popula
tion. , In countries with a high nitilber of malnourished ,iildrell, like In
dia and Pakistan, cost per malnorished child is not niucih different from 

the annual cost per recipient. 
In order to compare these data to the subsidy' results shown inl table 

9.2, an attempt was made to determine how rntich it costs to remove a child 
from moderate or severe ralnutrition. However, the five prograns as they 
now operate do not represent a viable way of making this evaluation, be

cause the progr anis fail to decrease the prevalence of moderate and severe 
malnutrition. 

Two reasons account for this disappointing result. First, the mnagii
tude of the nutrition problem is ow ill three of tile five countries. Thus the 
results are similar to those in Mexico City. If the poulation served is not 
very malnourished, it is unlikely that a significant growth effect or change 
in caloric intake vill be detected. Indicators of tile effects of the program 
other than growthi ma'' be more appropriate. Only in India and Pakistan 
are major growth deficits aplparent. Even in the countries w'here growth 
retardation is prevalent, tie suippleirent compensates ir ot,ly part of 

3. In Anderson et al.. 1t, bhelw It perenr of ",eight for ageis used ascutoff point 
for identifying the malnoturished. If the more comservative estimate of less than 75 percent of 
weight for age were used (as in tables 9.3 and 9.4l), prevalence rates Aoltdhl Ie even lower and 
cost per malnourished child higher. 
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TABLE 9.3 Comparison of supplementary feeding programs, selected co untries 

Weight for leight for 
A tis Age as'rogiranm Percent f ('.,hange D) P'rcent (if (hlnll DueCountry Type Slmdard 1it 'rogram Siiadard to rogran 

Colomia Take home 88.8 1.-7 1. -0.8 
Dominican
 

Repit1lic Take hrnc 92.2 -0.3 9ti. I 
 0.0Pakistan 'lake hroni 7().." 0. 1 93.1 -0.3Costa Rica Oil site '13.4 -3.6 '(0.5 0.0
India On site 72.9 1 lIi 89.7 + 1.0 

SOUR(iFs: I)ala from Andcrsoni L il., 198I:1 lca; ;iind Gh;ss nii, 1M'2.
 
'To determiliC the percenlt 
 t ilt l filIed h% s1C caloric iri ake wasdivided by lhe Caloric gip and uil plied htotihe percnilrlirt (it irlojlhis wIeni food supplenrreir %as iliil ItC antd I ) ti1e l)CrTCCalitC lAl( icipalls ti Ioalt.. 

TABLE 9.4 Costsof upIlciecnilarY feu-di:ng prrgrais. selected countries (U.S. dollars) 

A niiiiil ( 'ost 
\nnual ('list pe-r MlmniirihcidCountry pcr Child ('hild Sered 

Colonihia .42.01 .142.,(O
Donminican lctiiublic 24A- I19.37 
Pakistlan t).07 ;8. 74' 
Costa Rica I()(. 72 49.3.00 
SIldia 24.51,1 40.70 

SOUR( F: Data fron Ailrsin ci al.. 19l1., updated l, 9,A2 dollars. 
NOTE: Cost per child rcnoverid from moderate or set' crc Iaiuliitritii cannotl be evaluated onl 
the basis of rcsults. 

l'akc home., on,.
 
Average cost of (iln-siat.ini i c-hoiruineSileirniirs fccdinls,
 

the energy gap-.6 percent in Pakistani and 28.2 percent in India. This
 
was due 
 largely to infrequent participatio by childrenn in the feeding 
programs. 

Supplementar N'eeding prograni.s have the potential to imiprove con
sumpiion and nutritiuial status, but the actual results have been discour
aging. The miost effective sn ppk!nlenlat irt schemt1es appear to he ones with 
a strong tie to health care. Integrated health and nutlrition (IHN) interven
tions are projects that provide a mix of health care, nulrition, family plan
ning, and water and sanitation. Although the nutriion comnponent varies,
it most typically includes a conibination of' food. nuLtrition education, and 
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Acragc Averagc 'crcc nto Cahrie 
Calorie (alorie .:orie in Increase in (Gap Filled 
I ntake Gap Supplenleo (aloric Ilntakc bY Suplplcmtnr 

978 382 305 1(o5 21.0 

877 483 337 48 0.0 
1.004 350 298 131 0.6 
1,033 327 737 402 88.2
 

811 549 O4) 10 28.2
 

growth monitoring. Not every individual receives all %ervices; there is a se
lective use of program components based on individual need. 

The Narangwal and Tamil Nadu projects in India are two examples of 
programs that provide nutrition ,C'\'ices as part of a larger intervention. 
Although supplenental food is available. not all children participate. Very
strict growth velocity criteria are used to identifv children under thirty-six 

months of age needing food. In Tamil Nadu, about one in threet"of the 
children ,veighed actuall* received food. Similarly,. in Narangwal. al
though food was available for all children, malnourished preschoolers were 
particularly encouraged to attend the feeding centers. IFor pregnant partic
ipants in Narangwal, only those women who were undcrweight at tiule of 
conception were eligible for t0h food su ppleme. 

The relevant costs for Tamil N,:,lu and Narangwal arc sho wn in table 
9.5. The costs per recipient in Tamil Nadu are lowcr than the per-child 
costs of supplemental feeding. 'he IHN costs per family are lower than in 
the subsidy schemes. In addition, the cost of removing a child from malnu
trition is substantially less in Tamil Nadu than in the Philippincs. This 
may seem surprising given that one would expect thai. as tile intensity of 
services provided increases (as in an IHN project), the cost per recipient 
would also increase. However, in the Tamil Nadu project. there is a selec
tive distribution of food. Because food is tile most expensive component, 
this decreases dramatically the cost per recipient. The annual cost per 
child decreased in Tamil Nadu frolji twelve to eight dollars (U.S.), while 
the cost per child fed increased from twenty-one to thirty-eight dollars. as 
fewer children required rehabilitative feeding (World Bank. 1984a). 

It would appear that selective use of sulpplemental feeding in an indi
vidually targeted program can be cost effective. However, the relative pay
offs of various service components may differ depending oi the age of the 
recipient. Table 9.6 shows data on the cost effectiveness of health and nu
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TABLE 9.5 Costs of two integratetd health anl nutrititon projcct,: Tamil Nadu
 
and Narangwal, Indita (U.S. dollars)
 

Item lal)l Nadt Narangwal 

Annial cost pwr rccipicnt 20 7w' .l9.)l
Annual coti per lamilv -0.7,i .4t)9l 
('ot [ltcr child rtotvcd from midcrate
 

o~r severe mallmtrition+S 
 .,1 

SoutIttS: For limit Nati, Worlid Bank. 1984.; tor NaraUiig.al, Kichl,.itm. Taylor. atld 
Parker. I97. 
'C st for chI i-it fti:; tf a hiLlI s H is on I. eilhct mid screcned is 12.34.


'Assumi s ai x i'ctl' i iti~ltw
l c ' mcil l i '.MMIj

'Not jIciSsilhlc t, uitrhtCllt- htrt lth' 
 dt.i rCliuricld 

TAIBILE 9.6 Nirtalit r s l Niraii l C'hildcril lIY CXlucrittctal groUips 

l'iiurmmye, 

(IortI Nutritim Medical Nutrition andNutmicr otl (hii." i Villa es,, Sttpplcncmltati (are Medical ('are 

Birth% 8(15 352 3.1 6-54
 
Number iit Clilit-cii
 

1 --3 vc)urs old I.398 
 1.314 t).35 1.285
Mlorialit Raite 

Peitntal Ill4 Of 810 
N vtt~h[ 78 .ii 47 47

',5 icumonttltSt 4.3 2.3 34 
Itntatit 12) 8t) 70 811-3 wcar% old" Il 0lIt 11 1 

lthui, antilso itiH-i.: Kiclttmn. j Parlkr, 1t07(s Rcprinied by pcrtissio of A erican Society
fur (linjic..I Nuitrili t. 
'lniclutlc% huir , ilLiges, of a p~arallel p~opulation %tudy. 

'l'cr I kI)Htue t hIi il itillhirtth.
 
Per 1,01)0 Iic firths
 
'Cr I(t00 ettCiMlihr I ti(.3 %,t'll.t-s
 

trition coiponeitl in decreasing mortalit,. 4 Prenatal supplementation, Ci
ther alone or in cttithnatin withImedical care, was the most cost-effective 
neat s of vIet-easilg peinnaal mortality. Medical care was most effective
 
in redtcing itfant mortalitv, and nuLtrition 
or health care 'ere equally ef
fective in decreasitg mortality in children ol(tie to three years old. In all 
cases, nortality was higher in the control villages. 

•1. Pcrimtatal miortalitv i%dcfintcd itt this stitdtlt as slillbirt and dcatth durintg the first 7days. Neonlatal tiortalitN mis dcath dutritig the first 28 d(h's. Ios itmmotiatal mtoralltv is deathfrotm 29 o 3t1 days. Inmifant mrtality is ai ctmttbination of neinatal attd postrte:tatal 
mortality. 

http:NaraUiig.al
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These Tamil Nadu and Narangwal programs have several fteatures in 
common. First, there is aIstiong emphasis on taretin i to lutlritionall.N. vLi
nerable individual;. 'The pirograms are aimeld at pregliant and lactating 
women and children tnder thirce. InI 'l a'il Nadi, India, children under 
three years old arc screened further to identifyN the mallourished, and mly 
these childlren receive the loodsupplemct (World Bank, 19?8-4a). ()ce the 
children's utitriti lal stains has improved to :a certain lIevel. the supple
mentation is stopped. Critics of this apprtoach have argucd that bv using 
th . attainment ol adequate growth as the exit criterion, mothers will de
liberatelv keel) tihe child undernourished il order to stay inI the pro
grain. There is no e'idcllc to uggest this lia, liappened ill the l;mil Nadus 
project. 

The rationale behind the prudent u,,e of the caloric SLi)lplceIClnts is 
that not everyonc iccds tile additional hoods. An inadequate energy intake 
nlay or llay not he tile basis -, problm. (the nutt ritioll Gi'l that tile major 
cost in most interventions is the l~tod, the selective use of supplementation 
will minimize tile co"t pe r recipient without jeojl)t'di/ing the nutritional 
effectiveness. The results ofl hoIt 1 the lamil Nadti and Nairanr,,val projects 
demonstrate that this can be donc stuccesfull,. 

The "foodI-as-nedicii" aIp)pach works ecel forr.lbest \Vllen there is a 
immediate remllediationll t llllderate ;nul evere ioaluttrition. PI-choolers 
with severe weight deficits have a llortalitv risk apprx imltelY seventeen 
times higher than normal-weight children (Kiclmait. lvlor. and Parker, 
1978).' A he distinction sometimes mlade betwccn shtort-runl versus hug
run strategies is i moot polint for these children, for whom there is ot'll nio 
long term. In order to alleviate severe preschool malnutrition, the Il-IN ap
proach usually makes mllc sense than a stibsidt' transler t the holusehold. 
In addition. I tN projects also can bc effective i I rcvtitmg Iltitritiot-re
hated problems (Kennedvv and Iiistrup-Antdersen. 1982). 

However, what happei s to a outing child when lie or she is terminated 
from one of these highly targeted interventions? If th. precipitating calse 
o tuie child's weight deficit was inadequatc tood wi',in the home, the pre
schooler's malnutrition is likely to recur. In this situ.1oill, subsidy schemes 
targeted to fold-deficit households will complement the IHN program. 
The therapeutic locus of the I1-IN program will be Ialanced by the preven
tive emphasis of lamily-targeted subsidies. 

However, malnourished children are slieteiitics iotild ill hotseholds 
where food stIplies at-c aCqutc. In these c;ases, subsidies arc ilot the an
swer. A combined growthll-molitoring and utitititiol education program 
may be effective. (rowth mnoitol-ing in Indonesiall childicil was shown to 

5. I-otr imoderately mdml lurishcd chiIldren. the m rtditv rate is six times higher than 
for nirnlal-weight chilren. 
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significantly improv\,e Child growh even w'hen food notwas distributed(Rohdce, Ismtail, ild F, trisilo, 14.)'7. 

Conclusions 

A variety itl \a',y cxi,,t to ilip ctove ;tnstimpltt and nutritional status.The paticlar polit llltu t cIt+eit ShOtld be dictated iii latrcg part bythe ntature tf tilti maltutrition problem. III tiis sectiom tiltre types oI' intervt1iol,-,tibsilies, suliemllentlrv feCl it. aind integrtedrlitehulth it1itrilion prtgatis --ile litket at Is I ltmeans of alle iating prtescltoler illllttitriti. . Aholt yh tilt- i, ii t CIIICatt\e'tl Iltll the COllpat'tiytr ,iitalvsesshoutld tot be taken ,t,, haud tid lat guidelile, tie\ caill le used to drawc licluisio~ ns ahm€ll l'acht',", that i l t. (t n IICI )II ~'ill Clf'C liVI . . 

;cogral phl i riet,,litit2itcani~ wo~rk it it p+rogr2.tam , ilt twolllI tsih III; tl tesi,, athh_ it, idteutif ,, an atrea \%ith1,t highiShtdproptih IIs htClIS n oltii
C:d0I'iCtllV fi it. h1 1(2t1c(dlhl. The t1%.)',ubhidv ',ChCnlt.C,, 111;11 11,1% hCCII 
Iset its eiSC Sil.td S itlIilli,, Clipllttl 0ttie, ipL iicattli tuirett,d tt IlotLsehol(s. lhe, .lt\es,h difter. (,;rC-, ietaphii. trictirig worked Vell illtie lt hiti)ies bcaut tt 1retitltnt vit.,lites had ithigh prevalence oflO 'tt!-dlie it fa ilis iaid I,.i,.. Iitit it tll,iMm.' tneschlt rei,. Th t tI',Q tiirI
to toss -itIC i l[Titli, ill NieXitO Cit. w:h, It 
 , C tiVt-Ci Iichi hltIe the' sa

iesitit, iliailis\Y I't ' . lit 'l'VTi l i il tic, tit t wi'lti tttr(ta titi \%.itsth;\ . lii I l ililjli]ii . tit!i ill I1 ii itdt \\it'I10s l t11ss "t I tetlt of1 o rmaltitweigthlI . ,t,. witrt_,a il INL'xie , (itV it \\ Itite ill it Y.iltl t lilIordlir to rec h tl1C Illttid tlitliti( iellis tcd V l)P l, tierlC., iit Nlcxico) ('itv, a
iIt0'C CXtC 
 iIVC ecitii iit-ttl lilI Ctietit it) it' . By idOipttitl a litttt'L01)hllistiic tet celifi'itil VSiCii, tie t s'tt,tet iiet)itt ssottit, iliCi'CaISe.bitll accatl itlt r wttild bt (tC\\tit liaisM,, iht' tOtii i)rtOgNIm costscould (lCCeae,. hit, diaia tl'ltil I trlil Naduipdii tis ut (Wriird Bank,
I98 4i~la l)mtht letrlainutritiondccrieacd ill t
). A sc l)toiect a tea, the plojected cost pir child [e'd increased i'rni 1.S $20.70 to U.S. $37.82, buttotal prograin costs ecrtease,(l, h'caii,, siil~tificantlY l'\\e.cihil(le i needed 
food. 

,Ill MCxico (its 0in . there \Cre apprtt\intael 20.,0( st idi' recipient. If er.et of thewst patirl i,i atlC the" iitCutdCd tilg'e+t atillintiie
for tIle pitgialli (table 9).I ), approxiimatel v 12.50) people nteed to beservetd. Iv-en if the os s ptr recipliei double because ofthile additionalscreening I)rCCtC'orCS. tIlla costs otf thelpri raili wotll still dlectease by a+,factor of tetil. Ah.-illixcl , (lie prograi cttild setrvc greater n1eitiber ofthe ImitI l ititio aly Vulntie'alle at the saie level of expeinduire.

One point is \\ tith repeat ing. Ill titc .,alyse, growtlt is tseil as illindicatlor lf a program's e'ectiveness, but i growlh response is unlikely iimildly nalnioirished children; this is probably true regardless of what type 
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ol intervention is used. For example, preschool feeding centers in which 
only 15 percent of the new entrant; were maln ourished were folnd to have 
no effect on growth (Anderson et al., 1081). Other indicators of1 a pro

grani's effectivcness may he more appropria e. As preschoolers approach 

normal growth, they use a higher proportion of incremental calories to in
crease activity rather than to increasegrowth (Beatoi, 1982). Activity pat
terns may be a better yardstick for evaluating program effectiveness for 

mildly nialnotirished children-. 
Targeting also i:iproves the cost effectiveness of direct nutrition inter

ventions. The five supplementation pr-ograms examined here were not ef
fective ill sigiiificantl, improving growth because, first, they were not tar
geted te areas vith high rates of' nmalnutrition and, second. the benefits 
provided may have been too small. 

The selective use of supplemental leding as part of a package of ser
vices in the Naaiangwal and lamil Nadu programns eti',.nced(ltie cost effec
tiveness of the projects. In Tamil Nadu . only about one in every three chil
drten was given tood. Because food acconits foir the m.jor portion of the 
cost of the intervention , this is one way to minimize ,wetall programs costs 
without decreasing effectiveness. 

The dichotomy between subsidies as a hamilv-oriintcd interkention 
and the I HN programs as a child-oricnted strategy is an artificial division. 
Both the Tamil Nadu and Narangwal projects did involve the faI il. The 
growth monitoring and sutrveillance that was a large part of the effort in 
Nar-angwal created ain awaTreneSs withlin tile fatmily of tie Iealt h and n1tt'i

tional status of, tile child. The projct was very labor intensive. In the vil
lages with stpplementation, pcschoolers had a total of fifty-five service 
contacts in a year (Kielmann, "avloir, and Parker, 1978). Similarly, in 
Tamil Nadu there twas inlregular contact with the child the family at the 
village centers. The requirement that families bring the child to Cie viliage 
center did not appear to affect participation (World Bank, 198.a). How

ever, thi,; might not be true if this type of intervention were replicated in 
parts of rural Africa where the target population may not be close to a 
village. The ease with which any type of intervention can be duplicated 

depends on the existing infrastructtire.- Modifica tions will dways be neces
sary to accommodate local constraints (chapter 8). 

It is unlikely that the selective distribution of food and the whole con
cept of food aw medicine for the child would work withotit :ll intensive 
campaign within the project area. It is much more dlifficult to incor-porate 

targeting of specific children into ongoing progranis than into new ones. 
The Philippine subsidy scheme and the two 11IN projects were effec

tive in improving child growth. However, the cost per child removed from 
moderate or severe malnutrition was lower in Tamil Nadu than ill the Phil
ippines. In the Philippines, the program subsidized all family members in 



IS8 I-'ile 7".Kend' 

order to get to thl ptscholcrs. In iTamil Nadt food costs were incurred 
only for the child. If (ileoniv lof aip.t'tictilar program Is tloalleviate 
preschoo,)ler lIaiultr'ilion, the IIN approach is Lenerallv mnoe co st elfec
tive that Q,,oilv food sub,idies. loweveCiL, I)OliL,1+aker. arc ustalflv also
interested ili prev'eative StrateisC, o1 ad(Iressiolh IIalMIlntritio. It is here
thalt Conl)lCllntarit.,S exist hetwTen family food slhSijiCjs alld inldil'idtn
ally oriented IIN 'ltCo :ititl s. \lr%tinwill improvet ile nntlitional CF
fectivelness oftplograms. Direct deli"Crv of homd-as if] supllmenitation
schemes and integrated health prograis--shotuld he used selectively. 
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SHLOMO REUTLINGER 

Income-Augmenting Interventions 

Most governments implement policies or programs, such as food sub
sidies, to augment the incomes of disadvantaged groups in the population. 
Some interventions, such as unmployment insurance and public works 
programs. are clearly targeted to benefit specific disadvantaged groups. 
Other interventions, such as regional development schemes or tihe distribu
tion of subsidized inputs. are less well targeted in tihe sense that a share 
(sometimes a large share) of the benefits are conveycd to persons whose 
incomes are well above the poverty thbreshold. Finally, there are the general 
trade intervention policies designed to raise the incomes of all the pro
ducers of certain commodities (or holders of assets used in the production 
of the commodities). 

Highly Targeted Interventions 

The most obviously targeted income-augmenting interventions are 
public works programs, subsidy payments for selective increases in private 
employment and earnings, and cash transfer payments. 

Subsidized public employment programs of various kinds are widely 
used to raise the purchasing power of those whose food supplies are chroni
cally insecure. The major advantage of conveying income te the target pop
ulation through payments for employment rather than through transfer 
payments is that the former generates physical infrastructure and can 
be self-targeting. This potential is realized, however, only if the wages 
paid for public employment are substantially below market wages. Other
wise, public employment schemes will attract more than just the target 
population. 

The cost effectiveness of public employment schemes for conveying 
income to the target population depends on the marginal income conveyed 
and the subsidy component of the cost of the scheme. The marginal in

159 
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conic conveyed is the difference between tile ages paid and th112cost to the
participants. These costs may consist of' actual v'xpenditircs Ior traveling
to and from the place of enployiuncit tlhe marginal cost of living away
from hoime, and forgoie income front private emplo',ellllt (for example,
reduced t'0(d pro(ltUCtioll 0W [he SUhStiltiol 0!' iirch asel Irocessed foods 
for horne-processed foo0ds). The suIhSiulv compwnent of the cos" of the 
scheme consists of the difference between tht, vale ofdthe asseis or public
services generated and the cost c' mthe sch . 

To illustrate how sensitivr the ctost efTectiveness oF public eniployment
schemes can be to the choice o4 the program and the wage offtered, a;ssune
that a public works scheme is initiated ill t region ill which a thousand 
households currctl v subsist on anl aver'age of $ 1.(1() per day, and lolly
other households have avcratge earnings o4 $2.0)) pet day. Ftither assunie 
that working n pi,,Jcct Cost,)the tile Ia'tipil),1.nts $0.50 for traveling to and
from work, additi oal tood ellr,v, aind so ow.1ot A wage of 51.50 would 
then be adequate to attract the target poq lation anid keep awav other
workers whose currenit income is $.).00 per dth.'.'. If lie ahlae of .aday's work 
performed unider the scheme is $2.5) a id its cos is $3.50 (for wages and
materials), the public cost is S1 .00. Cluarlyv this scheme would he a cost 
effective way of atgniclting the iicoilnc (f the target populttio l. For each
$1.00 spent on] tile scheme. ihe tar1"get population s income would be 
augmented by $1.00. If tle value (f a dav's wvork perf'ormted would ie
$3.00, each $1 .00 sl)ent ol the progralm vould clvey $2.0)) to the target 
population. 

Unf'ortunately, public cmhiporent schemes rarclyv achieve tile cost ef
fectiveness described ill this illt.,ratioln. The e:\'itlllc stuggcsts that assets 
created by public employment schem,.s are often For instance,limited. if
the value of a (l,' work perflrined were to be reduced 'rom $2.50 to
$1.00, it would cost the state $2.510 for each $1 .00 of iiconie conveved to 
the target population. Moreover, if' the daily wage had been atset $2.50
instead of $1.50, the scheme, would have attracted man v workers from olt
side the taige, population; w told have coilveyed llore ilcome thal inl
tended to the target populaion; and would have increased 
 the subsidy 
component in each day's xork perform,-d.
 

It is probably correct to 
 say (hat few reports evaluating public employ
merit schemes c(ntain all tile dlata needed toi permit this kind of assess
ment. Clearly, If the cost of' the scheme consists large .,' of the wage bill,
chances are good that the iiconic t ranfer et'ficiency is airlh high, even if
the value of the work perforried (tile valtie of tie assets created) is low.
However, if the wages conve,'yed to the target population are not the largest
part of the total cost of tihe scheme, ai estimate of' tie economic valie of
the work performed is absolutely crucial for assessing the cost effectiveness 
of the project. Most assessment efforts provide little information abo)ut the 
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opportunity cost and other costs incurred by those employed in public 
works schemes. 

The difficulty of identifying, designing, and implementing cost-effec
tive public employment schemes is only one reason why it is difficult to 
effectively reach the target population. Another reason is that these 
schemes usually require large fiscal expenditures. Even in a cost-effective 
scheme, the fiscal cost of conveying income to the target population may be 
high because the assets or services produced by the scheme are public 
goods and therefore are not a source of revenue for the government. Thus 
the subsidy element of providing assistance through public employment 
may be low if measured in social costs but high in 'lhe financial outlay of 
the government. 

Much less popular hut perhaps a more promising alternative to public 
employment ire public interventions to enhance private sector activity 
ainied at selective augmentation of the incomes of the target population. 
Such interventions take the form of explicit subsidies to private employ
ment when those who are chronically food insecure derive their income 
from wage employment. Interventions in commodity pricing and infras
truetural investments can be used to augment incomes of the self
employed. 

What are some examples ot public interventions aimed at promoting 
private employment? One is to provide protection for an industry in which 
the demand for labor is highly responsible to output prices. This requires 
that the demand for the product should be highly elastic and the produc
tion process labor intensive (for example, a laimor-intensive export com
modity). For protection to be a cost -effect ive vehicle for reaching the target 
population, the growth in demand for additional labor should translate 
into more employment for the unemployed or underemployed, as it clearly 
would if the supply of labor employed by the protected industry is highly 
elastic. Here only the conditions under which highly selective protection 
policies might become cost effective are indicated. An export subsidy on 
jute, cotton, or handicrafts may, under certain circumstances, make good 
food security sense. In general (depending on the nature of the labor mar
ket, the labor intensity of production processes, and the sizes of the inter
national and national markets), export promotion policies are likely to be 
more cost-effective vehicles for promoting food security than import sub
stitution policies. 

Employment-generating policies are not limited to measures that af
fect the output mix. Research leading to the adoption of more labor-inten
sive technology and public infrastructure investments aimed at facilitating 
more private employ... *nt are other policy instruments. None of this is 
new, of course, and governmerts in many countries have !ong imple
mented a wide range of employment-promoting policies. But the interest 
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in' food security niandates a re(ledication to (lie putlrsit of' cost-effect ive, 
emp!o(yment-generating policies.
 

A wide range of opportlinities for public intervention 
exists for aug-
Mienting tile incomes of thie sell'-tLeploveil. The target poptllalioll is pre
dominantly self-cnp)Iyed in nianV At'rivain countlries, where a large share
of (lie population live in rijial areas and have access to ag'.'icultural land.
However. sclf-cnplo mynent bholh illand out oftirictnllure i also a predomi
nant source of livelihood 'or at least sonie of the tari e population inmost
cotnries. Interventions for auinientiig (le incomes of the self-employed 
may be divided hv whether tile\' involve an efficiency loss. Intervent ions
that have no loss ill efficiency iielilde (lie (listribution of rationed amounts 
oh inputs or tile pr(wIireIenIt o(frationed allollots (f products ,ind tile pro
vision of access to piibilic goods (Sulch as roads, research, extension ser
vices, and editcat ion) that can he shown tIihave a positive social rate of 
ret iirn. 

Al example of an iilterverItioI that does not involve an efficiency loss
is the supp ly of a rationed tlnounl of lertilizer at below economic cost. For

instance, if it can be ,hown liha iarnier's gross ilicoie couldlbe increased
by more thaii $1(it) if hc 'ere to apply $100 worth oIffertilizer, lie could be
supplied with this muc.h fertiliZer illhalf ie cost. In this case. his net in
come wot!d be aulgmented y $50, at a cost ,If$50 to the governlent. The
salle result could be achieved 1\ providing him withI half tle alllount of
fertilizer at no charge. Iheilatter approach is usttallv plreferahle, because 
the optimal level of fcrtilier application (the point at which tile marginal
benefit equals tll'miarginal cost) is difficut to predict and niaV be best left 
to the discretion tf the farme-r. If in the CxamplC the farmer applying $100

worth of fertilizer to his fields 
would have increased his gross income by

only $50. tile well-inlcntiuied public intervention would have been Coln
pletely ineffective and wasteful.
 

Allotli.! example offa cost-cffH'ctiVe 
 iHConIc transfer intervention is the

delivery of iefrastructttrc 
scricCs that can be shown to yield bcnefits to
 
users in excess of' tile cost Incurred 1) tile public. 
 tinder cerltain circuin
stances, recovering less than fliil cost from investment prolijects could be a
deliberate policy rather than an ufiortunlate oticome. If this is the inten
tiel, it should be ascerltoiied that at least a sigtni'icanl share o'tile tnre
coveredJ co)sts have a lletlted tile incom'_s of tiletart population.

An example oh an inconie.;Itgntlnlilg intervention that involves an
efficiency hiss is the supplY (If fertilizer to farnuers at a subsidized orice
without restrictions tnii available quant ities. It this ca'se, tile incolme gain to
the farnier will assuredly be less than tile social cost of the ,,ihvidv.Simi
larly, if infrastructtural seivices are )roided whose development Costs ex
ceed the economic bcnef'its to the farmers, the income coiIveyed to thern 
will be less than the cost of the intervention. 
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At this point it may well be appropriate to ask why not simply transfer 
cash income to the target population, particularly if the alternatives are 
relatively cost ineffective. Clearly this might Ie the case if the population 
resides in an area in which the agroclimatic conditions are extremely unfa
vorable. If a net increase of one dollar of income from farm in costs two, 
three, or five dollars of investment in agricultural infrastructur,: or in pub
lic employment schemes, then cash transfer payments or programs that 
reduce the cost of living, such as supplVing food at a low cost to the target 
population, may well be more cost effective. 

Marketwide Interventions 

Because it is often administratively difficult to reach the target popu
lation through selectively applied income-augmenting interventions, it is 
often tempting to implement policies that provide effective protection to all 
the producers of certain commodities through trade interventions that are 
more easily implemented and through public investment policies. Exam
pies are subsidized prices for either imported o domestically produced fer
tilizer, import restrictions or taxation oil the imports of agricultural com
modities, subsidy payments for exports of' agricultural cormmoditics, and 
public investment programs in sectors that do not meet the criteria of eco
nomic return applied to other sectors. 

As a general rule, these marketwide interventions are flighly cost-inef
fective vehicles for augmenting tile incomes of tile low-income households. 
The economic cost of many of these policies can often be far in excess of the 
income transferred to those households. Moreover, incomes of better-off 
farmers are often proportionately increased more than tile incomes of the 
target population. Similarly, tenant farmers are not likely to reap any ben
efits, because these accrue to the owners of the land in the form of higher 
rents-or in the form of higher land values if they choose to sell their 
farms. Finally, low-incorme households whose incomes are !ai augmented 
could be adversely affected if these policies raise prices of commodities that 
are important items in their consumption basket or of inputs they require 
to earn their livelihood. 

The Intrinsic Value of Food Self-Sufficiency 

Much criticism has been leveled at policies of developing countries 
that discriminate against their self-sufficiency in food supplies. Low food 
consumption is presumed to be one of several undesirable consequences of 
these discriminating policies. It is therefore reasonable to ask whether in
creasing the rate of self-sufficiency in food supply rather than food price 
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subsidies and other income-augmentinig i;itervention'; would not be a more 
appropriate response to the concern for inadequate food consunipt ion.' 

[ro examine tie relation between self-sifficie|cv in lood supply and 
food constumption, it is desirable to (list inlgpish elweell tile i|co lie-medi
ated effect and the intrinsic supply effect. There is muth cmpirical ev'i
dcnce to support the contention that lood consumption is ptositivel,, correl
ated with income. There cani he little argument. therdfre, that raising the 
level of food self-sufficiClIcv is good food security policy vheln it leads to 
higher incomes amonm tile poor. The question is whether food self-suffi
ciency strategies should be lpursued ev'en when| tile,,y do not raisc incomes. 
That is, does tood welf-sufficiencY hate intrinsic value? If yes. it might be 
more sensible in particular circumsntairces to sttbsidize interventions that 
proinlote food scll-sufficiencv instead of' re 100(d prices. 

self-sufficiency has no intrinsic effect On 


odt If the rate of 
l0oL compSttInltiol, stubsidizing its 

promotion is not an alternative.
 
Oiie wnYt' 
 cilsuuring tile intrimic valtie of tie self-sufficiency ratio ii

the food supply is to observe food prices in different comuitrie,,. A positive
effect could be plausilsly inferred if self-sufficie|ncyNwere found to b,2 nega
tive], corrclatc" with food prices. IHowever, food price data are either not 
available or are not nIeasured in com1a'able W\'ss. Moreover. the relation 
between food consumption and food prices is libi'uonutns ill coliutries 
where a large share of tie population are loodprdlucers as well as 
corisrimers. 

A mliore promising alpproach for assessing the intrinsic value of self
sufficicncy in the national lood supply, therefore, is to studs its (irect ef
fects on fuod colsutniptirn. Stpecifically,. tile tuestio to be addresSCd is 
whether variations in corsumlption or tire rate of growth ill con. -,nption 
among countries are partially e.:.plaincd 1y variations il the self-sufficiency
ratio of the national food supply or by the rate of growth of this ratio, 
respectively. 

In making stuch all assessment. the enuergy content of per capita food 
consumption can be used as an appr-oximate indicator of the adequacY of 
food coruSnimptiori throughout tire countr-y' s population. It is clearly only
all approximation, because variations in the interpersonal distribution of' 
constnmption are not explicitly taken into acCou1nt. Yet there is some evi
dence that variations ,, the energy content of the per capita (ii,-t cxplain as 
much as 80 to 90 plcrcent of' variations in the prevalence d energy-deficient
diets (World Bank, 1986). This is of course becatise differenccs in the en
ergy content of the dlets of the poor and the rich are relatively small and 

1. Wheternr itis desiratle to stihsidizc an inctcase in ic thefod stuppty at the national orthe local level is an entirely separate issue, which ia%ben extenively discussed in previonschapters. Here, thc share of tonuicsticatly producecd fund in the tiial supply is the only 
concern. 
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differences in the income distribution among countries and over time arc 
not very large. 

Statistical analysis of data from fifty-five developing countries pro
vides strong evidence that variations of tile self-sufficiency ratio ill the na
tional food supply does not explain variations in the energy content of na
tional diets. For the purposes of this analysis, self-sufficiency in the supply 
of cereals was lst.-(, a a proxy for self-sufficiency in food supply, and only 
countries in which energy from cereals is in excess of 40 percent of energy 
in the diet were incltUded. Furthermoire. the statistical analysis was per
formed on five-year a'erages of tile iata to reduce the effect of annual 
stock changes. 

TFhe results frot .1 multiple regression analysis across gronps (f cotn
tries are shown in table 10.1. Per capita income has clearly a statistically 
significant effect on the mnergy content of the national diet. Self-stftciency 
incereal supply, however, is seen to contribute little or nothing to the ex
plaation of variations in the energy content of national diets. The em'piri
cal observation that cereal self-sufficiency has little, if any. effect on per 
capita food consunmption is corroborated by a statistical analysis of ten
year trends in consumption and the self-sufficiency ratio across the same 
developing comtric's. Regression results are shown in table 10.2. Whereas 
trends in per capita income, energy in the initial diet relative to tile re-

TABLE 10.1 F-stimating eqaliumns of energy content inper capita natioual dict 
across developing countrics. 1976- I98,() 

Se If-S ut ficic NII 
tInc me t-la iticitv Flsicits 

Region ) (h:I IC 

All countries (N = 521 0.14 00.05 ).hi 
(8.5) (0.2)

Africa (N = 21) 0.13 ().001 ).50 
(4.3) t0.I)

Asia (N = II) 0.17 -- ).039 (0.75 
(3.9) -0.5)

Latin Alnerica/Caribbean 0. 18 0. 010 0.51 
(N = I1) (2.7) (0.3) 

Middle Fast/North Africa 0.19 ). I I 0.74 
(N = 9) (4.0) t1.6) 

NOTE: The estimating cquation is 

log Y -,,, +- ;I logX + h,log X:, 

where Y is the energy in the per capila daily diet, X,is per capita incomc (purchasing power
parity). and X is the self-sufficiency ratio in cereals supply. Only fifty-two countries inwhich 
food energy from cereals provide in excess of 40 percent of total energy in the diet are 
included. t-values are in parentheses. 
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TABLE 10.2 Relation between growth rate in energy content of per copita dict
and growth rates in per capita income and self-sufficiency ratio of cereal supplies, 
1970-1980 

Equation R 2 

Equation I H.18 0.40 
(0.0)

Equation 2 -0.82 -- 0.7.1 0.00004 0.55 
(3.0) (-3.0) (3.2)

E"quation 3 -- 0.84 -0.75 0.00004 0.018 0.57 
(3.0) (-3.1) (3.2) (1.4) 

NOTES: The equtllion arc 

Equation I Y hX' 
Equation 2 bX,''"

'[FqtL1;160)n.3 Y =- l *lXr"" " , ,IX . 

where Yj  growth rate of energy in daily per capita diet. 1970-80; X growth rate of 
per capita incone. 1970-80; X - ratio of energy consontption to requirements,1969/71 average; X, - gioss domestic p roduct valued at purchasing power parityexchange rates. 1909/71 average; an0d Xj growth rate in self-sufficiency ratio ofcereal supply, I970-80). Only fifty-two count rics in which food energy from cereals pro
vide in excess of 40 percent of total energy in 1he diet are included. t-values are in
parentheses. 

quirement, and income level of tihe country contribute to explaining the
trends in per capita food energy consI Ipt ion, the trend in the cereal self
sufficiency ratio did not have a statistically significant effect. 

Conclusions 

This chapter briefly explores the role of possible alternative income
augmenting and supply-side interventions for increasing poor households' 
access to food. Interventions have been defined as policies or programs
that involve a trade-off between economic growth atnd improvecl nutri
tional well-being of tle population, att least itt the short runl. Whether they
also involve a trade-off in the long run beis arother qtuestion. which can
addressed only by knowing the investment implications of' trading off hu
man capital for other forms of capital. In this context, inconte-augtienting
interventions nust be judged by tile aonitult if income being transferred to 
the target population relative to both tile fiscal and econonlic costs (if the 
interventions. 

In general, the income transfer efficiency of marketwide or implicit
income-augmenting interventions is likely to be low, because it is difficult 
to reach the target population without conveying perhaps it lion's share of
benefits to nontarget households. Whether the income transfer efficiency 
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is lower than that in other interventions dependi of course, on the avail
ability of viable alternatives. The incmle ra nsfer efficiency ft highly tar
geted trah..,i paiyments (in kind or in cash) maV also he very low if it is 
difficult to identil'y and maintain a list of eligible beneficiaries. Yet if lhe 
alternative is exccssive rural to urban migration, the incoilc-aLugnicting 
interventions discussed in this chapter ma' still he more cost effective than 
having to provide urban infrastructure and urban income maintenance in
%erventions(say, through the listributi ion of' suhsidi/ed tood rations) when 
urban employment opportfunities are severely constrained. 

Raising the level of scl-sufficiency in the nliional Iood supply, if it 
does not lead to higher income ailloig the poor. has been shown to be ijief
fective. If a higher rate of' self-suf'ficienc%comis at the cost of redticing the 
incomes of low-income households. the effect is likely to he negative. 
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Results from Country Studies 



11 	 Food Subsidies in Egypt: Benefit Distribution 
and Nutritional Effects 

HAROLD ALDERMAN 

Oil almost any street corner in Cairo one can buy a tama',a orfila./o'l sand
wich for a few cents. This daily fare is a microcosm of the government's 
involvement in food pricing. The fava beans in the sandwich are subsi
dized. The oil in which they are fried is subsidized. The bread is stbsi
dized. The tea one might have with the sandwich is subsidized, as is the 
sugar used to sweeten it. Furthermore. the sandwich viill probably be 
wrapped in a newspaper that is likely to contain a speech or an editorial on 
the subsidy system. 

The Egyptian government and the population at large are not un
aware of the costs tof the system. Speakers frequentl v say that the annual 
outlay for food subsidies-more than I.0 billion l-gyptian pounds (CE I = 
U.S. $1.22) in 1981/82-exceeds t he annal plofits froni the Suez Canal. 
The economic costs, as opposed to the fiscal costs, are not as widely 
known, yet economists and planners are aware o' the relation of the overall 
deficit to inflation and exchange rates. Furthermore, they note with alarm 
the stagnation of agriculture and the growing dependence on food imports, 
which can be attributed at least in part to the food pricing system (Scobie, 
1983, 1984; von Brauin and de Haen, 1983). What, then, are the benefits 
for which these costs are incurred? 

In part, they are political. The commitment to food subsidies repre
,sents a social contract, the significance of which goes beyonld the value of 
the goods involved. This study, however. will concentrate on the implicit 
income transfer embodied in the various commodities handled by the gov
ernment and the characteristics of the distribution of principal goods. Be
cause many commodities are available at a range of prices depending upon 
the outlet (Alderman, von Braun, and Sakr, 1982), the benefits of the sys
ten will be depicted in terms of the various outlets and marketing clian
nels, which are in effect the instruments for implenlenting and modifying 
food policy. 

171 
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Implicit Income Transfers 

Ration System 
The formal rationing system is not the largest comipotnent of the sub

sidy bill, but it is the most wideyrcad. Virtually tile entire poplulation
about 92 percent of all households-have rationi cards that guaraitee a
monthly (Iuota of sugar, tea, oil. and rice at a low Subsidized price and an
additional quota of these goods :,t alother higher and generally subsidized 
price.' In addition, card holders call pirchase ruoitthl* allotniets of' len
tils and bealls, although the av:i!ability of tlhese is eallsonal an1d less as
sured. Even families who wre re not eligible for the lowCr priced rations in
1982 were etitled to t card that givc access ti collnoditics at the second
tier of suhsidized prices. l)istributcd t hir-ot.1h liccnsed private grocers, the 
subsidized goo(s arc reguiar vl available il nearlY all villages and urban
ncighbolrhloods. The goverrtirlents stll)llv auth'oritv thenelselves as a whole-
Sleri01 lt)rintilal stalC C IIt' tlitis.. Ibi,, rel lctsan illitial goll of' the 
system to pro)videC re.1gtlir Zaid CIluitahlc atcccs to scarce colliitoditics with 
(Itanitity rahethe th;n price mcltriinm,, determininlg distributiol.

Ill additiol to this rtliol s. tlll, conilluers call purtchase goods from 
a nietwork of colh)Ieraiisies iald ltate-oVItLl 'til tltscI, lso cIlledC(oo)
eri' "ves. Mernhershi i ,ot rcluircd lotlltrcha,,e, iot (I0 official quoltas
exi:t toilll1llyi\ purchase.s,. hlutltlrlr, opeull-lllarkct litivae trle is 
pcr. itted.
 

For 1 ,st fatitilies. tile goods avilable thr, righ the rIitioti 
 system are
inframargitral; the ttajorilv of families, make ad litioial purchases;at coop)
cratrvcs )r ot the o i narket. For cxamplc, %\hereasless than 2 percent

of either the urbahi1in Or the riral htouscholds surveyed reported that they

declined sonic of' the sIgiar ratio l. 
 7(1 percellt of the urhan a1d 79 percent
of the rural familics iurchased anioutls abiove the ratiom. Similarly, 55
 
percent of urhan dwellers arid 51 
 prccrnt ol rural households purchasedaddijiltral amoutnts, of rice. while less thai i1 percewt of either group de
clined the ratioln. 

Although the protprtriott of ctIlsttie-s who piltrclhase additional 
a'nouiitS 01' goodsI thatt atC aso aVailblC il tile ationl shops is rouglyl the 
sam,: il rural and urban regiolls. tile share that comes frtli the coopera
tive system is rcgionally deetiiiried. Urbani residents obtain list of their
additional huui-chase ,1 sugar, oil, arid lentils froirn the cooperatives,
whereas the bulk of thieir liturchacs of rice. tea, arid bans conie from the 
open narkel. 

Rations, then, can be viewed as atugmenting coisuniptiol through an
income transfer ratlhr thai influencing the antliotit cotnstinilrl by lowcring 

1. -LxcC hpttlre ziu l t t i l Stallic, illt tip, cha ltrare ha,d il d1 i oft
1,39'i0 rurtl and 9-80Ourtan Iouscteiolt, Uodit taketi bv T:tI'tNational Planningt il 

anr tlh g..ypiiani 1stiluntefotlt981 and 19+82 (Aldeaina and v-oi Blrauin, IqM.O. 

http:hir-ot.1h


Egypt: Benefit Distrihution and Nutritional Effects 173 

the marginal price. The implicit income transfer can be calculated as the 
difference between a reference opportunity cost, ill this study taken as the 
cost, insurance, freirjht (c.i.f.) price of the commodity evaluated at tile offi
cial exchange rate and the various rationed prices. This difference was 
multiplied by the re:,pective ration amounts actually received. When in
come transfer is calcu lated in this manner, one sees that the average rural 
residet received a transfer of £E 0.7 ill 1982. while an urban resident re
ceived CE 8.7. The difference between the two sectors cones mainly from 
differences ill quotas for oil and rice. There is a slight tendency for the 
absolute value of tile transfer to decline with income. The analysis also 
indicates that larger families had smaller income transfers per person, 
which was mainly because some commodities are (list ribuited bly household 
rather than by individual quotas. Benefits measured ill percentage of total 
household incomes declined markedly with increased iiconie; the ration 
transfer for the lowest rural expenditure quartile ws 8 percent of their 
total expendittres, whereas it was old.; I ptrcenit for' thefhighest rural ex
penditure quartile. A similar pattern was observed ill the urban sector. 

Cross-sectional regressions indicate that increases in ration availabil
ity and quotas lead to statistically significant decreases of purchase of the 
goods from other sources. However. for most goods the redlction was iess 
thant the increase resulting from the ration anld the acconimpanying income 
transfer. This indicates that the ration has a small but measurable ,;ffect 
on consumption that is not predicted by income transfer alone. 

Bre,'d and l.hour 

Fhe commodity group that represents the largest outlay for the gov
ernnient is wheat bread and flour. Consumers may obtain stbsidized 
wheat products as 72 percent or 82 percent extraction flours or as bread 
made from these flours. The government licenses bakeries and regulates 
the size, moisture content, and price of the breads. The average urban 
resident purchases nearly three loaves of bread a day compared to less than 
a half a loaf daily for rural residents. This apparent disparity is mislead
ing, however, for nearly all rural residents bake at home whereas only a 
quarter of the urban residents do so. The rural population obtains more 
than twice as much subsidized flour per capita directly from government 
channels than the urban population. The annual value of the transfer in 
bread and flour from licensed outlets that wenit directly to consumers came 
to more than £E 600 million in 1981/82. Of this, nearly half went to the 
rural sector. An additional amount went to consumers through restaurants 
and sandwich shops. 

In addition to bread and flour obtained from government channels, 
one must consider flour obtained on the open market, which accounted for 
nearly half of all the flour purchased in the rural area. Mtch of this flour 
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was originally imported and sold at subsidized prices at government shops
and then resold by individuals at This isa slight markup. a legitimate 
means by which consumers in villages without flour shops or without the 
means to purchase a 100-kilogratu sack obtain this commodity. In addi
tion, open-narket sales consist of flour milled fromt domestically grown
wheat, the bulk of 'which is traded on the open market. Nevertheless, from 
evidence obtaine, from the nousehold survey conducted in 1981/82 by
IFPRI and the Institute of National Planning, it appears that a majority of 
open-market flour %,ales wcre at one stage in the marketing network han
dled by the government and therefore indirectly subsidized. When this is 
taken into consideration, there does not appear to be ally I-bain bias in the 
subsidy on wheat and bread. hban residents obtain an anntal transfer of 
£E 17 per capita from ihese products, while rural residents obtain more 
than £E 12 ditectly from government channels and an additional -E5 or 6 
through the open-market channels. 

Although no limits on individual purchases of 'breador flour arc set by
the central governmient, rural districts can.and frequentl y do limit monthly
purchases of flour. '[his is particularly the case (luring festival periods,
when there is a possibility of demand exceeding local supply. Such tempo
rary limits influence pturchases, hence total transfers. Similarly, the distri
bution of outlets affects purchases. Although ru-al reSidents without a 
flour shop in their own village often im-chase flour from government out
lets in neighbor-ing villagLs, they are less likely to make such a purchase
than households with a oci I flour shop. Interestingly. when thev do make 
a flour purchase, it is larger hian that of others but not sufficicitly so as to 
offset the smaller f'c-qentccy. 'lie net effect of such institutional factors is
in favor of the southern districts, where the detisity of fHur Shops is great
est and in favor of small families, as temporary purchase quotas arc fre
quently per fmily rather than per individual. Oi a regional level, the gov
ernment markets greater quantities of grain in districts where local 
production is less; hence, it evens out domestic consumption. 

Quotas and shortages are both sporadic and local, and therefore the 
implicit transfer from lour subsidies is determined naiinly by the house
hold demand for bread and floun-which is determined largely by income. 
The absolute value of the transfer can be shown to be significantly and
positively related to income in mtiltivariate regressions, bitt, with theas 
ration system, the relative share as a proportion of tile total expenditures
declines with income. However, not every flour product .sconstitmed in 
greater quantitics by upper-income groups. Income eIasticity is negative in 
urban areas for blady flour and bread (82 percent extraction) and virtuo
ally zero inrural areas for bhaadv bread, indicating tha, halati, bread and 
flour are inferior goods. This is not the case for 72 -percent-extraction flour 
or thefino and shamy breads made from it. Given this pattern of distribu
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tion of benefits, and that refined bread and flours provide less than a quar
ter of total urban flour consumption and only 10 percent of rural consump
tion, there appears to be some potential for reducing the fiscal cost of the 
subsidy bill by reducing the subsidy on the refined products. Althaugh re
gression results support this vicw, there is some evidence that appreciable 
cross-price effects would moderate the effect of an isolated change of re
fined flour prices. 

Cooperatives 

In rural areas, cooperatives provide only a small share of any of these 
goods. Consequently, the transfers obtained by rural residents from coop
eratives are only one-tenth of those obtained by urban residents. The aver
age urban resident received a tra .sfer of approximately EF 8 annually 
through the subsidized cooperative system, about half of which was em
bodied in purchases of frozen meat, poultry, and fish. Residents of Cairo 
and Alexandri. are not particularly favored by staples from cooperatives 
but do obtain a significantly greater aniount of the frozen goods. as do 
members of cooperatives established at ,vork places, usuatly government 
offices or public sector enterprises. 

A principal difference betweel items available at the cooperatives and 
those frotm the ration system is that there are no assured Slpplies at the 
cooperatives. Although a family is not linited in tile monthlily purchase of 
staple commodities, the cooperatives do have monthly qtlotas that are fre
quently less than the quantity that consuriers would want to purchase at 
the fixed price. For this reason, lines form at the outlets-not because dis
tribution is slow but because goods are allocated on a first-cone, first
served basis. Those who arrive early gain priority ,ights to the goods. Late 
arrivals risk being confronted with empty shelves and the necessity to wait 
until the next shipment or to pay a higher price for the g-ood on the open 
market. 

Such distribution by willingness to wait might be expected to benefit 
the poor, who may be assumed to have lower opportuti ity costs for waiting 
in line, that is, to value less the alternative use of a unit of time (Barzel, 
1974; Nichols, Smolensky, and Tidcnian, 1971 ). The available data, how
ever, do not support tile hypothesis that the poor can be targeted through 
their willingness to wait. For example, the ratio of cooperative p vchases to 
open-market purchases is no higher for the poor than for the general popu
lation, as would be expected if the poor were more prone to use that outlet. 
This is also indicated by Iiiultivariate regressions that measure the re
sponse to waiting time in a nianner analogous to price responses. The anal
ysis shows that the longer the waiting time, the less likely an individua! was 
to shop at the cooperative and tre more likely to purchase that good on the 
open market. The poor, however, were as likely to leave the cooperative 
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market if waiting times increased as was tie rcst of tile population; indeed,
in some cases, they were more likely '.The explanation for this pattern
seems to -:ome from the nature of the distribution: limits are seldom placed 
on the amounts purchased per vi,;it at cooperatives. Hence, the rich who
purchase a larger bundle obtain a greater benefit f,'om standing in line.
This greater benefit offsets any possible difference in the opporw;:rlnity cost 
for waiting. 

The pattern of puIi rchases and the response to waiting tinies for frozen 
meat, chicken, and fish are similar to those for staple.i from the coopera
tive. In principle, there is aImonthly limit oil the a iount of frozen poultryand meat that a family can obtain, although this is not .n assured ration. 
A strong relation observed betweein income and Frozen chicken purchases,
however, indicate. that this regulation is frequentlv not enforced. Unlike
chicken, more frozen fish and meat were corisuedih ,Vthe poor 0,tan by the
higher expenditure quartdlc, although none of the froenm cmrinodities 
were vidcly purchase(;. Les thit a third ;I the utlrhiii populat oil obtains
ftze. chicken inl any give nonth, with the percentage of families pur
ch's-:,, as opposed to the quantity bhought, declinint, with income. A simi
lar patter,i vas observed with frozen fish, whereas less than a quarter ofthe popuiation obtained frozen ineat. I -. s than 3 percent of the rural pop
uati-. i obtained cither frozen chicken eat, but I I percent were able to 
procure fro:un fish. 

Two other forms of direct subsidies contributed to the subsidy bill.
The principal one, yellow maize, which added more thanI' I 150 million to
the sUbsidy bill in 1981 /82, however, is actually an input in livestock pro
duction. Whereas nwe than 20 per-ent of this maize goes to rural house
holds through the c-oPoperatives and islisted for huiman consumption, virtu
ally all of it is used as chicken feed. T e rest of the yellow maize goes tolarge-scale poultry far,:s, feed processing, and starch manufacture. File
distribution of subsidized yellow maize is the most regressive of all foods.

The poorest rural quartile obtained onl' 
 14 percent of the maize distrib
uted by the cooperatives. although they purchased 25 percent of the yellow
maize sold on the open market. Maize through the latter market channel 
costs tip to twice the subsidized price, although all yellow maize in Egypt is
imported and subsidized at some point in the distribution network. Yellow
maize is also a major input for prepared cattle feed, much of which is dis
tributed at subsidized prices in the agricultural cooperatives. The poorestquartile obtains only 7 percent of this commodity. Again, this is not be
cause their dei.land is saturated, as evidenced by the larger share of more
expensive open-market sales of feed they purchase.

Another subsidized item using imported "heat flour is pasta, whcse
subsidy accounts for more than 1E 60 million annually. The income elas
ticity for this commodity is larger than for any other subsidized food com
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modity, with the exception of ft,)zen chicken. This indicates that the sub
sidy is not targeted to the poor. 

Open-Market Purchases 

Although consumers benefit from subsidies ol foods directly or indi
rectly handled by the government, a broader picture is obtained when one 
looks at open-market purchases. The local price of some open-market 
commodities are below the c.i.f. price for the good, and therefore the 
consumer receives an implicit subsidy when purchasing the goods. Open
market purchases of flour and cereals fall in this category. For other com
modities-notably domestically produced milk and meat products but oc
casionally sugar, oil, beans, and lentils as well-the open-market price 
exceeds the import opportunity cost for goods. Consumers are indire:lly 
taxed by import and trade restrictions oil these goods. The regional and 
seasonal pattern of rice svpply is such that it occasionally falls in the pro
tected category, although more often the local price is below the potential 
export price. As upper-income groups purchase more of the protected 
meat and dairy products, they pay the bulk of the premium a.triitoted to 
the distorted prices for these goods. The principal beneficiaries of s:ich a 
price system are the producers of meat and dairy products as well a; the 
producers of clover, the main cattle feed. The government seldom directly 
captures the implicit tax on locally protected goods, except when the im
port price falls below the cooperative price. As discussed in chapter 13, this 
transfer from predominantly urban middle-class meat consumers is dis
tributed throughout the rural sector and partly offsets the implicit taxation 
on other agricultural commodities, particularly cotton and rice. 

Netting all these components-gains and losses from government 
channels, open-market purchases, and production-one finds that tile 
price system taken as a whole favors the rural community and tile urban 
poor, although some of the components do tot (see table I 1.). 

One notes, for example, tilat the rural poor gain nearly £E 19 annu
ally from government channels and an additional .E 6 from open-market 
purchases of cereals but lose £E 5 on other open-market purchases. In ad
dition, they have a net loss of £E I from distorted prices in agriculture. 
Their average per capita gain from the pricr ., ,ystern, then, comes to 
£E 19, which is slightly higher than the average gain for the rural sector 
taken as a whole and exceeds the net gain of £E 13 for the urban sector. 
This average gain in the citics included a relatively large gain of £E 22 
transferred to the poorest quartile and an imputed loss of £E 4 for the 
richest quartile, whose losses on open-market purchases of animal prod
ucts exceeded their sizable gains from subsidies and distortions in other 
market channels. 



TABLE 11.1 Income transfer from food subsidies and distf:rled prices, Egypt. 1981/82 (£E per capita per year) 

Source of Transfer 

Government channels 
Open-market cereals 
Other open-market goods 
Animal production 
Other agriculture 

Total 

Total as percent
of annual expenditures 

SOURCE: Data from the household 
Planning. Cairo. 1981/82. 

Urban Rural 

Lowest 
Expenditure 

Quartile 
25-75 

Percent 

Upper 
Expenditure 

Quartile 

Lowest 
Expenditure 

Quartile 
25-75 

Percent 

Upper 
Expenditure 

Quartile 

27.55 
0.71 

- 5.91 

29.61 
2.62 

- 14.85 

31.22 
1.34 

-36.57 

18.76 
6.58 

-5.26 

18.21 
lI1.o2 

-8.65 

23.66 
19.30 

-17.59 
4.19 7.67 13.43 

22.34 17.58 -4.01 
-5.29 
18.98 

-9.64 
19.21 

-20.25 
18.47 

12.86 4.66 -0.40 16.89 8.68 3.53 

survey made by the Internatonal Food Policy Research Institute and the Irstitute of National 
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Nutritional Concerns 

'he government's involvement in food distribution, then, contributes 
a significant portion to the purchasing power of the poor throughout the 
country. The low prices for major food items undoubtedly contribute to the 
high food intake in Egypt, intakes that exceed those of virtualiy every other 
developing country. The lowest expenditure quartiles in both the urban 
and rural sectors consume more than 2,300 calories on the average, and 
the entire population reported an average of more than 2,6(00 calories con
sumed in the previous clay's meals. Slightly higher results are obtained if 
average calories are estimated from food purchases. Protein intake is simi
larly high; even when corected for amino acid conip ition in all quartiles, 
the average intake cxceeded the per capita requirement for tie average 
family by at least 25 percent. 

Floor and bread are the principal sources of both ci orics and protein 
for all income groups. In rural areas, maize, coarse grains, and rice con
tribute about a quarter of the calories provided by flour and bread in the 
diet. Inurban areas, sugar's contribution to calories exceeds that from 
rice. It is significant that the ration system ,ontributes an appreciable 
share of calories to t,: overall diet, but because these are miainly from 
sugar and oil, the ration system is not 1major source of protein Nor is the 
cooperative. Thi is true despite the role the cooperativcs play in distribut
ing frozen imrcrt-d nieat and fish. Current high levels of protein intake 
would continue even if the contribution to the diet provided by all items 
from the cooperative were not included in the totals, indicating that there 
is little justification on nutritional grounds for 1li1L subsidy on frozen im
ported meat and fish. 

This point is underscored when protein intakes are adjusted to derive 
amino acid composition. There is no hunman biological need for "animal 
protein" per se. Indeed, protein is not absorbed in digestion. What is re
quired are amino acids, which are the building blocks of protein. These 
can be assembled to form human protein mly if they are present in the 
relative proportions of the human body. Otherwise, excess amino acids are 
used as an energy source rather than as a building block. Although the 
proportion of aniino acids in animal products most resembles that in hu
mans, the average diet in Egypt is sufficiently diverse that the amino acids 
lacking in one food item are likely to be present in another consumed at th 
same meal. The twenty-four-hour food recall included in the household 
survey allowed for the calculation of such proportions. The results indicate 
no protein quality problem in the Egyptian diet. 

In calculating the percentage of families that do not obtain sufficient 
food to meet family requirements, one has to account for both sample vari
ation of recorded intakes and the biological variation of human require
mLns. As protein requirements are believed to be normally distributed in 
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a population, with individuals having little latitude for influencing their 
requirements, it is possible to make a statement about tile probability that 
any observed intake falls below requirements. Accordingly, the require
ments used for this studv were determined by the average requirement for 
a given age and sex plus two standard deviations. The actual retquiirements 
of 97.5 percent of t0 population will be below this pxoint. Furthernmore, 
observed intakes were revised dow 'wardto adjust for digestibility. 

Calorie requirements differ from protein requirements in that an indi
vidual catl influence caloric requirements by changing his or her activity
level. ('onsqtqentlNly, one must determine a norm for activity in order to 
discuss requirements. In this study, m,oderatc activity is assumed, with a 
15 percent reduction of caloric needs to accommodate variation of require
ments among individuals as well a'. any costless adjustments of behavior 
(Beaton, 1983). Using these criteria, one finds that 17.4 lercent of the ur
ban and 10,.3 pucrcent of the rurai households oblained fewer calories than 
their adjusled requirements., P'otein-deficient households comprised only
4.7 percent of the urhan saipi- and 8 percent Of the rura.il sample. It is 
important to note. however, that virtuallyIv no household was found to be 
protein deficient that was not also caloric (eficient. This underscores the 
view, that there is no need for a specific protein policy distinct from other 
elements of an ovcrall food policy. 

A portion of the apparent nutrient deficiencies maN reflect measure
ment error and family differences not related to purchasing power or 
prices. Tlhis view is supported by the appreciable percentage of upper-in
come groups that appear deficient. If one attributes this level to "back
ground noise" and subtracts it from the catculated level oft deficicncies for 
all quartiles, the urban calorie-deficient population is reduced to 10.4 per
cent and the rural to 11.4 percent. As expected, the bulk of the calorie
deficient populatien is in the poorest quartile, representing 24.0 percent of 
the urban poor and 32.8 percent of the rural poor.

The statistical relation between incotne and the probability of a calo
rie or protein deficit was revealed by a probit regression analysis. Income is 
highly significant illexplaining observed family caloric and protein defi
cits, with rural income increases more likely to decrease tile probability of 
a deficit. An increase oflE 5 in monthl v per capita income will reduce the 
probability of a calorie deficit by 0.01 (iean i -z 0.17) in urban areas,
whereas an increase of £t 1.5 would achieve the same reduction in rural 
area-;. It is unlikely that such a pattern is generated by random variation in 
requirements; it probably reflects pockets of undernutrition that persist
despite high overall food consumption. These pockets are more likely to 
occur among urban dwellers in Cairo or Alexandria and among rural 
dwellers in Upper Egypt in the case of calorie deficiency. 
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At the same per capita income levels, households headed by females 
nie less likely to have low calorie intakes if they live in cities, and families 
with larger percentages of children arc less likely to have a caloric deficit. 
The family requirements arc based on the age distribution in the family; 
therefore, families with more childrcn have lower overall requircmcnts. 
There is no way to determine from these data whether the children them
selves are more or less likcly to consume the required amount of calories. 

In cities, ration card holders are more likely to meet their calorie re
quirements, whereas there is no statistical difference in rural areas. Be
cause the ration system provides only a moderate share of total calories and 
because families without the card can shop for these goods at the coopera
tive or on the open market, this is a puzzling observation. It probably re
flects both the dclnographics of families with(ut cards (frequently newly
weds) and market imperfections. 

A probit regression was also used to ascertain the relation between 
having had a child less than live N,-Ar: -!d di- in tile previous year and 
caloric and protein inadequacy. Although 7.5 ic ctt of tile rural families 
surveyed reported such an occurrence-which is alarming when one con
siders that niany families had no children in this age bracket-no statisti
cal relation with either income (negative correlation but not significant) or 
dietary inadcquacy was observed. The pattern of distribution of food 
among family metmbers and the quality of health care delivery are iore 
important predictors of child mortality than faniily food consLilliption. 
Moderately high levels of sttunting and wasting have been observed in 
Egypt (Egypt, 1978). 

The relation of income and calorie deficiencies reporled above as well 
as the moderately high income elasticities for caloics hi Egypt (about 0.2 
overall and nearly 0.4 for the poorest quartile) are evidence that the calo
rie-deficit population would increase if tile current incon:e transfers and 
price subsidies were removed. Improvenents in current high mortality 
rates or a decrease in the number of children with clinical signs of malnu
trition, however, are more likely to be achieved by improvements in health 
care and sanitation than by any increases in food subsidies or other con
suner-oriented food policies. 

Summary and Policy Implications 

The functioning of the ration systen indicates that it is possible for 
a government serving as ati importer and principal wholocsale, of basic 
staple.; to achieve a uniform and uninterrupted distribation of goods. The 
use of private traders as the ultimate distributors of ratious does not sub
vert the goal of equitable access to goods, despite fluctuating and occasion
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ally scarce supplies; it may even account for much of fihe distributional 
efficiency. 

The existence of rations within a multitiered marketing system has
only a slight effect on consumption levels, but it has a significant effect on
income. This income transfer, or negative tax, is untargeted, but it reduces 
the relative inequality of inconie by giving higher proportional shares to the 
poor. Althou h such a transfer could also he achieved 1) a food stamp
scheme or a direct income transfer, policing such s+'ysteni nma*V involvea 

administrative costs similar to or greater than guaranteeing 
 the qllotas.

Although the ration system ifn Igypt (oes not determine the house
hold marginal purchase of hasic conmmodities and, therefore, probably
does not contribute to allowative iiiefficienicies or deadweight los,, the same 
'annot be said for other forms ot' government marketing. Rigid prices lead 
to local disequilibria. and consuillers gain acTess to goods by their willing
ness to wait at the cooperative. lhe ' aallocae resource-iue--Iulnei
the- tie government nor"anY iieniher of ile ecollony receives this resource 
as payment. Raising tile price of goil,., sold at cooPeratives to the lvel of
tire current cash costs plu, tire alocwatlo should rlot appreciablv change
market-clearing quanuitilt,, Yet 0it wonld glgai more revenues fIr the govern
nrent. The current means of alloc/lion ) hv willinigness to wait does not !It
get the pool*. It is possible to increase [lhe effectiveness (o such targeting 1y
limiting tile size of iurelase that can he iiiade 1)e visit. This, however,
would increase deadweight loss to the uconoriyv as \vel as the real costs to 
niany households. 

The tendency to reduce goverinnient costs hv changing local quotas
rather than by raising prices also leads to higher open-market prices in 
some r'egiins than otherwise would be the case. The effects on distribution 
differ by commoditv but may he different from those intetnded. This may
be particularly t-tie f'or agtritltural inPuts, includiig maize for feed. 

Finally, low prices fhr wheat and f' ,ir have an appreciable effect both 
by increasing real income and hs low,:.. martinal prices. Unlike rations,
this probably increases tctal constimlh.tiir appreciably. The government 
can influence eonsumption somewa0at thr-:mgh licensing and placement of 
outlets, but riot mtch. A p!icv of ptce differentials on- luotas for items
like bread and flour of differenr qualihies ,vill also cause consumiption of
other goods to change in a manner thlat mav red'uce the net fiscal savings
from the price change. This stresses the importance of considering substi
tution in assessing and redesigning existing, pofli,ies. 



12 	Food Subsidies in Egypt: Implications for the 
Agricultural Sector 

JOACHIM VON BRAUN 

Food subsidies affect various sectors of the Egyptian economy, but their 
influence on agriculture, which employs a considerable share of the na
tion's resources, seems particularly strong (von Braun and de Haen, 1983). 
A major objective of this research was to analyze the agricultural policy
making in the environment of a large and glowing food subsidy system. 
Inefficiencies and misallocation of resources iii agri:'ultnre arising from 
food subsidies are hidden costs of such systems. However, it is crucial to 
separate out from the whole bundle of policy goals an(d related instruments 
those that are directly or indirectly linked to food subsidies. The basis for 
this can be provided only by a complete quantitative assessment of a coun
try's agricultural policy and its determinants. 

Those commodities tht are strictly rationed at fixed prices on the 
food distribution side are also strictly controlled on the production side. 
Rice, pulses, and sagar are examples. Nonrationed or not strictly rationed 
commodities like wheat, maize, sorghum, and meat have experienced con
siderably less interference in allocation and marketing. Agricultural input 
and output prices are distorted in different ways: whereas field crops are 
usually taxed, the production of meat and milk has typically been pro
tected by import restrictions and by the supply of subsidized feed. The 
special situation for feed and livestock indicates that food policy may cause 
a consumer-to-producer transfer and even a producer-to-producer trans
fer, which accompanies redistribution of incomes among the production 
sectors within agriculture. 

The following assessment of the effects of food subsidies on agricul
ture takes account of specific linkages and policy mechanisms. The effects 
on production of procurement, price fixing, area allotment, and the com
petition for scarce public funds have been considered. A distinction has 
been made between those markets where subsidized and rationed com
modities are released from government outlets and so-called open or free 
markets, where transactions of food commodities are uncontrolled (von 
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Braun and de Haen, 1983). The sector analysis is supplemented by micro
farm studies, which examine the intrasectoral incomc distribution effects
of food subsidies and price distortions for different types of farml house
holds and assess farm households' behavior toward tile sLl)silized fooddistribution, that is, their response in production, marketing, and coni
sumption of cereals (Alderiman and von Branun, 1984). 

Food Subsidies and Public Spending on Agiiculture 
Since 1973, food ,,ubsidies, which were negligihle in the 19 60s, have

accounted for 7 to 15 pi-cent of total public expendiiures. The additional
drain on the budget in the 1970s had repercussions on other expenditures.
as these subsidies were not entirely financed by increased revenues or deficit spending. How was public spending on agriculture affected, including
agricultural investment and research and devclopment efforts?

The agricultural budget, which had been steadily declinting between
the mid-I 9 60s and 1974, has grown1 in real terms si nce then. The 'ise inpublic expenditures in the mid-1 9 70s reflects release from the war burden
and a reshuffling of the economy toward a more open and privately oriented system. Gross domestic product inl real terms grew twice as fast dur
ing 1972-80 than during 1965-72 (7.3 percent versus 3.7 percent).

The agricultural hasbudget undergone far-reaching structural
changes. Input subsidies, mainly for fertilizer Ind pesticides, became a
major component of the budget in the 1970s, whereas these commodities 
were slightly taxed in the 1960s. Other currein expenditures were stable inreal terms, but their share decreased because expenditures onl investment
and agricultural input subsidies grew. Input subsidies increased, as didfood subsidies. Clearly, in terms of domestic currency, when import prices

rose and utcontrolled doma, 
 - ic prices were inflated, the government at
tempted to stabilize both c, ,led consumer prices and agricultural itl
put prices. 

To a degree, the agricultural budget (investment and current expendi
tures) was forced to play the role of a fund of last resort. However, if subsi
dies for agricultural inputs, which parallel consumer subsidies on food, areincluded, the gross fiscal support of agriculture is not reduced relative torising food subsidies (figure 12.1). In the last years of the 19 7 0s and theearly 19 80s, fiscal support of agriculture began to be restructured, with a
stronger focus on investment ill land improvement, research, and develop
ment. But public investment in the sector remains small: only 9 percent
goes to agriculture, which still provides about half of the country's employ
ment and 20 percent of national income. More is spent on food subsidies 
than ()n the agricultural sector (figure 12. 1). 
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FIGURE 12.1 Shares of food subsidies and agriculture in the total 1gyptial budget, 
1971-80 

Food subsidies12 - Subsidies to( atif ckllural Inputs 
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SOURCE: Von raun and dc Ilacn, 13. 

Relation of Food Subsidies to Government Interventions in Agriculture 

In analyzing the effects of price and market intervention policies 
on agricultural income, on producer and constilner welfare, anld ol tile 
government budget, this market analysis by commodity provides the 
groundwork for a final policy evaluation in which the relation between ag
ricultural taxation (the "burden on agriculture") and food subsidies is as
sessed. All major agricultural commodities are included in the analysis 
(von Braun and de Haen, IN83). 

Efficts of Price Polic (n Cereals Markets, 

The three major cereals produced in Egypt-wheat, rice, and maize
are affected in different ways by agricultural policy, and their market 
structures do not have much in common. The producer prices of all three, 
especially wheat and rice, are kept below international prices. The govern
ment procures rice and wheat but not maize. Whereas procUrement for 
rice is compulsory, with a quota per unit of land, a similar regulation for 
wheat was virtually phased out in 1977. Imports of wheat and maize are 
distributed at subsidized prices, but the former is channeled to consumers 

http:Implications.or


186 Joachim vim IBrn on 

while the lalter g"ies rainlv to livestock prodtcers. I-g:,pt 's dolrestic wheatproduction covcrcd about 20 percent of total coristjul)tioi in 1982.
l)omestic prices are depressed below their inttcrnatiotnal ecluivalents,

which lplaces a buldell ] wheat produccrs. This burden mlv he split intothree sources: procuremett, depression of' te f'reemarket, and inefficiency in the allocation of resources for production, which is tnstaliylvreferred t.aas net Social loss in protduction. ('onsumers gain 'riu. the subsidy
oil wheat fHour and bread, b t they lso gin fOrom the "edUction iii open
market prices net o' the misallocation to consunption . Most of these gainsare co%:lrCd by g'ove rnment s> idl)5,ies onl wheat impor ()r)roctured domles
tic wheat, and part is indireci lvfinanced hy wheat producers.


Subsidi/ed fixed collstlllr.r prices rangeid 
fo'lm 28 to 58 percent of tileinternational wheat price dutri g I9)(5-), alld were ,lighitly higher thangovernmenet procurement prices durirn.g tIe I 9l0(s. Ihis nileai, rite govern
m1ent was able to geCerate revenues froltll(litestic procIlrienIt policy,which was comlpulsory al that time. I)rrrig the 9 70s.1i the pr(ocirellent 
prices usually exceeded tire average fixed columer price.lhe i:,lernatimlal wheat price ut,.:lin the anal ,ysisis the reportedvalue of a unit of, wheat co)rrCctetl for handling Costs and for t1- oervalua 
tion of, tire lFgyptia poitnd (Ld.), al overvaltratiol th fluctuated con.siderably tdiring the period of obtservation. lhe black i.arket I-arC is Used 
 ;aS
an approximation oIltie presailing shado exchialtre rare thriluigho.ll thisanalysis. IFor the calculation of trodtrcer losses atnd cornsuner gaills, tileinternational whe l price adjusied as described should reflect the marginal

impoart price. I.,gvpt receive 
 sigrnificart ar tr its of food aid aird concessional imports. Ill IN)0 they accoutl tltw aboult 3( percent of all wheatimported. It should be noted. howeve:', that rt,'rmarginal import price,
which nattets 
 irt asscssirng the oppor1turritv Costs of, wheat products in 

gypt, wnlId be alfectled bY fod aid dollttis oInly if all commercial
wheat exporter, to Igypt were al) fod aid 1 ors, providing aid through
aI tight rel:tion to cotmmercial sales. [ihis is hardlv 
te case, althoughsomeitt es a s stenatic relalion between aid arnd trade seems to prevail for
 
selected tradinrg par-t 
 ers ofI' ypt.

I lie following restilts were obtained f'ruiir marketthe analysis. In1980, vhea, produccets had art income I,)ssof fl: 13-4 million, which equals26 percent oithe burdgeted f'ood subsiics for wheat. Iicorme lost by I-ice 
produrcers because of rice price policv was aboutt L 20 million in 1980.Subtracting rite social loss itlproduction and tie small arnotint of' rice export taxes in that sear and adding the government otrtlaYs lor the directrice subsidy, one ;rrives at the actual surbsidy to rice cmnstiters, calculated 

I. ! rI tkas I '. $S t3 jtI li t'ii,I c,.ch,!tge rate thitt . $.St .22 arlie 'ack rnarket 
rale in I'19t ",tui. HSi1. 
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at the opportunity costs to the economy. This invisible producer-to-con
sumer rice subsidy cerresponds to 20 percent of the official (explicit) 
budget subsidy for all food commodities. 

The subsidy to the maize market is established by the government's 
import and (I ibution scheme for using mtaize for fecdin.lg purposes. It 
amounted to.,. 'A million in 1980/81. Other than the implicit consumer 
subsidy for maize, this explicit subsidy is an income transfer to livestock 
producers. Its net effect oii sector income depends on tile effect of bothi this 
additional maize supply and meat price policy on meat production. 

How cereal market policy1 affects ayricultiure becomes clearer when 
wheat, rice, and maize are aggregated. FExcludiig the exccptional years of 
tile world food crisis (II173-75), the treld of r'cal income losses of' cereal 
producers has declined significan t ly since 1905. Cereal I-, iduction was 
taxed much less during the second hilf of the 1970s than in the 1900s. The 
income loss per ton of cereals ill I1)75 prices dlrolpl)ed from alt average of£E 
56 during 1 905-t0 t) to Ji- 30 during 1977-8 ) (vol Brain and de Haun, 
1983). In other words, taxation of cereal production was reduced, while 
explicit food subsidies were increasing dramaticallv. The parallel develop

ient of subsidies and taxation Of production, which was so striking during 
the first half of the 1970s, was not the result of a stable causal relation 
between the two. The taxation of cemeal prodtictiotn declined ill the late 
1970s mainly because both rice procurement prices and maize prices in
creased. Wheat price policy did not ha'vc muile effect oin aggregate cereal 
)rices. Despite the decreased burdel ol cereal production, implicit ili
come transfers from proiducers were still fl 422 nillion in 1980. which 
corresponds to aboiut 75 percent of the cxpliv;i :cr'''il subsidy budget in 
that year. Rice aone accouited for about 54 I),'crLt of' that. 

Food Subhsijdes and the Overa/l Iurdhen oit Agricn.' in' 

Consumers received growing stll)1)01't th rough dcpre:;seCd cereal prices 
and subsidized (listributiioni in the late 1970s, after several vears of reduced 
transfers following the international food price crisis (see table 12.1). In 
1980, 78 l)ercet (If all consuier gains oi cereal markets camlle front 
wheat, 21 percent from rice, .il( I percent from maite. 

Egypt's livestock density is on of the highest in the world. Its animal 
production sector is closely' linked to all cropplhig activities, because cattilc 
and buffalo are IsCd Is draft ainials alid because fodder prodttction and 
fodder by-pioducts ofi major crops are inopllrtaiti. 3ecause allosl no 
rangeland is :vailable in the country, the opportunity' cost (If fodder is de
ternlined Iy tile prices of atll other crois. Since the mid-I 970',. llliestic 
meat prices have exceeded international prices, which indicates that meat 
productini is protected. The sanc is true for milk production. 

http:fecdin.lg
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TABLE 12.1 Income transfers from food subsidies and distorted prices in farm
 
households, Egypt
 

Farm Sims 

Landless 0I- I -5 More ThanSubsidy Farm Labor Feddan Feddan 5 Feddan 

Gains and Ioss,'s in production and inltnt uSt, (fI per ca pit: per year)
Cereals and pulses - 1.4 -- 9.4 - 30.9
Meat and milk 0.8 0.8 17.3 15.6Cotton and cane -. () - 29.7 -95.9
Inputs (subsiidie) 1.6 (.7 12.9 30.6 

Total 
 2.4 ,.1 -8.9 -80.6 
Gains and losses in consutniotn (£F per capita per year)

Rations and cooperative sales 0. I 
 7.5 o.9 0.1
Bread and government floor 13.4 13.7 8.7 7.5Cereals from open market 12.7 11.8 10.8 7.7
Other from open market -8.1 -9. 1 - 8.4 - 13.9

Total 214.! 23.9 18.0 "7.4 
Total expenditure 189.9 238.7 274.5 388.4 
Net gains or losses 26.5 30.0 (. 1 -73.2
Percent ol total expenditure 14.0 i 2.0, 3.3 - 18.8 

souRci.: Data from the hocsehold survey made by the International Food 'oliCv RsCCrchInstitute and the lnstitutle of National Planning, ('airo. 1981/82. 
NOT-: Farm households are classified by the main occupation of the head of household. One 
feddan = 0.42 hectare. 

Because meat is constn. :mainly by the high-income populatiotV, the 
price policy has important implications for equity as well. In other words,
meat and milk protection transfers income from the urban to the farm 
sector (chapter I I ). Taxation of most other farm products does the oppo
site. Farmers' gains from protectionist prices increased remarkably during
the 1970s. This partially compensated for the producers' losses on the 
other commodity markets. 

Price distortions affect not only the distribution of income between 
producers and consumers but income transfers between crop and livestock 
p. .duction sectors as well. Insofar as feed prices are distorted, they will 
change the competitiveness of livestock production with crop production.

Direct and indirect feed subsidies, with protectionism on the output
side of animal production, give a different picture of the aggregate taxa
tion of agriculture than if only major field crops are taken into account. 
The following aggregation of all losses and gains of the farm sector due to
price distortions further highlights this fact. This aggregate burden on ag
riculture, expressed in 1975 prices, fluctuated between £E 500 million and 
£E I billion between 1965 and 1972. After an extraordinary peak in 1973
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75, it dropped to about .LF.350 million per Year in :970. Ili other words, 

agricilture was implicitly taxd ninuch less in the sue( nd hal f ftile I970s 
than 1h.fore (see figure 12.2). ilie total burden was rectied nimstly iy ;,wv 

cring the burden 'im cereals .id cotton and ircreasilig proIei(,, alnim; 

products. It wa:, raainly lhe development (f livestock protection a.wr IW374 

that clunged 0,, relation between agricultule alld lilt-res, (fthe ecowrrvur*. 
As lic time series ot the implicit p)(dtcer to co,oistlnrer transc,'s for 

the major food :womiiodits, imarkets show, explicit food suhsidie, cvolved 

tore.f asystet' subsidies fliyai by agriculof implicit collstlll_ el tced 

tu hrcketiiig food suhsidv\ bud rt for tihe ssterir i.tr 11973 is 
astonishing il\, if tile agrictilltral policy and rclated implicit subsidies of 

earlier years are ignotred Higih pvpllati grIlh. huith irconre growth, 
and weak rwrbeirrn;urw ofk oUricultr r:;d p'vductivr ,'tdUsrodvhilv a 

rapid decrease inself-so icie . I )\\did agrict', hioral policy react to this 
chalnge? 

A regressionr irL .l V.w used to asses",, more cvlt.prcrsiei\ 11c roll 

of each of the citrib,_ttrs io the to al btrdern. l'ie model evaluates the 

hypoithelical effects m 11C aTgriculiIt oral burdenOf tile three major plcy 
n'bjcctive:,: t( Isolatc ,1lo tic prices Irom iitetrrallioi:i price flucti:ations, 

FIGURE 12.2 I)cvetopment (it.'ud \1t1\udit, Ld ltlc ure milFgyptiar.tax tvrrxtdn 

agriculture, I0t70-1M( 
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SOURCES: Von Braun and de Hacn, 1083; Alderman, vcr' Braun, and Sakr, 1982 



I 9)0 Joachim vin Blrawlo 

to generate public reVeic.S. anid to redue explicit 'ood shllics (von
Braun and dlc 1l acn, I) 3) 

The results show that factor rcl)rcsentiiniig Ihi lolicstic iprice , lahilizatioln iiliject ivu and (ilie a ila hillt v oif14V1'iln i rc it,il it ftIhUiinale
Chanies ii biirdeiiILc: oi agrjicuf trc. lhc rising( food !,llsills bill citihr
had no ellct o ile huirdeillon ariCllilllriol itfteded to rcC it.lihc
estiltion l' slls also rCVal lit ilil)tli ianitieraSCtL fiscal vVenues illother soires. such as oil arid the Siue Canal. WCrt iii the rapit tcCrt asc of 
tic NIX biuteren ;ull iciltli
 

'hc' rlesu I t do ill i diiac l 11 ia, ii i ra 
 lhdlic' • i, I)Cil.4 (fililati
cally revi.ed as paiirt ')f ill 'cTll~iiiuiuic il \l'iv ilil) iai,,, i1ijcllilre
more ;iidh inidti(r\ lcs's, biu1( I llit a "hill illihisn" ii Ctioni (jotl,ernlent's hChNli ill t JtN iniilic';iie, hoever, thai it icUiiiic, QC( tiu!a ricillIira] i~ ' ltt)Ii. a\ hL' IrC'dirc, Iekl 14 iHl'i ';a 11c I I~t'lli ,11a.",ricltlilre, 

i ,r totii i c,tiscal 1rilI C, btl Ipub iliiii iii ilt'iltelils tii~lrihille, thihrl ll~ pubi lic , IsC C l ,1 ijor foodwt(t[or t'hailiic,l. 

Food Suh. di(es mers:l farnd liuip Mecffect and arrin 
tHouseholi Responses 

Thie sectiiial pci spective ee Noll ar fiat allowed assessntl of, agricultuiral jili,,> uuakiiitj ini the ('llviroilii it of a domiiiating looii subsid)
SySteil. Illii uCra, food r l.odiicls , illar hcause 01 thehItIlicy,ywhil

cosuil ers g:iiialhlllLh io soneiaket, like meat and milk the pictuirc

is actUally ITvetr cl. IhM\Ith 
 ii0C ,lte ,t, arrli liouschbt. which arc'

Intinh priiuccrs ail Conswiisl 
 ,5. itcr\Cs fllrther alysis. lhe farl iip
lation participale 
 hea ily ill ,el i ili"ils' shCltii As, clsMiflil rs., and the

pruo-clititn pat'tern 
 oft iiipliciilv ialacd or pllcld priduicts is far 'romibeing uniform alulioL typtial lmillms. flhe sp cilic ios and gain llaltte-nis
Of far il households de(teruiiclhic iriclic ,liukributioii lfects o'fthe price 
pOliCy kithii a riC rlii hes a c a'11O c'Cl 1)h \\. 
]"'arm /Inco<mlfi, ''~ 

A clmifparative static approiach was applic ti tiiacll qatit if'y prodan 
uct-specil'ic iicimuc Cffect f (ofdistirtedpriccs ol a hotsehold basis (Alder
mian anf von iraiin, I9M-I. Slirttes data collected eciit'icall, for h pu-uk

)ose Nyore usedI for the aiial\ysi%. Tilc patteris of' lo;,,es, and gaiis and le
sizfe o tie net loss or iaill wer-, dtCrniriitr! 1) the level alil sirlicli. ofprice distortiins. the ltill 

ductivit y, and :CSoirclc cnd(\\i.ileII S. Pioduclio 

farm rodchin 1:'iiclu 'c. inputl illnnsit' ailan pro
ienshy are agai structurs a; d input inn hav'il y deteiincd lu and Olltl)lit 1)iC' "aiW, and 
levels, iiclu(ing prices if ipuits scih as labor. Abundant fanilv labor at
low opportunity Costs oil slnall farns usually leads to higher )roduiction 
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intensity there. This may, all things being equal, result in higher yields, 
and production may be directed towar'd more labor-intensivv activities, 
such as the livestock sector. 

These determinants actually establish a distinct gaini-loss patte!un in 
the farm sector, as small farms are relatively more contceeitrated ill fle la
bor-intensive (protected) livestock secior, whereas bigger farms actitl1liy 
lose dis proporti natuely from higher shares of implicitly taxed crops ill their 
production programins. ,lablc 12.1 shows these pattc:ls lo tIir l'at r-su/c 
groups. It should be ueitioned that not all of tile allocation differences 
between 'arn-size grousl), aTe at colsctlecc (of the atual illcetive struc
ture but may be partly the tcsuiIt Of untt-enforctt art alotmIentsMgo\ir'lrt 
(Stich Is thoshr CotMo. stl', atid rice). 

Small farmers (less diall rule teddatl. r )124 hectare) ate tiet gainers 
from the distotted price structutr ll the l)'ldCt Ot side. \\li.h :l(S to 
their gains (income translers) 'rom f'ood subsidies ot tie Cotsumpt ion 
side. Cot this grol)p, losses on cereals. SiUgat_1Cat. Alld( cOttMM ale oVrColl

plensaledt foby the gains from tliia ! prOductioll atl inpult 'tbsidies 
(mainly feed). Although tcdiuill-sizd farnlm, (o nC to five tcddall, :.c tiet 
losers Oil le plrodtiol ,idC ill, se IScs ar less tha their gainls oll the 
consutmption side. leaving the grotp a net .lil1te. [hi, is lot (t1C case with 
larger farms of tmote thatn five feddati. Ill this gllhp. wIt losses Otl the ill
cone-getieratiig pt'(dutctionI side greatl' exceed iicome t ralisters tt thle 
consumltiot side.-'For income (listriblttion of the agricutural p)plation 
as a whole, the cotnbillted effect of lood subsidies and distorted agricultural 

Matiy rutral people derive itltotic patt-tiuc agricultural produc 

prices is evetn mote ptgressi\e that tile illcl_ l'tlsfer eflfccts on tile con
suimption side alone. 

-f'rm 

tion activities, even landless I'llt vworkcrs. li a classif'icatioti itto ten 
groups by enplonmtet, Ihatdlcss fart \\orkers is the l')ntst, with a niean 

per capita incone 32 percent below the rut1A 1v11g preita'd below 
the urban average. For these wo'ecrs, subsidits atnd price disttrions 

result in a net gain of 1-1 pttcent of their cuirtet nominal expenditure, 
whilh the larger farmrs have a net loss of 188 lt-'Cet relative to their total 
expenditure. This reflects the fict that the Food basket purchased bv the 
landless has a high propotrtio i of subsidized comlndilties. hence this 
group has a high reltive subsidy. The extent to which hant.less frm vork
ers benefit both t'rom wheat fHour and htc, d directl subsidized by the go',v 
ernment and from Ilv peti-tiatket prices of cereals is articularly strik
ing (table 12.1 ). The sum of these C.plicit 1dtt imuplicit subsidies Oti cereals 
represents 13.7 lercenti Of their total expeilditures. (uivei tile high budget 

2. Oui-ftar-n c'm nu m , cxlud fromn the on the i)rodutd(iniiuup 'gaiin-I{, halarucihg 
and ml)lSition %ide,. a% it d(cs ntl afttct netl iilntli transter,. 
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share of basic 1'(((d expenditure bN rural wage laborers, a;iiv reduction ill 
subsidized food supplies to rural households, possibly combined with a
policy of' higher cereal prices on tie op)en ntmarkets, would have neiative 
effects on this trolp's food situation. Unlike farm ltiseholls with actual 
or poleintial cereal )roduction, landless laborers wvtld lntirnluetialelv 
benefit front compe.,atory llleasllre focusil tt pl'ci ifull JI)ii pr Suel 
instruments vere applied parallel to a retlictiot of' fod Stisi'lies 

Cereals are tile dloiatit sonrce of calories ill lEgQyptian larm houise
holds, and acquisitio tt slbsidi/ed cereals plavs all important role fotr
the levels and C(Itositiollt(o cereals ctnmptliot. FIlterefore. anialvses oftIle effects Of tfc asailbilit\ Of stl+s(li,.(l ceearlsIVaillon protiliction, oiltile nlarketilg of f'at'l's t1 t'ait pid ticea ll tlt cetc+.ls cttllstttption 
are of particular intercst. 'hIe ovrvicw for the aIt.'t+uatc s Mdpplyatl disap
pearanee balance of all cereals h.% farm hiusehtolds in table 12.2 reveals 
that 

I.,Cereal Cnsnlllplioll pet" capita hardly ilncreases hy flIllsite. ()verall, 
leeliin 


collstlllpltt, hoever. ()Cs VaIV 


it is at a fahly Ci pertcapita teims.' The c.,Mlp osit itot Of this 
'Vfarill si/c.

2. 	SilsidieCd cereals rtt',l direct .ottMernnnt di-rifiutiotn Ittake tip t)tle
third of, cerealk c(mstiuptiol ill rural homusehoflds. 

3. 	 Riural htotisell I ill Itpper uspIuCtecei\L about (wi.t+ is llitncit sibSi
dized cereal t tilt .os'\ctlttuct as tltse ill lowe: lFP 1pt.

4. 	 I..andless li t:,chold, acluire ab)tt lhe' saMe amtMltin as sImall farll
househnfuls (Ile'ss that onle Icdtlalu), but \%ith increasint farl sie,
Iousehholls make Lss use of sutbsidied ecreals. 

5. 	 [ven mediu l d hi. farltis ptrcltase cosiderable :tillOtlnts of ceiC
als. At the same tinei tiey sel theit ott\\ produlice. Market integratin
of fa-in h(useholds is'cICurallv fairly high in Fgypt. 

Farmn House'hold/i %pis''%,,sx 

The availabilitY (od ,bsidized cereals 7n farm househotlds decreases 
grain productiott, t itt farin hoiusefols( %\its fhil"er ,rain pru dtuetion make
less use of subsidized cereals. A bakery ill the sillaue. otfher things being
equal, induces a rCdnCtiout of grailn productitm ill 	 that area by 13 percent,
and if subsidized cereals acquired by tile household are increased by 10 
percent, grain production drops bv 0.5 percent. These productilm effectsof subsidized cereals distributitutI tuirn ott to Ie signiificanlt after farm size
differences and government acreage allotnent for cash crops (cotton and
sugarcane) are accontutcd ft"in all atnalysis bsed <n farill hIusehold data 
(Alderman and oln Braun, 194-),). 

3. 	 These qtel lties are nit intkca s,a nttrahttsehold tosos are lit ;, .ot tled for. 

http:cetc+.ls
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TABLE 12.2 Aggregate cereal balances for rural houiehold,,liypt, 1981 /82 
(kilograms per capita per year) 

('ereal 80upply" 

(ereal IOis llteara ice" 
P illch , d.. . . . ... . . . 

an ialRural Pro- a CSt+., lhin Aifil 

HOLISChtIdl dctio Open 1;idtii,,id aitiMsaik,Sc.l (SUin,Mi1ll l"eced 

Upper gypt 137 1-13 1.47 53 32o 4() 
Lower Egypt I) I I6'h0 371)4 27 

)

Landless 0 Iq- 121 0 314 23 

0-1 feddan )8 IW 131 22 3201 38 
8, 112 .328 '1(1-3 feddan 2o8 .11 

3-5 feddan 301 I0 ) Iso .31.1 30 

>5 feddan Wi07 it 55 - 132 43 

Total 171 15S 10-4 3 1t) .15 

inil_ I i 

In1%fitillt' Mid (Cair..1)S", 

SOURiE: )ata frliii tihe hoittischlldi l l'\rI.0 1ii 111 I u1Cluiliiin it0 l l- Olic Res ilh 

tile lt1,littllC (11NatlionlP!jtmiln. .S?, 

'From direct gov ernmenit lisitii on.
 

"Cereals and crekl prodilt tie XpIJce l ill\ hiii l lt i llli s per
C'iti (4 kihlgilla 

capita per ar ( cla, thir. breati. mitc. rice. ii allit il are inclidld). 

Responsiveness to price differcitials between food graints (rice) and 

grains used as feed (wheat and maie) and the strong rs"Iilse of grain 

production to input prices ftorlivestock productiont(stlrasw) emphasize the 

effect of livestock protection on grain priiductiit. Feed detlatd tot live

stock and its price effects ott cereai b-prodtcts has a different effect oin 

the various crops: maize production goes tip while oet all gtaI;t production 

is reduced when there is more livestock ti the farm . Ili add itiin, wheat 

production is affected in a particttlar way due to the impoirtance of wheat 

straw for fodder. An increased straw price significantv increases the in

centive to grow wheat. T his increases total grain oIutput as weli. 

Availability of subsidized cereals turns out Itot to significantly affect 

grain sales of farm households but does increase total per capita consunp

tion. Contrary to expectations. increased consumption of subsidized cere

als does not significanitl v increase tlie marketed surplis of grain produced 

on farms. One might expect that households make use of subsidized cere

als in substitution for consunptiot of their o\ ltiroduce and thus implic

itly resell subsidized bread, fht r, or maize because sales otfgrain would be 

higher. But this is not suggested by empirical analysis. The main adjust

ment to the availability of subsidized cereals occurs inconsumption, not in 

production and sales by farm households. Ati additional kilogram of subsi

dized cereals per capita raises consumption by 763 grams per capita. 
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fooid nthhilv 
nIad in the Carls' N)-),, e\,en ftllogh it \Y,s !Iic that the itl.e fiwal out

!gypi' curret f ',v',lem did ntl spring IrtII ttroe decision 

lays that c-La, irl ttli/o it h ll,_ -tnIt C\0fl\'t_' Irrt l agtriCulttirai anld u'0l1SUll t.r 

pr~ee i)(iue inillCute(It. Il ajto (ll6C before. "hc',e IlOhicS iiclildd Cxpor: taxes t) finincle "n iidmui',trial 1rimh ',ttrategs' and implicit ra.lsters of 
income111 1lIr oli -ttter", l." 

implicitto Cail.',Itn ', - lo i(d , idilj , It)t+fiancell 
chueap foId prices. (;ivce thus backgroulld, it ik no mlltlprising that l)pt

w(1cd w ar explicit atd stl1',,idl, .,CleICP, thtle WI-',UIficicsc, Of major
c12lltf dithi, (l1i;i1 ,,,etCr, ilji it+,, ',Htht,,li/ .d (s L+'h;i' s ea,tt decreased 
rapidly. 

The cou)ri,c thtt i1 l t ,-, ul lp li.'it+,,, ha1tc takn Il aIt l, tn iallip r
talll I n fa( I It .)tllltl'it-,( kCChIl)II' )'1-1) tlCCtI Jlice', lMa (4) I I IlljlIuiW:C n

'IITIlinillljcititt
i' lL lti i cr L i Ih, v, kai, ahCad .I1 ithv hict "T' Il~l ilitiii ii ratCiM)rIIttitl.Tiic'' 1F'IkVl)t had.+IllailY t1w"all ,e 

tf' its rapidly d,.velop d oil r lt ' , (aiiUt/, l.l11tC . 'ti a nd ,lrcin ;tssis
ItnCe--il t', fLir t IitliC I thaiit1111 (d these ('eauili'c are going tot 
drift 11r)111 implicit i explicit tl d 'Itlkitl\ '5C1IClt .8L,a" F jglutdid. HilUl 
whell till', llktjl elt.,1 l t tdi i S\ ill ililkc 'Wtel iiltriial dill'ib ti lln 
coIlilict', lilavoitlalhlt, Ilh c',C Coell trit, ksill iasc in k ito nii ei aluti ho1\w 
to revisC th t foo l rikin-111\5lte s al iid'Ijll cilsti lltlt'i iilli) il \\vCI-I)u'intg. 

Anotther i sle ik ried i V the I eCnClisiati Ihit. ini spite aft i',li uitget 
Oltliht IF'' t'tool Mh1idi-', the" ilc ltl taittIiMlu ile i l I)rdllctiain has IeenSloadilY' i'dCCll'll. IIlki I- Cito'iIIt ,\kai tile r-C',ll t of '\ ,ral fat[,l , includling 

ch-I iIeCS in JIIIoCtli CileIl i eCi.,. adil!i ; i oICI, of p)rice-• Ilv-] and pricei'aithm, andt x'wiriation Ihi 1111i AC' illi, 'trcn l l l inl r do... It \\a"i pa+r 

tiCtl,'tly' i of iil domIlesic o cii foll lrlkets. Dilri g t->tlTl (II 511114JuiLees 

the coItli's (it the_1 1N -O, aittrictillt It IIaICC(l I0\\ C(Olitiiiltr jri(ees less and 
the generIal ltxpayer fintncted tIehi IIlle t 4ricnlltul.'s ctnitril~utiaji to
 
tile 55,' l t itcT';it'd in ali ItltC (crll',. Ink an1h1'th 
 1Of1',llllt li thisi
dies are inlt aIaiv5 
a burden Ito2ttal11riCLiul ardtltCliill. 'In Ltilie Svs
tein's Ipuiall h\ Mid larget'I ai INiSan l 
hcelit hltrdlttli t he agricultuiral 
sector. IltutCv tIr. it kkaS l ibh.l I() 'hill ri nt in 1 licii tIo x jliciI sulsidiCs 
onI I limats, W wL'rn iil'iil lcv lltls, ilic .'e l. i.ui aswistkti ie jl: lvell it 
part in that. 

Th iljlicit laix uilltuLIC I() ll t lietlluiieC i, Hol Cetluall, distrilutited 
within tile eetarIi. TIC iict C'fIt', atof giills and lases lln tile prdurlction Side 
frotnl taxatiiii If some12 crl." ' ait's lolll and cereals. aind proltectioln tf 
others, such ais nilk and ncat, awr the sInall farimiers. (oinlelied with 
incolne tralisfer ()I the canslptiitlii sidC 1ra0111(ood StlbSidiCS accried, 
Sall fairling houLseholds clealh are net gainers froul tie price and sub

http:CiM)rIIttitl.Ti
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sidy policy, whereas big farming households are net losers. The distortions 
of agricultural output and input prices make the food subsidy system even 
more progressive for income distribution within the farm population. 
Farm-level analyses reveal that provision of subsidized cereals to farm 
households induces somewhat reduced grain production but mainly adds 
to consumption. 



13 	 Food Subsidies in Egypt: Macroeconomic and 
Trade Implications 

GRANT M. SCOBIE 

Tile 	principal theme of this chapter is the implications of tile Egyptian
food 	subsidies for such iiacroeconolnic nieasures a ninfarn output, the
government's budget. inflation, (lhe exchange rate, and the balance of pay
ments. There is,however, an important secondary thene-nanely, tile ex
tent to which the policies inthe tod sector are themselves molded by the
macroeconomic setting. For example. it is hard to imagine that the level of
Egypt's food subsidies is unrelated to the countrV's capacity to import. So
while exploring the implications of the food suhsidY scheme, these reverse 
linkages will also be examined. 

A complete analysis of the macroecCnOni.' 'AMrllseleces of food sub
sidies world demand a general equilibrium framework. Although small,
cornput/t .',manageable general equilibrium models 
they 	still require significant abstraction. The benefits from a partial ap
proach to testing sonic specific hylpothesCs abOLt the effect of food subsi
dies at ;east partly outweigh the costs of forgoing "conip:eteness,'' because 
fewer stroiig and sometiries questionable assuniptio .s have to bc made to
substitute for data r.cedcd but not available. Perhaps the insights gained
from these partial eff-orts will form building 

n 	 are emerging, 

blocks for subsequent and 
more coniplete syntheses. 

The approach in the studies su inmirized here has been to draw onstandard economic models, to apply them in a positive manner to testing
hypotheses, but to enrich their structures with key elements of the policy
environment, as distinct from the political environment. However, the evo
lution of food policies and their rnacroeconomic effects should not be con
sidered in isolation from the historical setting and the political environ
ment. For this reason, a brief glimpse of the Egyptian background is
provided. After setting out the general analytical framework, the budget
ary consequences are reviewed and the consequences for the foreign sector,
both real and monetary, are presented. Finally, conclusions are drawn and 
implications for policy formulation arc noted. 

196 
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Historical Perspective 

With the possible exception of miltary endeavors, food policy has 
been the single most dominant theme oi state involvement in Egyptian so
ciety for all of recorded historv. To simply luilp lgypC,, current food sub
sidies into the general category of basic needs strategies would be to colll
pletely overlook their deep and iipornt:,lt historical roots. Policies 
influencing the production, consumption, and external trade in wheat are 
tightly interwoven into the country's entire historical fabric. 

State granaries have existed in Egypt since I'haraonic times. Foreign 
trade controls; retil price fixing; suhsidized sales From state pranaries; 
state muhtusibs (market in pecltrs-in effect a wheat police); heavy taxes 
(often in the Form of ompiilsorv deliveries) on merchants and broers; 
controls on milling rates, the weight of' the loaf, and the extent of substi
tutc grains; public (listribution to the indigent -all these are the hallmarks 
of Egyptian ftood policy in P'htaraonic times. throlgh Cias ot the Fatimids 
and the Mamlnk stltat s and einir,. and moderating only perhaps in the 
middle of the last century with the demisc of the archeiYpe inte'rvetionist, 
Mohamed Ali. 

Food s ibsidies have been pursted iii variols f'ormis for at least ten 
centuries. Fatimid caliplhs sold wheat below ruling market prices in times 
of shortage and orderedthe bakitl! of bread atnd its distribltiio to Cairo's 
poor. The public distr;t ution of grain t Subsidized prices was seen as part 
of the Inotal resposibihlity of' the rIller" and wa al importat t element in 
the preservation of social stabilitv Scobie, I)Sl ). Food riots werc a;s real in 
the fourteenth and fiftectfnth centuries as they were in 1975. with the 
lelwatn steelworkers' strike. andt in Jantarv 1977. 

Historically. crises arose from shotf'alls in domestic production, rises 
in external prices, the need to finance military cundeavors, and disruptions 
to foreign trade. It is significant that the same sources of instability charac
terize modern Egyptian wheat policy (although the uncertainty of foreign 
aid would have to be added to today's list). Even more striking is that the 
instrument, of policy are the same today as they have been for centturies. 
The forces thaut mold and constrain those policies arc essentially indepen
dent of the political structure of' the moment. Whether tile tulie is unified 
Pharaonic, dispersed caliphate, despotic inva(er, or socialist military, the 
overriding lessm of history is that the sources of instability and the policy 
responses to theri are amazingly consistent. This predictability lesseeis if 
not obviates the need to reflect structural changes in the political environ
ment in models of food policy. Furtherniore, it reinforces the contention 
that a common set of economic tools cali be used to gain insights into pol
icy action and reactions in diverse institutional settings. 
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Political Setting 

Since 197.3 IFvpt has unrderLotrle a series of imlportait ectnomic and 
political chaliLt.+. At ha( tille, tire cololV had been siislallilt a nraajorliilitary cflfort Io cilit yars. Ial lersonal irrCeOrUeS had ccii static or 
declining. Per capita collrilIIIuptioll 0I wCat, the Major tal)eC, had fallen. 
Since die Stle/ War of I .It(lie economic arnd political orieillalion oIt 
Egypt had been irreea',iigl\! dominaied by its relation with (it Fastern
bloc colliltriCS. Lpljfllaski had beCnI ap-QiNeir to the material planining

proach alid t iteisc ( ccllrali/ed 01r1l'(,. 
 [heCe wCeIC sC\Cr' restrictions 
OH IhOreiltll tAxCehillc. aid lie itllprlt Id imesnieitilll goods had beer) ne
gledi in order to acktpiot War r,ittliils. AN Aconsquell ntc, the irIInredi
ale postwar lilllt . k 1 bleik -i lart!C aid ilretlic'ieit bllrai llr'rae. atdc
pleted capital htock. t*htof parts arids ra nicrialki arid forCignl debt
 
repayme bCtlld tlr
rrrtls caiicLl\ of tIhe rtrvlll to e'lit l'Cicri Cx-

Sidar trepltlcrarig. i\ i I'id l iltheIth 11o1r1Mrhad tac;ICh'd htI rol 
stage" CttrlOnlricallv ill19t-3 arid CMtithl il ha\C Mriet dtch rei'ie'illrs or
 
prtrchased Iu'rciili\ rar ill 
 It-4 uescl c a rics k cc t'adc,.

lhe CC tIrrriC i)ttlic\ !hiAl tevtld i )-3lt ). ittld ric\retorhirrg tra+.le arll istii rti ,c<ictr 
I lkT Iliirrce orro ilh e ciiirtit's ,inlt\ itllitlrcttirlg

ihg pri\ ale, orlt riC acti ivt. Ahits. staIc 'fu.W k\c, I(Irll skwtast iliI 13
 
(f'IN-4, arld ha\C bCoCe kro\\ii as 
 a! iiiii, tli ith penirg.
 

At first glar ,e.tIhL' is :1 irri\ 
ii t lletct' liM tal rlit'%\conomlil:'c 

orler with itls !i"HlttrliarieV ra kisirk ,ils aid litit, c'iiir lo k:'t lic 
!ivitv ha, beer tul alicI byo 1 r1i'rli 
 gc'lnlie plublic secltr c\)cidilur CS, e.
poscially lir hubsillies. % uic ha a rllli 6lhI CC i kt e i it ill C,loriiju i

iodh)itV pricts in N -'3-.1.(criilsi M11i Ilk \ ,Iititd ir s rose illthCe 
years: bur iiportarntlv ilies did ii LItlil ",uictlihcrit kv. Ihe dlevIthI)
meit since 1973 'ails to stipport ti li!vplhcsis il 1 Ilr'c rise illstibt 1 
sidy CxI)eidittlrCS \vas sillpl' aitrarisitt\ IflriCUuirr tissCiate'l \\ith a
tepil)orary rise in wutrld-inarket pr-icCs. 

Air allerrnative \ic\ is suggested hw tIhe, ii,,)l Iit eL -1tslrlrt'l )cn ijcl

tures develotped by Pellirll IOiN(). Iho., cc-ttmilic chai igcs btlh clgelei
dered aid w'-ere aicorirlaiiicl b\ chiallces illlie lature Of tOi 'tturtrlvws 
politics. Access to nec ecoiomiic resources led to initen debale about 
their allocaion ((roriT'i arrd Ftckais. I t-)). IhIle cCorrriric opllhiilg has 
been cupleld with a ptlitcal& trr ill\khsicli a ii rcreasi ugly po\erful 
vox poptuhi has strengthened hwgvtlincrrr ICs t ti erintstoocial poli
cies whosC Oriigrrr lay illtre I lS2rc'i~tion. Ihicir expression had been 
que'led by long jrer-iCtllN tf hardships irmpt seud hw rmilitary endeavors. Thestrength of'those forrces hIa been dlmoinrstr-ated in the r-eaction to attermrpts 
to limit their access to ecorliio anid pulitical power; for instance, in the 
food riots of'January 197 7. 
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Since 1973 the country's ability to give concrete expression to its 
stated policies has improved dranatically. This shows ip vividly in f'ood 
imports. Imports of st,ples were ahoot 51 kihogranls per calita in the 
1960s. By 1970, these had fallen to 20 kilograms per capita, while hy I980 
they had risen to 150 kilograms. l1mj)orts representeCd a signiieant change 
in per capita disappeara nce, with antassocitcd rise in expenditures for 
subsidies that has had widespread ramifications, both real and monetary. 

Analytical Scheme 

The framework for the research reported here is sketched in figure 
13.1 (Scobic, 1983. 1984). It should not be interpreted as a flow chart with 
causality implied bt\ccn tile clementls. Rather it highlights the key issues 

FIGURE I 13.1 'The anrtvticat stwhme 
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and variables, indicates the nkages between ther, and provides a read
er's guide. 

Ti'c startit. pAftilit is the qUtSnliM tf basic needs. ir" "Walever .',asn.
the 'gyptial gtieti)-lllclt altelipt. t)augIlieltlt te isClili1
ioll )It' sovte
 
key tpoods and s'Ic'+s l'cviltiltile le, thal wouol ccur ill
the absence (I'
iiterveltiils. This call h- captured b. a social s\elfare function and tile 
corrresptoding stwial delmal curvcs iScani(i/t/i and Knudsenl. 1980;
Ifa'o)erger, 1 78,.:\Iall. gioC price ( ItI i. tile siCial Lltlailtitv Wvill Cx-
Cecil tIk' )rivite tjIltit\V (iLtl l'ctl.h A principal ditict' to raise colisunlp
lion to o he ,ic.< ialI dtiabhle l.'evel is. beei tie sale (I subsidized foods 
(Alderinnitn, Ntln Brii, ant! .,:ikp. i. Ilst.' ba\e il\l,, Ve.tvarious at
tetllipts at talrtl tillg mid l 
 il, (set c apter 12). tile ft(Hi.hiae exceptiol
 
beill s\heat id tl(f s,
tll, 
 tratllt'd.,

lI hail tie tltal 'subsidies. lI Ik \he t jI i,' 


hicl, Mbile Ileil tiarg IiIt tii aCCOlut 
ei h)i IIillierl'S hats I'el'T helddt:,wn t()!e{l\eel+ 20 and 30 IWr,.'e 11( tlt ' C ,'+tinsuranc,+e f-Cit, lu(C.i.I.)
 

btu-dt'r price. Fiiriiieiinitit, the eial tlite I! 't(
vhlt' titlsiliers lhs variedSUlbStantidlhY. I13C,Let.'thilt' du i~ ill 11)52 ,tn(l tilt. bttihhI!p it)tile IL+)07 
wart, tile real prlice dmtI)ct. It !etln/tiutwd l 11i~high unt1il By,.
~ 1980 
it !iad talln Iit) less. lldi hal I tilt, rIii price l i .
 

N;iIttrilh. this has leIi ti a Iuirket liti inilllpt 
ls aitui. lttlre ptlicui
ill ttitti shtarc i)f 1lolal Iu. l his shau lt'I tiiil 11)ut1t I()jer

cet inl 19-'1 tIa;tLst 1))pelCt- t b,\I AP'I\s distis,e(I latet, tIlis ievelop

its Imntl wa(ll lil'i ltl tIllipmllIit t I ii'and.IIIsl nt itbifci0' 1itlt0 d 
ilptorts it'd, ti lit' I it t'tttl i d ,tnll tlst 'enlt.rlitle changes in
 

)1tl e'iit iu 1y t's0 (1tlal iv eitl'ul, l li e t istill real i l iu'te.,.' nlk\\il 
The nM I I '). lil ili ti Ch l~lc (i )llar lnt anttit' ldal linfk
eignaane l - tid c iccsi. lle it ishero thatitiltih tiuri i'iii ()Iitllel 

u h .A Igellt al e ill a ec a. ftt %\ )i I i i. 
S VIthe ilt't 'ViV a i t r5 t n e c'ti tleIIk"i's [rat ced tile itplhas 

plic
ati(no()itheI( Vest ulCuit 0testuedt till its deficit inlldcill. IM'itnflatio'-, 
exch angera iat , til Ih t'td (i)t itltl,.he S '('al.te isll',, da 

stli'llii
ti tatile I* (tll t dith+ t al ri.n 

Budgetary 'ntqun.~ 

t'C',0)tlrL's,,,
T(+Ota'l a+tvilab'le t() the economyltl hav'e igt'tmv\'ialb:eit errati
cally ,SifIncu
195(0. W ith increas'.ed liilital+tr\ expenditures and Changing for
eign anld ec~nimlic+p (itis, there \%as, \irttt;:lh fit) change ill priv'ate real 
cnltliption t(tr a.decadle, t 1%HIltt5
to 19175.
 

Since tihenli]-11)7(0, a marked rccovcr\ 
 has t)cctnr'tred. A rlut'e openl 
economy, greater inv'estmnent, resumtied flows\:, ()t' aid. and Substanl'tial for
eign exchange earnings (from pettr'ideurn. tihe Suez M'al, tour'ism, and 
remittances) have all contributted to)doubling thu real per Capita Commnnand 

http:increas'.ed
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over resources. Real investment alld private consumlnpt lOll have risen llrl'e 
rapidly than public consumption. InI real per capila terms, the expendi
tures on subsidies have also risen substiantiaially a lthough less than private 
consutmption. Thus subsidies were 19 percent of private consUniplion in 
1975 but fell to about 1(0 percent in the early 19 80s. 

Between 1970 and 1981 subsidy expenditures rose rapidly in nominal 
terms. However. real available resources gre\ b I 1-10 lEgyptian pounds 
(.CE) per capita in this period; the real ilcrease in sIbsidiCeS was about 1E 
20 per capita. From 11)75 to 19Ml. growthl in resources was about L' 120 
per capita, while real subsidies gru\w' b\,. LI" -' per capita. Thus diiring tile 
period of rapidly expandi ng subsid\ expeiiditiires, onl 0 lperceni of the 
incr'ease in total available resources was dedicated to increased siilsidies. 

Oil the other hand, it is subsidiCs1i1' Mhat laC i:iC-cal.,Id their share 
of governmenut cxpnditni .. ltl covernciel epiidillires rose as at pro
portion ofgross na:ioial product 1ri1 .30 percelt ii I1)70 to 45 percent in 
1980. However, the evenl more rptii( rise il subsid\ xpendit.ures has 
Mean! that the striet'lteIC ,,vernnlent spidlicli has hiad to cllange, with 

less eniphaiis placed on defense. In colitrast, invcstnlCt ald subsidies aC
count for nearly 80 percent of tile budlet nlow. conllpared with about 310 
percent in 1970. 

It does not ;Ippal.r Ihat .rctr subsidies have Co0lle at tIle eX)ense (t 
inVestment (von 'auti and de taen, i98.3). If public ilicstment is taken 
to include expenditures ol health and education (insestillclit ill ltllall 
capital), theni the recent treids toward higher subsidies have not out
stripped investment. Of c,urse, if all tile increlse il suhsidy expenditures 
had been invested, then ittitic growth and inColne;s iiight possibly be 
higher. Bit the same argument ,iotld apply to an otther celement of gov
erninlent expenditure (Scobie and Valde's. I ,M2Q. 

The proportion of total resource uise ill tile public domain rose from 
less than 20 percent in the I950s to .35 percent at the end of the 197 0s. The 
public sector now controls a greater proportion of totai resources than at 
the tiele of the revolution..As the relative political streni:tl of claimant 
g roups ha's varied over ille last decade. so has both til" Illix of public activ
ity and the ratio of piblic Itl private activitv. The statel has bc,'eum)e lore 
concerned with transfers and less with producit o and invest ment relative 
to the private sectol'. 

Foreign loans and grants, togeether with a signiticant rise in net factor 
income (largely remittances), export receipts from the Sue/ Canal, petro
leum, and tourism, have made this change of enphasis possible. Even if all 
the subsidy expenditures had been financed from foreigii grants and bor
rowing and from net factor incomle from abroad, they would have required 
less than half the increase in the last decade. These resources have natu
rally given the government greater freedom to respond to the political pres
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sures for claims on resources; biut it would be a gross overstateiflemlt to 
claim that l-gypt has simply coostied the additioial resolurces. Substan
tial rises in investment haveC occurred sinlultaiciitislv. In t'alt, the rise in 
expenditlres on subsidies, thotu h dr'amlatic, has not been out of keeping 
with the growth of investment and conlsulption eXptCndittires. 

Real Consequences 

The dclinC in the Ial pr'icC Of wheat has becn aimajor feature of 
Egypt's fod subsitdics. Ill order to hold down the price without creating 
excess delland. illlpols have expanded front about 2 million to 7 million 
tols in tile last de de. 

There are ;I ltiibeli of illijporailt chiara.te'ritics of this import de
mand. First, it ha[s bCe t large and or(wing sharel'to1 t1t1 iilpolrt.s and 
restlls in fihe nued to Ce isidlr the t tll all c: t (it impait cx penditures. 
Seconl, ilipoi! d llliaitl i, Clearl advreflection (I dotl(I.Stic poilicies for plo
dictii aid co(lipltitioi(. 'Ihird. all f'rci4n trdte in wheat is tiiidertaken 

a suite agency. so (ilat tiOwverciiieit policics impinge directly on the 
alliotit oI imol)(rt'. Fourtlh. hi larirge 1a1'l1 teil illporlts '1reCC llcussionall, 
and it is important ti) recogic this, explicitly. FiiiallY. the substittitioi 
effects in bath pr(I cli(oll 1t11( colistilliJp(ip trl iin l; lillt and w\'ill litc" 
the dfecisioabout(1(1 iieciia pricing. 

'hese characteristics f((rine(ld lilsiS 10ahe deVelopntlll If aIwheat 
import denaliid mIldel. The mI(n s tllc I'(l was n faceit ,,reigi exchange 
colllStriit i, t1 resI ll 01f (lr'isilli2 c(2Cs, bCl\\teel dollSlic ind \%Orld 
prices. This created an excess leinaii iol. f" citii nll'_e\ ti. repercus-
SilllS f' which wCrC lCflCctCd il the alhacatia (If i0 pri expenditures, the 
sizc Of the price wedges thMollv'. ai'l the nflic t'oalrd the cotton sec
tor. The latter is imiportat becanse it stpjlics forcign exch:ange and corn
petes with whcl fo(r Irestilrces. 

As a. coSC(.l Cjtlq.e _ (If he s c *Vlo\ p'iCC pid by ConsuerS fo'r wheat, 
the domestic diemland is highly inelastic, with an elasticity (If probably less 
than --- d.I. Sillilai . !he import demand is relativclv inelastic with re
spect to the \\orll price (elasiicitv ablut - 0.2), Allui.tho sonic of the
changes in ile w(rl(l p'-icC lre tlaiisilittecd to (fn1nCstic pricC, the effect Oin 
domestic conlstuimpltion is miniiiial: as a con(iseqiuenie, internalional price
changes are reflected morc ill import expcndittres oil wheat thail in quant
tity of wileat imported. With 11( direct liliarket mlechanismn to ratioii scarce 
foreign exchange lrough a hiher price, the Fcoiolric Ci mmittee on the 
cabinet must nmake decisionis about the allocation oit a giveii quantity of 
foreign exchange to iuipnrts and reserve holdings. While changes in net 
foreign assets are (mli mccliiisli for cushioning tile adjLstmnient, a major 
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part of exogenotis shocks in w\orld tood narkets is traisniiticd to the im
port of nionfood itenms. 

Sinll chaniges itl tile oplv of foreigii exchangL have relatively 
little effect on wheat imporis. A fall of one dollar in the stipp'v of' foreign 
exchangie results in a cut ill wheat expl.idiures, Of five cen'-,; o' , 91) per
cent of the :eduction falls cii the imports of nionfood itelms. In the lng run. 
for a ,,iven growth in the supply of forcitii cxhajitc, a policy of cxnandiug 
food il,ports alli,llsa v,,r Share fho Ohler cla"S Otgood". resulting ill a 
slower grtow\%th of the capital stock. The shoiu-iiln effect will be tIe destabi
lizationl ol imports of ra\, materialk anid 'Ipilal goo, If raw material in
ports decline, then the vle ( t titili/utiini int existing capitalofcanltaiv\ ,l 

stock Nkill fall.' 
A conplete s\steni of illiipmt- ileiand Ctlilaioil. \; sused to estilate 

the direct arid crlo's-pricC clasticiti, for sevti ctegories of iipwOts, i1 
aMiditiotn to the rulinIit] budtct thares F, Flral l 9). lie marginal 
biidget shallre, were c"tillialed to be aboit S percent firltood. IS perccl t fol.r 
raw materials, a'l 30 ICICt fl'r i OrtCd Ill tCiiCr'. lhc', fitidin.s are 
consistent \wit: the h%pothetsi diat priorit \ is Qi\Ctt to l,,od ili the allocation 
of, foeign exchail .. i'.it ra, I ate ri;ds to liatin Crrent[lit pI, Of lietit 
otill)ut i, t~lCl aCC'corded 11~hinsM over the import of capital good". which are 
presuriahlty viw" a p',poiale. ltII ilntudtrial ottltl arid grOsS fixed 
insestilleill iri indusirv and l he sCnsilivC to 'lieMaulicLuing wele f'onld t 

imports olf \\ IllcriatriA aid aiti l k,s. 

Monetary (.'(im seqticei.ces 

Tis sectiot bricflv rc., tie imiplicationis O1a rapid rise ill govern
nclit Uxlciditure .. \ rilllclarv tlpro:ach t the balince iof payllents is 
tlsed i1i d hevelo itodelart ccOntliettiC \vitli fur erdogenouts variables: tile 

black rtmarket exchai c tatc, ile inflation rate. the balancc of paymlnrits. 
aid lhe detarlid fol 'al IilOliCV blIZInces. 

('learls', the ost Ofllthe subsidy schelmes has becii sObtantial. In 1981. 
budgeted ti d*idv \C u two-itirds of lie defiexlcrdiurt, c Clial hi ab 

' cit of the ceir'al govuiCrit1 I- CteS'lts llia'L beei Ce b tIX reVellucs, 
foreign aid and conccsional loals. aind external rrowini , H \\owever, a 
significant palrt m the goleClirienlt deficit has beer elt[ v ile creation of 
liabilities field a, asets Of the cCntral bank. 'lti,, expatsioin ill the net do
mestic credit ComipoUent of tie rinui \ base has been cspeciall. marked 

I.B1 l;i t',Sl ilILt' IM IIht is iIcI'Ctl' 101 dl111iiic CICdt ,iJ'iv under for
,

ei), t'Cxthli] u' iI diii w I iM rMI tLi'CiI lWt' i 1ChtILu Of illipo i l iswlI, t11,N i M" llk 

relatedt ii insalld capucii . andii i Ii tlui c,,ct,, Caicii isl Ilil'intuI ' .gdiinslaii detlatys 

in gttiing crucial paris. 
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since I973. Such air incrcac illigh-poWATlcd niiiCy' aUld the coilcoinitallt 
rise illflhe nuoireV .u)-Jpls have had lu-rachilng el',.hct,. 

The role oflthese, nriOetarv Varial'>, in tie teCHcrnliatiolo o"exchangc 
i.,ts and threirlaiit 41 Iayniits,, I1.sieceived inreased attenlion, both 
theoretical (lraeikul arid Johnln,or I')' aniiM 'nFirical (llejer, N79; 
Plitn;r inbor. 10 79). The f[ilidamiemil propositiou is Ihla Ill(:amil I 
 pro
cess of adjUSlrsiw insl ,!i',culilii'ia in ic'stck', I'fa!,cis ratler than',e 
illth Of t'01ii:tiditi,-. ,Altllotiuh a Uiaji ritv (t,(hc txistingL stidlieshlv,,vS 


h;i\e Ireeri baser! Ml ,asin1glC 'cI~NMt' l'tie.he lIlni. hil,'v o'fralhl Co0ll-
IleCx inteivllitl1 ill ht Fg'p liam lr,:re cui rcv iarkt makes it iniper
aliVe to inCeItLi 0ufitial raih Ioin 

iriktl i;iic. 


h)u(lh d Im iai niniuhod) rmd the black 
l'I ex,.'_-A,drurniC at IlC JicisisteilI tsl'\ OiTicial0WIvaluctd 


rates has beni 
 iii nlwi ]w t s l tIli ttiilanud i tciriiliitl sane
tionlcd) black mrket. 

The r esults of this inunlri wc used o) tminll '..'ict tof a II)per-
Cent rikc in bud siibtidics,. \0 (tInucr'.u2iricit cXl)ntrlitutsc, held con
staii . 'Ihis \\nrul in r i '"lt olli ' ia ii: ilt" ili'lalion rate; a 
decliliC o1 2 ptrctitll alance ' iMii'llls (t i C foreignin lie I) sto'k Ofinet 

'',Sets); arda rcdv'althilirl o,3[;uceur illtie black llarkelt exchange rate.
 
'hC Ins,1,tirc, 9crIifiri ill111 t,ln i li eX ltairge raIi:t t bs theC ( ht'icitfi
rairine 4I Aund sut kcaitie, re iii ie: of' net(i, lce\l twur H15. strrck 

b~or ig,ass t can 'c111iC i ri;llcail ,uic
liel ,, i lt de)v-' d. :\ siln
;ii'iCd foir1i id htI'iihuIcLrI 1u'd hric' is eiili\"l, li illex iargC market
 
presuret rurrul which 
 OW)crht' ,lie i l tIle ch;ilgCs illthL xChalge
ralt'and t( tiLiIa li, :1 ltulc'i l t lirt oreig rg iceii , the rate nlftll nstic ctendit :Xpliiis mli,;i11! Iu"lreallil tl1 nild halalic'S ((iiltul aid
 
Rolper, 19)-7 ( riillalIalli 
i(itilvciia. IN -)) It explahined 0u2percent of 
the_. variatiui il tIhe cxchii Lt.iiarket piestlr, ii gvlt 

,anrinar aiid Co'nlusiohns 

Clrlrilrls arnl %tisdiesurntil t have been part of* F-gYlj's social policy
for centuries. "lietgi l iii the last dec'adc laN relflected a deliberatel(rloSll set of eCiirirniuC and "orctal o)nricies. "liese have fririd greater e;
pressirn in rltdan',1lsit,w af iic illtre coulitry'" I(tal Comanrild )ver 
102sourcu . 

Ilnrlatkiit Ii'Wi s' h iin trial av:ilabuc iorces, tihe rise in sub
:idy costs ha,, becin niriit rrleti r dep1ictld Fttth (ritheVIrhn L'rfir liore, 

appear to ha)
do iotr be\'Cat Ih e1xpens oriicSlllrent, Itisrit clear that 
the much dscn.s1sldeIradrlf-o bCtstTe irmthtd 
 aarni iuitv has occurred.
 
Smie roldltiiihtildrtll, cr uic'l;ie
1\' that, despile the mnive torgreatlr Co

2. Ituriin ( ,),< h, iirsi r c,<ithtIii >t l r nnI;irt,ei i t)Iit), igl iI I itn, c teIcrrijinii
the ast, htdihllt rcliiiliirnce com rs and tw iil~iL;ilions loi it-blackr of Fg pli, mirkei
 
e-xcha g t 'rallc .l 
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notic freedom, the Egyptian economy is still sufficiently shackled that 
there would he considerable socape fw more of both. What is evioent is 
that, in the foreign scor, the food subsidv schmcne has had consequences, 
both real and nretary. lhis study has m'lade soire atilipl to identify 
and quantify those conseqlun2ces. 

The effect of deficit government financing on both the exchange rate 
and tile inflation rate is a significant Factor foi policyinakers to consider in 
setting subsidies. To the extent that food subsidies induce inlflation, they 
may erode the ability of low-incomne groups to auwra basic bundle of 
goods and services-that is. bread imas'y becone cheaper hot housing more 
expensive. Food subsidies are onlv' one ilistrrment in meeting the basic 
needs of tihe poorest; furthermore, it is their net contribution that must be 
the focus of attention. 

The highly inelastic (ellialld fu'0 fooedengend by tile subsidy 
scheme means that any instability in \irld prices or in the supply of for
eign exchange is transmitted to other parts of the eco my. Instability is 
never costless and cannot be willed wav. 1nt to tie extent that flJctuations 
in oulput and investment affect incomes and the growth of employment 
among poorer grOups, then a leitimiate lustion arises abolut the inci
dence of those costs. Is maintaining .ood const, uption at the experse of 
destabilizing emplovnent an appropriate stralegy? Woutld the holding of 
greater foreign exchangle rserves, for exaniple, be a moe or less costly 
strategy'? And what wou ld be the incidence of costs under such a scheme? 
These questions must surely appear on the research agenda of analYsts in
terested in the broad ramifications of food policies. 

('learly, cornpensatory finrice schenres have art illp'ortalt role ill this 
context. With a low marginal propenlsity to import Food, however, access to 
a special fund such as tile International Monetary Fund's Food Facility 
would lead to0 few additioMal loudl inpon'ts in a country such as Egypt. 
Rather, it would contribute More to stabilizing nonfood import exl;endi
tures. It is not clear, however, that the optimnal strategy is io provide full 
compeisation for deviations in the food import bill if a parallel scheme is 
operating for export earnings (Green, 1983). The level of compensation to 
minimize the variance ol food consuml)tion will vary with the extent to 
which shortfalls in domestic production are co npensated for by imports 
and with the marginal propensity to import.

Fu~therrure. it is possible that iorifood consumption could actually 

be destabilized firther in the presence of a food facility. '[he problem here 
is that two targets, rninirin.izing tile variance of food and nonfiod consump
tion, will generally req uire twr instrunents. It is clear that the transiis
sion of instability is an important issue arising frori tile implementation of 
large-scale ,ood subsidy schemes. Policies, both national ard interna
tictral, for '.inimizing the costs of instability and dreir incidence are still 
evolving ai I urgently needed. 



14 	Food Subsidies in the Philippines: 
Preliminary Results 

MARITO GARCIA 

Evidence from countries like Sri Lanka and Egypt has shown 'hat the fiscal 
costs (if food price subsidy prograins may be high, and once inlroduced, 
their termination may le politically difficult (Gavan and 	Sri Chandrase
kera, 1979; Alderman, von B3raLiii. and Sakir 1982). On the other hand, if 
they are carefully designed alnd properly targeteld, their effect on food con
suflption and nttrition may he significant. Although a food price subsidy
scheme may sonmetimes present the most cost-effective approach to calorie 
or protein deficiencies, thC introducLionC 	 1f such a progrram Should be based 
on solid evidence regarding its co st effcCliv'CnCss both ill a)soltC terms 
ani 	relative to alternative programs. 

The results from alalvscs of similar p)r-Mrairis elsewhere, stich as Sri 
Lanka, Egypt, Pakistan, Bangladesh, aind Kerala, India, provide useful

guidelines 'Rogers, 1978: R.AIinicd, 1979; ard Kitmar. 1979). But a more
 
solid information base can be obtained if these rsrilts are supplemented by 
a pilot study of the proposed program design in the particular administra
tive, 	 sociocconomic, and cultural environment for which the program is 
intended. This chapter presents some preliminary results from exprin 

nient oil Conlull- food price discounts testing the progtan's technical
 
and administrative feasibility in the context of the Philippine environment.
 
Three provinces, representing three prevalent ecological settings. \%ere se
lected for the J)iiot study, which involved a coillhiiled experimental and 
control popuhtion of 15.729. The results presented are focused oil the 
evaluation of the process, particularly the administrative experience. File 
program's effects on tie recipients irepresented in Garcia and Pinstrup-
Andersen, 1987. 

Design and Scope of the Pilot Food Discount Program 
Administrative Setting
 

The proposal for a food price discount scheme targeted to low-income 
households was developed by the Philippine National Nutrition Council 
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and the Ministry of Agriculture as one of tile main thrnst:, of the Food and 
Nutrition Plan, which is a strategy for combalting hunger and malnutrition 

in the Philippines ill tile 9)Os. If inIpIceIICItCd. the schemeII wVould ntilize 
and build upon the existing human infrastructure of the Philippine Nutri

tion Program, the Ministry of Agriculttu'e, and other )'ograms at the coli

tninity Icol. In order to assess the feaibility (If such a scheellc, it was de

cided to first implement a one-vealr pilolt pr ject. 

Pilot Areas an1td C(')'IrIgo' 

The pilot villages were sClected Fro'n three provinces with difcrent 

socioeconoimic and ecological cnvironments. As the map shows (figure 

14.1). one group is located in the nrthlern Phililppins (Abra), Ilnc itt the 

central part (Anlique). and the third ii, the soutlh Southh Cotabato). The 

first groulp f' is located il utpladl area where tollbaccl and subfvillagcs an 

sistence corn ac the main crops. The secoind griouIp is situatedl along the 

coast, and these villa es are dependent on tishinig and Itargilial rice farm

ing for lielihood. The third group is,spread oven a rich river basin that is 

planted mainlv with corn. 
Three pairs off villages iil CIch (It lie tIlree prml\inccs Vere selected as 

samples: me pair for te"ling the 0ctcts ()fa nict and ()1isubsidy, oine pair 

FIGURE 14.1 Map o: the PIhilippiII,, indiciling SIItd, ;irCa" 

Abra 

Antique -

I 01 

Southi Conabato 



as control villages, atit , third pair to test the efleCts, of slthsiiin ottly
cooking oil. lit one of each of tie pril's I villl,.,S, i;tt'itiott eLCation ,la
ilnto(ulte( 'sali atfdition;l poeaina to tet ilsel ciVenelCsSats a stll)o'
jug iltervelltio. HtI total p pulatonti o tle pilot slbsidy areas waits esli
!ttated( at IS,,27), spread. oe flourteeLn vi\llat,es.
 

lhe Plriliil+id (le11ntit o 
 the 1()0()(discoUtt sciCni, reuUCtotis a ill
the price of sclected hoAtd coLmniodities., ofered tot le ill slcced areats. A(1t 

simplited flow chart of the operalution oi the pilot tood discount s,,stelll is
given in figun'e 11.2. lich holtsChold in thl- project atrea is issued a ration 

the. l'hitipFIGURE 14 2 Wl oi++'r1 I11C'l o pill l 1,,(4dis,11,1ti lrj 'Cl 
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Note: NIA is the N;utiunal I Adminitratio, NN( i,the Nalimal Nutrition Council,
aid MA is the Ministry of Airicujtuir,. 



(discount) card, which guarat'IMCS a N ta iOL .111(ad milt111t011h 't (11 cm.kini 

at a price. lile coded. tilesubsidized itiratisliahh. cW ',ihich ,,ih],"W 
,nmonthly quota of the htishelohd la1sed Oll lloielltotl ,i/t. iro,,id-e s'ace to 

recor(d the )trchase_, , 1li M\ tier. cal (I'aid 'siMitre 'd .tNit' [le O4lieC 

the M inistryN I, AtirictiltuitrC iS Le,hie cAIrd( k Ct vI 1(tht1i IllMii 11tt.2h it', 


1ianagericlt !cCl lliciatIs. 
,
Small privately wttld Vilhl.tIt tt Mit tCrLtdiit(d by tht l ,iftuct a"

marketing oultlet,, or tilt' stbsitii/Cd hiiil. Ile ittit'I ate t llital ItitLl

borhood variety stit',. tiialis located at ihe ctciler (I tacih villat. lhcY 
are family andt mall \ opert wIhil a smll rIdl Iii t eapitl. [heitin t 
l'ood distribtithmn l,+'chlall,,m (it the Immi., illthileprh'ilyl-1 hatd,,of'
 

,st+'5, lt'11ll'lttlatii hall
dlill . I11CQ()%CI 1t1t.,nt, t,+ I'litor tile 
the private ,etolr. Thi, clcmilpau 1i'it(rHIVIt t .ll, 

Mind Illth'lmttC dtl'ihrlmtiomlh rode k ill 

program illd to te) ttiOil-,too,Icteliiiitie tilt atuIl a;11Mll+uIt,a,dit tile +' 

of, the sllbsid,,. 
Rctaile s ate riiiluited 1I01 lie. .,',id\ tmi, alter sale" arc t'adc. Ill 

,
return, tlhe )rogrla11i pt ,. aa ll ._'tlt,,t.ttail' r tf .3 l 44 tlie1(lte t tccitt 

gross sales (I* the i .idy Mhich ismsidi/led Ct)llllll4ldit acolutintite, 

done evcry wck b\ the (xt,'lliI ba1', tlit liSCOullt ca.rds.officr. is, d oIF, 

Ihey are aii redeNCiMd CCrv th,10)tialtI w,0ith thit tailer,* ,saile,,homks. 
The progratll Itse, hcal reitiburs, h ,+i)tli rs,.iks toi 1L MItilt rciaiht A 
special avitit,, (lposit aCtt llll is'. d ill hMi is, t l,heldopt tach atti. ;\, joit 

by the pnig ti and the rtailcr. All +ictik.' inlil. Iit . ca!lled a di,,Coulit 

rclilmhtrttltit vihuttlt is rte'til'u'Cd t thu l\li.cetltI l withdrawal 
from the bank stibsid aecoillt. lIC lust Mod ,+iiticatiiiM if thesC \SiCchCIt' 

helstl), o C0it1Iti tile ii'Ctllilt . 

The fiturtcti sample villages wycre weclted frimti villages where lailui

trition is most )evalent Tile Natimitl Nutri(i (ittncil keelpi. track of 

tlCSeC Ittn'itihtalv 5,iitse-i f villages tltmigh ()peratio I hilhatig, a na
tionv+,ide antlllal v\Cighitng ()I pl-wC+h(d childruti dome illthe mlajo'ity (0 

trlti.icipalitic ill the ctilltrY. All hmla tide it-sIe tits )I ttese, !a t.'ctcd vii

lages ate autonlat talv litgihh.t ill titlli, tlll leIce ioihitparticipatmi itiu 


uttlsehtold-level sCrteelint is doie.
 

Sulh..siti=t, Idlout! (',o tmmmtifii'.% 

Two eniergy-rich cMIM(litiC, tic atid vcttahlC ()il, aC slbsidi/ed 

ill tile pilot pt Tg ew.,leitls, which cttribitte nearlv tvw-thlirds of 
the caloric intake (d an avrtt tIlipitlo, \wCt'c stected tim the bask of both 
nutritional and ccon(rnlic com'.,ideratihns. 

Rice was selected for the prgritn because it is a universally available 

food in the IliIippitles. Coml'prising 50 percenlt (4ithe ,aioric consumplhtion 
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o1 the averageC Fiiino11 it I" the Iltatiillnd referred~ StapleI food1( ill Git COIIPI 
t IN (jlifililirlS. 1982). 11t a-idiitioll. tuilt arkting sYstItIl For I-ice ill tile1 

I'IiilippIiIIt-S iSCftiCit'ii tiC;Clt'S iSjItiStd j)Iiojio
All"I t tile'IltoSi \\idICi, N nrS. 
R~ice ha~s i high pr.lt ciaSticitv oI (ieiliad illonig ow-ijicolic itoltolds 

VBgtis.I411 l oi lu n t n .ic c " e o lc .h ii rt o a lv in 

IjHlt 11 bt-Cil lINt Of It', Citd-. CIClitI. V. HIS iS IMtiit'llt1;1 iY SO ill tile cIISc of' 
inftitt anld Smiall childilT, wiio',c 1l114tstive sYt'ls tIIllIot ithsorb tlie Itee
essiil*y .'lltl14V (0'
[too0111t bhis't (II t il-4'it blk hooid SUit1 aIS t-ie The 
pre'sent .ttitiilt ctilm;T i oill 2.9 kdTIT14 Ill1 \ctzllctoil per capita is
 
COttSidCicled to bi' lIIdifLjII;t'( b.\ 1lit l
I adl Niltitioll WwRe Istittett. 

S h li mSIlan 111 i m w( hui 1 IIt I " h ti.tl sub i ~iull
li, I, T111IITITTTTIT llt11 ili li(M A cll"s T1l i2hlT til I tonll]) Undt er 

OIW ( lT'A. Id ~~l 'II(tIlll1tII IlI ; IT )T Itll lCti\ IiS CIN il~ toi ff~%Ti 

p I l t w kit lit ,T I 'i 1klt l1 !1(id 111,1 t I I t1,1k-II k IlIIIIa is III 'ILTl 

prdinsrait . CHI)'!()c (deaillc "xeiele 1is100 JlfI41s1)\ 

ltS111111diil~t :1N I t I '~lil,L.I tat mil~'t tole lilt-vhi a cel(traton 
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listing of program participai.ts, several hluseholds were observed )addling 
household membership. "-risseemed to be a logical behavior, because the 
anmount of he subsidizec: ration is deternined 1) i\ousehold si/e. In tile 
majority of the villages, the village hcad was Ihe final arbiter in cases \here 
there was conf'licting infowmation ()t houisehold unbe rslhip. It is es
timnated that 20 percent of all households had conflicting claims of 
membership. 

Although the area-ta gzeting method ot screeningl was relatively easier 

!oadminister than othmlorms oltsr'cniwn, such as incone cit'eria (Sri 
Lanka and tihe U.S. food stiap pr()grallis) or sex and agie criteria (oolll
bia), some uniniended effect, \crc observd in its inplementation. A 
number of households invited relatives ron neighboring nonltarect vii
lages into the targeted villages to share witih them tle bene'fits from the 
subsidy. As a nc(sec!:eico ,r ncIdcline in th,2 1od availab:e for each 
number of these households was observed appaiently because tiletotal 
amount of hid--including tile subsidy-was shared by more people. 

Program Leakags 

Several torms of leakage:s wcre observcd ill the initial six mouths of the 
pilot project. First, because tie plograill docs not discriminate allong lar
get households \within a villa.e, niondeficit (lostly hi.her incoie) house
holds in these villages are inclided ii lic prog.'m, l.takalges are low it the 
large majority ol the households are CaloriC dCficit. fheCefficiencV Of lar
getirig is therefore a function of the national agncyC's abilil in idtiftyilng 

p)iv\'11y areas. Front the food c rumrpt ion surcvy corlduntcd just prior to 
tlhc lis ounit ellnoreclllti, it \\a 1o1ir1d that On Ite averagC about 1( per'
ctnt of the households were considered nordeftiei; is the tirgyetinlg is 
relativelv cfficieni. 

In two viillages in the sotlilh, iaioVer. a1 linln .rof ecCouoriiallv weCll
off householls were observed to h, h nIte'i ration \\,;fit their toorer'.huared 
neighbors, thus rediicing leakages. Somc richer hrouselduls allowed their 

tile of theirpoor neighbors ii,,C food discounit Cards, although tliscoitunl 
cards, strictly speaking. are riot lrarnsfcble. "'hese transactions, which 
were done wiih the knowledge f hue store owners, invoivedr moeltary 
compensatio(n1. 

During tine first six-imonrth niotii~nling period, sollc cases (if subsi
dized food r'esellin were observed. All of these cases involved tire reselling 
(if cooking oil. vhih was attrac'tive lor tlc very poor finilies because the 
pr(iduct comimatn(ls aigood price ii tile open miarket. For instance, a family 
(if six with a nwolnhlv ahlocatio'i of 'ifteen cupis of cooking oil loe clip 

I(10grall) Stand, to gain about fiftien pci;os if 1i sells all its qil:i, an 
;li(itl nit that is ailmlost equal t(i halfif day's wage. ihere was practically no 

http:participai.ts
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resale observe(d ill tile cae of rice. mainly because rice is a staple hfod andtle raitollIof ch falini was lV aboutahou
C~MISolfies. 

half of what a typica holsehold 

lIi t,,so v'illaige, i lt iii . s(I\e lll cl .rl'isini h it'i hlS.11 sed l.1 of 

hi1i e iollI li( l. Ill lII il iii .taces. soI l aIilei' pIreempted
tIIIe ratiols (d, h iiseliids that did not) l hit ilie all of tl,..+r eiitil fo)r thellotill!i. Thes plaetie. \e partictlarlylifdil l! t )chtck, because the
etal.:+ , c)iiihl fi; Lc It s' ma(lt ,aius ht)()k recui' ds. alld ( onitorin g

by the )Ii' st-OxiIIsjuIIt)illd ) thCloc' (111k (tiice aI;lw k. 
tt +liH le kiw tN i)i lilac if' Ilt(d l i ,I) ftit (titriltit.cd waseslinlatcil fiiiti II uiiii, tc L, t lill ielW,I d e.t i'ji i(i'rk trs: resell

inlt . 3 h)et'tli ,t c ;kmt_ii ill l',:JQcM l c tA it) iiiildficii 1io ,clh(ils, 10 
pu'i"fl ; all ALl 1" c' '", t1:1M (lh )I't), . ir :itt111. 

[I/s t()/ FMOI' /b,%cmllf ('l ,] 

('L'iii hll i;ih, tMh \,I tl0)iwt ill it t (d1 lhtIl tiitji l caluds ill
tlit retail li lt,. I ., tq inlii l itr r n) t_\lt ls sale, lijisactli)lI ill

tile: the ieiil isC wlt, lig" ha(() flihHIC li l Caad idI card
holhcr had it) si-n i e m ,aik- hlil )k. 'I hi, piwrtcduiri delavel tile iilic itt'iik it trlic a sat u tsW!iMi, t,etilllv ik s ilt sl ilic ii't 
p)tuilati(,lls.

A,\ntohtvr adlliirali Ill tihC [ r )(CCdlIIrV 10cc

ale hcniclicimric" hl, (.()idh 


lr~ ~ n ll\AC. h illiter
fll) 1d11t. "alc", I)()()k. [" mr 11,1, irm+up, athm)lll


hierteilta)T'lit (dlcje~ie
i)flit11 Ilii!tliT Ith iiisih1 tll . aI;Ii~ilhlttbtt Islauiilk was;I111 s k Pittilil'wli')Ii) tilll'p tlt the'cli ltitfil 
trallsactil 

Ill thie firs t%() ui(m ihll (i t -li cnIlt ;i riiln1t'( )l 11tC 1Plrit'i paiCitSdelileralsl chali d I:thiflwihe. allimiit stated in tIle disount car s by
tallj 'eril\u, ht! ( iiIis I)l the .ards. Theset i et'c casilv detected in lhe 

.IIIM HMIif Jtjj (d 1 u 1 1(10 

In the First six :liiti( file eli tthe itaeo hplai local banksrl'inilllr l:i! stoic jorwiir, prosed to be practical. The Special Savings
depomit privided a Cllllicilnl pi)cedIIrc Ir lilt redeiption (f tle stlbsi
(lic I y the mrC mner. lccalsc ft silte(fthe iibe \swas predleirnlhled
form the itwlcliiial iiiiitl )I bCiIeticiaric. the anlthtrall irred everv
moloth b)y ie pri(~ri,i urit he dep)sit acciiiits v1iS accurate ii within 94 
l)ercell! (f the actual stltsihliu,.

The it'ckl.\ antiliii iif the ooks iii the leit'reCiilcd somtie difficul
ties at tie Start l tile projct, but )iICC tire eXtlnioi tofficer and tile retailcr became familiar with tle procedues,, tie accotunltingi tasks pro

http:titriltit.cd
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gressed without exceptional problems. Part o tihe difficulty in tile auditing 
procedure could be traced to the small quantities purchased 1y hotseholds 
at a time, which entailed several entries in tile discoutit cards and which 
were therefore not easy to reconcile with records Iron !he sales book. 

To prevent fraud(ulent use, each discount ration card was coded, 
which proved to he an efficient systei of' control. Mot her,; were made 
aware that their ration cards wer, nontransfcrable. 

4dministration of bfd OwIais 

The procurement and selling performzonlce ol the accredited neighbor
hood stores varied by area. The (lifleretne ii, the efficiency in servicing the 
program recipients were dependent n.on lumbier of factors. 

SIZE Or POPULATION S-RVII). The outlets in Antique, which served a 
larger clientele. experienced mnore lifTicultY thall tlo.se in the other two 
provinces. The qteuing and crowdiit in the stores, especiallvyv during heavy 
[)living (lays. restlted in sveral bookkeeping errors in these larger villages. 
From an interview with all the owners of the retail outlet,; in the experi
mcIllt. it concluded given the IreqleeIt habits ofwas that, -lpttChasMing 
households, the optilli n"umber t hofuscholds eaZch storekeeper can effi
cientlv handle is about 120. This assutmc', that the store is attended b N'th, 
stor" owner and all assistant. usually a llticl of teile lanily or. a relalive. 

IREQUIENCV' OF PURCIASiF. Ill most areas it was ob"Urved that poor 

households tend to mahe frequent purchasets but in Nm,ll quantities. Many 
households, for example, buy cooking oil ais frcquentiv as two times a day, 
and tie purchase may he as small as a half cup. Storc rcOWds indicate that 
28 percent of all houscholds make daily ltlrchases. These practices often 
increase the transaction time in tile stores. Most stores report heavier sell
ing late in the afternoons when mothers have arrived iome from work or 
when the day's fish catch has been sold. 

REVOLVING CAPITAL AND SUPPI Y 'F CR!-JI)IT. Stores that had more 

than P1 0000 (U.S. $900 in I)83 prices) o14revolving capital were found to 
be effective in maintaining unintcrl-rup,cd lav-to-day selling operations. 
On the other hand, smaller stores were observedl to experience intermittent 
shortages in the supply of the commodities. Although a weekly credit line 
was available from commercial rice wholesaders. the amount allowed de
pended on the initial capital of the store. Ilence, smaller stores were not 
really assured of sufficient credit to mcet the dleinand. On the b1tsis of six
month store records, it is cstimated that a retail ottlet needs an initial re
volving capital of about P10,000)to support a client base of 120 families. 

CREDIT TO CONSUMERS. It was a coin i practice in neighborhood 
stores to give weekly credit to regular clients. Larger stores offeied credit 
on the subsidized mod. but smaller stores did not because of limited re
volving capital. 
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I()CAI-jN OF1- Tll- SltlRF. Faitlies located of til e fi ensg of' tile sibh,i-

Storecs bcauseN of' phlvsic-dikitllCC. AIiiCSC llliiiCs lliljly iiiitit MllC-Hnle 
(hul1k) purcha~ses II save onl lllis'hul COt. I, l*MIjll Co'As illiCdwd-em tiht 

tot l I ldacqi iAtil ct of hll'' .\ IlAd Il~ l l is ik sOiCl 

grttt 11ARAIo . IItitr FR A ( INut' I ) I IPulitAN(tie It M a 1tAll - N d mt;kIil n-l 

PInsaiiis', jesighmi tici 1 oo 111111lC CT i Of il i5 I ii i d itr \T )Ihe 511
 
liil. Isll A ttt j tiic 11CC(\,~ k vtiSc
pc. t1 lillt' (tt heISibsidi/C hanCC ti 

110115 lliii lCCJl ttti i"isil l (iit 1cal L tt( Aiiois bi.totey maye
tIC~'Ctoe ii) Ittl! Ciuk diiW 11,dl i a lu in tie ~tilC611 e v.ciiiiics'i 
Sotnic It 1lict1 \\Ce L' 11eiI ( i Mukiiie( toi ill 111C tttt I ol idselojii ill 


Mst (I tl OW :CipIoCI t 1'l a tiVt14ttili ClIlliC t -y
iS feei (0 i[ ('111iLtitV 

IBrg1 z n d ( i I i-\J i W ,ju~ ItjAi~IitIP FC ii MIL 0 111 iflpunt lt ol~ 

Rhecod cmpikd.1clorl wlot(-titi Iitllae of[irgaclchatlitiailtmltt h 
illet i liCMUll t (A ofe~tlt kCl t iil ttNlil 1 byTLMk)r a ll hiici [lshiif 
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as \,.elithe program's objectives, mechanics, and benefits. a%rtail Stum' 

owners' understanding of prograni procedure . 

Substantial social preparation aclivilics ,sNec kioudtUctcd h lit]Ionic 

nianagement technicians of lhc local MIlitstrv of Agricttllitrc, assistced by 

the paraprofessiomal village-baed workers called Barangav Nutritio 

Scholars. Mottoiint, of i',atl stores aiid progri'rm pticilpant , was done 

by the holiw mianaigement technicians during their rlttular isits to the 

project areas. Prior to iiplementatioi villaic assemllies wetre held to ex

plain the j)' ,,I.!ll's inechati's and objecti\s, hlieSC eiuL'i1l'lies \wc' tin

deriAkeii th!he volperatiion of local councils,, in the proi.ct aelas. 

Nutrition education cLitseS rT ondiucted reCtularly lo IoiOthetrs ill 
tht proira areill rte as i;ichldcd as,a COlnlpllliiona weit utiliiion education \ 

intervention to the slillsdyrl)'rani. aiiilv to piuonmhhte the use of cook

ing oil. 
ilhe IiiinCe ti atiieilt technicians dtvitcd two to three days out if 

their fi\C ,orki io dais inl a weT to tle liriii(t The projct m1onitoring 
therC'foit sltralced f'ol-11 the tile the h1 tome u1aIalIutl technicians Nor
nluallv S11ilil II 'illduQCS. 

Pnt'3zrug ( ".14 

[lte tiattealI Cost Of teile lgr:lll consists of threclmaill eolilponteilts 
food subsidv cos, c0 1 the incnittivC paid to leretailers ;itl(ad(tnlillis

ative overhead. 

The fool sttivI,ids cost rpi '.cllts the difftrcelC Iet\\enlte \wholecsale 

pric' of tIle' C,'in llodiic" ;lt! 1th corr,.spmiilie dis'oliied price ilider 

the plroram. I .- \aiatitli i thc food illbsid c\ from olltlltoioutlet is 

ilne nililv to flie difettlcsliCt. illiiSl)Ort ctS. ()ntlets ltlto marketing 

centers h1ad lowCr procuVetllItC costs". licadtilillisIrati\e- m\ rlicad covts 

part of the salaries of lh- v\ ,% l d.k-it 'i- percetllt ofexteUllsi, oe.i'v,'!o, their 

tinie to the project, salarics ol paaptofessiiitl cxiotsom \orkrs, travel 

LJsts for imolliiilr ' officers. Salaries of ccltrll olti.c-l.project olliitistra

tion, printing costs for thC diseoultu cards anid -osl 11 sutpplics. 

The cost )etr betneficiary of tilepigrall is calcul!ated at 13 .1) per 

nonth (W.S. l5..7L) in iL,) luicc). About K; percet iof this is food cost, 

and about 17 percert is accinted for b the ost of adntinistration (9.4 

percent)I and retailcr,' incentive (7.2 petrcet). ((arcia and Pinsirup-An

(lersen, 1%17).
 
.AllOlngthe facltols that Contribute to the relativel'v lower cost of'deli'

ery of the progrm, the conmmoditY nil× is quilt inll)OIai1. becatise rice 

and oil are the clheapest source Of calories in tlh, conilrV. Besides being 

locally i)roducc'd, thesC commodities ate available inaiaho!'t all parts of' the
 

country. These foods are also bought in i-mw forimnl
(uilike the processed
 

weaning foods of tie Colobnia food sub iidy irogrami).
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Another crucial f'actor. is th LhlItalk lower percentage' of' adii
istrative c(45s-ab1olit 14I percent (if'the ((hl Co4si. Thiese costs arc relatively
low because tIl.-gtji'. bY tgctiirapljicaI arl-ca clrnilnaices thle :ilrdllsonc arnd
Cos!l proceduirceful creening hciicficiaics. The slubsidY prog4ram1 ill Co
lomlbia, loir xaniple.. Is li kl4w\irlctcd to ) reSCllolers a111rid nan or
I"Ctaitim.g rot er-S. Illii .44ii44r4, tile ad i inrirat is-c cost." ill tilt.. Philippinie 
progritiul alr- :11, ioItI-Ir( cost, 1)c(carjst (lic (IclisrY SYsteIll is built Iium all1exist ris~ng atr-ur of exterlsiciri officers. who tvpicalkliv 1V4i parti of'
their workiiq Week to thle l)ro0jCCt( \kitiloiu Subhstantial (livo!rIsior( from11 their 
normal (lilt i:s. 

Incoeoit Transfer and [iriliori pj:IhNt 

lPrelimiiriar c:\i41,: 444 ;ialt~lH s' 4\(14tl r4,irrcal,41 after two 
I41(4114is iii 41)(4:1:444iI111i4:, (4 :1 I1w4imiciti 11441COIt t rltr crel444ihodet ill 
tile 14)4(1 (""Coll""'a~(4141( 1"44l~44 ) I )4:ICCI4 (d1 (1(4 i4(:olies of,' houise
114)1(1 Carruie Ic!t. ~ I:h11Ct9. troislerili(Jli4:it 1110MIC4 is equlivalernt 

t th11 (itI4L4:414: 1(4:4 4:4:41'Cl OW pp ,he l(hjlY and( d4\t let Commod414(ities5

1litC p14.4.'L 01 Il.l( jl/d 
 41'4 il1111(i141i4d Ill\ hei resjicct ive. ra1ti44n 

lht Irall'.Ie ill I.I I(:4III '1 aIh(M1414.44(W- I414 \%~4 tC()I4I4I4C ; its
 
il 114(44I (MI4 2 i I4: 44(111.1 CI iss ill ;111Ht'
I IC k jlro jit4: .4444 , a"5 "114(m11 44I I t 1h4l

11 Ill areao 2 4t A.\u](juc. the muhsjdy\ wa" hru:(4:4 (4 4:444ki14t' oil; htcce 
the 4.44(iIihij44) 1(414al i444.44I(1 was(4:5(4444at( { ;ill mi4Y 3 pC)4:4tt1 inl ftqlii-s 

Ilic iniplor4044e4 (d1 444415444(4. lm41 "liic is, prnlne 4hI1'ong4 

TABLEi~i- 14.1 Y4)444' (41 110IL4444 44444411444led 44. the4 lih(k~4, 11Y44C 44444. Lgrmi4(. 

Aret I A va 2Solih C4abat 

5.000-5,wo 8. . 1. 9.2
0,00(0- 0,9i( 5. .10 8.7
7,000--8,t)o 217 .9,000 ).o) 41.7 .1.5 

114(414441 't pib(ic - Siihsj41t P~ro4ject4(4444r4( (([ti . . h C44444444p4144 and Nurri
lim)4Simn-i, i19h.1 
'Onl~y cm44k144).441lI%54 44ilm/Cd. 
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households that depend on seasonal incomes fromi agricti It e or fishing, 

inasmuch as their available cash income is not constant from week to 

week. For the sustenance fishermen inlAntique, for instance, the value of 

tile subsidies acc'itts for more than 30 percent tl their available cash in

come during off-season days. but may 1e as Iom as 3 percent of their avail

able cash income during the good fishing seasol. 

The income transfers, which amount to 1)7.5() per person per month, 

are estimated to contribute about 8 percen, of tle total calories consumed 

by the households, or approximately 140 calories per 'Idult equivalent 

pe- day. 

Conclusions andiPolicy, Implications 

The piloti tudY providedi valuable insights, which could be useful in 

designing and administering a larger scale Consumer food subsidy pro

gram, at least in an enironuicnt similar to that of rural areas inl tile 

Philippines. 
Selecting impoverished areas to receive food subsidies appears to be a 

logistically feasible and low-cost formn of tarevetin g . The administrative cost 

of thi;.pilot program is estiimated tohe less lua half that of similar subsidy 

programs in Colombia, Brazil, and Indonesia. The viabilit\v and replicabil

it' of the area targeting scheme, however, hinge on the lrcise identifica

tion of poverty areas or villages and a high concentration of poor house

holds in these areas. 

There w+ere three other crucial elements that helped to keel) the cost of' 

tile program l)w: first, the choice of commodities (rice and cooking oil) 

providing tile cheapest source of calories: secand, the use of an existing 

administrative infrastructure to (onitorthe program: and third, the mo

bilization otfthe private sector in the procuremetnt and ultimate distribu

tion of the subsidi,'ed food. 
Leakages of benefits to nondeficit households were not totally elinui

nated, although these wvere kept low through stupporting programs like 

monitoring, nutrition eduication, and adequate social preparation. The es

timate t food leakage to those not in need is placed at about I i pcrcent of 

all food transferred. 
The privately owned neighborhood variety stores, present iii almost ali 

villages, were found to be viable outlets for tile subsidized food. For stic

cessful and tininterrupted operation, however, it is necessary for these 

stores to maintain a mininmum operating capital, which was determined to 

be t10.000 S9t)0 in the pilot progran. It(U.'. 1983 prices) in was also 

ceterminedl that otue outlet is necessaryo cvetrvlou 120 families. Local idio

syncrasies and neighborhood politics should be considered in tile selection 
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of these stores. The store owners' character is crucial to lie stccess of a
consunler food stulsidv. location of the stores also needs to be considered. 

The program appears to le an effective icans of iimediatelv benefit
ing dhe poorest households. The subsidy is estimatel to have colnributed
8 percent to the daily calorie consumption of the households in the pilot 
program. 



15 	 Structure, Costs, and Benefits of Food Subsidies 
in Bangladesh 

RAISUDDIN AHMED 

Food subsidy is an important element of public policies in Bangladesh. 
Direct public intervention in foodgrain distribition, now being practiced 
in Bangladesh, can be traced back to its origin in tile 1941-44 wartime 
food policies of the government of British India in general and of th2 gov
ernmenit of Bengal in particular. War-related disruption in dhe internal 
marketing structure, F-uhlic spending, short supplies, and panic all corn 
billed to cause a spiraling of food prices (Sen, 1981). in tile wake of' im
pending famine, tile government initiallV reacted by setting maximum 
prices and coordinating movement of' supplies (rom surplus to deficit areas 
through private marketing channls. As tle situation slipped from bad to 
worv;e, a Food Department was created in the central government in De
cenber 1942, and state governments were asked to orgarii'eCprlcurelent 
and distribution machineries. Distribut ion facilities. scch as fair-price 
shops and iation shops, \wcre located mainly in big ciiies, particularly Cal
cutta, ill industrial areas, and in arca, where military works were Iunder 
construction. After tile Limine, the rationing system was further strength
ened and gradually extended to other principal cities of Bengal. These _-x
tensions a.,swell as subsequent meastres are indications that the govern
menit learned a lesson, perceiving that it could have handled tile famine 
stitation better had there been a publiC (list ribut ion system in place be
forehand (1-1.Knight. 1954). 

[he present public distribution system in Bangladesh is largely a con
tinuation of the old svstenm, although a number cf modifications reflect 
circumstantial cllanqes. '[hc objectives (,f the program are still heavily 
weighted toward urban public employees. including police and army per
sonnel, industrial workers, and urban consumers in general. Tle burgeon
ing nonagricultural rural population has, ha cvcr, started to evoke na

tional concern and to influence public food subsidy programs in recent 

years. 
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This chapter provides a brief but stub';tanlivc account tf the structure,
costs, and benefits of the toodgrain sutbsidy system in Bangladesh. For thesake of brevity, tile chapter does not disctis's tile many analytic foiindations 
tiderling the coilclusions plresented. 

Structure and Conduct of the Program

It is often the stctnre ald co nduct of 
 1system that provide the first 

approximation of who icceivc the r ost beefits and who bears the brunt 
of the costs of a pit'oli( progLram. 

Si-7e of the I'rngr(t d Sia 'o't,,st)/ SuppI/v 

Public distribution comprised about 9.3 percent of total grain supplyin the second half of the 9 600s. This share rose to l percent in the firsthalf of the 19 70s and has declined to aboult 14 percent illtileCarly 198v0s.The increase in the share durini tie early 11) )s call be attributed to theabrupt eXplansiol after th-: civil walr and the uibsequerlit rigidity ildownward adjustment once thiltlrni- was expouIded. Whreaf mosts of thefoodgrain subsidv prograro was dependent oilimports before lt975, importdependence has declined fronm about 9)7 l)rcenI in tile tc I9ht s and early19 7 0s to about 70 percent in the late It)70s ;alndCarl'N8))0S.I This is partly treflection of (onestic price stpport lcasures and part lv an increase inproductioni. The decline in the share of imports in totall public (listribution
does not, however, imply an equally sharp (irof) in absolutc Import levels.
Import: fell tifrom averae of 1.75 million tolis (lutrilt 1973-70) to an 
average of 1.53 million tons (ldurinig 1977-82.
 

A large proportion of the 
 imported f)odgraim va:, reccived urder
concessional arringement. During 1973-82, annual imports of foodgrainspaid for with the government's cash ftreig ' exchange resources ranged

from 2 to 1 percent of t tal foodgraiu imports.
 

Distribution Meehanisnts 

Public focdgrai n distribttion is ctnducted through three principal
mechanisms: flhe food-for-work progran, opeti-market sales, and rationing. Free distribution 
 of food in an emergency situation constitutes afourth minor ctmponent, known as relief' distribution. A detailed accountof foodg4rains distributed under these mechanisms durir g 1973-82 is 
shown intable 15. 1. 

The food-for-work program undertakes the constru ction of ruralroads, canals, and embank ments from January through June, when aboutone-third of the rural labor force is utinder- or unemployed (Osmani, 1984).The share of foodgrains under this program doubled to about 20 percent 
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TABLE 15.1 Public distribution of f)fodgrains, by category d sub.id., langladesh 

Average Average A%erave Average 
Qululit%, S<haIt la11 ii Shawe 

1973-70 197.1 7() 197" 82 1(77 X2 

Category (1.000 tors) (percent) (1,000 ions) ( plerent ) 

Food-for-work I50 8.4 300 IS.0 
Open-market sales ISO 7.5 
Total rationing 1,570 87.A 1,500t 75.0 

Statutory 40) 25.6 3of5 18.2 
Modified 0)40 35.' 3110 15.4 
Priority 105 5.8 336 116.7 
(;overnment employees 180 10.0 2)0 13.0 
Large industries 75 -4.2 120 0.0 
Flour mills 110 0.1 115 5.7 

Relief 75 -4.2 50 2.5 
Total subsidy 1,795 100 .000 100 

,
SolRici:s: R. Aliied 1t1)); Ijossain. 18)1. 

NOTE: Openrrarkct sales %%erenor iii o1wratrion until 197. 

during 1977-82, cotnpared to onl, K percent of total public distribution in 

1973-76. 
Open-market public foodgrain distribution is based on the under

standing of a close relation between ptb lic cistribtiti and free-market 
price determination (P. Ahmed, 1979). The concern for an increasing 
number of nonfarm rural consiuners. who generally are harmed by wide 
swings in seasonal fo cgrain prices, is one of the principal reasons for initi
ating this mechanism in 1979. 

Rationing constitutes the largest mechan ism for public distribution of 
foodgrains. About 75 percent of all pul)lic distribution during 1977-82 and 
87.4 percent during 1973-76 were channeled ,hirough ratitning systems. 
Rationing is organized around six categories, each representing a group 
interest in the political power structure of the society. 

Statutory rationing suplies foodgrains, at given prices and quotas, to 
about 70 percent of the population legally residin in six major cities of 
Bangladesh. The population of the stattutory rationing areas in 1975/76 
was 5 million out of aItotal population of 85 million. Fach recipient in the 
statutory rationing area holds a ration carl that gives that person the right 
to make weekly purchases at designated ration shops. 

Modified rationing is designed for people in rural areas and towns 
other than the six statutory cities. Access to the modified rationing is theo
retically based on the amount of union council (local) taxes paid by house
holds, so that high-income groups are excluded from the system. But be
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cauIse there are no compJrehlenlsive reporting1 svste rn or -CliilIe taix 
dlocumlents I lrgetili11 omIlodified raltioolili 4 to Ilt pool- is AIIlrs ItlleICiS
tent (World Hank, NQ). Raltiollingt 
 too priol-itv 1rolps tar14els recipients ill 
tile nlilititarv Mid( 1)diCCtiet'J'Arulltllt' rIld inlltitlr~stl as-h;Ijaili Is piji
tals, adl stiiticri i10511'1. IrliillilI rl 1111 t'i:;is 11'LHot Used ill this %%vs
tern. *1Il i40VIl'I W lt lI~ i~c Cilt'14o1\ iiiIIIdIC Olk115 ost 'FIII)h)YCC.S
w01o 11V ticitle ill tile srdIoll'1 JIs I ill1reasi1' tile Iior'il 410111)N,
 

A11Oleatiloll 0)1 tooi.~~ij'.ils)te 
 \als' edL(lt'~Re Of rltliollill. 14are
madte I)v titoll(m 1cl-t'cllllml I cltlllIlialill) %\t tile dillie(-ieVCi I'OOd
lPoii.' (olllnlittIe. ANs-iiosm II Ill taIhie I. sI;it's Js \\L-I aIs lilsoillte quart1

tiloyie (Ic m(lgisp s tb lhil ll\ el ilt 11ItId' )li1 ttc'it.d1 l11\cd edcl inea 
tVi 1111C.t I)' t.-lli. [(i-ltIM510k- lIct )1hi ls Ila" ul-tdei partly 

diertIllle rati J lt'' lt'! ised~llt' Iiiiit'timlt't ilcttll lt' "Illutn ritalllg 

wili'Il eersllJw lt'tMIIA1Clt'ssll' 1 ll 11rilc I st' Aailole i. 9 ill Cae 

gtsc'd Thlier eiste)ll(veiv '1i1111Itle'tiesitIII o)ffl LMjtitI t( '' SifICtWlll edra 
t~il i ll)smet't'll cstars. ) m k k m olsh w AN)ilc-a e . a t. 

OIMeISillQ flloth (11:1t ilIoll HIC Niiall (I 11 titt hiie I'itsll ittd hacosts 

litations n itrilt'e~liia nollciot 51hl'si Ill 141' S)iih~ dl?Mdllls.il apj'roac 
pion,' ra tinit prisldri (1wi~r 5111111'lIl5lfr at%is e)oIIN(hll 111Cd 1'ill-t 

cotiltelse'siI~ t'ot1lt'tt of ist t'i ierle i. IICIIl mevt very relC 1an at',iIS 

Whenlirtio1 price1.,11are1rake~Id. II dil R110 I)h1T IICmrepican 

http:Mdllls.il
http:ttc'it.d1
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an assessnient of' direct and indirect c(Ists and benefits providc s ample in
fernation to policvnIakcrs ln, radc-ills aind wa'vs to achieve Cost 'ffective
liess. The costs of a tood suIbd j)idi)iii cin be oCNed ax dirt-Cl s bsid V 
c'oss reflected in th .we itil! idi ihat is, fi'SCAl cost', iid indirCct 
costs to produccis and the Acilni '.at 

IBudlgeul1,' St hsidv ( 1i.W." 

l~cuilating lielfiscal cst , O f titid.r'aiil stih,,iih i\ coii llicatd hir a 
iltuliIbeCr t reasons t tle stOl s i i0 ll. -- hlether cllilllci'ci;ti (i 

ci );ktt',si ia -v t c i I diffc'riiniiiiI)Mrts 1 0initsItic,' i \Voidh' f 

inplicatiotns ill budictiii thOW subsid,,. cctli, Ii CiiiiiIIlaijiii (if sIocks 
or salef, frk,iI past sti,h , ciillh c iii,, ,iiii al 1ihtid .,claln, UsIiltial",e of ile 

slbsidy to iteVeiI, Ahthilih OLe cii~ 111hii ks stablC.10e 01utit sixl 
Third, tile qlC.stiol of inciiI'olluin esc'liioiu t hOffi-hoi-woik htiinhirailis, 
ill subsidy calc iilanhill i, pio lein tic. l", tiliIllaY hiwgi
cally be trieated as1\\alts for cotil Ali'llclitIll 'I riirA iill%,!'ii C'iil tY . 

TiWO( budctiar y uiil i2it MV hl)ieiitcd iii tabll 15.2. StllbI;Ihihary 
sidv I includes oiilv uiaiil lmol,2hi--- hot illtcilailv ald frmll abriad-
with tihe goernlt' nit's OviWlriec es aid sld durinig Ih. liscal vear in 

question. "his estilate does not incllde iiV re,venuile from1111aid-rilt d inl
ports ir cs, iiiciirret for htuiii. Siib,,idx ? iiclilde, all h11ttrliilli ac
colillnts-t hos )iIrcl1ascd ihIC i t,i 't "Iswith .i'.vcl'iliClii \, 11 (",t's wcll 
those purchased with aid aid UrMit,. ii MI*V,in , ineal *'ii . 1-i0'4r
work rograitti st,, amid rvciiie- are. hl\\C\Cr. Cxclii(lcdl fitti Ir th esti
mates. The figures iiudeirllsidv 2, tlierefotre. reflctl tHi itxcrull financial 
)oisitionlt hi [)tilcha s(inICu ill (of aid)f fot])ilthik Csi, liting hi Qiu niid sales of 

graiis as reflected in the himdtl. 
1:r1 Hi ,1ab"c11 ik iip)pir'tii nd suIbisid 2 thal subsidies arc .1 

slnall part of tile cverall lo d accoutf itlie g,ovLeinnt: the u.oveI"lmlel1nt 

TABLE"15.2 Buidt,t'hr% ltis , ,il ltc himldl~ian .1,0111111, BM IlILd'Sh 

I' lltliI,, 1 \]d h i l d~~~i1 Ill 1-hilhl1k.F,,,d .\1d[ Piq)(lio-fin tif 

M ilhmilhl IiLhItl ,Milli'm %,|1lli'm Buldgel 

1t)7t/ It 1-1.2) t1.0 3A ) I 22.ott .3.4 

Ol~lll:Iala 1li.l, Ih;11 ',v lll. '' t 1IM 1Ii l -0l1,,h N IiSMl, i-d Foodl . 

Nol I1 A lit-glalkt if.1ii "ilt'alls 1(,S, l l(ith lit'linit mJllida h ,11 1 1 I llmeail I g im l i t eire rl . y.~ 
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may even show a small gain on its food account when the figures are avceaged over a number of years. HoN%,-vcr, when the foodgrails under aid arrangements are excluded, the budgetary subsidy on'foodgrains procured
domesticallyand imported under the country's own cash resources issub. 
ta, alAbo ,k:billion (U.S.-$65 million) was required-annually forsuch subsidies during 1978-80. About 70 percent of this annual subsidy

was, however, incurred in domestically procured foodgrains (World Bank,1979). Therefore, the budgetary subsidy reported by the government onthe foodlrain account (subsidy 1)goes to producers and consumers in al
most equal shares. A food subsidy of Tk I billion roughly corresponds to asubsidy incidence of Tk 11 per capita per year (or $0.71 per capita at the',
1980 exchange rate),


Although the analysis above 
covers only three years, indicators oiprincipal determinants of subsidy for recent years imply a substantial de
cline in the level of food subsidy; Thus:the prices in ration shops increased
135 percent for rice and 95 percent for wheat between 1977/78 and 1983/
84. This compares with a world rice price increase of 60 percent (inBangladesh currency) between the same two points in time. The domestic 
procurement price has increased by 70 percent and the free-market price
of rice has increased by 95 percent duting the same period. 

Economic Costs 

Economic costs as defined here differ from budgetary costs on sev
eral counts. First, the cost of acquisition of toodgrains is imputed using aprice based on the principle of opportunity cost. Thus grains obtained with 
food aid are also costed at full economic price. Second, accumulation or* depletion of stock isdisregarded; costs and revenue relate only to the quan
tity distributed in a fiscal year. Third, in the case of imported grains, bothofficial and shadow exchange rates of Bangladesh currency via-A-vis for
eign currencies are used to show the extent of implicit subsidy from over
valuation of the exchange rate. 

Foodgrains, imported as well as domestically procured, are valued atworld prices on an import parity basis. The argument that domestically
procured rice should be valued at world prices on an export parity basis isignored-on the assumption that Bangladesh would not pursue a policy ofimporting wheat and exporting rice. However, the nominal protection co
efficients of rice (the domestic-to-world price ratio) calculated on the basisof export and import parity differ widely (1.10 for export parity versus 0.83
for import parity in 1978/79, for example).

The calculated economic cost during the fiscal years 1977/78-1979/
80 increased from Tk 1.838 billion to Tk 2.603 billion (equivalent to U.S.$119 million and $164 million at the official exchange rate). The incidence
of cost (perunit) on rice is larger than that on wheat. Economic costs (at 
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the official rate), as a percentage of full cosi .,varied frot II to 4St percent 
for rice and about 14 to 22 percent foIr hai. I-xcept for I475 76. tilost 
wiher years in the I470 , ,hoved a sinilar pattern. Wheat i%more expensive 
relatihe to lice ill the ,'atiollilg svstlc i thlal in tle \o ltl nmiarket. 

F-ood Stbsid.v ad .Ag:'icultrla// 

The conventiunal pjloitioln thala of h. pricespolic ll hiIodLgrain has 

been a Factor in agrictlltal m liia linBanladleShd(Ils not appear to 
be valid. to II-ke atl objective assessment of whet her oullcstic prics :tlve 

?.-Let oI\ t t'e pr'C l l' llsteador high, onte hts toI . '.elelce foclllpXViil. 

,'f following tile conv'entilnal approach t exanlmining, tile c1st of prllduc

tihll and prtit)ability 01s illdl\C, of ilWetitis... till' ,,lol liL'c is ,ed l it[he 
assumption that ,wrld price dtfins the oIiiLc bolollol (f ijiocltise that a. 

SoCiet v call ptinl ulicers ll thelt'oulilhs ol'lly, (ofiur I,)pl 'd ;I priduct 

efficien-v. 
At the olficial cxchatge ri'tew, ("ltliCst I lice lriec's l)J)e'alCd o be 10 to 

1S percelt how"r Ioiui w rhl pl'ics duiing I-.,+3. Thi (thoes it imply 
that a 1(0 to 1 elrcent 'lll cfita be m:id by cxlltiile ri,ctrot Bangla

desh. )omestic rice is sold ill bulk. and its pric'. like the \woild price, does 
not include sackiiig t.t)ulity ditfcriicn between dotll,)letc and forign 
rice can be Nubstailti. Mioreover, \wor-ld price ,ta tiesi repCi"eill geleral 
market qtotatiOtiio tll which ri-ce is reflectatl l pricus at lluirc'haed usuall' 
a 5 to 10 percent liscolit ,Tie price-C1 I'iceatulally paid hr tile lialngla

desh government to Thai exportelrs121,, wa.s ho\,ci- Illil tile pulishCd generi l 
world price by 1') percent in 197 7 78 and 22 perceilt itn IT97, 71)(Ilossain, 
1984). Therefore., it call clearly he clainmed thait plices of oodgrails in 

Bangladesh have generall§ at levels, with official cxchangebeen ,,vwlrlhl 

rates providing olptinial incentives to pIr)ltOtcIs. But becallse CxChllge 

rates are olvervalued, tr;idable prdtlucts il gC'Ieral mna he ui derpriced. 

Simple colmparisonlit oitiiial prices does not c tilllre the effective incen

tive implication, however. becale ilpui subsidv is widespread in Bangla

desh. The aillont If subsidlv ionfertilizer in 1977 78 was "1k 1.18 billion 
(U.S. $70 million), whilch was I I percent higher than the subsidy oin food

grains in that year (World Bank, 1)71)). The subsidy tl ilrigationl invest

ment and credit is equally large. It must le added that the inlputl subsidy 
has been reifuced substantiail,; in recct veaws. while the support price for 
rice has been iaised clnlmnensurat'ely. 

Even assuming that the disincentive effect of lower fhlodgt'ain prices 
was large, it would hzave a large effect on produltill olly if the sipply 
response in agriculture is large. Studies indicate that long-rn supply elas
ticities range fromi 0.13 to 0.30 in foodgrains (Cimmings, 1974; Hossain, 
1994; R. A hmed, 1981 ). Thus the pro~duction response to lower producer 
prices is by no means negligible. 
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W110i Benlefits front 11e P'rogrami? 

lI' NtI'IIiCtllCid' Ofi file' lil'tlliI)lllilIl wi''l till provide ai basis.111 iiliI10 

for a f)l\ir's ut Itt 1all' I Ill ii 1 Mll\ IWt'l' l' Ill the 1:00jtl SlIhiktlV~ I)JI'O %Il

and hl' ih mlit ll'i I li lt1.!IiliLIl li' t i il'litdtol Ilplc 1;) rurat'jl Iln-

SIIfV' 1 S Ii'1 A', hl (IIl ',l11 1 kIY liMII 1ill t lilt i ti 1151 (I ~jLT iligIlMt 

dev Sices lilt' I l.l i il \li i l I11Ill Iliii'~l( I I ll' I1(1 ii ' IC I (titi 

1'.e t'tII iOV ilt'W I'lllt' M ii 
t 

lik il 'I)INIfi/lllu l o illiI 1 Sll IkT that lilt.

titltIII Idti'i lii tllt, Ils A 1111 tl' t I l2ilt' 01 iltW 11t ut Mi I l il il 
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tary and police services, and indtistrial workers (who are urbailike in their 
occupation, incoe., and conslintptioi patterns, b iinruralhut vl o live 
areas), the share going to native rural coristIliers was onlN about 34 per
cent. Even this estimate is considered to he high by manv who know the 
system well. [he rural pool- earned less than Tk .3it) U.S. ,.,7) per mionth 
per household in 1473 74: vet as a nroiup they are nstinatett t he 2.A times 
larger than thientire urban population in Bangladesh 

Are these concliisioiis on the distribiitional pattein;S of the food sub
sidh in Bangladesh sti; valid after a decidt? On the basis of fratmentary 
evilence. it seents that tle picture has t'enaiined lartely the sane. 

Food /,"PWork 

FoO(grithls distribuItd thli'itl!l the lttot-lor-wor-k program go enl

tirehy to t'irual areas. Th share of' thi categmo'v, has increased from 8 per
ctnt to about 10 percent of total pltI1lic dislr'it'oitiot duriii'the last decade. 
In absolute terms. this increase amounts to between 150,.000) and 200,000 
tons. A recent evalutation of the ptrogram reveals that about 70 perceti of 
the participan~ts ill the program ar functionally l;itidless, with per capita 
income less than half of the na-ional average. Net income eanings of' par
ticipant households are 55 perent higher inthe working. season than they 
would have been during the sae period " ith" te proTratm. '[lie evalua
tion estimates that the net income gains of workcrs troni the program 
anotnts to 10-Il percetlt of annual wage income and 7-8 percent of total 
annual ilel1 (Osmllalli. 1984). 

As pointed out earlier, the t.wal quantity offthe ratiiton has not inl
creased over time. However, tle decrease inl both modified and statutory 
rationing and the increase iWthe share and absolute quantitv under prior
ity and other special categories do beat- importatnt distributional conse
quences. These changes imply that rationed foodgrains have helped to tilt 
le advantage to urban consumners. But when rations and food for work are 

considered together, the present rural-urban balance appears to be the 
same as that Wt I973,, 74. Among tirban constners, however, the share., of 
ptiority groups (armty, p(ilicc. goverinment employees) have increased dra
matically, perhaps at thu Lo)st of other tirbar consumers (see table 15.1). 

Open-Mark ,tSahs 

The fact that tht ,.lime atniount of foodgrains suipplied through the 
open tuarket has a sharper effect on mat ket prices than if supplied through 
the rationing system (because of the income effect of the subsidy) is the 
basis of open-market sales tR. Ah med. 1979). These sales are designed to 
check prices in pe:ak season. Together with procturement from farmers in 
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harvest season, sjiih sales constitute price-stabilizing ilitrullents. I'hle 
VOIllte of opell-Ililakel ".ales has epaiixll at her Jlariily ill rt'C't1l veal-s. 
The rural nolifalrni popiillalioll which is iliiost (hillIt the size of tile ill
hail poplilioiial. and deticit latiieti aic tltlliek' ViiltliCihl- t, severcfluctui oni(l iIn lo)odlgiaill pit., , ,,\htclt' ls iilhali collll llnlt"l. MlT' rtIA l~c hV 

pri)lte tc( fromiis cul IlIiiettioiti i )V 'h1 iali jllili sSItti. Rased on this Iteasoiling, opii-inirket sales a coniiliedilliBanladesl h arc c reidCrdIli more hec' l ci' l to)ilie p l -,than [0ii l 
to 

r i~lI-iIh'Icll ! it is M'trtiltd (ha(! ilh-. 
r~itionling s\'lcmi <,hihli hc, r-t, ! '!,C, 1t \ lla Ili(itr igo)o,. s!aili/aliill prio 

anel.ill i iivol\' itql,, i iii(ike, Nilt ;itl l)l()tiiito l i IAc, t Q). 84). ' 
I! iiiilii l wtatr ,iiii ill sllialll c ises. (pi)p, i ; i slt la cl beetll 

abi tl ilt t nioiilt1)11 s et'tilit i -:ic.iCC )I rOilrts iid MiS e c
r rat h 


iveIY' illiiel l r lkt )l ic-l sit a ii 
 LMtJl ly\- suitil l iii it O 1' iilS 
(Mliltlii ileltVi. I . I lsseveit lhte11cs eVllecti, M Ip v-1iad t s Ile ill 
I lli ra lls Itl It, testel. I( i ltit( likelv that lsic t. sales, wilhia 

C 'i heis 

InOildtt tck, Ciin Ce'lttivels 'n(lit il irice, ill lai iic silli.i liollo . 

Conclusions 

I Ihe pubflic lioilgraiii i~ltiml pruit.rain ill R iitlld.sh has

strlLi lrlongii bi,. Iht 

a
 
.s ' l,i ,It. bhilit liiliutl 1bl fic. ,,lii)hO)v s.
 

l-m -paiil crllolseeC'., illtltlklridl sn rl'k ,inill iiil
l', )i0t(t)F)i anititiiil 0' 
nl'ltr cit i es rI 1 iiCl dVNb i'llhfilS eIili lli I?1 ( t!, p cient of their
 
incollit. Ii sijilte t lilst ikeib\ is 
a \kage tl)h)i tl. I'he ssstiln has beel
 
critici/'il on the li.iis 
 ii il1' (o)po-llrlu(itV COst of RSiill't- s 5J (2 li ltie food
 
subsidy ulitd the iiidiret'ci clici i)t lh )rogrlill oil 
 iicniiv ,sto doiesic
 
Pi)odtlCtiioi. l - 'iilcice- petla ii ii. c il -
I( It't S i, Ii)i liJ)J)(rli\.. 01' tihtdisinetitive-eflet hyli)hpt i . I C)(leicpricsC, (1) idILQiailS lt ill tact
 
Compara:iiile 
 ito world rics Niloreosr. the subsidy ii atgrieiltiral inplits

is at least as la-
 l tI h)fod sutbhsidl \ tuil lidclta,- costs nil food 
have, howeveri, rlCilaitieid vet'\ sillill I liegatiCtJ ust ofl ii))tl aildl: food 
aid ais wel as fer ji r aid I litriiil ir r['1i1 t ,11 (l tlt as ,!rallls) has 

.directly or illdiruct l paid for th!, iipit suli(lk andi lr price support.s to 
prOducers. 

If tile fil subsid lilljilatil, W" ..a si s "Kl the tesoutres thus saei'd he 
allloCate(l to agiit'iltirit (' I t.s r v colsi itptlion? XWhat is ( ll" l'telicele 
in the rolt of lil raioling s 'vstemn itl niiial 'vcars iil-ared( to inlaine 
yea+rs? So ioi. as these uLiestions al tnt aliiSWered satislactorillv, elinlia
tioli of food rationing lr-ol BangiIadesh ma' be iither aln !as tIask lor a 
clearly inderlstood dcisin. 

http:iitlld.sh
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P. S. GEORGE 

Government interventions in foodgraiti nrarkets have existed in India in 
one form or another for about four decades, starting during the Second 
World War. Bccvusc supplies from Burna were cut otf during the war, 
price controls and movement restrictions were in' roduc,2( by the govern
ment; subsequently, other measures were added wit h a view to providing a 
minimuin supply at subsidized prices. The major components of the gov
ernmenit's food management policy over time have included procurement 
from domestic producers, monopoly imports, trade regt.,ations, price con
trols, food distribution through fair-price shops, and huffer-stock opera
tions (Chopra, 1981; Gpta, 1977; Ff. Knight, 1954; and Wall, 1978). 

Agencies Involved and Their Functions 

The central government of India state governments, and a number of 
other agencies are invoved in arrangiig procure'.iicnt, movement, storage, 
and distribution of foodgrains. At thtc central level, thc Department of 
Food provides policy directions and general supervision, and the Food 
Corporation of India (FCI) handles procurement, imports, storage, and 
distribution. The procurement and sales prices of foodgrains from the cen
tral pool are determined by the central government on Ole basis of recom
mendations from the Agricultural Prices Commission and views expressed 
by the National Development Council. Some of the state corporations act 
as agents of the FC 1 for procurement and internal (list ribution. M Imy state 
governments have their own food and civil supplies departmceits. In somle 
areas, producer cooperative societies are involved in procurcerr, and 
consumer cooperatives are involved in distribution. 

In recent years, procurement has been undertaken mainly under price 
support operations. However, when the government had difficulties in ob
taining adequate quantities for public distribution, compulsory means
such as monopoly procurement; a levy on farmers, millers, and trade; and 
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l)reniption-were adohpte(l. "lI'estates liare uscd (lifteleit proeireicil
filetloas for differ'it cl'op'ls and have challd these mictlitls rnll 'ear to 
Year. 

U.ji tpI )7-7: t197 M1,11C C . ' IV'LjII'll (k"" rit.'tio i' - i)TI il, illt t io d
graills by priVate ti;ititi'- hut\ kitac'it',S h iLitei\C l'egitil ill;I S ite. 
Zoling reguli tirls wvre citecll i jliIIiiik IM atillill 'ilt.Ct d tiit ct liV 
niictct, (d, ptiecitnl' tl . l i i ,iil\t iv Iti+. tl ti til- lqT-"ha s 
enacbled tilt'tVei'itMIIC it ) 't'imtt ;1l llL Illml In l,.'ll'it.litis. 

It cet'rlill C;ts-,",tilt' "(I 3itt, 's liW wiiies;I J",t ilt itill ttip tlleniewll all( I dirlihilthIll. A f lite S!;I,' Jt'kcl. , 
aredl/il
tt tdi,,tlluted 

tlirti!glI lic",td ',illtailh;slo, ilh\\i( i I A ; iii-liiC , ',I ', i'itiitn siops. 
The e tetit tI C t.lc- diist' 

c i iiit..1c ,tlj).1ll( tile eliibilit\ ft I ITi .'la.Sf'm ill thtd,t_'+]llti ,.]t-d termllinedt.' \ tilt' , lil. ) t''lll ' l.. TI rillhi)Ol't 

t.hii'Tt't., c'0t11iliI+s, i I() tlt' itCtlit- . MinI riTcti titctitiais at the whole
sale and rct il lc\c.is lit. Iixu wl thei stt,lllcriln t 

Volumie Halndl-d 

Irourcn I'nti 

luril. tilt- 11 t vlt v years, tile vdui ()tl li -trclntil has ill
ereased sultaiitiall\ , ftittill I. I+ililtiti metric tolls ill1903 11-1ttl 15.5 n il
lion tOntiilll183 S.l.cul1si'titili ,ld aholl 7.) m illinti i 8.3 nuliltilltd I-ice.
Iiolli toll"+oif,M\ eat. andt 0-)_Im~ l t il.' larl ,.
 

Rice_ at.cc-mililtd I;Iht 1 the
l (11C W Sail (dhic t(CiI I)rl' i-ll_icill durling 

the early 19(00s, hit (iill iltric cmil-].\ N-, wilti [jl-ti.iiei llexceeded 
rice pr ioiicnellt. \%" c'l'cis)ttC'lil'll l ttd icC lCO.iItII tli 2.8 percent,'1l
 
of rice pr i( lli
ii inL fiutv Itt I1) ci(-1,I ili.th i * t a lLt1kt lt*Vct\ I9It3.
84. Wheallt p).lireCllt.,ll ilnce'ased ttli I p)t.rcit 1!I-ttdiCliii illI9t t4
 
to a1 tit 11 lec .t1ti-
 ttIii 


Ilitit ill Iotlallprmtlit ill] incleat't c-d I'ii tti I - 3 


ill 1981 -I, -tirttal ,to 'laiils, tite ,ili c itd pi cure

)eie'llt if) lit)( (i- ttotahlittl I I
 
percelit if] I1t)0 .. Jtiiini 1080 81 . ihmlit . C
*.l eci'tt tif tile rice Mid! 00 
pei'rc l 'th1te \Wlit'at si, d iil lit- iiaritc l v;t, pitcilt-ed lhv Lmts-cri-ilinttI 

agecites. 
A h mii t\kti-ihirids,titlife\whu.,;t['i pr t~l ClWH,ll ill 111li,! i U ll1tC1l<Mii PLiln 

jab. ilart vala . h ill!h Mid t 1TllJi ktil 1 'A\it i3 pcrt. _,1i 

percent ill1983 8-1.%tuc' the littlr illipttl illt acc,t .ic'c'\liitiili fit wheat 
p)rocuiilt.lt Iuiji); Ct ill-ibntid +-ii ,c il d tilt icu ]r.ic l'i ini 
1983,84. I1lliP i ila . hAll ilcw 'lt.;tal pit ticeid ; i abiltiit 1 p ct'lie t il the 
rice pr(tliei Wclt l)ttc'IitOC.di \'the gt)'l'lllllll a'nt.'iCs. 

)iring tile IluI0)I, aid itl-1v -)S, th' g \linluit tiiiiiian toned mini
fLlinLi Siplp)lt pl-iC-es in itdtit,il-eili pl'ices. The ntili liilini supplt 

1i A'attlll,iii'rtL- l ill11M,.L1h,!11tIarc 1itCO't(I N: tie IMlclll t'll tii c'rre-SpOIlI( ! 11Ilkt-lirit,t'll. 
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prices were in the nature of a long-term guarantee to producers, and the 
procurement prices were the prices at which tile required quantities for 
maintaining the public distribution system and for building ip buffer 
stocks were actually purchased. During the mid-1970s, the practice of an 
ntouncing miniluil >luppol tprices was given up mainly becat se all quanti
ties of feed tor sale were purchased at tihe proIcurement price. The pr'ocure
ment price of wheat increased from Rs 540 per ton during 19 65 '00 to Rs 
1,510 per tol during 1983 '84.2 The procurement p'i;' of .Iddy (un
husked rice) increased fnom Rs 400 per ton during 19(5/h{') to i, 1,320 per 
ton by 1983/84.' 

The farm harvest price in many states \;s higher than the procure
ment price." Pl~njab, where rice is not consumed ill large quantities, was 
the only state where the farm harvest price of paddy was nilote or less the 
same as the procutrcriient price. Il Iunjab. the gap between the market 
price of wheat aid its procurenent price was tatrow. A large proportion of 
the annual variations in wheat procuremnt was explained by variations inl 
wheat production. In the case of rice, however, production differences ac
counted for only a small pereetagC of tlie variations iilpirocuremenit 
(George, 198.3; Krishna and Raychaudhtri, !980). 

Of/tak, 

In 1981 there were about 280,000 fair-price shops, an incrac- of' 133 
percent over 197! . The estimated coverage of thesc shops was 60 million 
persons, and on the av'erage each shop catered lo 2.335 pers:s. 

During the early 19 60s, the offtake (the amount of rations purchased 
by consumers) from the fair-price shops increased, reaching a peak of 14 
Million tolls ill 196. The improved availability of foodgrains in the open 
market during the subsequent year-, reduced the dependence on the ration 
shops, bit throughout the 197ffs the total annual offtake remained about 
10 million tons. The offtake rose again ill tle I 9 8fs, reaching a re.:ord level 
of 16.2 million tois in 1983. 

Wheat accounted for a major share (If'the foodgraiis distributed 
throIgh the fair-price shops. [)iring the 1900s and 1970s. tihe off ake of 
rice from the public (listributioni systcm remiained at about 3.5 tmillioni 
toils, and the cfftake of wheat was subject t(o wide annual fluctuations, 
ranging from 4.4 million to s in 1971 to 8.1 iiillion torls it 1966. The off
take of rice increased during the I98t)s. so that by 1983 rice aid wheat were 
both ,t about 8 million tons. The commodity composition over the years 

2. ite exchtangc rate was R 4.. U.S. . U.S. $1RLs $1 in 1965 and ilicrawd to R" 10 
in 19h3/84. 

3. At t %,/hh prices, the 9' I.4 prices of wteCAt ,a to Rs .lX and tlhat oIf pddy to 
Rs 30-1. 

-. Iinthis situation, govcrnmntlcnrclnnl io'ute 'csl sov c t'olmllnotisorY 1Mosmilres, 
sach as a lev), 
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has reflected the relative availability of rice and wheat rather than con
sumer preferences. 

The states of Maharashtra. West llengal, Tamil Nadu, and Kerala 
accounted for about half ihe voliiiii distributed Ihrouii, l the public distri
bution systcli. The threeimajo- cities---lIlmlbaN ill Maharashtra, (alcutta
in West Bengal, and Madras in Tamil Nadu-accounted lor a major share 
of offtake in these states. The estene(lctl coverage of public distribution in 
both the urban and rural areas accounted for Ke'ala's high share in the 
total distribution of foodtraius. 

Fton I9009 to I98.3. althou.h tihe annual Imti t4lt'akc rantged between 
7.8 million tons ii 1971 and 10(.2 inilliotl tols in I983,thc annual flctta
tion in offtake was small in West BHe]iual and Kerala. The variations in 
Maharashtra and lamil Nadu %\erealst witilin 30 percent of the low ofl
take. Thus the offiake from tihe public distribution svstemn remained more 
or less stable in urban area, and inl areas \%ith hea'v deficits. In the other 
areas, depenidence oil public distribltim \\ as oilv dul int, periods of' short
ages. Inl 1981 the avract annual per capita supply of foodgraiiis through
the public dislributiol systel ill India v\as tvciltv-t\wo kilograms. rangsing 
from six kilogram+s inl Rajasthan to l'ot l'-sele kilograms in Keralat. 

The isstc price of loodg jrius Fron the ration shops is deternineld by 
state governmients, vhich lake ilnth aceounit the issue price of foodgraills
from the central pool nd t pcrtiil cotsts. Nrnialllv, state ,olverlllimcills 
recover their full cost I ihle etoClSAIllel's. )pen-mua-ket pirices tf rice and 
wheat indicate sbstIatiil ; ltnual atd I'Cgittial variations. Il general.
open-narket prices in deficit states, stlh as Kerala. \were much higher
than the issue price. The gap beteetn these tVo j'icS Was relatively small 
in the surpls areas, such as Punillj . The Imtthlv offtake of ccreals from 
the public distribution system was iuhifilced b,,r the issue prices of rice and 
wheat and by the opeii-itirket price of cereals. The offtake of wheat from 
the ssten increased with the iniciease in the rice price in the fair-price
shops and the ratio bel\een the wheat prices at the open market ad fair
price shops, and it decreased witl tle increase ill the price of wheat inl the 
fair-price shops. 

Cost of Public Distribution 

The cost of public (list riboititu (f cereals consists of both direct and 
indirect items. The direct items tif cost Consist of caiShl expenditures in
curred by the central and state govern ments. The indirect items consist of 
a number of elemients, such a; the concessional rates of interest on bank 
loans for foodgraitn purchases and implicit consumer subsidies through re
duced procurement prices. 

Because the procurement and issue prices of cereals are fixed by the 
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central government, the FCI has vl control over them. In the past, tile gap 
between the issue price and the procuremnlet price was less thain tile han
dling costs incurred by the F' I. Moreover. the cost of imported grains was 
higher than the issue price. The gap between the costs inctiurred by the FCI 
and the aniount realized thiough sales (the ,sue Irice) was met by the 
governnent of India as a consuner subsidy. 

Th,.e cost of operating the FCl includes the handling cost of moving, 
storing, and distributing foodgrains and the cost of carrying stocks. The 
handling cost comprises tile transportat ion charges ilmoving grains to the 
consuming centers, interest, handling expenses incurred at tle godowns 
during receipt and issue, storage charges, sot'age and transit losse. , and 
administrative overheads. Bet ween 1974 75 anrid 198j)/81, tile hanridling 
costs doubled the I074, 75 rate of R . 14I0 per toi. A major increase in han
dling costs took place in 1978, 7), rising to Rs 251 per ton from the pre
vious year's rate of 16: 148. Although it decli ed briefly to Rs 227 per ton 
during 1979/80, it rose to Rs 291 in 1980 81. 

'ie size of (he buffer stock maintained by the FCI ott Iehalf of tile 
governmen t depends a nutmer ,ffactors. such as local procirelent,on b 
imports, and offtake fromn the publ ic distribution system. While the FCi 
had practically no buffer stocks during 1974 75, by 1983/84 it had buffer 
stocks of about 7.1 million tons of' foodgrains in addition to operational 
stocks of S., million tons. The cost of car-ying buffer stock s varied front Rs 
236 per ton during 1977 "78 to P s 349 per ton douring 1975' 76. The govern
nieit reimburses the FK?! for the cost of carrying buffer stocks. 

The government subsidy-v increased from Rs 1,170 million in1972/73 
to Rs 8,350 million in1983/84. i'le budget estimates for 1984 .'85provided 
Rs 8,550 nillion for tile su~bsidy. Although a breakdown (4 the subsidy is 
not available for tile period prior to 1970,'/77, data for tie subsequent years 
indicate that tile consutler subsidy was higher thar the cost of carrying 
buffer stocks. The actual share of these two depended ol tle quantity dis
tributed and Iihe 10.1 ).size of tile buffer itock (table 

The changes iii consiumer subsidy reflect tile changes inprociurement 
prices, procurement costs, handling costs, and issue pi ices. The subsidy 
on imported grains was much higher than the subsids ott locally produced 
grains, mainly because from 1973 onward the world-market prices of rice 
and wheat were higher than the domestic procurement prices. (Prior to 
1973, the world-market price of wheat was below the procurernint price.) 
Before 1977/78, wheat was subsidized, but there was a net profit from rice; 
since 1977/78, both rice and wheat have been subsidized. The gap between 
the consuner subsidy on wheat and that on rice has tended to decline. 

The 1984/85 budget estimate of the econouic cost per ton of rice, 
(including purchase, procurement incidentals, and distribution cost) was 
Rs 2,694.50, against Rs 2,411.20 in 1983/84. For wheat, the econoniic cost 

http:2,411.20
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TABLE 16.1 Annual cost to the governmenl of the Ioodgrain subsidy, India 
(million nrpei s) 

Toat
 

ConslMer Cost of At ('urrent At 1972/73
Year Subsidy Buffer Stock Prices Prices 

1972/7:3 
 1, 170) 1,170 

l';73/74 2,5)0 2.175 
1974/75 2,725 1,798
1975/76 4,037 2,503
1976/77 .1,000 2,720 
1977/78 2,999 2,630 5.629 3,490
1978/79 2,955 5,5832,628 3,406
1979/80 3,242 2,653 5,895 3,401
1980/81 4,859 1.71 0,2()0 3,423 
1981/82 7.000 3,150 
1N82/83 6,110 2,5(06 
198'3/84 8, 350 2.588 
1984/85" 8,551 

soURc-Fs: Food Corporation of India; India, :'conomi' .Vurv,.. 

'Estimiatedt. 

TABLE 16.2 (overlnent cost of the coisumller sllhsidLv per ton of grain, Inlia 
(rupees per metric ton) 

All(omnmoities" 
Wheal ..
 

)olnic 
Year Dounestic Imnported Rice Prices Prices 

__- At (urrent At 1)75/70 

1973/74 165.9 587.1 - 19.5 
1974/75 10.9 533.3 "-53.7 
1975/76 107.4 4)8.2 204.1--81.5 264.1 
1976/77 I 10.8 -120.5 --- 73.2 207.4 224.0 
1977/78 310.3 92.1 271.9 271.9
 
1978/79 327.2 
 190.0 297.8 2"o5.0 
1979/80 281.4 177.1 2-ti.8 224.6 
1980/81 402.0 340.3 376.0 285.5
 
1983/84 307.2 
 408.3 
1984/85, 313.4 458.7 

SOJRCFtS: Food Crporaiion (ifIndia; India. ci'onomic Si,rv. 

NO rE: A negative sign indicates netI gaims. 
Includes rice, wheat, and coarse grains. 
'Estimaled.
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per ton was Rs 2,201.90 for 1984/85, against Rs 2,022.80 ill1983 ,'. The 
budget estimates for consumer siubsidy per ton of rice was Rs .158.70 in 
1984/85, against Rs 408.30 ill1983/8,1; for wheat. Rs 313.40, against Rs 
307.20 (table 16.2). 

Indirect Subsidy 

lhe FC1 gets 10,11.; at concessional rates of' interest for foodgrain 
trade. Further, working c;,pital is provided by'the governnent al coliccs
sional rates (Garg, 1980). An est imate oft lie iliterst subsidy gained by the 
FCI during 198)/81 is aloit R., 940 million (George, 19'85). 

The portion of tile consumer subsidy ',h:at is nme b' the producers is 
the difference between whit Ieproducers might have obtaiied illthe :b
sence of tilepublic distribution s\ystem and wha. they actually received uL
der existing marketilg arrangements.he iile;il'sirenileIt of this involves a 
nullifber o assiti)tsil. It'the price paid to tarners illthe absenceof pro
curement for the publ"ie ';ctibuiiai system is higher than the weighted 
average price received by farm'iers froll openulll'ket sales ald sales to the 
governmnent, r)Iocurcmenit h farmiers, bitt several studiescauses toss to 
have shown that this is not the casc illImidi (In)ial!a;. 1907: Meilor. 
19068; and Thalliarajak'-hi, 19t(9). tlh(findings of smle empirical studies 
indicate that illthe short Iull,wllilsiiplv is inclaslic. governnment pro
curement through levy even ucer price andila.'y increase the average pro 
income over I(-Free-market CItuilibriul (I lLallli, S tbbarao, and Otsuka 
1982; Sibbara.o, 1977). 'his is particularl' likely to he true wlhen procure
nIlent is n(hde :nder price support operatitonis illthe surplus atei (ignoring 
the distribution oftbenefits alli g regim). 

In the absence of a public distriuttion wstei. the equivalence of tie 
open-mnarket price withlthe weighted price rcalized by farmers iniplies that 
consulers who purchase fromtflie open market incur extra pa*iuclits on 
account of the public distrihutitin. It is estimated that the ad.litiotnal pay
mentt made by consumers oIl open-niarket purchases during l18(0,'81 was 
Rs 992 million (George, 1985). 

It is difficult to determine whether )rocurement prices act as disin
centives for producers. It has beell argelld that government inter'ention 
was a major reason for agricultures poor performance (Sehultz, I904. 
1978). The matter is very complex and accoit itnmst be taken of the effects 
of fluctuations illworld-llairket prices; lags illproduition adjustments; the 
inflationary na ilre of higher food prices: ind the lar'ge governllent sub
sidy otl inpults, especially fertilizers. 

Dala provided )ytihe Minist ry of Agriculture on cost of production in 
the major wheat-producing areas indicate that the procurement price was 

http:arrangements.he
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higher than the cost ol product i,:l.lhe procureriert price tf paddy was 
very close to the cos, of' production in the muajor" paddV-p- o ucing states. 
Ottltt-ipuxt 'l-atiosat the prtri-Cllent prices \vexe motc fiavorable to
wheat prodlucers than t l'ice jirOtdurrS. This WW,pirtiallv' hCdictlt'.

first, a much smaller ;'ei-tena.- ,'" in'd'hiq (,tpadd ,,",
aprocured thatn 
that of wheat. and seond,. the M:ap1htwecn tie niar-ket lice andi the pro
curenent price f'or paddh was nich w\ider thatn that for \%wheait. 

Data oil prifitlahilitv of inplut Use. rarticuilarl\ frt ilierS, itlicate
good returris onrill t lInit'llt Itlc ptoretCt price WFctiliel Associa
tioIl of Indiat.lia. ).L,'itiSC the ptrOC uremnt price ha, CffCctivel b)ecome
the oritriuniiil NluIpirtt price. it providCs ,,oni1C ,tabilit- ilfar'ners' expected
price. Ctiisidt.rinM all these factol-,. it apllCar., that the procurnenit price
did not of'fr aitsllylajO disinllti\,e for farlnerS. 

ienefits of Puhlic i)iqrilnjtion 

The Objectiv-es of(A'ivernmnrret intervention, carl be synthesized from

vario>us sources a- t sa)
stability inavailatrility of fti~idt'+tiris, (2) stanilitY in 
prices, arid (3) ciji it,,in diiStribitrml.
 

hltcefficient of Variation oithi'
a ilhailitv ofl -a'lls has rttainedstable during tie last twenty years, inspite of prulirerutir iisaiility. [here
has been sutbstaittial ,iatio in prices ,ser tin' atiod er Treitgiotns. Ilie
equity considerations in,,odld inl pbillic distribition are reflected i'r trails
fers of itleoi bl\vCsn 1rireltis ai beteeVCtn trrO1riI QOtlps.


Ahihiotujh ti ara i tire tupaitic,,tls of htodgaitrnsli dst ributed 
in tite ur
bart ard rtnt areas art' lackiig. so' ",titlates haiav been rdeia . IllWest
 

cntyal, . 54 percent 
 of ration, '-CrC distribteId ill the ,taturtrv rationinrg 
area of 'Calcutta and tirt:rest ill the mtifiedl ratiotning areas. lrlairlv ilr the

urban centers.' l e cities of 
 Borllir in MIarta-asirta arid Madras ill
'amil Nadiu aecoirte,, for rite mirajor shais of the ratioils distriltted in

these twit slate.. lie atilront ii stribteIf illthe Pilioll] IetorV of
t Delhi 
was aisr stbstatniL. Kerala Start' and Jamittut and Kair,hmi- State were the

(Mly t) states wkhre the offtikt f1"otitli he Itrial 
 areas \',as sullstantial.
 
Thus it is estinated tihattirtl 
 areas receivtd abotl " [rertcet of tihe total
 
foodrainrs 
 iistributed by rhe ,ov!"rr111er11 of lnidia. 

Ill the absencu of reliable (!1a oi the ecomtItic stuts it buver, fiont
the fair-pt-ice shirs. data front available crtos-scctimoial srvtev'se' usedwere 

S. \'q d\ li' Kri,,imlt hiidhlim iim;id[ia,i\l 
 l 

ill'il priceL (ti llwt -mllci tlilt 


le ' lh(O) indi~mh,.;l',h ihO t. ,h'le\ I+m+.urte. 
dI',IMLt 11h-11~Ill1h1.C1 11111++I ll b et1,ti1.N hib,1( allh(Mkd ai 

rlmargini of prtifit ih t 0 SfrIll ,i.
 
0i. Ill(ihe al
tt ar\' li ilVIt aivt. prlo tnac \ it tilellh ill htl aillNt%%,I%;tlucidg(manrmllc1m had atllibhe "Whytum i d~isnbt rillh (t1 0111l
h+li~od all 0.lllltClS. 10ditiedIll tile1U 

rationninig artas., itt- goit rit rt di (i,tig;li~tt ii meet ttftitet igrain1qinirn ,+ntn ai
private tIradte \%a% atitlhMed 
t hln itn , ith fair-pric shitt,. 
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to obtain rough estimates of the effects of rationing. Ihe results of sone 
consumer surveys indicate tile pjat ll of diStriltioll aIiOng income 

groups (table 10.3). The pattern of'distribuion is biased in favor of the 
poor in Kerala and in favor of the better-off in Tatmil Nadu. while the dis
tribution in Gujaral is virtually C(qual to the distributiont of the jtopllition. 

The percentages for West Benlgal, Maharashtra, and l)elhi, which ac

count for a major share of the rations distributed through the public sys
tem, are likely to fall within the range indicated for Krala. (ujarat, and 
Tamil Nadu. 'l'herefore. a rough approximation of the (listribiltioi of 

foodgrains from ration shops anong the various income groups may be 05 

percent to households with an utal incomes (of less than Rs 3,000, 20 per
cent to those in the Rs 3.,00-4.80) range, and 15 percent to those with 
incomes of ollorethan Rs 4,80O0.

The crucial variable for determining ellsters gain, is the r 

consumers would pay in the absence of public distribution. The market

clearing price without rati(iling would he belm open-market prices if ra
tioning existed, because the ration system incie::ses the purchasing pover 
of consumers-and thus foodgrain dematndls-and proIlCUreluelt reduces 
open-market availability. Based oildatla on prices anld quantities in ration 
shops and on tile open market, an cstimate of the market-clearing price 
was used to estimate gains to Consulluers. 

Net gains have two conupoents-Ole correspolldill,' to purchases 
from ration shops and the other corresponding to I)pen-ilvtikct purchases. 
If rationing was abolisheld so that all consumer, had to l)urCIast on the 
open market, there would be additional expensts for the bu'ers from ra
tion shops anl savings for the huvers from the open ull The size ofrket. 
these differences for 1980 '81 is shown illtable 10.4. 

If rationing was abolished. the quantities purc:.sed from the ration 
shops would involve an alditional expenditure of Rs 7.900 million, and at 
the same time there \,uld be a redhuction of Rs 992 million on the cost of 
open-market purchases, the ltet result he ilg a gaili of Rs (,908 million. 

TABLE 16.3 Disribuito (if ratitocd foodgrains aonemi income grolps in Kerala. 
Gujarat, and Tamil Nadu (percent) 

Kerala ( ij.alt tamil Nadu 

Annual 
IncomIc 

F 11%od 
-

grain P t iatioll 
l.. 

grain Population 

Food

grain Potulation 

Less than Rs 3.,00 
Rs 3,(000-4,800 
More than Rs 4,800 

S.8 
7.() 

5.(1 
21) 
21 

So. 
23.5 
I1.Q 

25 
18 

50 
21 
30 

5 
22 
13 

souRcF.s: George. 1Q83. for Kerala and (itijra .Prahia. t'84, for Tamil Nadu. 

http:3.,00-4.80


238 	 P. S. George 

TABLE 16.4 Value of rationed ftodgrains at open-market and market-clearing prices,
India 

Item 
imillion rupe ) 

Actual pailni lts 
53, 6)tIRationed purcliasts 
20,590OOpen-market purchases 
32,470Value of rationed gooos at open-market price 	 (11.80%)
Ratijonted purclta s 	
29,330Open-nitarkcl ptrchiSe 
32,471(ain'." 
8,740
Value of rationed goodu% at tttnrket-dclarinp priec' 59,908

Rattined piitIh.sIc.W 
28,490Opeitn-itUirket p3lt I. 31,478Addititnal pavtivnt on i tittt-d ltili;eha s' 7,900
Savitg%ottl -pO it k.i i-t hdiitCtSL-

Nel .ldditioli,11 pj lUlt~C t)()2
I 0,00O8 

'VAllll 0l[1"3 
ll' l [tl'l'01lt'M,IIJ ,I;Sl)L-1marktl pri.et miisl actual~l paymn ts1[. 
I 


la,rkc-lcari prlkL't. i iCI M L-dlllt~ 
 In'c~u
Ic~aI JUIC p ailinill si pllllrodhioion 
a rea s +(scr~lG c r e P OliO il).t 

a)rcis-+,,t,, Ise ri 
aValuc i tn dtr t[)c'hliNUi.t, imkci -. it-i! 1 C i il iitt l lltl itIp.oltlt tlfor ratiotedtiirettase%. 

rItarketl pi rchtt. .'
 
'V;hl tic It r;I ticulld kil
t 4 . t1 11,t INtlCILtijt1ilullig u 1IICtI1Iini1 ilNttI[l t),lII]litS.
 

The existing dual liatk,-ts--pultiC distribulionl and uopen niarkets-pro
vide 	a ration income of Rs 1',')()million )btl,,vers front lhi'e itiol Slo)s.
Because 05 percetit of ratioins is cstilated to 1 )got households with all an
nual incoie of less tlhani Ks .,0l)0, the ration incoue to this groill 
 accounts
 
for about Rs 5, .1 million.
 

1halio o1"#e.,llt's to Governmentfl'#t Costs'13 

Both betficts and costs otpttblic (listriltion atil-c highly !cnsitive to a

nuilber of assmplioio (S,atidi/,o dl 5iwaniv, 1982). 
 [hercf'ore, conven
tional metiiod lfcstiliatiit,,uosts and 
elncfts with and 'ithout inetvel
tiotl ma vt lead ti incri-tect citncltisiots. 

The direct fiscal cost of' public (list ribution is the consuilltr sttbsid*v 
inctlired by tltc government toward )roclltltient and distributtion, and tile
direct benefit is the ration ittcomie (savings io tite consuntil-s at the opell
market price). At 198(0 81 levels, the estinliatd ctnsumtlner stbsidv of Rs
4,859 million ll -site t-atiti inctuine (if 7, f() illioti itndhicate a berlefit
cost 	ratio of 1.0.3. 

When tile indirect cost.%are contsidered. the intetest subsidy to the
Food Corporalion oflIlia and 	lhe exces paynionts to consfliers who ob
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tain their supplies from tihe open-market become relevant items of cost. 
With interest subsidy of Rs 954 million and excess payment of Rs 992 mil
lion on open-market purchases, the economic cost of public distribultion is 
Rs 6,805 million, implyin., a ratio of hov to costs ofibnefits I¢f I. 10. 

Ef/'cis on Nutrition 

lhIe effect lot thelpublic diistribitii )ff foodgr~tis on the nutrition of 
the benefi,.iarius inl Kerala and (Gujarat wkas estimated using data on pur
chases from the fair-price shops,, prevailingQ pricU levefs, aid estimates of 
calorie intake from1the Natioal Sample Sutrcv. 'Ilie reduclio in calorie 
intake that %,ouhl to'(r if rlmi ig vas dfiscontinu d raniged from 40 to 

224 ,alorics per person in Kcrala. and firm I 7 tot) (9 ca)ries in (ljIarat 

(table 10.5). 

Po)licy Inqpi~cations 

The public distributio ot f )oodgraimsin India iniives short-term p)l-

i'C ImeastUres related to (th)re1Sic p)oditl1iiii, C)llmnslpt()01ioT.(ellilCllents, 
and international market conditions. When (domcstic pr()dlcthin is iLiite 
unstable, as it has beenl in ul~ll.+l year, it is important t,) lake adequate 

rllesIureS to stabili,,e availrhif;tv and t) distribute available stlpplies 

equit ably. 

When f1*0(d is sca'rcc. l relativelyuarniial hirtas, in supl)y lead to )a 

large increase ill flooid tn'i eS, and hI(v-iu)eom Conlini',1tlCI! often sufferliel 
most. Public d(litribut ioa o' flid.trainvs ill ima"or citics and ill sole food-

TABLE 1(.5 h)issibht retductimi ill caloric itlake inum thu ah(tiiii (in tati(mi Imd.t ia 

Atlillal Reduiction 

i usl:(iLd th1comni ('ah)ric, Ibm 'erktCLi in ('alorie 
(ru pet:s) Ce realN I )climnc (tnsu m philim 

Kerala 
Less tan 00t 777 17.7 138
 
0 1 - .20',I (),008 I'. t 182
 
1,201-2,400 I,501) 14.3 224
 
2,401-3,600 2,0)0.1 4.3 86
 
3,0)01 -4,800 2,210 2.2 -19
 
More than 4t,800 2,441 1.9) 4(0
 

Gujarat 
Less thnm 2,4100 1,71I) 11.0 192 
2,401-3,6)00 2,103 9.0 192 
3,001-4,800 2,448 8.0 196 
More than 4.800 2,908 0).0 178 

sOuRCE.: George, 1t983. 
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deficit status iitroduccs a dual-price system. Withotr a regular mIecha
nism for food (itril tjolnini most cities arnd ill cir'oicallv deficit states,
Io%\'-irlcooue criMsun .,r 1tha,'e difficulty maintaining tile consumption 
thhey rationint.
Th elCtcctivjllr, if tie lbllic rchic,,rdtirh.rdistribltjorn sA,',ioni ieJelrll( till both 
SuplyI and distribution iii arti.enlrtsll.()rr the si pply side. dhlorrstic pro-
Ctrelienrt is'li ritost illit'tallt siirce of hool for rationis, alnd whenr tile 
)r(ctrerment i)r'iCeis clIse to the opeii-miarket [1'icc. fritir'ers maV not resistprocurement. In stites with siirplhises silh as luirijab arid laralla. where

the difference bet1wc'l th' oi)Crlrnanrt p'icL' aild Ihe 11-UCtirelllcnt price is
sniall. 'ar'uers incolC (losl1ClIih1il'.is ', 

lh' lo'ge si,e I the country,
government contltrol of tralrly t ftacilties. ard the tiiUvillitrrt'iess of the pri
vate tor to ikeMA iL' inVeStl lrts In mavkL'iir.l illi."'tlrCllt lre
vent ftree trade ftroi opvdtiuir.2 flcivel'. cl)n the isti-iiion side, tile
feCtiveres.s tl !L' \st.i i dein!1s ( irniieCi (t factor", such as tile
proxil uity (t tie f.or-price shiol)s 1t ht'l e till, priceolei-iarket 

and the ration price. ihe rc'trtlaOwrv'oil tAtuppl the wtrpoilitliii 
4slipl
plies, the physical distrihution aiilierilllts, aid social ursyarerre,,

Ill niallV itulal rileas,. lair-I-nice' ',1101)! ael' ou-1h 10(1S l s illi r p(
year iecallCitf tht Cas ;Ivaiilahility of floltMdjLj.iin'ilt ' lirice,aesonablea 

and tihey alrc ineritc, 
:i\.illslupplliut required qirantiitcs ini a bad \Iear.
lherefore, to rurike the system clfective, it is neccssa.il to frillrila appro
priate strate'ies tf)h aileithC tie sstem nl r i hi'th 1in(l1oarid had 
years. The viabilitv tytretail outlets could lie establslherd tirough a Stable 
nlilimnrl ivollli nie o tliroi'14i tl e iiitrusth (ii of otlher corllllrodilict,.Whlereas in , iimajir dleficit arci ( uch is, Ktiii)Irilaiil outlets for fol
grains afirne are viale. iii marry tIher rural it isareas Iecessar to link
foodgrain distributior with listributiori (t other esseritii colliodities. 

'lheCffecti'Cess Of the public (listributiori ssteii in rmiectimg the Coll
sUIml)til reT(hir'eniemtS 0I tire )ol)i-depends tl prophierly identifying tile 
target grutr)s and ll iiniiiiii Indi.i,
leakagus. lin targeting4 based oil
fanrlil income has not been satisfaictor',. Ill stic alCas., however, broad 
exclusionl categor-ies based on factoirs suchit,lad arid iicone tax payrrient
 
were initiated. 
 lin the absticC od tiapjrpririairc ealis testsI' r deterniln
ing eligibility, the corirldit crnioti(ii tvarid tLilali0f fu'odgra iils dis
tributed through iht,tiir-price ;hops lhy- serveul as indirect criteria for 
targetirng. 

Public distiribution of fotodhgraiis i ridiiati: resilled ins ile redis
tribution of incomre. 
 Because small farrmer's are exctused front lexvY obliga
tions, they ly benetfit froiin sellinrg their re-arketed surplus, if a.t, at the
higher open-marhe price. Ilie snbsjdv rprcscrrts an indiect ircole 
transfer fonm the central government to fud-deficit areas. Furtlher, con
suflers depending on openinarket purchases (often quality-conscious 

http:neccssa.il
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higher income groups) pay a relatively higher price than consumers who 

purchase foodgrains from fair-price shops. 
It is often pointed out that a more lsting solItioi eraIdicating pov,fl'r 


erty is to provide increased employeneit and incone oporlp lnitis !'oi the 
poor. Although this may le the lont-term solution, illthe short rin. a coti

sumer-oriented food subsidy system can be a viable approach for increas

ing the nutritional status of the poor. \Vithin this framework, effcctive 

management of purchases, sales, imports, and stocks caln reduce the gov

ernment subsidy." 

,

7. According to the of Krihni t 1983). it ifezlor\' and tradeIojeciions aIm chihir 

policies arc IMdlofMLIC/c ,the itm2. mCrlllllCanI ensutre riniIg ICt Cilit colr imullptliolwhile 

reducling the CostOf thC %YsIste0 about i third of what it would ic it current policies were 
continued. 



17 Pakistan's Ration System: Distribution of Costs
 
and Benefits 

BEATRICE LORGE ROGERS 

Pakistan's ration system was established in 1942 to deal with shortages of
basic goods caused by wartieu disruption in supply. At that tinie, the ration shops handled wheat and mi.gar tea, matches, kerosene, yarn, and 
cotton cloth. After part it ion, the svstem was co itiuued to control hoarding
and profiteering of scarce goods. All trade in xheat was rationed and Con
tt illed by the governcniet until the 1900s when, as a result of several years
of favorable weather, supplies became plnltiful. Raiiolring was abolished,
but the shops continued to sell atuo (whole wheat flour), which tile [lovern
nieril obtained through its g~uaranteed price support wcheIc, with no lirni 
tation on quanitity. 

In the urid-sixties, bad weather and the war with India again resultedin scarce sipllic.. The systerri of"provisioning" was instituted, whereby a
subsidized, rationed atmounit of ,'heat was sold through the shops, with 
more available on the free market at a higher price. That systen continued
through tle 1970s. Inr recent 'years, good weather along with various agri
cultural development schenie,, including high glaraniteed prices for
farners, has resulted iii abundant supplies of wheat, putting Pakistan inthe position of a modest exporter. At the sarrue timc, ration prices have
been allowed to float upward toward the free-market rate, while the rise in
free-market prices has moderated becatuse of increasing supplies. Wheat is
still subsidized, but the price differernce between rationed and open-niar
ket wheat flour has fallen from aroiund 35 percent in the inid-seventies toaround 7 to 8 percent io Sind and Punjab, and 30 percent in Northwest
 
Frontier Province (Cornelisse and Naqvi. 1984).


I)istribition of 
 sugar tiiro rgh the ration shops started during the
Korean War, when shortagcs were caused by a shift from sugar to cotton

production. To linit the 
 foreign exchange drain of imports, sugar was
rationed, with no legal free market. Production incentives, including high
guaranteed prices (currently about 150 to 200 percent of world-market
levels), have resulted in surplus domestic sugar production, and as of Au

242 
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gust 1983, the marketing of sugar is no longer" subject to government con

trol. Ration shops were used to ensure equitable (list ribution (i vegetable 

oil at subsidized prices during tile sevele shortage in IL)72 and 1973. In

creasing domestic production of this c(,mmotdity is a high priority of' the 

government. 
This htstorv delonstrates tile long-stalvll'.g itatlre of' the ration sys

tem and its flexibility to deal with ehllangiug colditions of supply. It also 

demonstrates that t he system has no t been seen its a mechanism for incolne 

redistribution or nultritional improvement (although it has served both 

those purposes) but as a means of ensuring orderly markets for basic 

goods. 

Present Operation 

In order to use tile ration system, One lust be a resident of' Pakistan 

with a fixed address. There u:re no inconte-related criteria for eligibility. 

Users must register with t particular ration s;hop in their area. Households 

receive ration cards indicating the number of members in the household by 

age, since rations are determined on a per person basis. Ration shops ae 

privately owned, subject to licensic:g alnd regtlatiott by the provincial gov
ernulent, and the owner miakes I Lt'tmllnissiot1 (I each sale .is well as being 
allowed to keep and sell tile bgs ill Whihi tl ratiol commolittes are de

livered. It is government policy that there bh one ratiot sl-p for each 3,000 

to 6,000 population. In fact, there ire fir more than this tinmber: average 
availability ranges from one shop for 1,321) people it ttrhan Northwest 
Frontier Province (NWFI) to one for I 878 people in rural Sind ('ak istan, 

1978). In 1982, tile mnmlber of registered hotttsCltolds per Sh1op ranged from 

434 in Sind to 546 in NWFIT (Cornelis!;e and Naqvi, 1984). Ration shop 

licenses are politically ,aluable. and so it is in the intere;; of tlr.,vincial 

governments to distribute them widely. And since shop profits are based 

oil votlume, it is in tie interest of each shop owner to ensure that supplies 

are regularly and conveniently available.' 
i 1977, ration users it, urban areas were entitled to receive 7.5 kilos 

of atta per person per month (half for children t,nder twelve years old) and 
between 700 and 1,400 grams of' sugar (variable by province). Wheat was 

available in only those rural areas not self-sufficient in wheat production. 

This was to avoid producers selling their wheat to tile government and then 

buying it back at the lower price, but it meant that subsidized wheat was 

not available even to households that did not raise wheat. The sugar quata 

1. Certain atlses ot the svSilc are asto prtitabl, suich as inflating the number of 

registered recipients in order Io have more stpplies to sell (M grs. 1978; COrnlisse and 
Naqvi, 1984). Sttch abIS.s make the system more costly to Ithe governmnt ltl Itd(i not prevent 
distribution to c nsumers. 
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iii rural areas was smaller (235 to 470 grams per person per monti), butuniversally available. By 1982. tile wheat ratioln had beetl reduced to 5.2
kilos per month per adult (Cornclisse and Naqvi, !98,1). 

Accessibility and Use 

The ration system is remarkable for its widespreald accessibility. Inurban areas, 95 peIent of tllpoptlation has access to a shop witlhin ahalf-hour.s distacle oln fot, and more than 9) percent could reach a shopwithin an ioul.. in rltal 'areas,cove-u;1e is more ineve\n but still muIchhigher (han that of otlier . overnment Scr'Vic(s. l inl:lept13altchistan,
which contains -1percent ot the nationa's population in the geo"'.1aphically
largest area, 75 to 80 perccill of hotuseholuls can reach a shop within anhour, and in NW F' and Sind, 9 percent or more of tihe populatiotl cat
reach a ration shop-evel if it takes More thian two hours. Illrural 1Pnnjab,19 percent Of househls have ;iol
llo iCccss tIa possibly because local,

wheat and Stgar production makes it unnecessar*v.
 

Distance is a harrier to 
 use of the shop: nonetheless, 4) percent ofrurIal households located More tlhi lw, hours fron a shop Iuse it. '[hereare somie areas in which ito shol is available. iic'luding itlch of' rutl'al tali
Chis:an and sonic Oi tile rcoeill.pats o1' Siid and NW/I'. ilo\c.er ,lge bN tilelat ioln s'stel' iS tar silr I co ae by tlhhahh s',stem,for example, where ) h'thle MOSt optllistic estilaitC Ihere is olle facilitY of any kind for evcv I(t),0)) l piulalion, and these ire quite UitevenlY distribuled thrOlIj'liloili the couiitr \ (Sii-ii, 198-1). Filtv-six percent of, urbalnhotiseholds anl over -0 icitn o rurial lirorhoselolls repti-! that they have
 access to1a goivert-nmient lhidli facility ( RNouers, 
 1978). Of those with accessto a goverynii nte faIc ilit*y, Orils' 17 percent imtake use of it. Barriers to rIseinclude culttal patterns Illit tprevent oll from goai+g ((ut of the houSe, 
as well as distance aid lie tact Ihat tile facilities are oftelln .Iosed.


Itl contr+st, tileratel 
 of, use of ration shops is ilircssive. Nationwide,
almost 90 perceill of liinslu,hol with a shop available ili1,76/77 used itfor sugar. Iliturban areas. the ite was 95 percent, ait inlrural areas it
varicl front 51 petrcint iniSiid (where respotnidits reported ftequenshortfalls illSl)!, 10 88 i)cc,lntin NWi-'. Use Ot the shops for wheat was sollievhatilt hci, ranging from 72 petccnt i iiturban Sind and Plijab to 
94 percent inl urban NWFI' and Illuchistan. liirural areas. use rates weremore variable because wheat was ntt univ':ersallv available.


The poiit of this disCtuSsiOil is tha tihe raillon svsterl 
 is widely available, widely kntowin abo ti,aid widely used by the population. Futher. 

2. All data, tniir,s,oit -irentlt, ,are_from itheAlicrittriew, Svr-,v (Wakistan,
1978). 
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commodity supplies were reliable at the time of tile survey (1976/77). In 
urban areas, more than 90 percent of households reported that their shop 
never ran out of atta or sugar. In rural area.. 79 percent of households said 
that atta twhere it was sold) was always available, and 09 percent of house
holds reported the same for sugar. Twenty-five percent of rural households 
said their shop often or always was out of sugar. PresumnablN, diversion to 
the black market was a major cause of this, although simple failure of sup
ply is also a possibility. A more recent study (Khan, 1982) found only I 
percent of ration shop tisers illan urban area reported irregular supply of 
atta to be a problem. Generally speaking, the picture is one of orderly sup
ply of conmmodities. The reason for this is that the supply of commodities 
to shops is determined individttally by each owner, who can thus accommo
date to variations in offtake. Itis in tlhe interest of each owner to ensure 

that supplies are regularl' available for sale and to avoid the storage prob
lems of overstocking. With thousands of shops inoperation, it would be 
impossible for decisions about supply to be centrally made while still main
taining smooth operations. 

Benefits 

The ration system, throughout its history, has sLpplied limited quan

tities of price-controlled commodities to all registered households that 
chose to purchase them. These commodities have ill sonic cases been ex
plicitly subsidized, that is. the government procured them from suppliers 
at a relatively higher price and sold them to consumers at a lower price, 
paying the difference otitof revenues. This was the case with w'hseat in the 

late sixties and seventies and ip to the present, and with oil in 1972-74. In 
other cases, no explicit Subsidy has been given, but the government simply 
procured supplies and issued theiii to ration shops at a price that covered 
their costs. This was the case with sugar in tile seventies: producers re
ceived a guaranteed support price for their sugar, and the issue price to 
consumers covered this price as well as (listribut ion costs. Ii the early sev

enties, procurement prices of sugar were below world-market prices, so 
there was an implicit consumer subsidy paid by the prodticers as well as a 
reduction in price die te rationing of all legally a ailable Supplies. In the 
late seventies, the procurement price for sugar was raised above the inter
national market price, so that consunme effectivel subsidized producers 

through the ration system .Sugar is now in surplus and has been decon

trolled and unrationed since August 1983 at domestic prices that exceed 
international ones. 

The benefit of the ration system to consumers is that they can pur

chase some mix of commodities at below-market prices. This of course rep
resents an increase in real income for those who use the commodities. 
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There nay he nutritional benefits even above those derived frol ilan in
crease in income fbr households that. inthe alserice of the stibsidy, wouldpurchase less than the rationed amount. For these households, the lowprice in jil incenjiivc to purchiase more o[ the f(ood than %\ouhl he tie case
simply with a neral inome tranrsfer. Becautsc a laIrge proportioin of coil-
Stlners purchase exactly their quota of rattionied o11i and none frolil other sources (Roqers, 1978; Kh;an. 1982). it is not possihli to Stle with cer
tainity for how many households tile quota is in fact extrainau'inal 
other inporrta.il aspect (f the ration svsteut 

An
is thalt, in the lace of large


seasonal variatils in prices, it has provided i:secure source ol'supply atknown, alow price for at ceast sotic proportion of household food. (iorne
lisse and Naqvi ( lPHi) reprt thietat highest consttmptiorn of rationed
food occurs ill tlie seaso of crei v IeCtw,.t, ()ctobCr and March April.
The floortuder houchsei d inlptionl in a mriargtiniallv nourished populao 
ulin it,*y bheof rIriChrctI LTtrnulritioal siglliftic;rnce than tile auvetraie per

cih)ila cilhliC aild prteil inlrCeCIC1t dire to tile )l'iall \\twould sugg4est.
(orlsid 2rjtion of nutititiottal hetrefhis is imptiant in i cttritrv inwhich all to, tith indiatir t)oirt to srious arrl widespreaid n.ilruitri

tior. The MicrottrL-int .ttrvLvFounIld .t.percet of childri ,Imler ag~e fivesufferii front deiree1,,ot0:1 (ItLt h ret;latdttin lol \which 17 percent 
were githdes 2 arn: ." eorlit to Wtirhr , 19t-3). A World ICalth Or;a
nization (WIHO0) stl\ ill it)N2 lortli 33 pec.1.3 t of IiChildren with thesegrides of' rotth rCtait';itiol, fi rural lialchisiari and Sind. over 50 per
cent of children werc at t hr,,e level, (I ntriert I158 .. Ilfant riortalitv ratesestimated at II S I.0 t) bv \VII() in198,2 otliru 1ire hitih prevalence ofmalnutrition. The lealding causes of chil dctih,,are dia;rrhea and respira
tory infections. which do nit ctrnllrttls cauvse ideath in well-rinrished
 
populations. This is aln ilicaitiot 
 that tie nitritio n situation his not iniproved, iii spite t ai cinsiderble inctcaise in inconie (file to remittancesfrot cInigr-at wVorkcrs, which rroV exceed exports 'Isa Source 0f for
eign echlnu.e. Sonic 
.eogratphic regions partlicipate mre than olhers in
 overseas empioynment, 
 so that only some si4rnents of tile populaition have
 
benefited.
 

The Micromut rient Surrvey, which is the rost recent national survey to
 measure 'ood ctnisurirption ntutritional 
 stlttrs. "Ildt household income forthe same simple. foitrnu that protein and calioric inalirrtritirn in children
(measured by ant hrr)rrretry) as well as iron dulfiCienrc'V (Irreastredr- by clini
cal signs and Ihiochenistry) were inversely related to ineome. At lower incomes, a higher proptrtiorn Of houselds clirsuied less than the recon
mended daily lhvallewae (RA).) of calries and protein, aijusted for ageand sex. Furtlher, the survev found hoirsenholts art the rnedrn income of RIs600 per mnth spent over 00 percent ofltheir incomes oi food. Households 

http:inporrta.il


with incomes of Rs 300 spent 97 percent of their incomes on food, and at 

Rs 100, they spent more than 100 percent, indicating that they were living 
on credit. At this income level, more than half of calorie consumption and 

over 65 percent of protein consumption are derived from wheat, the cheap

est source of both protein and calories at the time of' tile survey. These 

figures suggest that households with incomes below the median face an 

absolute incone constraint on food consumption. Further. demand for 

wheat is quite responsive to price in low-income groups. The price elastic

ity of income share devoted to wheat (from all sources) is - .785 at a house

hold income level of Rs 100 per month and -- .024 It Rs 300, compared 

with only -. 159 at Rs 900, a level moderatelv above tile median. Thus 

food prices are a critical determinant of food consumption among low-in

come households. These households are marginal or worse in nutritional 

adequacy and are already cotnstlnling, to a large extent, the cheapest avail

able nutrient sources. 
Based on data from the Micronutrient Survey, the ration systen con

tributed about 11 percent of' household incomes for urban households with 

incomes below the median and about 4.5 percett for households ;bove the 

median. Sugar contributed about twice tile itIcome cootrib ted by wheat. 
Rural households paincd less than I peretnt of their incomes from the sys
tem. The low%figures f'or rural areas are due to the fact that siller"ttuntli

ties are available there, more households fail to particil)ate. and wheat is 
not sold in many rural areas. The rationi systein added about 114 calories 
to the daily energy consumption per person in urban households below fiie

dian income levels ind 37 calories to households above these levels. The 

increase in rural calorie consumption was negligiblc. 

Tll above figures estimate only the income effect of the subsidy and 

undoubtedly underestimate the effect on the porcest households. ' In 1977, 

the ration price of wheat was 35 to 40 percent below the free-market price. 

Sugar in the ration shops was less thanihalf tile price people reported pay
ing for black market sugar. Lov-income houlseholds even ill rural areas are 

more depenctnt oti the market (as opposed to their own production) for 
food. In urban areas, low-incone households frequently reportcd consun
ing only rationed atta. Considering that a household with a monthly in

come of Rs 100 spends more than that on food, of which over 36 percent 
is spent on wheat and atnother 12 perccnt on sugar, it is hard to imagine 

that a significant price increase for these commodities could fail to have a 
negative effect on) colsumption. Recent changes in the system, including a 

reduction in the wheat ration, a reduction in most areas in the price differ

-3. A full description of the method, itcluding a discussion of its assumptiols ald pms 
siole inaccuracies, may he found in Rogers c ai., t981. 
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ence, and the elimination of sugar, may well have reduced the consum ption benefits of the ration shops, although they still provide a fallback 
during periods of a seasonal price increase. 

Distribution of Benefits 

It has already been mentioned that ration shops are relatively more
accessible in urban areas and that the quantity of food delivered is greater.
Clearly, the system disproportionately benefits the urban population. Nu
trient consumption is also significantly lower in urban areas, although
children in some rural areas are wvose off.
 

The system also disproportionately benefits 
 tile low-income popula
tion, because the attu that is sold in the ration shops is widely believed to beof low quality and is therefore not preferred by those who can afford to buy
flour or whole-grain wheat on the unsubsidi. ed market. 4 The self-targeting
effect of the rationed tia is indicated by the fact that below- median-in
come a rban households, which represent 42 percent of the population, 
consume 47 percent of all tile rationed tta(l distributed in urban areas, an
intensity of consumption of 1.11. In comparison, the intensity of con
sttmption of the preferred gaindam, or whole-grain wheat, on the part of
the poor is 0.95. Sugatr of' course, is a luxury item, not ani inferior good.
The intensity of consumption of refined sugar by the poor is 0. 78: for ra
tioned sugar, it is 0.93, considerably more equitable but not disproportion
ately in favor of thi s group. The self-targeting effect was not so visible in
rural areas, even in those where wheat is sold, because iamy rural ration
 
shops sell gandamn, which is not inferior, rather than ail1.
 

In recent years, the self- target ing effect ;ppears to have become sonic
what more pronounced (Khan, 1982. Based on 
Khan's data from the city
of Rawalpindi, about 55 percent of rationed ar111% went to households below
the median income (for his sample) of Rs I. 185 per month. This may be
due in part to the smaller price differential between rationed and open
market atta. which reduces the incentive to participate. Another reason 
may be that, as incomes in general rise, consutflPtion shifts from wheat
and utta to higher quality foods. This is still quite a high leakage, although
of course it is not perceived as a leakage by the government, since tile pro
gram has never been intended to be targeted toward the poor. 

4. Up tIo [he nhd-sevmires. as illch as 50 prctnit of ration~ed i(t1( was made of wheatimported front th,- United Stater, under Putlic Law 480. This hard. red, winter wheat isdarker incolor and higher in gluten than the preferred local varicty and makes a "tuhhery"
chapati, accordi, g :o consumers. 

5. Intensily otf consumption is the ratio of a group's share of totll consumption of agood to its share in the population. An intensity of consumption of t indicates a groupconsuming exactly the amount that would b 
is 

expected under contlitions of perfectly equitable
distribution. 
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Costs 

The cost of the ration system has varied considerably from year to year 

both because of fluctuating import prices and availability of concessional 

wheat and because of changing government policy abott the appropriate 

procurement price to ensure incentives for larmers and an appropriate re

tail price for consumers. !inthe peak 'car of 11)73.174, when food supplies 

were scarce worldwide and prices ',r stapie grains were well above normal 

levels, food subsidies constituted 19 percent of current federal g,\ernment 

expenditures and 0 percent of lr'ovincial expendittires. That was the first 

year for which food price subsidies were calculated as a separate budget 

item in government accounts. The following year, food subsidies consti

tuted 15 percent of federal and 3 percent of)prov,'inicial cii rrent expenditure. 

Since that year, federal cxpenditures ol food price subsidie:s have been 

declining (except in 1978-80. when they rose sharply), while provincial ex

penditures have been incrteasing steadily. Total expenditure on food price 

subsidies since 1980 has been approximatelyv stab'c., declining slightly (see 

table 17. 1). In contrast to such consistently costly subsidy systems as those 

in Sri Lanka and lgvpt. Pakistai's subsidy costs have been controllable. 

One reason is that the subsidized commodities are rationed, anlother is that 

the consumer price has been programcd to rise with inflation. While not 

insignificant, the costs have been manageable. 
A less visible cost of the ration program has been the Cftect of con

trolled prices on the agricultural sector. As was mentioned earlier, the ra

tion system for sugar entailed implicit subsidie:: from producers to coi

sumners ill some periods and fron coLnslmers to producers in others. The 

ration system for wheat has historically involved an explicit subsidy. The 

guarantee]: procuremenit price was intended to act as a production incen

tive to farmers, while the subsidy permitted a lower price to consumers. 

However, i: is only in the last four or five years that the proicurement price 

of wheat has approached the level of the world-market price. Prior to that 

time, the system had been depressing producer prices for wheat, although 
subsidies on farm inputs have partially offset this effect. Current govern

ment policy is to eliminate input subsidies, while procurement prices for 

wheat are still slightly below the world market (Cornelisse and Naqvi, 

1984). A 1982 survey estimated that government interventions in wheat 

production and marketing resulted in a transfer of Rs 1,750 million from 

wheat producers to consumers, while producers receivedh Rs 350 million in 

transfers from general gove-nment revenues (Cornelisse and Naqvi, 1984). 
These figures do not disaggregate by region, income level, or farm size. 

The effect of raising producer prices has been evident in considerable 

increases in production. With procurement prices well above the inter

national market, sugar is now in surplus. In 1982, free-market prices 

dropped below the government-controlled price level. Wheat has also been 
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TABLE 17.1 Government expen(diltires on food subsidies. Pakistan (million rupees) 

Item 1972 7.1, 1913 -'1 l1q7.17S 1970 7,5T 1)76 77 

Wheat 920 1,917 2.1I1) 1,513 I 107
Federal 920 I ,095 1.90-1 I 180 635Provincial 222 155 363 472 

E-dible oill 26 443
Sugar 

4 

Provincial 
Total food sutbsidy 4920 2,180 2,5o2 1,543 1,111 
"oTwal lvfood sobhsi 


in real terms" 
 759 1.339 1,228 666 437 
Toltal food subsidy as 

percent of 
total goverlIicil

eylspeituircs 
 10.3 8.3 4.2 2.9 

St Lu :Pakistan, 197h,
 
:iS-cal war is July 1ti lle .310.
 

"F'lifilated.
 

inmodest surplus for the past few years. The government isbuilding stocks 
anld has become i milnor exporter of 'heal. Production increases in wheat 
are direcily attributable to the extension of high-sielding varieties andimprovements in irrigation and fertilizer use, all of which were made pos
sible [y the relatively high guaranteed price. IIowever. credit must also be
given to a run of good weather and tinclyi railts. It is risky to assume that
domestic supply problems in the maj or grains have been permanently
solved, ahhough the emphasis on ittcentives for farmers will continue to be 
beneficial. 

The Changing Situation 

In the Sixth Five-year Plan (1983-88), the government has committed
itself to the elimination of subsidies on both consumer prices and agricul
tural inputs. It remains to be seen whether it is possible to make good on
this promise. In 1981, the government announced that it would dismantle
the ration system if wheat production reached 12 million metric tons, and a
World Bank mission about tie same time suggested that the ration system
be eliminated then because the current price difference was so small that
public resistance would be slight. Now in 1985, the ration system persists
although the size of the ration and the degree of subsidy have been reduced
and expenditure on consumer subsidies is a declining proportion of total 
government expenditure. 
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108F384 

1977 78 1478 79 It7 81 SO FIN 8 191l h2 IWN2,83,' I8LI3uget 

I,034 2,513 2,353 1,050 1,30.13 1,121 I,,452 
0) I , S5 1,380 101 190 141 291 

008 ,S" k)73 9-9 I,1.90 ,10I 
7 884 583 I 

21 I1 20 83 
11 

38 37 

21 I1 20 72 38 37 

I,ss 3,101 3.257 1,710 1,304 1,159 1,489 

011 1,074 1.045 4841 323 280 

3.7 5.7 5.1 2.4 1.6 1.2 1.3 

Federal only. 
)cflated hy the Food prier,iidex ( 190f470 -- (1(). 

Nutrition is an explicit priority in the Sixth Plan, yet nowhere is the 

role of food pricu,, Is i determinant of nutritional status acknowledged. 

Among the nutrition-rclated objectives of the plan is the integration of nu

trition concerns in the agricultural sector, but this is discuss,'d exclusively 

in terms of increasing domestic supplics of pulses. edible oil, and grains 

other than rice and wheat. The principal mechanism for accomplishing 

this is high support prices. There ik no discission of prices as a determi

nant of mnstimption. In the draft consumption and nutrition plan of the 

government published in I080(. it is suggested that distribution of SupplC

mental foods throiugh the health care svstenl (which is to be expanded dur

ing the Sixth Plan period) c: take care of the nutrition problem. Given 

the lack of facilities and the very low rate of use of those that are available, 

it is unrealistic to rely on the health system for this purpose. Further, dis

tributioa of supplemental foods in this manner has a poor track record inl 

Pakistan. At the time of the Micronutrient Survey, two pr,,vincc were sup

posed to have regular (listribution of weaning foods in all health centers. 

Respondents in only three households (out of about 1,100) had ever heard 

of these foods. Visits to numerous health centers revealed no supplies of 

such foods. This demonstrates the relative ineffect iveness of a top-down 

distribution system compared with a decentralized ration system fueled by 

the profit motive. 

There is no question that the effort to integrate Pakistan's agricuil

tural system with the world market has been successful and that the na
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!ion's economic development depends heavily upon its agricultural development. Farm prices that reflect true social costs are important inpromoting those aspects of agriculture in which P~akistan has a coimparative advantage. A legitiniate concern for the nutrition necdls of the poor
population should n[ot be ahandoletl, however. 

It might he possiblc to restructure the sYstem of ColMIintcr subsidieswithout abandoning it comlpletely. largeting needs to be improved, andthe comlmodity mix might be expanded to include low-prestige pulses suchasgra,. Administrative targeting would he costly, to implem,,tit and Imiighteliminate niany of tile needy alolg with the ilorutcecdY, but as economicconditions improve, thec self'-target iiitlt tlu re okattomretav increase. The degree of self-tar',ting of this and other commoditie's could be predicted
from up-to-dalte CMISMIirT CXpeIdittTlidlt~la.
 

The rationi system has achieved ; remarkablY 
high degree of coverageof Pakistan's population. It is a resource that should not be lightly abandoned. III the past the governmnl h ,as'in tie sYstem lscul in dealingwith sudden shortages of various foods. Such situatiols might arise again.This is not the first time in Pakisa:'s hisiory that a few good years have ledplanners to assume that self-sufficiCnV in grain produc'ioii has been
achieved for good; thIt hope has bee C disappointed be'orc.


Even withoiiut bCingt psiniiC 
 '11about Pakistan's long-term agricultural prospects. onc ma a:*v linc that poverty-related nutrition probens

have not disappeared 
as food supplies have increased. As discussed abOVc,indicators have shown ilo improvem nt inl child nutritional status in thepast ten ye'ars. It is a h'lndamental dilemma of development policY that
food prices affect produccrs and consumer, in oppositc \v, 
 s. Withoutdenying the importance ot hig., or rather f'air, plromdtlcer prices, it is important to consider consumption elfects in the short- and mediurn-term 
as well. 

The ration s'steai. Iltough far from plrfect nonedhcless has a numberof attributes that recoinm t its preservation. These include its widespread accessibility, its relativ,.y low adninistrative burden onl the governnient, its flexibility, and tile log-stanrdint experience of those who operateit. Serious thought should be given to improving its benefits rather than 
eliminating them. 



18 	 Food Subsidy Changes in Sri Lanka: The 
Short-Run Effect on the Poor 

NEVILLE EDIRISiNGHE 

When a basic needs approach began to be emlphasized in development eco

nomics, Sri Lanka gained much prominence due to its long-standing in

volvenient in broad socia! welfare policies.' Long beforc the advent of the 

basic needs approach, Sri Lanka had pursued a policy of allocating large 

amounts of resources to enhancing the health, education, and nutrition of 

the population. On the other hand. it was not too long after the virtues of 

meetintg basic needs started to be appreciated globally that Sri Lanka 
made a sharp turn from welfare through sharing of' poverty to welfare 
through growth. The change that began in 19Y77 has led to abandonment of 

the major element in welfare policy that aimed at broad nutritional welfare 

through food subsidies. Operationally, the change has resulted in the elim

ination of all rationing and price subsidies On food and the introduction of 

an income transfer program through issuance of food stamps intended to 

protect the really needy. Implicit in the curtailed welfare policies is the 

expectation that newly adopted growth-oriented investment policies will 

generate incomes for all, including the present poor. This chapter will ex

amine some implications of this change on fiscal costs, income distribu
tion, and the nutritional welfare of low-income household!;. 

Historical Setting 

For nearly four decades, Sri Lanka had a comprehensive food subsidy 

scheme where eligibility was almost universal. This scheme, in general, 

included a major subsidy on rice, the staple food of the entire population; 
other major commodities subsidized at some time or another were wheat 
flour, sugar, and powdered milk. Over the years, the quantum of the sub
sidies and the consumer entitlements have undergone changes influenced 

1. See Isenman, 1980: "Participatory Development and Dependence," 1979. 
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by fiscal and political collsiderations. A le'.\' salient fet'tres in tlile history
of the food u sidy progtram are a,Ihlhws: 

1. Notwithstanli insic shlrp diftrertnce's il political idtlo) ,:es,since
rVt'S ilthl COMM rrtll)t(letlCteLsu cLceIsIti
atlllal .h1)\'t
rtt'ave ell

stied the cOrtitratlt*Ill ,rlhi(fits to Ichieve itI
ihllal obctlives 
of political stahilit'v and s.'ial Uqlit.

2. The succes, of the ,ubidy prOr'ram v,, Iiirked to)tirehalancewas clot. 

)l-paivlllits -tatJ,s (lile (t 
 thi Crrtr,' fp tilelrtceIt+t(if, illIports for 
over 5,0 percen,1t Of thW h(fd sUIpliC drrilli, rIr,,t Of tIhe+lpliod.3. A reinarkahl, hiilrcr.,reo0 .
livl,(oitical piarlicipatioll h ftire )o)
ihatiOl ,laltictiirvh i 'LleQri/ ct or of t!he laIrbr fOI.'C ])lov'ided

:-mficie rt ,rs ,rI't,)er,,ir 'cIrti't ut t the's b'.oij+,,.
4. lre l)r 'si,,, ()Icertain ir1)ttt "flW' i i i ricl' lit Ianti tlire lil)cra.

tIun III .itt-s-ILrnI irc'i 1.2l ;+iterltIt1,6 .' c't:, .%tc+ill iit'lliIIlliinlije tICe dCtrUItorI'., ,ffc' t if Ctlrtlrnr'-ill iii <)Ildict1poducet's. 
Altlh)r Ih.Illl i.P it kdrI inugLlll 
 t't,, t\ 1t Crsllr' etftlitalk t:(litribit

tiln ()ffirlihtt %,un)i)liis arid I)ItectC riO (d c slr-rlllner',f'mtl lois(t ar inifla
tiOllar'
treSsJC , tie ',Ceirtrire COitlltintl iei,'ir tIL war sitlratilill. For

asIl,%' iii )(itw, . Ii fr[r i' tlrl llprim idcrd i tiftlldlitr p li(k if rice pcrCiaj)ita, petr week. ikthre tlh t ir: l iiiir ilhiQl I hi,rnirs-l~')iis. t~rilers sruhrsili Jlrit.cc'I Ina 
 tiftirc
;1itilvhlr, qirlrirninics issriitde'Ittl i'atilii,htl c Ull-
9 t0l', ! \,iliht 111kling (al~d,1 l al lill\+ kiirind lh:ill1It)7()b illtiletillrir t ii ssafl il i tll .tfI i 970lriar tlill l ()llhi dittiru tinelate 

that anly Nurbstarrtjiri attenupisW atl ltrgetirie hurl sriies wcen.hte political setiivinv Of tillestlisd prolLurill \\ar" c!Carly exhiiitedriirr fd()I t'elariil rIt', if)tir tarhs I)950". \Witlhiu a les\ tar,'of tie flood

stilxidV
f Si Ic'heris ip i;rtior ri nslilfcal \\trT cl'arly %iil (ie ti) tile

p)o% .r
' t"inftlalitlli '' pri e Of rim . *lireh t mi'r'ittisutl u sil ad
hercie tir aIr ropi al by tire Intteiniatiulal Nl(Ilttii'v i:unif jell tor drastic
redtnctlirri s itl t s
lie id ct O tetil tl .....t Iit miil t isoir eit: ) hill tocertain othtr commiorlrr(lities aiid services. 'lhi first artempt to llnirtr adhiiinjI
istered plrices closer to costs \was Iitl witth W\iC%'rc:lt! i)rrrtests. spear
headed hY organied urbal 
 lilr. 'lhe bind r'iotsled to par'tial abarlrdlrnl
neit of the s bsidv refiirms, tireretsiginartiurl 1 iapril 
 niiister', arl(f.

sh(irtlY after, 
 a e of gl c'rtreitlit lite trew ilulticrl ret:inle (fil restre
tile (r'ig1inal helits. 'lihe lo\er \orld prices of Iro: during tireseconrd hall 
of the 1950, e:onsidlerahly avssi Ied threse clullrrrN. 

l)uiung tie earls I 96()S, airrtC Iiscal arid hirlalrc.mrf-ur.yntents )ribhlenls led toi a lrrl)uosal hY tie filante minitrit cur'ta: tile subsidy,V.This 
was squelched hy the hackhenciers. anrrd tire n ister resi r ed. Ill tire see
ondl hall' of tihe I9(r()s, coliilrue~d I)in,ri.e-f-tiivnrerlt difficutlties arid aworldwide rice shorrtage bro'uhlrt about a sttrategic compromise between
econonlic logic and political feasibilit.: tire rice ratirrll was redcied hy half 



Food Subsidy Changes ill Sri Lanka 255 

but given free of' charge. Food subsidies were a key issue ill the general 
election of 1970, however, and political power did change hands. Some 
increases in subsidized ration entitlements were ma;Ide. which were aided 
by the decline in world prices of' rice in the early 1)7()S. SOlle adjustllenis 

to prices and eiititlemeits were achiev'ed in response to \lwhide hud 
sltortages dliit Ig 7, lillco taxpa,-rs \wer'e rellovcd froll tihe197? and 
scheme. The latter had only a neligilile effect il tile subsidy bill. however, 
and llost drastic challgi" il the schlie were' lindurtaken by tihe govern
int that came into p wet ill I !'. lii Fclrullary ",', the rice ration was 
limited to about 50 peitcnt 01 tlh, ppltlatiott in Sepemllcr 1979., quantity 
ratllihg \%',s reliaced by all income trialllel ill lie fllerm Of fod talllps; 
(llri,,t7 i 19 ). all -elallii ll! price tllh idicsO lo I l were' elintinated. 

Changes in tihe Subsid) Program 

(it 
changes of' tilhe shib.sidv trOgral effcced tuiing 1)78 and 1L)79 were re

(;iveil the high political sellit of 1le food stilisidies, the drastic 

narkable. The oCrall chaige has beeti Lailed as aIll "achievelent which 
1o gvCr1enllltt ill a Illiartl, celltllr, bcer a "itlnalltaged, aid also that 
had coniitaiied the blurdei ( thl tl0 llthbidy witholis diastrilt, )olitical 
cotlllseit'ete and iltoumt ol\ivit" Or peivasive' ill Cfflt' Oil Welfire" 
,INelsoti, I983). 'le iiimediatl causes auned tchailiacs it the chinge and 
the dt.!TegC to which welfare. :i I'ast nllltriliollal \\hcifas as bCe itaffcced 
will he discussed ill tlhe fol\ili sec'liions. 

Iwo Of the iitaini objectives fltIhe iOCl-v'linlC nl elcCtld Iil i lla sive 
7nimilate) in 97 " were a lilierali/ed tradiigtell aid slitstalittial (1fllcs

tie Savings. That C have a direct efctCl Oll Ite foodthes oWjctives Sililtl 

su)sidy amd ati poriiingp rain sh uld tOt be surprisinig." [v eafly' )7, 
the new policies had resuiled in a substainiAil de'altiatihm Of Oe tirreney, 
which it tirn resultetl in a ilaassive illcl;ise in tIh total food subsidy. Ff
fects of the devalialiotn llilis provitded the iinletdiale reason for curtailing 
tile food subidv. 

'The drastic reduhitots in the food subsidy buiden, strategically 

phased Over two years to iniiitinie adverse reactiotns, wy r, imtplenited in 
three major steps. 'liMe first stip was lo cotdtuct a tica is test in Januar*y 

I978 in Order Io restrict tile 1iil11t.r Of recil)iCls.. SIp'ci!icall', subsidized 
rice was restricted to famnilies whose inittlhlv incomes \\erc less tlhai Rs 30() 

per lonnth. Marginal adjiustnents were allovcd lo larr,,e families with 
higher inco slc.'[*here was io chtla>' ill thtqllalitI cliluit ell of tlhe 
free ration of one potund (If rice per 'rsoll per \\ck otr tihe three puinlds oif 

rice that cotild be purchased at a subsidi/ed licT. [ie llcais test Was 

2. Almosi cwerv lt , that paiwtl ,ii L.mk;:' achic'cinu s itl idtal , t tumllarthroulh 
smalt inlt~ler~ l ~ illhcd 111Chigh co Icic luii mi comni oln l oi mll lcn. 
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conducted on self-reported incomes of the households. This procedtire, as 
well as the difficulties in checking on incomels, 1ia) have heli conducive to
underreporting. This partially explains why thc' wcr,vc 1o cxpl icit protests
to this change. Other rcamons for lack of po'tcs,,ls Welt'dieC l1populalritV of the 
newly elected governtmniiit aid tile maintnticU of tile subsiidies on ra
tioned rice ainld noirat ilicd f0o( such a1 0i1at The firstflour andesii'. 
phase of the change resultcd in the rcstriction of rice rationing !o7.0 mil
lion persons, or iiearl v 5(0 percent of ihe popiilatiou.


The second phase involved the chaInge fi'otilrationi shops 
 to 'ood 
stallps illS ptelbel. I979t. Afte. niuch publicity, honscholds were re
quired to apply for food stallmps through a (tltlaratioli of illcoles andhousehold conipo,,itiou. All iiembcers of houicholds rcaiving a ninthlv 
income of' less thail "',30(0 wCl eligible for food triip)s. lhildrelh Under 
eight years of age received ,t,uiiis io the vaie of Rs 25: childrenu between 
eight and twelvu scars rcceived R,,20; othlr,, received Rs 1S per nionth. 
Special stamps to tileval e ot ,9.S per householdRo were issued to pur
chase keroene. I'tuecessary.\, liese stamps coild be used to purchase food. 
The bindle of colnlodilicx that could be purchased using (1ott
stam1ips
included I-ice, paddv (uihiuskc d rice), wheat flour. breald, sugar, powvdered
milk. and certain locally pro(hliced nilses. Although subst antial iteduc
tiu,,l,coVerai \\C'lerill Cxpe('ctCd whtl changing to the food stallp scheme,
the tiill'e; of recipietit remIiaincd virtuallv the saie as 

i

il the curtailed 
raiioii SChmieC. Ilnfaci, ite uui1tium of t'Ccipfici . increased wkith cach issue

of liC food tallpis icv three hlslllilhs).
[his led to a frecie onine,\ issues, 
,cgimumirg iilNirch 9Xl. lie most strikitg chuaraciteisiic ( the new food
 

stailimo NchitiC \%W, IC lllocaliou of, a fixed 
 iloniilial aillotlill
of approxi
niatel, Is 1.8 billiom illth tliumal budgetl fi tht osiof tood and kerosetie 
stamplls. 

The tlli';t
phase atk'cd the eliniillatioll of price subsidies oil food.
 
Under the rationing schenic, 
 al \\'ell dlurinig phasC of fooda, the fil'st 
stamps, price subsidies reiainiie(l on rice, flour, sugar, and infant nlilk 
foods. These subsidies amontlte(d to Rs 2,320 million in 1979, In 1980,
prices of rice. flout', and sugar were raise(l to reflect tile costs, and the total 
price subsidy was reduced to Rs .305 mil!it. f ,982,
subsidies were almost totally elinliiiathe. Prices (Jt of the nia jotr foods 

is tile e(ld I these 
most 

more than dfoulled between 1979) an( I9 8 2--a reflectioi of' tlie effect of 
general inflationar*v pressutres and(lh temoval (if subsidies. The "!dnlinis
tered prices ouf wheat i'm"r ai(l sjjagl" ilic'-,e( 170 percent and 133 peri 
cent, respectively, betwec,. earl'v 1971) and the third luarter of 1982 (Sri
Lanka, 1983). The percentage increaie in bread price is eqmuivalenl to the 
increase iu the wheat itour price. 

1. Adjusimen ,,forl higher ilicormu" anod h c)cfamily sim t allo~wcd'ot . 
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Fiscal Costs 

The food -tanip schenme in its final forni-with a constant allocation 

of Rs 1.8 billion and food priced so as to incur no loses-has been most 

successful in reducing the fiscal burden of' the food-related welfare poli

cies. This is clearly evidenced in sonic of the governmlenl accounts shown in 

table 18. 1. 
In earlier years, some foods imported 1) it ,tiic had beengovernment 

sold at a profit, thus leading to ai reduction illthe overall food subsidyN. This 
practice is particularly Cvidenct!d in the case of profits fron tle s;ale of 
sugar, which (huring he 190s brought about substantial reductiotns in the 

net food subsidy. The relutction c;relimination of these prof its in later 
years, the increased costs of imports, andithe increased population receiv
ing subsidy beine'its resulted in food subsidies accounting for a substantial 
share of gmernment expenditures. In the mid-l) 7 0s, they accounted for 
approximately 1 percent of total governtilet t expenditures and about S 
percent of the gross national prouct. 13'1982, total food subsidies inclu
sive of the food and kerosene stamps had fallen to 5 percent of :le total 
government expenditures and 2 percent of the gross national )roduct. 

Apart from the savintgs to the government, tlie new scheme tprovides a 
clear advattage for hudgetary planning purposes. Under the eatlier price 
subsidy schetne, final commitmlents on tilefood subsidy were tot known 
until the lirofit-loss accounts of the sale of all imports (and domestically 

put-chased commodities) wet-c finalized. The new scheme, on tie other 
hand, provides a clear picture of tile financial commitments prior to actual 

expenditures. 
What has been tile effect on the budgetary savings? If tile magnitude 

of the food subsidy alote is considered. substantial savings are indicated. 
Compared with the total food subsidy of Rs 2,893 million in 1979, the allo
cation for food stanips has resulted in a savings of arou nd Rs 1 000 mil
lion. What is perhaps more impottant is the net savings for all expendi
tures linked with the new scheme. As tile food stamp schetne was 

introduced to support tile incomes of the poorer households, steps were 
also taken tiorotect wage earnrs (ntost of wholm are not eligible to receive 
food stamps) from tile effect of eliminating subsidies. Accordingly, wage 
increase, to employees of govertinment institutions and public corporations 
have been effected. The cost to tile government in the form of a higher 
wage bill for its own employees and lower export (litiCs 10 permit state 

corporations to grant wage increases to their workers has been estimatcd at 
arot nd Rs 700 niilion in 1980. If this aniount isto be treated as a direct 
outcome of the polio:, of shifting to food stamps with limited beneficiaries, 
then the net budgetary savings drop to a niere Rs 300 million. 



258 Nevilie Ldirisinghe 

TABLE 18.1 Fiscal costs of subsiand transfer programs. Sri L.anka,(million rUpees) 

Year R ice [ 1 h1 1 rH oo t\ S i tSI r 0 I h el i 5 S it ol po 

1960/07 
1907/8 
I; 48/09 
1909/70 
1970/71 
1971/72 
1972/73 
1974 
197S 
1976 
1977 
1978 
1979 
1980 
1981 

4-15.3 
548.) 
582.0 
532..1 
580.2 
520.5 
54. 0 
"45. I 
785.5 
079.3 
9.3.0 

1,0o. 1 

1,21 
72.0 
75.0 

22.! 
"24.0 

11.2 
. 

10.4 
22.o 
II1. 

1-18.1 
218.0 

52.m1 
.3..( 

894.! 
27220 
IW 0 

- 22.1.8 
239.5 

-25.1.tt 
221. 
04.0 

. 
21 .8 
2o,.5 

215.0 
o5. 1 
0.0 

13i 
1IlJ.0 
.18.0 

3.) 
10.9 
12.o 
12.5 

1.( 
31.2 
2-.0 
30.8 
11.9 
- 1.2 
47.5 

(8.7 

7.7 
15.0 

2.10 

202.0 
296.3 
328.8 
327.4 
534.5 
525.2 
077.2 
950.5 

1,230.A 
937.t) 

1,42.1 
2,162.7 
2,324.0 

305.0 
310.0 

508.0 
1,014.0 
1,321.0 

1982I(1.0 100. 0 1,475.0 
so ~ep:('cjjjlr l a k , ('t-hoo; \V )rld Ban~k. 

"lTour-fifths ol vxspciuuiiuis 

l)ccCiloci 31. 
1
I972 

(uii.. the liscdl ,c of liftc inlilihs: ()e'hlwi I, I171 Io 

These are, of coturse, the immediate fiscal effects. Larger savings will accrue in the long .ui:, arising from the nonindexed nat ure of the income 
transfer through f1)11()stamps. 

Distriblutional Effects 

About halIf of all h(11t sehol(is are beneficiaries of tile food stampscheme. Households receiving free rations at the li ne of the change fromrations to stanips was also about half the total number.t Eligibility criteria
in both schemes were Iased on a inimum income level of Rs 300 perfanmily. Under boloh schetes, around 58 percent of rural households received government transfers. In the change from quantily rations to food 
stamps, the incidence of' recipients in the urban and estate sectors, which 

4. ('omparati,,e analyse%o tihe food shanip schicin, izI lilte fuod rationing scheme arebased oni Central aiik of (Cyhon (19181. 1984). Most of th firi survey wa-isconducted whenquantily ratiiuiing was in u)puraiion. The food sta ip scheme was in opera tion when the laltcr
sli rv-ey was condtle I. 
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Total Subsidies and lotal a% a Total as a 
StaI11ps Value Il'-Clli ol Percent of 

Kerosene Governmt GNP (Market 
Stamps Nominal Real 1952 - I00) IXpenditures Prices) 

202.0 175.9 8 2 
290.3 243.8 10 3 
328.8 251. 9 10 3 
327.4 230.9 9 3 
534.5 370.0 14 5 
525.2 384.2 10 4 
677.2 409.0 13 4 
950.5 511.5 16 5 

1.230.4 020.5 17 6 
937.0 407.2 II 4 

1,424.1 700.8 16 5 
2,162.7 949.4 12 5 

59.3 2,893.3 1,140.6 14 6 
163.0 2(082.0 054.3 7 3 
164.0 1,995.0 531.4 7 3 
171.0 1,746.0 419.0 5 2 

were 40 percent and 21 percent, respectively, before the change, dropped 
to 32 percent and 13 percent after the change.' 

The relatively higher percentage of beneficiaries in the rural sector 
can be attributed to the fact that rural incomes, which are mostly agricul
ture related and seasonal, are not easily accountable. The low average in
come levels in the rural sector may also have contributed to this higher 
incidence. In the urban sector, average incomes are relatively higher, more 
regular, and more accountable-particularly in the organized sector. Es
tate-sector incomes are largely concentrated among organized labor work
ing in the plantations. Their wage payments are highly identifiable and are 
usually received by more than one member in a household." 

S.Distribution of the population among dilferent sectors during this period shows 
about 75 percent in the rural sector. 18 percent in the tirban sector, and 7percent i the estate 
sector. The estate sector consists of all houOsehtolds in tea atind rubber plantations of over 
twenty acres and with more than ten resident workers. 

6. The average number of income earners per household in the urban, rural, and estate 
sector is 1.64, 1.45, and 2.46, respectively (Central Bank of Ceylon, 1981, 1984). 
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Although arounid half of all households receive food stamps, this 
group is by no means coternlinous with tilepoorer half of tile population.
IIIfact, according tolsurvey data, about 30 percint of the households in tile
lower half of the population appear not to have received these income 
transfers, while a similar percentage of hIouselidls in the tipper half of the 
expenditure range do receive food stamps.
 

Shares of total governmni outlay on food stamps in 
 1981, 82 and the 
net food subsidy in I 97(i/79 received by exptudituurc classes and sectors are
shown iii table 18.2. The poorest -(1percent received only 50 percent of the
food subsidy in 1978 7). Due to leakages in fhe rationing scheme as well as
utntargeted price uhsidics wheaton and milk products, income classes 
above the fortieth percentile caltUred half lo'fo00d-related subsidies. After
 
the change to food stams), the sharc cattured by the hotttoii 40 percent
 
increased from 5) to t) percent.
 

Table 18.3 indicates 
 Ihat tlhu relative contribution of ~ovsc'rnient
 
transfers to to al expenditures of' potrl. households declined after the

change in the program. '!'le uoiinalt valucof' tihe food stamps, though

substantially higher than the noutiatl value (f the food ratienls received ill

1978/79, remained constant thrtou.tfho)ut, while nominal prices and cx
pendittuires increased over time. 
A,,an income redistribution measure, tileeffect of both schclllc oit poor hasthe ben significant. 1it tIle noltin
dexed nature of food stanip paYtileits will continue to croe their real
 
value.
 

Nutritioial Welfare 

Some of the major factors expected to minimize the adverse effects of 
tile removal of food subsidies ot] nutrition are (I) higher agricultural in
comes due to free-market pricing: (2) new and Cxlpanded incolc-earning
opportunities due to liberalization of trade and removal of controls; (3)
new eniploymen;: opportnitlies arising frout agricultural development,
construction, and other forms o f investments; (4) wage increases to govern
ment and scmigovernnwtt Ceilo yees; t5) higher wages ili tile private see
tor; and (0) income transfers through the fo,d stanip seicnic. The overall
effect of these factors on real consunmption vis-t-vis autritional wvelfare of 
low-income liotselho!ds is examined in the following sections. 

Price subsidies oIlcertain food and tonfood items and free issue of
rice rations were prevalent during l1978/79. During l81 
food price subsidies, and some nonffood stibsidies, such as On public trans
port, have also been cither drastica llyreduced or eliminated. Direct assis
tance to the poor was 

9 2, there were no 

through food stanips.
The average food share in the iusehold budget increased from 66 

percent in 1978/79 to 68 percent in 1981/82. This change is statistically 



TABLE 18.2 Distribution of food subsidy and stamp transfers among income groups, Sri Lanka (percent) 

Food Stamps Transfers. 1981/82 Food Subsidy Transfers, 1978/79 
Per Capita 
Exnenditure All- All-
Quintile Island Urban Rural Estate Islard Urban Rural Estate 

I (poorest) 35 2.7 31.6 0.40 26 4.8 19.6 1.0 
2 25 2,5 22.7 0.20 24 4.1 17.3 2.9 
3 18 2.3 15.5 0.07 20 3.0 12.9 4.2 
4 12 2.0 9.8 0.15 17 3.9 10.0 2.8 
5 10 2.9 4.9 0.10 13 4.1 6.1 2.0 

Total 100 13.0 85.0 1.00 100 20.0 66.0 13.0 

SOURCE: Data rtom Central Bank of Ceylon. 
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TABLE 18.3 Relative contribution of government transfers to total household
 
expenditures. Sri Lanka (percent)
 

Per Capita 
Expenditure 
Quintile Food Siamps. 1981/82 Food Subsidy, 1978/79 

1 14.0 10.12 8.5 10.0 
3 6.5 7.9 
4 5.5 5.55 4.5 2.1 

SOURCE: Data from Central Bank of Ceylon. 

significant and, according to Engel's law, implies worsening of the real 
incomes. Higher food shares during the latter period are also indicated for 
all income groups, except the poorest decile. 

A plausible explanation concerning the poor's inability to increase 
their relative budget shares to iood is that the poor have certain fixed corn
mitments intrinsic to survival and to fiture income generation. Expendi
tures on clothing, housing, lighting, and transportation form some of these
basic costs. While food is also a basic good, food itself may not be forth
coming if these nonfood costs, such as for transportation to work, are not 
incurred. When real incomes decline, maintenance of these fixed commit
ments may occur at the expense of food intake. 

If higher food shares allow maintenance of adequate nutritional in
take, then the losses in welfare may only be nonfood related. 'hat this has
been so on the average is indicated by the almost identical levels of mean 
per capita calorie constumption during the two periods. In fact, the mean
 
calorie consumption levels of 2,283 and 2,271 
 per clay in 1978/79 and
1981/82, respectively, exceed the recommended allowance of 2,200 calo
ries for the average Sri Lankan (Sri Lanka, 1972).
 

Of greater relevance than mean 
calorie intake is the distribution of
calorie intake relative to income. The effect of the policy change otl the
nutritional welfare of low-income households during the short period tin
der consideration appears to be clearly negatve. While calorie inadequacy
vis-a-vis recommended allowance has continued to be a problem of the 
bottom five deci!es, the nutritional position of the poorest two deciles had 
deteriorated significantly by 1981 /82. The decline registered is around 122 
calories per day, or 8 percent from their already low levels of calorie intake 
of about 1,500 calories per person per day. In contrast, the middle- and
upper-income classes have either sustained or improved their calorie in
take (Edirisinghe, 1987). 
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Nutritional poverty at the level of the individual household can be as
sessed using Lipton's (1983) definition of ultrapoor households as those 
failing to achieve 80 percent of recommended calorie allowance although 
they allocate over 80 percent of their total incomes to acquire food. The 
incidence of ultrapoor households aniong all households has increased 
from 4.6 percent in 1978/79 to 0 percent in 1981/82. The proportion of 
ultrapoor households in the poorest quintile increased from 19.5 percent in 

1978/79 to 25 percent in 1981/82 (Edirisinghe, 1987'. 
The new policy package envisaged substantial growth in the agricul

tural sector, particularly the domestic sector where paddy is the maintstay. 
In fact, agricultural performance during, the new policy regime has been 
noteworthy. Between the 1970-78 average and the 1980--82 average, agri
cultural gross domestic product has had an annual growth rate of 4.4 per
cent, with paddy production recording a rate of 7.9 percent per year (Thor
becke and Svejnar, 1984). Comparative rates of growtlh during tile 
previous seven yea,rs have been 1.9 percent for agricultural gross dlomestic 
product (GDP) and I . percent for paddy )roduct ion. Renoval of con
straints on transportation and iiplit supplies, increased demand for do
mestic agricultural products (particularly (Itte to removal of price subsidies 
on imported wheat flour), favorable weather, and larger agricultural in
vestments may all have contributed to expansion in agiicultural produc
tion. The overall growth in the economy has also been remarkable; the 
GDP grew 8.2 percent in 1978, t0.3 percent it 197). 5.8 percent in 1980, 
and 5.8 percent in 1981, with the contribltion of the agricultural sector 
outstanding (World Ba.tnk, 1982). 

How were tile poorer households in the agricultural sector affected by 
the expansion in ecanomic activity in that sector? If the effect is to be 
viewed through the incidence of iltrapoverty, table 18.4 indicates that ag
ricultural workers, in both the domestic and export sectors. were made 
worse-off. Their poverty rates increased significantly by 1981/82 relative to 
1978/79. Plantation workers appear to have lost the most. 

TABLE 18.4 Incidence ot the ultrapoor ill agrictulture, Sri Lanka (percent) 

Anmonig [Poorest 
20 Percent Anong All ilo sltolds 

Agricultural 
Population 1978/7) I181/82 19 78/79 1981/82 

Geineral farmers 15.8 17.8 3.0 3.2 
Plantation workers 14.0 23.8 3.2 0.3 
Agricultural workers 

(mainly paddy) 23.8 30.7 10.8 15.4 
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TABLE 18.5 Contribution of income transfers through food stamps and food subsidies to total calories. by expenditure class. Sri Lanka 

Per Capita Expenditure Quintile 

1 

Item 1981/82 1978/79 1981/82 1978/79 1981/82 

3 

198/79 1981/82 1978,/79 1981/82 

5 

1978/79 

Per capita expenditure
(nominal Rs/month) 

Food share (percent) 

Caloric consumption percapita per day 

Expenditure elasticity forcalories' 
Marginal calories per day' 

Calorie addition from food 

131 
75 

1,368 

.83 
8.6 

78 
75 

1.490 

.70 
13.3 

199 
73 

1.894 

.67 
6.3 

116 
72 

1.914 

.60 
9.7 

?t2 
71 

2.264 

.56 
4.9 

151 
68 

2.255 

.52 
7.7 

351 
67 

2.678 

.49 
3.4 

201 
64 

2.612 

.A3 
5.6 

702 
53 

3.154 

.17 
0.8 

441 
50 

3.152 

.21 
1.5 

stamps or food pricesubsidies 

Calories from food stamps 

151 168 110 122 89 92 64 61 22 14 

or food price subsidies
(percent of total) 

Price paid for 100 calories
(nominal Rs) 

11 

0.24 

11 

0.13 

6 

0.26 

6 

0.14 

4 

0.28 

4 

0.15 

2 

0.30 

2 

0.16 

0.6 

0.35 

0.4 

0.19 
SOURCE- Data from Central Bank of Ceylon.
'Expenditure elastiCitiLs and marginal calories were derived from the fllov ing estimates of calorie consumption functions for 1978/79 and 1981/82: 

(1978/79) C 1.572315 - 1.924613 (')- 0.140343 ( y 2). (R2 0.5,6.)
(13) (44) (35)

(1981/82)C = -1.45388 2- 2.729213 tY) - 0.1946917 (Y ), (R2 = 0.65.) 
S i (54) (4e5)
where C is the natural log of per capita daily calories anO Y is the natural log of per capita total expenditure. t-ratios are given in parentheses. 
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The nutritional situation of the low-income households discussed 
above appears to be consistent with the observed greater inequality in the 
distribution of incomes in 1981/82 compared with 1978 '79. The (ini coef
ficient, based on the monthly income of income receivers, increased from 
0.49 in 1978/79 to 0.52 in 1981/82 (Central Bank of Ceylon. 1984). In
come flows to the hottom deciles have not been able to su fficiently mitigate 
the adverse effects of price increases. 

Government Transfers and Nutrition 

Table 18.5 gives estimates of basic consumption relations observed 
during 1978/79 and 1981 '82. What strikes ,ine is the fact that expenditure 
elasticities have increased uIbstantially anmoIn low-income households. 
Reductions in real inconies of' the poorest 40 percent may have affected 
calorie consumption mucli more seriously iii 1981 82 than ill 1978/79. 
Similarly. marginal calories (the increment to calorie colnsumption if 
monthly per capita expenditures are increased hY (le rupee) declined from 
13.3 cal;vies to 8.0 calories between the two periods. These estimates of 
marginal calories nay be used to evaluate the net increment to total calo
ries brought abott by governiment income transfers. One assumes here 
th.t hotseiholds treat government transfers as just anlother source of mone
tary income. For the poMorest quintile. a,ditional incomes from food 
stamps brought about a net addition of 151 calories inl 1981 82. Food ra

7 )tions and food price sb,idies in 1978 may have added 108 calories to 
total calories of the bottom quintile. Although the share of' calories from 
government incomes in total calories is similar in both periods, tile abso
lute level of calorie consumptio in 1981 '82 hv le porest hotseholds had 
undergone a sharp decline. 

That the food stamps have not been able to eff1ctivclV mitigate tie 
deleterious effects of inflation is clearlv indicated when ome compares tile 
amount of additional calories that the same nominal value of food stamps 
may have bought in 1978/79 and 19811/82. Rs 17.55-t he mean value of 
food stamps received by tie poorest 20 percent--otld have resulted in 
234 additional calories or 16 percent of total calories in 1978, 7L), compared 
with 151 calories or 11 percent of' total calories in 1981 /82. 

For a comparison of real consUmlnption changes based on calotie con
sumption, consider the cxpenditure required in 198/ '82 oo consume the 
same number oif calories as inl 1978/79. B~ased on the estimated consmip
tion function, tile expenditure required by tile bottom uintile to consume 
1978/79 calorie level (I .490 calo-.is tini 1I81/82 was Rs 145.18. which is 86 
percent higher than tie 1978/79 exp)enditure level of Rs 78.99. The cost
of-living index related to nutritional welfare of the poorest quintile. there
fore, is 1.86. This indicates that the real value of the food stamps had al
most halved by 1981/82. 

http:calo-.is


Conclusion 

Fii m lie ]ofvin iew o eeo0IIoliiC growtl, Sri Lntka's 1ii. CCOiiollic
policies have met with coisiderabhe su.ccess. It is Riot expected, though,
that the helleits of irowth calt remove nutritional risk fromt lower income 
deciles inl the short run. Income trallers throuh foolhd stalmps were in
tMLiCde to C IshlDt i.0 lOW-ill.cnle egillnits hrom the aL(crse ellects,of a 
new price structure. Since iiconim tranlsfers have Iot beell idexed, their 
real values have deiriorated over timC. hI househld1Mthai have rnt expe,
rieticecl higlhcr ,U_. I 
inl tmIes to cml~pei',.a. loir their 

ne eiuIfnyIuIeI . or larer aMgric.ltirful and othel 
losses il real ircolles (ilc to price ill

creases, ltr1itiotual . .hieici,n,aJ)])er,iptot 
- have he[eisritis. lvidence is 

strong that govrI_ il -iii ilitCrvuit lt s rc(tirTl to' inproMV the litritiotial 
welHur ol h0ti ,1Sholisthat have' rut Yet hiCei ab.)lio participate ill tle 
c'Iuiit'iv"s ecolloullic grow th. 



19 	Effects of Brazilian Wheat Subsidies on Income 
Distribution and Trade 
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G. 	 EDWARi; SCHUH 

Brazilian wheat policy as considered in this chapter consists of two rela
tively separate components: production policies and consumption policies. 
Both components derive from a numnb,_r of national goals, including self
sufficiency in wheat supply, control of inflation, provision of cheap food 
for the urban population, and improvement in the distribution of income. 
The central government has maintained both a nmonopolistic and a monop
sonistic role in the wheat market in ordcr to implement its policy. The gov
ernnent is tlhe sole importer anld sole buer frot farmers and the only 
seller to the mills. Moreover, the government has maintaiijed rigid control 
over prices at the producer, wholesale, and retail levels. 

This chapter is divided into four parts.' The first two parts are a brief 
description of the prl'dictiont and consumption policies for wheat. The 
third part is a discussion of the effects of the prodtuction and consumption 
subsidies on international trade. The fourth part is a discussion of the ef
fects of those policies on welfare and income distribution. 

Wheat Production Policy 

Wheat was introduced in Brazil in the first quarter of the ,ixteenth 
century. However, there is no indication in the history of Brazilian agricul
ture that the crop had ever developed enough to satisfy (omtstic demand 
(Bethlen, 1962). With no guaranteed market, farmers had, prior to the 
mid-1930s, little incentive to increase production beyond the amount 
needed to satisfy their own needs, with small splurpses to be marketed. In 
the mid-1930s, the government established a chain of experiment stations 
to generate production technologies suitable to Brazilian conditions. How
ever, because of the high cost of production, pool- soils, serious disease 

1. This chapter is a summary of the major findings of a more thorough study of Brazil
ian wheat policy by Calegar (1984). 

267 
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problems, difficult climatic conditions. and inadequate scientific and
technical support, clthivated area and production were relativelv small tinlti I 97. After lqh7, cultivated area and prductio increased at a faster 
rate, reaching a record it ilarai 1,)) (.1.1 million hliclanes) and in pro
ductioi in I '+t 3.) inillioin metllric mls), bit production has been unsta
fife. mainly due to climatic Ctnditiln, and diseases. bothof which have 
made wMeat production in Bra/zil a i'elatiClv ri'S\V activitY. 

Guiaranteed producer prices have bceli used t) ,itiliutae domestic 
prodllctitn ever sinice I93M. In receit +years.the prtducer price has he,.n setby the National Suiply (mincil and l.ade pulilic ly the Natioiial Supply

mSlperinteiidency by anl,I l( :i ethv eas k)Wl i;a)s ortoro.IlM. l)tirch.se of d(liitic pinhlcti)l1 is n;a(e ly tlic Baik (d fira,,i. accorlin to
rules des,igne(d to avoid frauds s',uch as IlvT iccutlT. ill tile pal. These
ra(kx gmv rise to ciicept rch u,, "paper \hcat" aild vhicat iliaiolial

izati(n" anld are \ell described in P. I. Knight (IL)'I a rid ICrciuia Soares
(198()). Since 1L6 these rauds have ecciirrel \with lessIfrequency. ini large 
part because of a cliai.,-in the iainier ill %,ihihithe producer slbsidy was 
paid.
 

Self-sufficiency i,v wheat productioni has, becn a natioiial Q(,al, pur
sield primarilv by itncan , of a t mnthcei price po(l)c fhat .ruaranteco prices
above woirld-ia'ket prices at the jrevaiiiclliChaiiMeiate. Ill addition.
substantial retrcs hasc hcelil pioidcd folr the deveopmnt of market
ing facilities (incluiding c(operatives that U1plv:1inputs),. otr the purchase
of the output (through thelBlatik of Hra.il). and fo distributing the pro
ductioi to mills throuugltilt the coullltrv. 

The llaiin argitiienls Ifo sell-sifficicilcV arc to save euign exchainge
arid to) avoid possible economic prcssure Irm Brail's major suppliers oifwheat. I .owevei.according to ) . T. Knight (I 971), "ii(, valid economic

arguiments exist for increasing wheat production further until research and

extension have drastically : thertallie efficiency vwith which resources can

be eipfhyed in this activiv 
 Fe' rreviotis stiuIic:, have attempted to eval
uate the real and nomiinal effects of wheat 
 piroiduction subsidies over time
(Contador, I?74; P~ereira Sotares. )11-)() and . T. Knight. 1)71). 

Wheat Consumption Polio-3 

The consumption side of' Brazilian wheat policy has a more recent history, even though wheat, in the form of French Iread, macaroni, andwheat flour, has been a staple f(l(1d in the crisuner's basket since cohnial
days. Only since an explicit systematic co)nxtinpti(oi subsidy was instittited
in 1973 has the per capita consutniptioi if wheat tended toi increase. This
subsidy has been a major factor impeding the attainment of self-suffi
ciency in production because it contributed importantly to keeping down 
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the ratio of domestic production to consumnption. As a result, imports have 
supplied approximately 70 percent of domestic consumption over the sev
enteen-year period 1966-82. 

Wheat is the major food imported into Brazil. Both consuimption and 
imports have increased over tine, with a peak reached for both items in 
1980. The value of wheat imports as a share of the value of total imports 
fell from 1967 to 1971. Since 1971, the quantity of wheat imported has 
increased from 1.7 to 4. 1 million tons, with o,relatively constant share of 
total imports around 3.5 percent. 

The main reason given for providing an explicit consu mption subsidy 
in the period after 1972 was to reduce domestic price inflation and, in par
ticular, to escape the effects of the increases in ih world price of wheat in 
the mid-19 70s (Carvaltio, 1981 . Concern has also been expressed about 
maintaining the nutritional status of low-inconle groups. lhe subsidy was 
instituted in the expectation that the world price of wheat would soon re
turn to the low level that prv:,ifled before the increase. fhov\ever, the real 
price of wheat (deflated to the 1907 price level) did not return to the stable 
U.S. $60-70 per metric ton of the late I960s and early 1970s. Instead, it 
rose to U.S. $1-18 in 1974, went down to U.S. $61 in 1977. rose to U.S. $71 
in 1978, and rose again to U.S. $90 in 1980. It was U.S. $8i in 1981. 

The effect of consumption subsidies on inflation is not as straightfor
ward as proponents of such subsidies appear to believe. In the short runi, 
subsidies can lower the cost of living of' particular groups in society. More
over, wheat products have a heavy weight in the calculation of the general 
price index. Hence, on the surface, wheat subsidies might appear to red'ice 
inflation. However, as in Egypt (chapter 13). the government costs of such 
subsidies may contribute to the budget deficit and, consequently, may be a 
cause of inflation. 

Ferreira e Silva (1981) estimated that a reduction of the consumption 
subsidy by 25, 50. and 100 percent as of November 1980 would increase the 
general price index by 0.57, 1.14, and 2.27 percent, respectively. If one 
considers that during 1980 the inflation rate in Brazil was I10 percent, 
then it would appear to make little difference, except in a distributional 
sense, to have an inflation rate 2.27 percent higher by cutting the entire 
consumption subsidy. Since it can be seen that the effect on the measured 
rate of inflation of eliminating the s;ubsidy would iot be great, and that it 
would be a one-time effect, then the question remains, Why doesn't the 
government eliminate it? The answer lies in the other major reason for 
maintaining the consumption subsidy, which is that the subsidy is sup
posed to keep the price of wheat products down to benefit low-income 
groups who are heavily dependent oin those products. 

Only a few studies have been made on this issue (Ferreira e Silva, 
1981; Carvalho, 1981; and Williamson-Gray, 1982). At least two issues of 
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iaterest have been raised alu)It tile consupllition subsidy for wheat. First,
the subsidy has illfact benefited most lv nieditini- and high-incomc gro ps,
because those groups consonie rIorc wheat prodits lialldo low-inicome 
groups. Moreover, on I regional has s. [he pwer lIortheast, norilth, alld
 
center-west regions have benefited Ic!s r11n tie SrbSnhiCs than the More
developed South and southeas t,.,;,ns 
The fornier regions have Io\.ci per
capita coIsturmiption of wheat tHaIM (10 tile Soutlhelll I' nills, evelN thou01gh 
per capita conslrlUmption has i'crC;Sed substai tiAllv il the l)0oner regi)nIS
since 1972. 

l)espite tile hias of tile \heait 'Iubsid illfavwo ol Inciliunl- and high
income group:,, lo\w-incoute families spend a larger share od their budget
of' wheat pro)(ducts (5-6<[)eI.t.'C) than do niediui- and high-inicMle fami
lies (allout I percent). IlIus ;r price inici-Case for these prouiCts \\oiuld have 
a larger relativs efect m ho\-iiicoiie fInilies. This %\()ldoccor illa situa
tioni illwhich abhot 72 pertent Of the eCeoInlicall, active popllation re
ceives oil]2S pIcc.llt od all ilcme ((ausalli, I)N . 

A sec(Iid is.IC is that tile collllll ptioli siilisid lhas distorted tie rela
tive prices between, wheat p'odlucts arid rice., bails. C()I+I ,
Itlo.and cassava
flour, making \\heal prducts relatively cheapr.T arid stiatul;tig their con-
Sltlllptiori. As a c,.wis ieue,. Jlie prllducers ()Irice, bells. corn. arid cas
sava, who are oisoall\ lom-iuicnile sni fll . e 1ilosig.

No, previoti Sttidlies (t these tkto inipwtalil issues hia\e attenllpted toestilliate the gove-uit arid fore'ign tiari. co,Is o" the, sial11i's S)cial 
benefits of tile collstlliptioni silhsidy fo v.hea t ,aiadIieire relativec incidence 
irniIg income grmlps. Just ole has att.liple I to evaltlie tile altler
native prouliCts to which lie Wheat sulbsid'v cmld be changed illorder to
dimini :, the spilloer effect (Williariison-(;rav. I982). That study did iot 
adr: ss tile issues listed abovC. 

The governmernt has been utrged to phase (llt these subsidies, espe
cially in light of their drain m tlhe budgel. (Giventile e:mlolliC, social, ald
 
political Collsideratiolls. hrxvever, it has btvelu 
 difficult to do this. Ill1980
tile governient initiated a plan to renove the coaNrunIptiO surbsidy gr-adr
ally. but at the presert tirie it is still high.
 

Effects of Subsidies on Production, Consumption, arnd Trade 

If one takes tire Ilmrder price ars tile O)pportunitv coist of wheat, tile 
production and consumption siisidies as a percentage of that price can be
CalcLIlated (table 19.1). Both subsidies are calculated with tile official ex
change rate (OFR) and tie shadow exchange rate tS- R) for each year in
order to show the implicit, explicit, and total protectirn of producers and 
consumers as separate gro:rps. The implicit protection (tax) is given by the
difference between the SFR and OFR LOIIIIIuns, aid it can be seen that 
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TABLE 19.1 Estimiated subsidies on wheat production aiicotOsiinption with the 
official and shadow price foreign exchange rate.,, Braid (percenl) 

Prodlictioai Sibsidv (onSiu.iplion Subsidy 

Official S hthad Official Shadow 
Exchangie F cli a n.c FIxclia nge iI'.\a lge 

Rate Rate Rate Rate 
Year (OFR) (SlI) (O1R) (SElR) 

1965 55.0 9. 0.8 17.5 
1966 45.5 21.4 0.0 14.5 
1967 45.8 21.7 ,J.9 19.8 

1968 49.7 24.0 ---0.8 16.1 
1960 49.4 21.4 3.6 19.8 
1970 59-3 22.7 -- 10.0 2.9 
1971 40.0 16.7 -- 3.0 14.2 

1972 26.4 5.2 4.0 20.0 
1973 -- 8.2 23.6 -17.1--- 36.5 

1974 - 12.4 -27.0 58.1 05.0 

1975 5.8 -- 11.8 53.7 61.4 
1976 8.2 -9.8 60.9 67.4 
1977 8,3.5 29.9 35.3 54.2 
1978 51.1 20.0 50.8 58.9 
1979 0.5 - 16.3 79.5 75.4 
1980 -- 21.7 --30.2 83.2 85.1 
1981 13.6 - 10.5 57.3 00.3 
1982 32.7 7.4 11.8 52.') 

soURcE: Calegar, 1984. 
notnliiial ho" proiiiNOTE: "il! production mibsidy is the rate of protection s.,aiid the Coll

suimption % 1lsidy is tilenn inal ral of piuitcclhii or Coillintlis. 

producer,; have been implicitly taxed and consuners subsidized because of 

the overvaluation of the cruzeiro. The explicit and ite total protection of 

each group are given by the OER and SER columns, respectively. When 
the production subsidy is calculated with the official exchange rate, pro
ducers were taxed during three years- 1973, 1974, and I980-and in two 

of these years the border prices were at peaks. But when the overvaliation 
of the cruzeiro is taken into account, producers were implicitly taxed dur

ing seven years and received a lower subsidy in all other years. This was so 

because an overvalued currency serves is an implicit tax On products that 

compete with imports and causes domestic prices to be lower than they 
would be in the absence of tile overvaluation. 

On the consumption side, up until 1972 the consumption subsidy was 

mainly implicit, clue to tile overvaltation of' tle cruzeiro (table 19.1, last 

column). After 1972, as the result of an uptu'rn in the world price of wheat 
and the end of purchases under the concessionary terms of Public Law 480 
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(Banco do Brasil, 1979), Ohe government subsidized wheat consunption
explicitly every year up through 1982 (table 19.1, third column). It should 
be loted that C()iisinlers were ,explicitly taxed durint three Years of tileperioi 1965-82 as a consequence (of'policie:; lollowed by the goveinnient
during the l900)s and the early I 9 7 0s IIlall, IL8(0). That policv consisted of
buying wheat accorling,1 to e coiccssionary terms of Public Law 480 (be
low world prices and t lii-Icm finaicing) and selling i!in tLe domles
tic market at higher prices in order toobtain revenitle to finance ihe wheat 
subsidy for producers. 

The Ilain real effccts of tihe Braziliaa wheat policy arc onlquanlities 
prodiced, consumed, and imlirtelld. The percentage changes illthose
quantities (life to price disiotiim are inclicalrs of tihe relative effects ofthe wheat production and connufilnl(iu subsidies. In table 19.2, e"tilales
of these chaiges arc piven, u tiliiig tile official and the shadow price for-

TABLEI,. 19.2 1k tilmaicd c it;,l l, lc,iln, Coll llit
11 ioll, iind imlpiorl ittill, 
c-i lUdrr, l itO h thot \;IilIct. hA/il (;ICirtl) 

ill YLt'i Il I I 't (.,I I ill 'io l 1 ill'l l I'
 

"i'tal
III 
 le.
M" I)&l MAIR MIR OFIR F'€1R 1:"R ,SI? 

19(6 .3() 1 5 2 -2 5I )t7 ,32 1h I 2 41)1 33h i 0 5 3 1 3 .1 
196i9 35 18 I ) 3197M 35 18 I 

--5 4 
11 0 PI -5 

I)71 *12 24 I -21 - Ii0 '--22 -91972 29 12 I i --20 II -- 18 I1973 Iof -1 
 12 17 5 -2 I1 211971 --8 -- 18 24 30 7 31) 00 1301975 -9 -21 21 27 32 209 It0 -131970 4 -9 2o 32 -2 ) 70
197"/ 0 -7 12 22 -2 30 141 10211)78 58 22 1) 25 18 0 20 2o19)79 30 19 36 .12 -57 1q 1)2 i)0180 0 - 13 50 Of 2 20 58 1031981 -I1 
 - 24 2- 11 i .1.3 1" 11.19)82 I0 8 I 21 .i 10 4? 47 

SoutlRe.Z ('acle ir. I 0)-I. 
NOTF; OI-"1 ik the iticil C h1iii.\i ~l-2S i lltcitiaId i ,hadtiuc\ctiti gc r'OL.'Ye'ar I - I k CiollidrCld. 'C;l(, OILt'I Ilodut'liunl v';ll"i,co ililleiidof)1 S Ni ill \ear 1.
 
" he parial Ctil~h2-
 ill ii ilNI in cvcirII after it 

are tlh rc'uti oit tilepiodUCi oniii v illI , i%di~coutilled lorlt.tlianget illde'llnid ho" wc 
ki *i v

k ill N'ear I ;I,, tilteleilllof tile'
 
wheal proiductiiin inl'cir I.

'"le ioal chaige il in ipirvs includes tie effect oI hliih pihii-cr aitldcllinimer mihsidics. 
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eign exchange rate. The positive changes in production were at most 24 
percent; and during seven of the eighteen years, production was negatively 
affected. The guaranteed producer prices for wheat wvorked in part as a 
compensation for the implicit taxation arising from the overValuation of 

the currency (comparing the OER column with the SER columni in table 
19.2). 

Estimates of the partial changes in imports indicate that only from 
1967 to 1973 and during 1978/79 were the production subsidies capable of 
reducing imports. However, the reductions were relatively snall, which 
implies that in order to reazch self-sufficiency in wheat a much higher pro
duction subsidy would be required, with high costs to the treasury. On the 
other hand, if one considers the official exchange rate, the production pol
icy appears to be more effective, even though to reach self-sufficiency, a 
large increase in the subsidies would still have been required. 

The relative changes in consumption were small tintil 1972. Thereaf
ter, they increased faster, reaching a peak in 1980, when the increase in 
consumption was 61 percent higher than it would have been if free trade 
had prevailed. The same calculations with the official exchange rate show 
lower values for the relative changes in consumption, because in this case 
consumers appear to have a smaller subsidy, and consequently the in
creases in consumption were snaller. 

Finally, thc total effects on imports showed a iwti increase in imports 
for fifteen of the eighteen years analyzed. This resulted front the explicit 
consumption subsidy vfter 1972, the productiofn tax in years of high world 

-
pric2s (1973-76 and 1978-81 ), and the ovcrval at ion of the currency. 2 

As can be seen, the estimated effect of the )roduction subsidy was not 
very large, but the ccnsumnptiOn subsidy had a big effect oil imports. Thus 
it would be of interest to know the costs of the subsidies during the period 
considered (1966-82' and the welfare and distribution effect:s associated 
with them. 

Effects of Subsidies on Welfare and Income Distribution 

Estirtated average effects of the production and consumption subsi
dies under the OER and the SER during the period 1973-82 are presented 
in table 19.3. Whereas estimates with the SER represent the actual effects 
from society's standpoint, estimates with the OER give an idea of the aver
age explicit cost to the treasury, the change in the welfare of consumers 
and producers, and the social costs to the country. 

As can be seen, producers were in fact taxed during the period; the 
effect on foreigii exchange was negative, meaning that the production pol. 

2. Note that production subsidy in year t - I affects a partial change in imports and 
total imports in year t. 
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TABLE 19.3 Estimated average effects of the production an(I consumption subsidies
under the official and shadow foreign exchange rates, Brazil 

hare o'"SubsidN 

Average 
Annual Subsidy 
I973-1982 

Sl sidy 
Cost 

(Cr$ 1.000) 

pCost(icent) 

(hanc in Social 
Wclfare Cost (S() 

Iffect on 
Foreign 

!'xchange I| 
(Cr$1,0)00) 

Socia! Cost 
as a Result 

of EF (Cr$)' 

Production 
Shadow excha ge rate 
Official exchange rate 
Percent of treasury 

expe n d iture' 

-8660 
538 

0.02 

- 119 
83 

0.170 

10 
17 

0.030 

-002 

115 
0.28 
0.80 

Gross domestic 
produ c t ' 

0.02 0.017 0.003 
Coionst?1)/ iolt 
Shadow exchange rate 
Official exchang, rate 
Percent of treasury 

experi- l it ure' 

11,458 
8.202 

3.5o 

84 
86 

3.10 

10 
14 

u.40 

-4,212 
-2,930 

,.44 
0.39 

Gro.,s dio:ncnsic 
pr( lu., 0.36 0.31 0.05 

Total 
Shadow exc! ,nge rate 
Offia exchange rate 

10,592 
8,800 

81 
86 

19 -4,814 
-2,815 

0.42 
0.56 

Percent of tre:tsury 
expen lit u re' 3.80 3.30 0.50 

Gross domestic 
pro(Iu  ' 0.38 0.33 0.05 

SoURcE: ('al gar. 19',. lrcasurY expendit ures and gross dlomestic product are from Banco 
Central d) lrasil. 
'This represents in cent.vs the cost per cruzeir() cf additional imports."l'ercent of the simple average of the esimated treasiry cxpelnditure 1973-82 (CrS232,806
million atI 1977 averages).

'Percent of the simple a;,et:ge m ttcthGDP I173-82 (Cr$2,297,071 million at 1977 averages). 

icy stimulated wheat imports instead of promoting import substitution;
and each Cr61 of additional imports cost Cr$0.28 extra in social cost due toinefficiencies in production (table 19.3). Consumers, on the other hand, 
were heavily subsidized. capturing on average 84 percent of the total sub
sidy benefits, the remainder being lost in inefficiencies in consumption.
The effect on foreign exchange was highly negative, and the social cost per
Cr$1 of imports was about Cr$0.44. During the period as a whole, bothpolicies combineJ had a cost of Cr$10.6 billion, with 81 percent captured
by consumers and 19 percent lost in social costs due to inefficiencies in
both production and consumption. hnports increased almost Cr$5 billion 
at a unit social cost of Cr$0.42 per Cr$1 of expenditure. 
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In summary, Brazilian whcat policy contributed to an increase in 
wheat imports-and at a high socihl cost per cruzeiro of wheat imports. 
Moreover, more profitable activities in the economy almost certainly suf
fered from the huge costs of the wheat policy: resources were directed to 
support the subsidy at the expense of other activities, and at the same time 
the public deficit was enlarged. Estimates with the official exchange rate 
give an idea of the size of tile explicit cost to the treasury of each policy and 
the two combined. As a percentage of treasury expenditure (3.5 percent) 
and as a percentage of gross domestic product (0.30 percent). the more 
expensive subsidy was that given to consumers. 

As one considers all thcse effects oil producers, on consumers, and on 
society as a whole, it would also be useful to investigate the effects on in
comc redistribution and to determine if there would have been a less ex
pensive policy alternative for reaching the same policy objectives. In an 
attempt to answer these questions, the distribution effect of the consump
tion subsidy on consumers of the metropolitan area of Belo Horizonte was 
estimated for 1974. - This was done by using data from a FIBGE (Funda
cao Instituto Brasileiro de Geografia e Estatistica) survey and performing 
a simulation by transferring the sub idy cost fron wheat to rice ;'or !he 
given population.' The curves presented in figure 19.1 sunlmaize the ba
sic analysis. Curve A shows the distribution of consumers' welfare wien 
the subsidy is given to rice; curve B is the perfect equality curve; curve C ;s 
the same as curve A when the subsidy is given to wheat; and curve D shows 
current distribution of total expenditures. 

Some conclusions can bc drawn from figure 19. 1. First, because curve 
A is above curve B, distribution of the benefits of a rice consumption sub
sidy is biased to low-income people. [he reverse is true for curve C except 
for tile iirst income class. However, because curve C is above curve D, a 
wheat consumption subsidy-although biased toward high-income peo
ple-is less biased than current expenditure distribution and 'would thus 
reduce inequity. The main problem with the subsidies for either wheat or 
rice is a problem of low-cost effectiveness, because the spillover effect is 
large. 

A final question of interest is to identify which consumption subsidy is 
better from a nutritional standpoint. An attempt is made to determine the 
relative daily per capita gain in calories from a subsidy on wheat and on 
rice, both of which are rich caloric sources. It both cases, the increase in 
calorie consumption is relatively small (less than 1.5 percent of the per 

3. See Willamson-Gray t982) for an analysis of the nutritional implications of shift
ing the subsidy from wheat to rice, cassava, or milk. 

4. We used special runs of "EsttUdo Nacinal da Despesa Familiar: Consumnption in 
Calories by Global Income Classes." Annex A: Number of t)ays Researched; Annex B. Aver
age Number of Commensal Days. Rio de Janeiro. FIIBGE. 
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FIGURE 19.1 Distribution effect of constunption subsidy, Brazil 
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capita calorie cotnsunipti-)n), atid tils is becatuse the values of the priceelasticities of demanid for both products are low. Hence the subsidies act more as an income transfer than as an instrun nt to stimulate food con
sumption directly. Moteover, the spillover effect (nontarget groups capturing the income transfer) is large. This is because the nontarget group consunes the largest aniount of total wleat or rice consumed. Consequently, ageneral price subsidy for eit her rice or wheat is very costly if the primary
goal iseither to redistribute income or to improve tle nutritional status ofthe poor. This problem is more severe inthe case of wheat, because the
present wheat consumlption poicy provides the subsidy to wheat grain thatmillers buy front the government. Pereira Soares (1980) estimates that dur
ing lie period 1967-77, millers captured approxiniatelv one-third of the
value of the subsidy through manipulations in production of special wheatflour and in markel ting bran, which tle government did not have strong
control over. 

Ageneral price subsidy for rice, although it has shown better distributional characteristics (see figure 19. 1), would be difficult to administer be
cause of lack of organizational structure (Carvalho, 1981 ). The question ofwhich kind of program the goveinment should undertake for distributing
income or ensuring the nutritional status of the poor remains. 



20 	Fiscal Cost and Welfare Effects of the Maize 
Subsidy in Mexico 

NORA LUSTIG 

The Mexican government has been involved in regulating the prices of sta

ples since the 1930s.1 Formally, the dual objectives of this long-standing 

intervention have been to protect the rural cainwsinos (peasants) against 

sneculators and drastic decreases in agricultural prices and to protect poor 

urban consumers against rising prices in food products. 
lHie government uses three methods to ptrsut. these goals. First, it 

purchases basic grains at gvuaranteed (support) price; and subsidizes agri

cultural inputs. Second, it maintails price controls on staples and subsi

dizes industrics that produce them. And, third, it participates directly in 

the production ant6 niarketing of basic foodstuffs. 
Currently, the most important subsidy scheme is the one on maize. It 

is important for three reasons. First, maize is the major crop of peasants. 

Second, maize and its various processed forms constitute the major source 

of calories for the poor. Finaliy, the maize subsidy receives the largest por

tion of the government's resources dedicated to food. 

Recently. policymakers concerned with reducing the government defi

cit have criticized the program because it places a fiscal burden oi the 

government and because it is untargeted. An attempt is made here to esti

mate the fiscal cost and the welfare effects of thc program by drawing on 

empik ical information. In particular, the welfare effects on the rural poor 

1. For a historical description of government price intervention for agricultural crops, 
see Barkin and Esteva, lt81. 

The chapter benefited frotm d iscussions with several colleag es; inparticular. I want to 

express my gratitude to Amit Bliaduri. Alain de Janvry, Albert Fishlow, Carlos Jarque, Cas

sio Luiselli, Antonio Martin del Can-lo, Jacobo Schatan, and Lance Taylor. Useful sugges

tions were also made by Pascual Gaccia-Alba, Francisco Giner delos Rios, Darryl McLeod, 

and Tom Reardon. Needless to say, the responsibility for errors and mistakes remains solely 

mine. I want to thank Silvia Ponce de Leon and Javier Rodriguez for their contribution inthe 

laborious computation work. 
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analyzed, using two indicators: the effectare on purchasing power (measured by the size of the budget share and maize-based income for the target population) and the effect on equity (measured by the share in total
consumption and in total production of the target population). 

The Maize Subsid3 and 'ts Fiscal Cost 

The maize subsidy works as follows. The governnent purchases maaize
at a given price (tl:e guaranteed price in the domestic narket and the inter
national price when it imports) and sells it to the mills at a lower price. In
addition, the government absorbs all the distribution and storage costs. Inthe final stage, the processed goods (maize tortillas, flour, and dough) arcsold to the public at a price set by the government. The government agency
in charge of carrying out tie subsidy, CDNASUPO (Comision Nacional deSubsistencias Populares), is tile sole i,Piporter anld exporter of corn (Lustig 
and Martin (dl C',.alpo, 19K3). 2 

The dual -,bjcctive pursued by the government--providing subsidies 
to both producers and consuniers--has resulted in an increasing opera
tiktal deficit for CONASUPO. Between 1965 and 1982, CONASUPO had
the highest deficit aniong government agencies. On tle average, CO-NASUPO absorbs more than 30 percent of the total transfers front tile

central government to state organizations. 
However large CONASUPO's
 
deficit has been, it has not excieded 1.
 percent of gross domestic productin any year (including capital on t0lays) and IIas On tlie average stayed below
0.5 percent. Moreover, CONASUIPO's total deficit has generally been less
than I) percent of the totatl government deficit. These numbers are imfpor
tant because they ind icate that elimfinating food subsidies in Mexico will 
:, solve the fiscal p)roblelns faced by the governmeint.


Table 20.1 
 shows that maize has recei ed the highest share of subsi
dies. Maize's share declined drastically in the early 19 70s, while subsidies 
on sorghum and oilseeds rose substantially. Since 1973, however, maize's 
share has been approximately 45 percent.

The total fiscal cost of the program is made up of three co)mponents:
the difference between the guaranteed price and the subsidized price, thedifference between quantities bought and sold, afnd the "pure" transaction 
cost-, suchi vs transportation, storage, (listribution, and management. 

2. Similar %chcii , are ill tcr;ttion for olherlmajor food loidllcts. suci as whealbread. cra( krs ant niodlcs, beans, rice. cookilg oil. slgar. ptultry aind eggs. ailnd prk. SeeLislig and Martin (_l (ampo. t9h.l. fr adescription of the michanlais s ill cach ,ase. Manyother food (and Iionfoo(l) products arc Subject to price control but arc 1olstlbidicd, ailliotgthem coffee, calmed tuna. calined fruits a: I vegctLbles, and tiani.3. These estimates as vell as those IShat follow (o not include the costs of subsidizingagricultural inpLIts , because these progranlls are carried Out by other agencies. 
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TABLE 20.1 Distribution of subsidies among crops. Mexico (percent) 

YCar Mai.e Wheat leans Rice Sorghum Oilseeds 

1971 70.0 10.0 .3,4 0.A 9.4 
1972 85.9 8.1 2.0 0.2 2.5 1.3 
1973 41.4 25.3 0.2 1.2 0.5 31.4 
1974 42.2 38.6 5.7 2.9 0.7 3.9 
1975 44.5 12.7 24.2 1.8 10.0 0.2 
1970 44.7 18.5 5.0 4.5 8.0 19.3 
1977 45.9 11.3 2.0 1.5 10.8 21.9 
1978 4 1.6 17.7 (.0 2.o 13.5 18.0 
1979 50.5 21.0 " 21.2 7.3 

souRcFi: M,.xico, Office of Advisers it the Prcsident, 1.981, internal document. 

'There was a surplus. 

Contrary to what might be expected, the z:tjoi c, ntribution to the co,1 of 

the maize subsidy has not always been the net transfer component of the 
cost (that is. the difference between the value of purchases and sales). Dur
ing the period 1971--79, this component was generally well below 50 per
cent of the total." If, in turn, the net transfer component is divided ino 

price differentials and changes in inventories, the major contributing ele
ment to the net transfer cost of the subsidy was the difference between the 
average purchase and sale prices. 

Who Benefits? 

Bec:aLuse maize-based products and beans are tile b:,.Sic staple foods of 
the Mexican diet and also the major source of calories for thk poor in both 
rural and urban areas, maize is also the crop that 70 percent of the poor 
peasants grow CEPAL. 1982).) Depending on the area, maize is con
sumed in different forms. In rural areas, both pturchased and home-pro
duced maize is transformed into tortillas within the household. In urban 
areas, tortillas are usually bought from the "oarner store." the ortilleria. 
Under the current subsidy scheme, unprocessed naize is not subsidized, 
whereas maize tortillas are sold at a government-set price, reflecting subsi
d':.s allocated to mills that produce the tortillas. 

4. This trcnd, itwevcr. 111 have chntllgcd s)mCwlat etMW':n 1980 and 1982, given the 
fact that the price differential has increasingly widened. 

5. Unp-ocessed maize is the food item constituting tihe larcst tt.lgct ,a;e for the first 
three populatio n dciles and holds second place for ine fourth docile: tortilla tprocessed corn) 
is seuond in tile budget for the fourth and sixth deciles, anl ikfourth for the ppulation its a 
whole (Lustig, 1983). 
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Given () the major role played by maize, both as a source of income 
and a source of calories for tile poor; (2) tile rii'al-u rhan difference ill tihe 
manner in which maize is consumed; and (3) the characteristics and cost of
the current subsidy scheme, tile anal sis of the welfare implications of tile 
program is particlarly relevant. Two questions are addressed here. Is thecurrent scheme able to reach the most needy groulps? Is this done without a 
large share of' scarce fiscal resources going to subsidize those who do not 
need it?" in 1977, the poorest households (those with income below the 
prevailing mininmum wage) were either small peasants or agriculturalworkers ii the rural areas; self-employed: or workcrs in the informal sub
sectors of colllerce. itanltftactuzritlg. and sckr\vices in the ilrball areas 
(Lustig, 1983). These groutps constitute the target poplikition.

In order to capture variations il the effects of the maize subsidy
scheme on the target population, which arise from ldifferences in the com
position of iinelo c bv solrce and the patterns of expenditure, the target 
group is classified accOrding to various criteria, including activity, occu
pational position, and income. Among agricultural i)roducers, maize 
producers are distingtished from tile rt st. This classification procedure
yields eight categories ill ile larget group and eight ill the nonlargel group 
(table 202). 

Ii'flhct on I'llrchasing P.woer 

Fable 20.3 shows lthedualist ic pattern in the consumption of maize by
t':rget (and nontarget) popti.tions: consumfption of ti- processed maize 
declines and consumption of tortilla rises with the degree ,,f urbanization. 
In cohtni seven, it can be seen bo w the subsidy on tortillas plays an impor
tant role in protecting the irchasing power of the 
 metropolitan poor

(classes 12 and 13) and less so that of the urban ploor (classes 8 and 9) and
 
agricultural workers (class 7). Low-income peasants (classes I, 2, and 5),

however, are unaffected by the siibsidy on tortillas because they seldom 
purchase tortillas but, rather, make th_-i it home. Home-produced torti
llas (from home-grown or fiurchased r. ;,e) generally require 
a smaller 
cash outlay. In some areas, however., t i~.iciade tortillas are not a choice 
but a necessity, because there are no :vdtistrial Imills in the area. 

Production of tortillas by the houselhold implies a low imputed wage to 
the )ersons that make them. It ha,, beer est;mated that. in general, this 
imputed wage is below 5 percent of tile minimt iniurban wage. The im
puted wage declees as tile spread b Iwnlie price of maize ad the price
of tortillas narrows. However, as long as the wage iI higher than thld which 
could be obtained from alternative sources, it would be expected that torti
llas from the store will not repla e homemade tortillas. especivlly for those 

0. "Io Aelfare aspects not1exa .ioito lert ir tile tffect of tIhe:sj)idy(t WIhelCW on iherate of profit for tliemitlers and the effect onl inflatio,; (t ift. limit ''l the price of tortiias. 
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TABLE 20.3 Average incomes, patterns of expenditure, and consumption shares,
by socioeconomic class, Mexico, 1977 

Sociocotmnomic Class' 

Rural 

Agricultural workers (7) 

At or below subsistentwe 

(1, 2,5) 
Surplus (3, 4,O) 

Urban 
Marginal workers (8) 
Marginal other (9) 
Medium-income workers (10) 
High-income workers (I I) 

Metropolitan 
Marginal workers (12) 
Marginal other (13) 
Mediun-income workers (14) 
High-income workers (IS) 

Unemployed (16) 
Average 

SOURCE: Mexico, 1977. 

Monthly 
IneOIIt 
(pesos) 

2,172 
2.122 

1,5 2 
5.790 
4.908 
1,771 
1.390 
3,790 
9,597 
7,309 

2,370 
2,073 
-1,424 

12,193 
4,488 
4.882 

Mtnthlv Percent 
AtttocOttSUttpliot t ' of 

(pesos) Ihouscholds 

207 25.0 
110 12.9 

202 10.2 
575 1.9 

43 35.5 
30 6.8 
81 4.5 
29 12.8 
51 11.4 
13 27.8 
14 3.1 
13 1.5 
8 11.3 

19 11.8 
48 11.7 
77 

'Numbers in parentlleses refer to categories in table 20,2. 
"Consumption of own productito. 

TABLE 20.4 Average incomes, patterns of expenditure, and consumption shares of the 
maize and nonmaize agricultural producers, Mexico, 1977 

Socioeconomic Clss 

Maize producers (average) 
At or below subsistence 
Net buyers (1) 
Low-income (2) 
High income (3) 
Surplus (4) 

Other crop producers (average) 
At or below subsistence (5) 
Surplus (6) 

SOURCE: Data fromn Mexico. 1977. 

Monthlys' Percent 
cme ,Auto-onsumplion of 

'"s) (pes)s) IHouseholds 

2,031 330 9.7 
1,440 275 8.3 

907 182 1.2
 
1,080 205 6.0
 
4,006 433 1.1 
5,531 007 1.4 
3,015 231 2.4 
2,077 207 1.9 
0,507 325 0.5 

Number rsit' ptlrclhescs refer to categorics intable 20.2."Does not itci,ut autoconsunmptio). 
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Percent of l'otal I'rcent t'Total 
Ixpcndittiure C'HIplio 

Food' Autoconu in ion Maime Tiortilla% Maile I orlillas 

48.0 7.7 7.2 1.5 57.7 9.4 
55. 4.4 8.3 2.2 31.6 o.7 

49.4 11.8 8.1 0.7 22.1 1.0 
27.9 8.0 2.7 0.) 1.0 1.1 
43.7 0.8 1.3 2.1 30.) 39.6 
58.5 1.7 5.8 3.t) 10.2 5.0 
50.1 4.2 0.8 2.7 7.2 2.2 
51.0 0.6 1.3 3.2 8.5 17.3 
37.3 0.5 0.4 1.3 5.0 15.1 
.to.4 0.2 (. I I .) 2.4 40.2 
52.1 0.5 0.0 5.3 0.0 ,1.4 

52.7 0.5 0.7 5.3 0.1 2.1 
45(. 0.2 0.1 3.2 0.8 17.6 
32.0 0. 0.05 1.1 0.) 16.1 

0. )-11.1 1.3 1.( 9.) 1.8 
)
 

42.5 1.-1 1.5 1.

'Does not include attltoetllnstnlptio)l.
 

'hose who live ineither Mexico ityMontetrre. or (hiadalajara.
 

Percent of Total Percent of Total 
Expendittire Coll stnption 

Foo(I" Atttocosuiloptit Maile lortillas Maiic Tortillas 

46.0 '2.1 0.8 0.6 21.5 1.5 
49.0 13.2 8.9 0.5 17.9 0.9 

164.0 1(). 1310. 1 0.3 8.1 (). 
,18.) 15.4 5.1 0.4 7,2 0.4 

42.8 ).8 4.4 0.8 2.6 0.4 
38.7 1(.1 3.3 (.7 3.6b 0.6 
40.1 6.3 4.4 1.3 4.5 1.1 

4Q.9 7.4 6.0 1.3 .1. 0.7 

40.3 4.7 0.9 1.3 0.4 0.4 
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people who have littk caslh ilcome.- When ready-made tortillas are not
available. h1ome1t coilltes even lit a negative imputedprodluctito wage
(that is. the cash ollav for lize would exceed the cottrolled price ,ofan 
equivalent anmou tof' lortillas).
 

Thus it is importanit to 
estimlate the, effect ,Itpurchasing power of achange in the price of maime from, for example. it rise in ileguaranteed 
price (keeping illnlind that maic isa conunpl~tion item is not suhject toprice control). BY lookinug at the budget shares for ulprocessed maize
(columnu six, tabl. 20.3). it Call he sel that an1inCrclSc in the price of
mnaize (induced by CONASI. P's,intervention, for exanple) especially
hurts the real incoic of tile rural poor illclasses I. 2. 5. and 7 and the
urban nonletrop ,titan pool illclases all ). Al increase illthe price of
maize, hlowever, also implics atrie i ioilme fortIllcepoor producers (class
2). In fact, as table 20.4 s hws,they are importahnt ilet ben'eficiarics of such 
all increase. Illthis talle, net l)il'cha;r.illg po\etr is leaSl'rtl bv t lie differ
enlIes Ibet\eenl the llnai/C-htasel incomells.h and tle heudget share of
maize. A rise illthe pr'ice of mai/e has colltm: aldictor. implications for wel
fare, because nlaize i,all ilpol-tant sIll'c of income but also a major
cimusllmptioll Hltn of .the m, allnd tile plcsent subsidv scheme does not
benefit direct collllers of malie. Ilithe abse,ll: ol th"er letsies, keep
ing the price of!maizt hol. '.'lld have a plositive effect on poolr net coln
stillIers, but it would Illlt [)()()1' L'tIl-,dlcrs; the oppos().itC Would oCCurI"
when the prtice of lulize S ilicreaseCd. hll, a chall illthe rliCe o'corn in 
one directioll would imrovye tilelivin sg.tadard of Ione subset of the very 
poor a(tile CXMthe Cefpll'e ofailirSlh I,. 

Iobe fair to a11target , tilte governlment would have to compen
sate the losers hY taxing the Ilot trget population. lhe criteria used in thedCCisioil iSto whet hethe plrice simold iekept high or low, hiowever, must
 
not lie only t lie iscal co.st of the, co 
 pensatioln. Anlother important target

involvedl in a acIve guaranteed price policy for 
maize is to expand pro
duction and p'iluct ivity,alld thuls tlreduce lclpellollcv on inlorts of this

basic crop and to 
 redluce uinit costs of production. In aldition, the expan-
Sion0 prlluction Call generate moreill 
 nl loulnlit all, ti;:,an the collpeil
satiol process lmaypartially take place without goverlmellnt hItlivs. 

o'./,c
n I-qtuit.; 

Using aillill !ex that reflects the distribution of the henefits of a gen
eral price ,llbsily, it was lould that tile olvlY two food plodulcts that would 

.
7. tIllloI titl Ill/lI' " hi- lit-it' .11Cillci ti i ni ,pporl liii or %%itrr ilte
wofl can. l Itic hii lii ue ttcciit tihr uc,.ti\i i t ieh11011Mltitit h inl ic icIICcut. Tht.Cs.tilnIiCas fill the iiti..dl .;ikLciallI-- m ill I U"wig ;llltMiart inlt (.idtlamp . 1t 1.S. tI tile S'I )UitlitIIc.t.tie tisCut t[fIticelit iitill in il in is usliiilllce Ii theit alill
sanl for Iltnl'siini e 

rs fill lI priduccrs (considetrin g til rutcl p ioi .li t)iit "it 



TABLE 20.5 Proportion of income derived from maize and average budget shares of maize for maize producers, by class. 
Mexico. 1977 

Percent of Percent of Income 
MonthlY Percent of Maize-Based Expenditure Minus 
Income Households in Income in on Maize in Expenditures

'
 Categorv ( esos) Households Total Total Total (pesos) 

Target
 
Maize producers bvt net buyers ( 1) W67 141 12.'- 22 30.0 - 8.0 
Low-income maize producers (2) 1.0S 675 61.6 67 5.8 61.2 
gontarget
 
High-income maize producers (3) 4.00t 123 11.2 16 4.4 11.6
 
Maize producers of surplus (4) 5.531 157 14.3 88 .3.3 84.7
 

SOURCE: Data from Meico. 11)77.
 
NOTE: It is assumed that the share in total expenditure is the same as in total income, and that the sale price equals the purchase price.
 
'See table 20.2.
 

tsJ 



286 Nora Lustig 

distribute fscal outlays progressively were un)roccssed corn and pihm
cillo, a sugar molasses that is consumied in rural ireas (Luslig, 1983).
Maize tortillas occuupy the tenth place if lood producis are ranked accord
ing to their progressiveness in the dist:ibution of* the belcts (A'l nontar
geted consinuption stibsidy, which means :hat there are nine food products
that would yield a umtie )rogressive distribution thati tortillas." 

What is the equity effect ol the gum-ant cd price pullicy I'mr maize tin
der the asslly ioll that i does impr e the price fur the prOttuicer?' Ac
cording to a study based on the I970 agriculttiral cenis, compared to 
other products, tllai/1, is the mOst "p eaatl -int)lcsiVC crrOp (ROdriguCz,
1983). This Iallns thlhit the resources devoted It )Ouaraitcing prices are 
(listribuited tire l)iressive'l in the case u inaize than iii the case of other 
crops, such wheatas and owls"ds. lie proldem with inaizc. h(ueve'er. is 
that it is also coiustiic( lar e'ly by Itlu-iicome gruiips.

Results indicate thatIfm the iarjtL, l))ttiltl lit WI tile tw ntl 
equity effect ol i rise ii the price of llai/, is ictnaiivc. Limw-iltcli c peas
ants (class 2), hlowever, beiecfi bcCause t hC ate tie sellers of' maize (see 
table 20.5).I' 

Conclusions and Policy Iniplicationls 

It the bieclive is to make the titaize subsidy piogaam niore progres
sive and cmo;t eflective. tw logic;l il)l)oaclhes sceil to arise front the pe
vious discussioti. The first is to target the tortilla subsidy oil thile poor. But 
renoval of the ceneral subsidy tin tortillas is all extremely poilitical issue. 
For vahiioui reasotmi, this suthsitv has a fliidaieital synthldic value to the 
Mexican poplatiion aind is pi .uived as an indicator of the dirction of 
govern mcnt pdlicies. 

9-. I N ll. t'\'lilMlItl"ideA l fldiii~li . \/ll, t. CLV IMil , CtC%' ilfiC IIrVll S 1 kb id ilcd 
lolrlill%. Dm ol~rtilli, iliiirodlICttd IVIIt' hlY ill it it'ii or ruptri on~il ii imkt' ililt "Ilkb ith Illl-Lt 

tin qtIitablc still.
 
hCCI het,rtW(. 0)Ct Jl ,ltCt' 1h11;11 II 11 t'\'1 ddrec'st-d % i t'ihtr 11hCgmll i ll oll-ti;iil.


Ice'ud lriCc- lIWlIC. till Illl/C' C"il llIlt,, 
 a1 sklbk i(I Ill l~ ld lt| .Il\t\',Ill tCOllJi l'MJillo IhtC 
glllil"' 1CI[iccplC'. IhIc -,-It'lo!L'IMilA iriAt,, illd tht' tlko Ill'' Ill , \I~l'licr 20l. 1ill titbh' . lirsi, it 
%,ee'llsIlhli golt '-I lnt-l.1 IItl t l l li l hWIIJSl1it. t'h'ill O 1 (l ttth lilt)Vill.Li%:Il l' ;I C llCIIIIIlll L i t ) t I' tl

prit,-C.'lOt Ill 
 lht' g1l,1i Ill~ t I~it , tt I .tll '~ Illli-S! ill lW lkt 

ill Iiit i t \l' (~ilI)ri lHi I L t I t' h[I\VIll Ilit' Il 'rlhlit l i \% N,)th !1 


1 JIhtS'l, h~ ',ttV I T I lil ht'tliCll1 

,, il~h l I lie dollieq ic
 
price I~ce.Noil,i. 10,1%
1) 

,I I , II Is a l iII atl hc il l lit1 , lll< 
c th c I /\I 'Iol Ml Il ,, l l Ot ollilt' i ll loil 

;ill I)ol'litlllj Cllii ,WN,. It1 1 . V )[ Lhh i t OWl ', IC tolld lilt' <,lll\ tCSI,)olIMt %%tClt tL irre'lmil d toi 
illtlliv.t' lte %i/coI M Ci CN~tl dl 
curcir k'll measui~ red) tl()t, notl cail);lltlilt' i 

Ill llt, ptl C,illit;i ih t' llttl dttillolll. 1 MICiltI)Cr Cdjlii t (al% 
,iilC if t of i diMtI 11"1 0IIC Clotllll, to Coi]. anld Ille 

t'[Ir' l lift e.llllpll) ll l 'lllI aio Ik e ill Cori]ll IIlll ll li tI [sIlil 'll t, i ltC1111MC( 
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One viable alternative wou ld be to( decrease the general subsidy on 
tortilas and to increase tle suhsidy oil maize flour. !ncomlarison to t[i'i
has and maize dough, loor catl Ie produLted ant tihltistribut, 1 Iariler 
government particilption and more elfecti%'' kurveiIlIi'e, C.S,,iaIIv' he
cause (ofits n,,operislable quIdity. At present. maie fImir is not an inipo,

tant item in (he target populations consulmption basket. lowel er. this 
Call change if relatike prices change (Iliat is. if tortillls made at home froi 
fl 'uc beco;le cheaper thall pilchiasetd t0tilli, aid 1' a ioIoul alVcrtis
ing and informatioii plan is impleImented Tl'e advantageTimihaneuIl. 
of transfirrinQ par ol tile hinds insulkd in 1the '.eiirail sibsuls(l (ui tortillas 
to a general subsidv o) tiai.'e flot is (h1ilitsnbsiV ol tole lattT is marile 
self-t .rgeting. Thec sluhsidi,,d pricc of lur Iotrfliial ('Onsunithl ,houlld 
be set as low as or hihei tHIan that l,' t infotistrjaI ltttlO~sL otlierie\\c, 
11t1SI of the be itsx itollld heCal)tIIed h\ iiilIlt",. 

The second :ilut.iach is to take tile suibilit tthe net purch.,sers of 
un'processed ize iu the rural ind slemirurial aitas, \0ho (1l0 it benefih 
fron tile present ilbsifl hecatse ,'ns;i their ow, tortillas are hurtmake_ itll 

an: t,. ) il.ie. Thcir -,itiati ilIits' he t xacerbatted byin if.crease ill , tof 

the seasOlil variation il tlle ice of laie,. make the Stids m1ore2Mo 

ei'quitable iidi to improvse theI Isinel conotitlols ittliepost PO)t Itiiollu. 

the g Ptiirlltlt ('(1UlidC' .ioellist- lietpilelia",ers ot maitc fPa;i. This 
coni)ensationlShould be at eat eClual to the illptiled vae of the unpaid 
famly labor in makit, tle tottillas ;aholl.e plhis whatever ;11 its oc-Tirem 
cur in the price of maizc. holtie easih constraint that prevel ts the rurl1al 
poor fr:iu tiorciht,, irtlillais (ald lnrb'sh leulftilno"'MI t1 sItluid0') is 
renoved; this wolId (itleilst partiall') eur-rect a situatiotin where an ill
provelnilt intie fivin, stadi(larls of th p or p)dicers of ilize (front a.i 
rise inthe corn price) is paid tor 1,vtile poorl oflilaite. 

This 'ompeliilt(1.1 (:1011(1didireet trainsfer wr allildiilalariillal prohe 
gran (suchi aS rationllshops, tow stamips, or on-sile distribution). ;ie 
both are expected to have equivlelln cffects. Tihe decisiont a to whicl pro
gran to follow would depend oll lie Cst of Iolicieil, the prolramlll, iswell as 
oi tle characteristics of, the places where the ogra'ms ireto lieinlflc.

mented. 
Such a schmie., however, implies further gofv"ieliit oilays, SOilii

thing that at thi' time of erisis would niot be wee,c tiiles~l;lne these outlays 
are colilpensated for by additional re'emi,cs. Where co(uld thcse revenuies 
cclnc fronim? If tihe tortilla subsidN were i,less sensit ive political issue, tiey 
couid be obtahied patial.\ frlo the fuiids saved by better largei'ming, of the 
tortilla subsidy. MoIrCoer. since 1"173 the share of subsidies fo. maize has 
decreased while the shares for \vldiat an. sorglItinl have risen, and tile gen
eral subsidies oil wheat ant sorgltill i~ ducts are nor1 inequitable than 
the subsidy onitortillas (Garcia-Alba and Serra-ltucie, 1983). It would 
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therefce make sense to start by better target'ng wheat sorghturn subsi
dies and using the funds ;aved in this wa' Io finance Ilie compensatory 
program for the net purchasers of maie. ' On the other hand, given the 
concentration of income and wealth in Mexico, the best alternative from 
an equity point of view might he to fiatnce the compensatory program
through progressive inconie and properly taxes 

12. For examnple. subsidi/ed Mica flour c,,ild bh ',dd ini (()NASLIPO slotes, and itration card svsie mjilar o, that for milk could he inr,duccd hr egs. 



21 Design, Income Distribution, and Consumption 
Effects of Maize Pricing Policies in Zambia 

SHLJBH K. KUMAR 

Organization of Maize Marketing Parastatals 

The organization of maize marketing in Zambia reflects the main ob
jective of the system -supplyi fig urban areas with cheap food. Maize pur
chased from farmers is sold only to the major milling coi-panies, all of 
which are located in urban centers. The marketing subsidy, reflected in the 
low sale price to these millers, is in effect a subsidy to mainly urban con
sumers. Rural retailers are allowed an explicit markup to cover transport 
costs back to rural areas. However, to the extent that tile price of milled 
mai.c purchased il urllan areas incorporates not only an explicit transport 
subsidy but also storage and of:on millirg subsidies as well, he rural con
suners of the purchased meal Imay al.\ be deriving some price advantage. 
This isof course in addition t.)the implicit subsidy via a somewhat lower 
domestic price and inflated exhange rate that has remained part of the 
situation during most of the past twenty .years. It should be noted that this 
analysis represents the situation only up to the mid-I 9 80s, prior to the re
cent inflationary and exchange rate changes. 

In rural areas, the primary producer cooiperatives run the maize col
lection depots, which are open to both members and nonmembers for sale 
of their maize. Sometimes cooperatives may handle other commodities as 
well. In areas covered by a provincial cooperative union but 1iot serviced 
by a primary cooperative, the provincial cooperative sets up marketing de
pots (for purchasing grain from farmers only). The provincial coopera
tives transport the grain to urban centers for storage. From there, any esti
mated surplus is transferred to the national parastatal grain board-
NAMBOARD-which places it for storage and release to millers in the 
deficit provinces. In provinces where the cooperative structure for rural 
purchases does not exist, NAMBOARD operates the rural depots itself. 
Gradually, however, efforts are being made to expand coverage of provin. 
cial cooperatives. 

289 
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Preindependence Maize Policies 
MVhv*:e Prices 

It is clear frot liit'ica l evilnce that goverviiiiciit policies have 
playcd a cciital role ill culIvin.g pattrlns oIf production and marketing 'ormaize. 111h;in iritcrt'",, haik e'rallv dominalted lhi, policy process, sterni 
iring iritially frtill li,._ei ilitraric.' of iuiini, iniili g ro ss natioanal al u,ct. 

h iin the tilet.' itt ti (i )ctI'JiIil4 )If t t I it l nilles ur(IiI tr htIg I v Iarly L)()(Is, 
there ,,ats a neted l t- ha\-t. it \%ai, ti l t- itikrs. lar '-scale ,tiller 
;.llriel~lll tlVirtt'., ti ,i tmtatlti 11n(1; rlliku! , a', is-irttt t( tt'r i/ . crop11h1'0111,4 a C0111hinf ttlM l hM vti,.11C tml rkvtint and C\,Ill rt ,Sl+, idiC, (ill 
'iar, it , r1)1' . ii j itldi t i . I'11 1lil I It100 . hit Iritdiit n al Atricani ftar

itl:,,.SC h(wI N,\a{t ',t+ II lln aillk A at'" l ll'(d al lw for ilwt. lm illillf inll<i~'," ,' . 
('on'-,llitr 'slhb idi,, atndl slawt_ c~m lrnd (dl nai,,c markting haveC rChlutincdt hh\.'o t".Stton idI IN i tl ,diCiS, I tl/ li iri ii Ii',I lihv \N1car'.. 

Prior to indlie,. dcolc,, Iil ],)()I, o..l adhlilional lpdic . 1llm had licenu M e 
relative ritt.titn id I af lit1tn ,i l t \triaii ailri,.'tllIlli . hIl, c i1rihi
l3fl1ti If JtilitIIi i tllteil Iliu d ,,ir'dt r hiiliil a rapidly expandingi rban 
: IunSrial alon Iti,') tl W ar II ' wk li.C r 'sil ini Ipll,iSO Trl- hiMOIII 

\vent alri ,,.e ul twot l.ivts I, I ,-rt' i,, ,_ )lsr'l-i nil_ iil iirt)iin CIr liii lt 

po est' ilit siiltsids W5i'- nit , iuch t aid '-,ii rsl"- It; )t\ idJ10 ' iniduis-
Iry with a Itt l d i ppl+(itI hl i. 

rnt' l lice eelt t e flit" ir' i t IIiia id h ard if Isati ltfiipumll~ l ( 'Cill 0 0-l~, 11hr12 olaill l)o~k(i( i,\CI.. lItll- l for I aiC',. indc,:C First, Ilr.(
cluhl...'rlticc+s i\clc ,,t't il tile+IpriIIuiIplv (d I~trodHtCtLI" Cos-t pltt'. "lair" rPA-ltl'lls.
 
Il effecIL, i(Miws . j'riCC,. app.ar Io have lbeten rtiiiihly hICtiteni impr't
(li-h) and ,:Xl t (ht,,) lricte,' ltvingt ah vv fihe txpiti price in surplus 
year,, and hl \ ihl impo rt 1tipriCe ill dtiuit (WCilsstliiirt 21. i ). ."c nIld,
tire tu<iIe'r ptrict' ltr iliai,' stat, kt'pt ctimisistcntls hheltw tlh price ii cised 
by prilncctA's, tst'epi dirln lilt I (), whenlt'v l)epressiom CaIt,'It' a tern
porary Set bac ill litc mirili, itlii',trv. Antd third. AIritan liitdtliee 's re
c(icl abouit ),1 pert-cetl- sliii irliwiri dce than EiurLiopean irtiiducer's. 

S'nalh/u 'r A ,,rutit/itllr, 

Preindp nervleitepricing aid markting polis li- mai/c fnr" the mo,'st 
part neither cll iii ratt'cI t'!r wIi r 'prodlutionirlis African 'arnite'rs nor 
gro,,\h of' fi'atti ittal gqrain riiarkes. Acctrdingitt)tdge ( 197(1). i main 

I. Hhw N Wh "itY INh i 'ai.i Firlitr. ( )prali,%C, ILiWit t tilt clit'r I i tarktled 
le Nit_ [ilrtp i Ifticr trmc h hitI ,.l ISJ I .l l I. L. 11tillll(t(I 10 A-1 th i tgL Ill ileiev,, Mmi,/c Board. 

http:itl:,,.SC
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FIGURE 21.1 Preindependence producer ,.ces for naite in Zambia 

80

70 

60 

" 50 
q I 

0 E 

40 E40

K/mt line of rail 
30 

Years 

E = Maize export20 
I = Maize import
 

Prices
 
0---.- Producer
 

10 O---Olmport/ 
export
 

I I I I 1 Io I 
1935/36 1940/41 1945/46 1950/51 1955/56 1960/61 1965/66 

concern at the time the maize board was established was "to ensure that 
African production did not take up an increasing share of the limited mar
ket" caused by the Depression and the associated sluimp in the local min
ing industry. "'The quota system which was instituted had a depressing 
effect trn the growth of African cash sales which was mitigated only by a 
rise in world prices and growth in the domestic market in the 1940s." At 
the same time, the monopoly on maize purchases by the Maize Control 
Board "no doubt seriously impeded the developnmint of private marketing, 
since it prevented the spreading of ovcrhcad costs and the generation of a 
sufficient volume to make the marketing of other crops economical." 

When the domestic demand for grain rose in the 1940s. so did world
market prices, and the cost of imports rapidly escalated. At this time, 
''government polic. toward Aft ican agriculture took the form of improved 
farming schemes and soil conservation efforts" in the line-of-rail and East
ern provinces (Dodge, 1976). Most of the commercial maize production 
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tn the traditional farming sector is still derived from these parts of tile 
(ountry. 

InternationalParity Price 

As far as producers were concerned, a superficial comparison with 
international prices faced by the countrv would suggest that (I) prloducers 
were taxed in more Years than thev wer"csubsidized: (2) on balance, tie 
size of the tax on producers was larger than the subsidy; and (3) pro ducers 
were sui)sidized inexporting years and taxed in imlporting years. On tile 
other hand, it is clear that any temptile lv tie state ti) match oireven to
 
predict the volatility o international prices is extrenrely difficult. The pat
tern of the swings in international price% illan, ei'ar uJggests two reasons.
 
First. there is a wide gal between import and export parity il, c., coisis
tent \%,ith Zambia's landlocked situation 
 an1d difficlt overland transport
situation. ,Second, the import ofr export sittation illallN year is largely a
 
condition shared 11Ythe rest 
 ot1 tie white tiai.'--prducing arid 1;l,Ze-con
stlming regions ()f 
 Africa as well, IeOirng to parallel shortages and sur
pluses and giving 
 an iunienselh'\olatile international price picture for
trading in this conmruiodity. The wide gap hetwtee import arnd export parity

prices is also clear from the nlext 
 section., whrich tracks tie postiridepeni
dence pricing policv for nuaize. It is clear, however, that settin,, proutcer
prices consistent with opportutiitv costs, while at the safe time balanrcing 
producer and consumer interests, is probhably not possible witlh simple
minded "international" price e'ofill)iir-sois.
 

Postindependence Maize Policies 

Although the basic policy frame fior maize policies did not alter during
the postindependence period, additional objectives were superimposed on 
earlier ones. One was tile broadening of the guiograpliical range of comn
mercial participation of ilaize producers by introducing uniflorm pricing
in 1974/75, after earlier attempts to subsidize producer prices in selected 
outlying provinces. During this time, line-of'-rail prices remained relatively 
static and slightly below the cost of importinig maize (figure 21.2). Other 
measures, such :isfertilizer subsidies and intensive rural development pro
grams to broaden participation incommercial maize production, were also 
stepped up following the steep internatiomnal price rise in food commodities 
after 1974. At the same tirie, however, consumer prices were kept low. By
1977 both the volume of' maize handled by tile marketing board and the 
nominal consumer subsidy per bag of naize were :At !,n all-time high (table
21. ).2More recently, maize subsidies 'ere reduced between 1980/81 and 

2. This afrme thal the international equivalent price i%taken .sthe average importprice l-orsulb-Saharan Africa. 
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FIGURE 21.2 Postindependence producer prices for maize in Zambia 
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1983/84. Sharp devaluation of the kwacha since 1985 and the attendant 
inflationary burden have resulted in a reemergence of th maize subsidy. 
At the end of 1986, under pressure from the lenders' structural adjustment 
requirements, the government doubled the consuner price of maize meal. 
This did not last long; food riots broke out, and the subsidized prices were 
reinstated. 

In the postindependence period, the general impression is that degree 
of taxation of producers via maize prices is more consistent on a year-to
year basis than in the preindependence period. This was certainly the case 
as far as line of rail was concerned, where the large-scale commercial agri
culture is mainly located. But from the standpoint of the majority of 
farmers, namely those located beyond the line of rail and in outlying prov
inces, the prices offered by the parastatals were. depending on the area in 
question, at or above their "international equivalent" producer price, if 
transport costs to line of rail alone are taken into consideration. This wvas 

the case until the 1973/74 international price increases occurred. Between 
1973/74 and 1977/78, when the gap between the average import price and 
line-of-rail producer price was historically the highest, the outlying prov

inces were receiving nearly 85-90 percent of their international equivalent 
price. 

An examination of the basis for the policy of subsidizing producer 
prices in outlying areas at the cost of line-of-rail producers reveals two 
main concerns of policyniakers in Lusaka. Tihe first and major concern was 
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TABLE 21.1 Trends it, tihe consumer subsidy for maize, Zambia 

NIai/t Meal (9)0"; extraction) 
(ki/9) kg) Nomlinal 

Irodutcr - __ _-Consimer 
._111
Price Valc-Added Actutal SIhsi( (% ofYear 
 (k /0 kg) C'onsumer Pri'cc' Iethail Irice' retail price) 

1970 3.50 o.05 4.80 2o.01971 4.00 (t.71 
 S.20 2(101972 4.30 7.20 5.58 29.01973 4.30 7.38 5.58 32.31974 4.30 8.01 5.58 44.11975 5.00 9.24 5.58 05.0
1976 6.30 11.18 0.94 01.11977 0.30 11.93 0.95 71.71978 0.80 13.104 8.39 55.41979 9.20 10.32 14.22 14.81980 11.70 19.81 14.22
1981 13.50 22.51 

30.3 
18.81 19.71982 16.00 20.18 23.40 11.91983 18.30 30.34 30.42

1984 2-1.50 39.31 
0.0 

37.15 5.81985 28.32 47.30 317.15 27. (
1986 55.00 
 82.00 51. 59.5 
SOURCES: Za,1ihia, Agricilur,,l .Slt'jjist'(-j Ih1tii, l/al bia . Cmmu,, ir Price Statistics,
NAM1BOAIm).n w ani',,rit.. /.N. 
'Price received 1) Lvrmers, not including fertili/er sutsidyv.'ItncluIdes
transpr)t-, sI)lgc, andt milling costs; b ,asedon NAMIJOARI) figures for selectedyears, with adIstm ntns hr )lht YCars I.,s ol lite iiflation rate for te Near.
 
'At year's end for roller nli ll.
 

to broaden the ceconomic participation of farmers in potentially rich butheretofore neglected outlying provinces. Second. it was also expected tolessen the political cloul of commercial agriculture by diversifying the 
sources of domestic food supply. 

Fiscal Costs of the Maize Marketing Subsidy 

The three main components of the explicit costs of maize pricing policies in Zambia are the operations of' the provincial co)operative unions,NAMBOARD, and the deficits incurred by the milling companies. In most years, the accounts of the provincial cooperatives have been balanced byNAMBOARD, as they are seen to be largely an instrument for implement
ing national pricing policies. This istle case for the period from which thefigures on NAM BOARD accounts are available. In the post-1978 period,for which figures are not readily available, NAMBOARI) budget deficits 
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were becoming very visible, .nd efforts were under way to sirengthen the 
regional cooperatives and make them more autonomous in activities and 
accounts while they remained instruments of state policyv-serving to dif 
fuse the focus on NAM BOARD but also making it difficult to trace the 
fiscal costs of maize marketing. This transitionl was largely achieved dIir
ing the I980,81 period, when the count v was under increased pressure 
from the International Monetary Fund to elitm miatc all food stbsidies, es
pecially the visible maize subsid:' implemnented by N AM BOARI). 

Finilly, accounts that are ntost difficult to obtain are those of, the laill
ing companies. In their case. the governmtit directly reimbursed them for 
the deficits they reported on their maize milling. It is cxpcctcd, however, 
that this is not a significant figure, ecause estilaied largills were built 
into the differential betweenlilrcliasc price and salc price. 

The size and cOmpllositiin of the marketing slbsidy for maizle, leading 
I,,)p to the peak cost il 11)7, is shown in tablesC 21.2 and 21.3. The subsidy 
for maile accountedl for more tlhanli 10 peucent f(d )P ill aigriculture at the 
height of the jrogranl ill I 17. lThis was not an iieol dnCtlllial alm1ounlit, 
ard though it did lot Collic out of the agriculture bdgitlet. it representedl 
the equivalent of about (1llrcett of the total govurnment budget for agri
culture and rlral developmentciiiigi this )criod, and twice the allioilit of 
gross fixed capital formiation ill agrienltic, forestrY, and fisheries. 

Effects of the Maize Marketing Subsidy 

F'/b/Vct on Aarke'ts 

The laill effect oh the goverlliment purchasing monopoly has been to 
inhibit the ,rowih of markets ill rural areas. Whereas iin theory the trade of 
other ncomnrolled fod commodities is still possible, ill tra-tice it is lim
ited 1y the Small Sinplus ill those commodities and is carried out mainly by 
small entreprcicurs. 

Because consumer sibsidies for iaize ol the line of rail had been in 
pl;,ce since the 1930s and few incentives were present at that time for 
growth in African agriculture. the devcloplient of rural to urban markets 
for agricultural proiducts was virtually nonexistent at thelime of' indepen
dence in) 19014. It was expected that if the markets for maize were liberal
ized bull prices to remote producers and the subsidized prices paid by ir
ban consuiers vere m tatainel, then the cxlicit subsidy would be far 
larger than if the state continued to market all the maize. 

However, there is sufficieint evidence thiat lhe maize tiarketing policy 
has impeded growth of rural to urban tmarkets. It has also discouraged 

3. Allnoifoodt agricultucral prtcct. tichcthii, icccflowcr, andm as tobacco, 5llW

heans, arc ,imntilartv iarkectd onltv thic ipariastal%, tiiarily as a rscitll of aunifrm pric
ing policy and Conitrol of cxporls. 
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TABLE 21.2 Fiscal cost of maize marketing policy, Zambia 

Maile Maize Subsidy
Subsid' 
 (;rs )omeslic ai a Percent (if

Year (tmillion k) Product in Agricullre' (;1D1'inAgriculture 

1973 13.5 180.9 7.5
1974 11.8 )t.4 5.9
1975 19.8 20o.4 9.6
1976 20.0 273.3 9.7 
1977 33.5 321.5 10.4
1978 31.9 382.0 8.4
1979 11.2 424.3 2.6
1980 30.2 408.0 0.5
1981 25.8 539.1 4.8
1982 15.8 508.0 3.1 

SOURCUI:; / lmlia, Ai,'rti t ra/,tat It'.tici Bulbfint .Zambia, 1480; NA NIH()AI ) ,tnnual
Repmlortand Actounts, I974- 76:Wo)rld H)ank I I 1. 
NOTE: 1973-70 mai/c sujl)dicj dcii vcI from NAM()ARI): 1977-82 sti sdi.s were estimated. 
'Includes forestry, fishing. ant hm ltlig.
 

TABLE 21.3 Breakdowni it NANIBOARI) cost in mai/c marketing. Zambia
 
(million kwacha)
 

Expenditure Item 1973 I 4 I9.)', 7 !078'19"6 

Transport andI storage I.i, -.1 5.5 8.2 0.7Discount price to millrs (.) O.A 6.3 .t) 3.5
Administrative 5.0 .2 8.0 8.8 9.1 

SOURCE: NAMBOARID), Anntual Rieport tt! ,.1itmns. 17)1-76). 
'Estimated. 

rural storage for off-season sales in rural areas the-mselves, and this is re
flected in the absence of a seasonal price increase for maize in areas where 
subsidized maize meal is readily available. This is contrary to the obser
vation for freely traded food commodities. Variations in local prices for 
rice, beans, sorghum, and groundnuts suggest that the markets, though
they may be rudimentary and t1 quantities involved may be small, do
work. This iFreflected in the patterns of both regional and seasonal price 
differences.
 
Effect on Producers 

There are at least three facets of the effects of maize pricing policies
on producers: effects by region, effects by size of farm, and long-term ef
fects on the level and stability of production. 
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Most of the analysis done on producer prices has ".ccn for producers 
along the line of rail. This work shows that in rmi.st 'years there has been an 
effective tax on producers when compared with the import price for maize 
(Dodge, 1976). As might b- expected, however, the same result does not 
hold when producers fron provinces not on the line of rail are consid. 
ered-except for a few years in the mid-to-late 11)7(,s, when world prices 
shot up dramatically. Producer price subsidies in outlying areas vary from 
region to regiort, because transport cost differs for each region and also 
because prices were set at varyring levels above the fi ne-c'f-rail price for dif
ferent provinces from 19(rS until 1974. when a uniform price was estab
lished across the crtire cmi tirv. Generally, lroi'trcert il tile outtlying and 
poor provinces wvcre subsidited in the postinldependence peroled, and line
of-rail prodticers were taxed as a result of nmaime pricing and marketing 
policies. 

Whether pirducers were suilsiiied or taxed. they were affected to the 
extent they were engaged in the marketinrg of their miai/c crop. Aggregate 
statistics aire \eak in this regard. While it is possiblc to dev.trrrile tile size 
of the marketed maize crop by dLstrict and prorvince. it is difficnlt to trace 
this information to the farms where the surplus originated. Results if'a 
survey conducted in 1981 -83 in (hiparla District (oInc of tle moderately 
comileI-Cialized districts of, Zambia) by tile International Food Policy Re
search Institute jointly with lhe Zambian National Food and Nutrition 
Coninlission (NFNC) and tile Rur-al l)cvhrIMcnt StuldiCs B urcau (RI)SH) 
of tile University of Zanihia sho that 93 perelnt of niaize sales originated 
from farms having steen ur nrc acres of trtal cultivated area. These 
farnis accounted for on ly 19 percent i all hrrcihol(s growirng IIaize. 

Limited information available oiu aggregate maimc lroducion trends 
for different parts f the ctuit'y-suggests that [lie better infrastructurally 
endowed line-of-rail provinces are more price responsive bltl, at the same 
time, had a better growt, rate during the 1970s than the outlying provinces 
Ku mar, fort icoi ing). These results are contrary to growth predictions 

based on the regional (listribut irn f' producer price subsidies alone. 

Effect on Consumers 

The basis for drawing consumptior iniplicat ions of maize suibsidies at 
the national level is somewhat sketchy. "'he last survey fo,r which results are 
available was done ili IG74/75. To this was added material from the 
IFPRI/NFNC/IRDSI3 survey ol the distribution pattern of purchased 
maize in the rural l)Opulat!(in. 

Several factors could influence the effect of maize policies on con
sumption: (1) the nlace of maize in the diet and the way its consumption 
changes with incorme and price would influenee the regional and intrare
gional distribution potential for a consumption effect with access to the 



298 	 Shmbh K. Kumr 

constumer subsidy; (2) the pattern of imrize purchases 1y income level and 

by scasolln wculd determine the size of tie subsidy received by different 
groups; and (3) actl at ctonsUil ptio, ill counncCtio with marl'ginal propen
sitics Iol Ct iistLIllijp oi ll.d leel (" 'ibsid Idreceived. w\ouldl d lerlflille 1et 
corlrsimptioni bcllefits. \ctlual COWinipt1)lionl is especially USefil to know, 
because irncreaisingr coitsrript io ar Iiom levels hY : given allrllttit has a 
greater VAlue ' i :e(] ,c, thli ilor" tUiitr l dionr:r the sitllli increase w,'ere tak
in. place at a hihtuler-cowr t tiout JC\el. F-Iit'l (f these the'Ce )ointIs is CX,mn
iri~lt 	 ba.c(l I helh Vi(lCiIe aVailiblC.
 

First is, I''o t/lPhIjim
t ,' f)/ ' 1i/ ' /d,1. Nliti/ is tile llljill staple for the 
tajoi it\ f lie lu,tpuhiliioi ill Z tmbia. It \In \C . Itr't is il fair li'Ct'sitv of 

diets. Cventl tlhmt1.11 lli I,/L is gI4'\M\ 11JinI c.d)si elt r tli01\ viCl. The J)Ie(ltrll
iil l 5lIllIti/e-5) llII I trii , are ll aball , and toalseh , rr.al areas 
ahmg t eIlinc t ratil, 0 herett r k il Ir t e. llc[II io I ]ll it ioll i, loctted. 
Il tltditiour. ill t 'Iastrril I fvir. M lidl 'i till his ltr'.c SW huIl -I)ro.
ducint lteas, Illiti/C is tile rtll r s l l h'. Ill tlil' W est n tid Northw stern 
1l)h\'illCCS, i 	 d ci 'I. 'ii t ' 1011ll Muu'rllAN sJ\I , ohlit, (0 Ml:ii I/C r1lte stil)IC
l'oods. wheretas il tile hiuh raillall I uraprhi itrld Northetrn Proisitus, tapi
oca 1t1d flll' T Millet ptr',Ictucirl: l replace rlli/ *i lit.h . h lmd. 

ttl'hilll Il.rt, iS v liet hi l t l"iitI/C C01i11l lIr 	tlii 1 i catllaitl hitll rI' 

sis. It \\it, CatHtIluit l tl'rI l tihe l9-1 7,' Ce'Xper litH ii - UtVey 
 '0r1 	 Ill'lln 
.'' ., U tl tlie iiiil'Cl *' I 'ellT ) hl)[Isl,f ',l illi111 s S-Itunr "ICI(- ) 
I)CICelt ( t Iheir peot. i!It'r(t 
als: the y') ll(li t cia.lic't t " 'LTials 1o1 t1 J)Mii)i' t 3t IpeCe t o1' tile 
populatiotn is Itt?. 1h'heuf(iuurtl 

t01Al it i h iuid0 ii hIhl IV pfercelt oill ceel 

in corie hIuI.lChIl~d ill IrIhir area.V,SpClMIs
1()a ollt 0 tll ulilltper i tll ( hid alld i1t111t 1+ p'rce t nr()1t ls. 

a'CI 'The a . l hr uSl-iI()l spent P) ) eltr't t)f lotal ex)l(littlre o 
Cerals ari ,iMlit -5 peC+Te t i1il MIl. 'hus tile . \ gul.Ir r-al household 
nIatleCtl the -x)elItritr tteil (f per cent (fT , tile io(rest holusellolds ill 
urbarn areas. 'Ihis loul(l "il - tile of 
transfer' tonl 

slt th i j1t lrrltial effect an inconle 
Cir nrup i illlighi t much grl'('iatt' lfo tile 'Ural iluM) for0"tire 

urban piiplat ion. 
[he seC tl'(1andl tbird laeti is are Mc1 /nallcil n iifzi.-,'uushasms and 

tu a ~(~1'on +oio/u,cess it li co lIrlrI .tlls id vil lli 	 Jul. mlize is\with 1)Lll'
chased mai/c Ilial only atil il \\'ritIll IIIjionie-prt irell,niai/. lhal is Con1
stllildl. Iln tralln areas, tile llotil. C ril)i(rIIts of tile diC lC pLIrchaSed.
For tire cotntr-y as i whole, 17.1 pcl ctli if hliischolds ill urbIa areas and 
19.5 percent ill pIlitrbr,1i ares wee ItelWClVi()e Ito sIplus)l I'utlcers ill 
the census of1 agieultrre. 11)7(I 71 (surplus production covers ,ll agricul
tural pr(oducts). Ihwever. soi 
 lluaite is planted ml small fairms located in 

urban or periturbai are s's.It for the sake ot' simplicity it is tsslel(t that all 
maize consumed ill itban areas is p)urchased, and if rmaize contributes 90 
percent of' cereal eXlenditure at the lowest ircomene levels, the poorest 5 
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percent would have purchased and consumied 444 grams per capita per day 
of maize and somewhat under 500 grams per capita per day ol all cereals in 
1974/75. The poorest 5 percent of'the urban population spent only 17 per
cent of their total income on maize. lJcaunlsC maize prices low relativerene 

to the incomes of the poor, even if there were a 25 percent subsidy on ttie 
retail price of maize, the income transfer to this group would amount to a 
mere 4.3 percent or their tolal consutinition expenditure. These observa
tions lead to the conclision that tile maize subsidy alone has not been a 
major contributor to increasintig consumptiion levels for even Iow\-incole 
groups in the urban popuilation. Under the current inflationarY environ
ment, however, tile conclusions may he quite differenl. 

The 1)81-83 TRI RI)Sli survey illthe (hipata District-'I:'NC 


found that, for plateau holusho0ld,,, about 0() 'ecCnt of maize calories 
were purcha-cd bv the smallcst indliolding roups-those cultivating less 
than three acres. It shotld be pointed out that the absolute quantities pilr
chased ,ire \'oryN this salple. lelt &lhi'ill ile vetr inquestion.low for a 
The scale of purchases in the valley areas of ('hipta are expected to be 
larger. 

('onsumption of maize is highest for all farll sizes during the planting 
season. This reflects the heavy farn work at that time. Foi the smallest 
farmers, the peak inpurclhwsing occurs dl'ilng the pla-t ing seasol. dring 
which time consumptiotn of all groups is at their highest for the year. Ilow 
ever, during the weeding and Ite-planting period of' February March, 
purchases of these gtoiups fall off and those of the larger farmirs increase 
sharply. If this pattern holds for larger population gtroups, anld if consumer 
price subsidies are being tratlliitled to these groups, it could have signifi
cant consumption implications for smaller households with net deficits, 
since their total i;,one is nuch lower than that of tile urban population. 

Conclusions 

Based otil the available evidence, it appears that the beneficiaries of 
maize subsidies Iave been. in order ofl plrohblale size of transfer per hoiuse
hold: larger farmers outside the line of rail, urbaun e(itcosumters, and small 
deficit [armers, especially along the line of ril. Oti an g regate basis, the 
beneficiaries have been ilrlban llnstmers, ilger falllet's outside the flne 
of rail, and small deficit farners. 

Though this is still being researched, the nutritiotnal effect of these 
transfers is likely to be positive for the smalll-se'aIc deficit farmers. In the 
current ecoiomic environment, low\-ilicOlliC illbani hulscholds may also 
derive significant Litritional benefits. Oil the production side, it is para
doxically in the line-of-rail provinces, %%,hereprice comparisons with the 
international equivalent price would suggest a disincentive to produce, 



300 Shubh K. Kumar 

that productiom oA maize has g rwn most rapidly, Ilogh only in the t,'a(itional sector. Whih_ not explicitly examined ill this chapter. itappears thatthe large-scale colnercial agricult oral sector is Iuch morelcrsponsive to
prijc changes than the traditional sector. 
It is nut clear to what extent tlehgrowth in production that occulred illtheC provinces lcalr tilerailroad 
was a 'esIt od expainsionl in acus to aglricuIltlral servies and improedrnarkt,iitg. Availahility of ,tsihdl(i 
m t 

mai/e to simall-scalk irodlicut-fll
-
periods of' seasonal 1tool and labor shortage mllay also have had a positive Ctect on produtction in tIhare.,As near the ra;il line',. RClatxivCh inltedgrowth in proauction of* zai/. aljpear, to harte, occurtCd in the ottlying 

provinces., vheCre !nliCe tl1 t \,,s roVided. 
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A number of large and poor economics such as India, China, and Bangla
desh are not open economies but economies where tile state controls trade 
in food and also rimy nonfood items. Food policy interventions such as 
food aid, su,ply-oriented hiter'vetions, or ration shops a!ter the balance 
of supply aid demand for lood and can therefore be expected to affect food 
prices unless they are accompanied by compensating variations if)imports 
or exports. In this chapter, various food policy options in India are inNesti
gateo, and their direct and indirect effects on consumption via prices and 
real ir(onles are examned. 

Although the effects of these policies on the cereal consuinption of the 
poor will bc shown, the main attenrion ot this chafpter will be conent:'ated 
(,n the consequences on real income of these policics. First, food consump
tion and real income are highly correlatel. Moreover, it is now widely ac
cepted that lack of food security is more a matter of the inability of the 
poor to purcha.ic food than of a general shortfall infood :upply (lPeutlinger 
and Selowsky, 1970: Sen, 1981). In considering food security issues, it is 
the effect of food policies on poor people's income, not the effects oil sup
ply, that are of primary importance. This does not, of course, detract from 
the importance of supply issues in other contexts. 

Much of this chaptcr will be devoted to contrasting various food subsi
dies w'ith supply-oriented policies. Food subsidy policies are policy pack
ages that implicitly or explicitly imply decisions on (or consequences for) at 
least three policy dimensions. 

The first of these is targeting. Who is to receive tile subsidy? The sub
sidy may be untargeted, that is, it may simply be reflected in a lower open
market price, or it may be targeted to specific groups. Two options a're 
considered: urban ration shops, which target the subsidy to all urban 
groups, and a food stamp scheine, which targets the subsidy to all of the 
poor, regardless of place of residence. 
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The second policy dimension is pl curemcnit of1additional SUlpplies.
Where do they come from? The extra dcmant for food can be accoimmo
dated by extra imports. in which -asC there will 11o1 he a price Ceftfect. On 
the other hal. ifilt'iporcs arc n inc aed, tlhe eXtra (dCiiand nitl be 
.let by donlestic jtrodltc-.rs, ho \\ill hr uwillingl H Ipplmore food) un
less prices rise. 

Third. how is he food slsid\y finaledY lh:ee opt ions arc consid
eredt: foreign aid, an excise tax oll nitoagriiicltu(Iral consumer goods, anid a 
forced levy (If fo!(1hraiifom the iv.o lart.est faint-size Lroups. Other wys
(ffinancing not considered f ittcltlc iianc, tase, inflationarY deficit 
financinig,. and reductis inoilier ,'cQ riC'itVt expedil.turcs.
 

In (liscusitig food SuLsid\ 
 issues. it is solliiles aii'Qtled that finance 
isstes should be igiored. ,, it is01'ttIC itot poSsihlc 1t tiatelih the food Sub
sidy with a Sp)ecific soIurcet-IffilliIc. tor e ipie, stl)l).Sioi 0' 'oodofa 
s.IbSidy could Ical the gVCIAMtiitlI 1t C l;'t,' in sonic, Otlit-"form1 OF Cx
pendiurc, whos (lireci
aid gelcral C(litilibriunl effects cannot be e'alu
ated. Although this isundotfimil 'v the case, it isp(ssihlc ioshow the in
plicatioris t'various financing sCltIes, c:ch With shar-pfly different initial
 
incidclnee. As will 
he sft\lla below, alterniat ive financiig scliemes have
 
vastly difl'retti inApic S, h,
i whicih riforeL or ofetSt'ie(liSiribitional 
objecti p 1A 1ffc lood subsidv. 

In tilet tLTal Ceqnili-itlinl Moldel of Iidia s ;tetielulfrtal wctor pie
s.enled here, all tlhtee (ltlIiInsitS \will be cotsidel-Cd LxpIlciilv. IloweVCr.
 
there are at least three additiotla! effet', that arc itotl Ihese areCat)tured. 
the cft',,Ctsf lfood policies tii the l tigi '.\Cliil],gMarket ,On tillagriCtil
ttlral employnt t andaid wace', 
al tt private itvcistinlil. 'lhcsc issues will
 
be (iscussed inforniall*
vlater iii this cliapter. alot with sorui sttt(fies that
 
are able to ii,_(Irp(ratc theim lforafllf.
 

A Brief Overview of the Model 

The model used hCr has becit lecrihed inQuOtizon and lHilswanger
(198"6). Itis i g tt l.2 etquilibt ituti Moidel of the agricilltural Cttollrnly (f
India ;n which agriciuf ilprttdnctiior.piles. and iicomes are ufeter
lined endoeious for givet,nlh.v0ls of1nlonag'ri.ult'aI irolduit , itin and 
nolial nargiiculi tt al itontes. Ncal inicONes, how\Ver, ar- eildout
nously deter.ii.ed ;asnominal iticollics, dellatcd i, a price index that ue
pen(s on hdmt i)tics. I~nal enIt, l d or atgric'lturl coniloditics reflects 
the real incomesIof all gio, l.--lhut i,,th! fooi p:ice effects tf'policies
affect the drelitid of hoth rtuii id,urban consumers. Nonagriculltural 
commodities aire the nuniciaire. and Iie model tdoes loteltot(utgertotils take 
account(If exchange rates and trade isstsorf n1utetay pfemiulouna. 

http:deter.ii.ed
http:jtrodltc-.rs


Consequences of Alterniaive Food Policies inIndia 303 

Producer Core 

The producer core of the model is a system of output supply and fac

tor demand equations tlhat describe producer behavior in Lach ag'ocli

matic region. This core dete'rmin ies the aggregate sipply of' rice, wheat, 

coarse cereals, and other agricultural conilmodit:es. It also determines ag
gregate demands for variable factors, including labor, draft power, and 
fertilizer. Shifter variables like land (a fixed 'a .*or), rainfall, irrigation, 

high-yielding varieties, roads, farm capital, regu-;atd markets, and tech
nological change, llytv shift each of'the supply and demand curves. 

The pralncters of Ihis s,stem were economctrically estiniw:ted for 

each agroclimnatic region) and aggrega ted to odtain tile parameters for In

dia as a whole. A flexible functionial foil was lsed, and all cross-price 

terms, incl: ding those between inputs aid outlpils, were estiniated. No 
separability restrictions were used. lH 'groclimlatic regions arc tile toitll

ern wheat region, the eastern ricc region, the coastal rice regions of south 

India, and the semiarid tropics. 

Input supplies to agriculture were determined as follows: land, which 

is exogetlously given, is stlpplied oiV by the rIr-l ulilps; labor is responi
sive to the real ruttal wage and i,;supplied hY each of the ritral groups and 

by urban grouips via migration'I; draft p' wer is responsive to real rental 

rates for draft animals and is supplied by eacthiof the rural groups; and 

fertilizer is responsive to the price of fertilizer relative to iiiinagricuiltlral 

goods and to the prices of' agricultural oltpuit. 

Consumer orn' 

The consumer core of the tiodel consists of (tlput demiand equations. 

Commodities are demanded b'veach of the eight iicome groups (quartiles 

of rural and ur'oan expenditure distributions) according to the prices of the 

conmodities and according to each group's real income. Fach groui's de

niand was modeled separately according to its demani elsticities-that 

is, poorer groups have higher income elasticities thlln richer groups. The 

demand systems were estimated econoinetiricaliv. A flexible functional 

form was used, so that all Slutzkv substitiutiolt tenils were directly esti

niated. Aggregate demand is tie sui of each group's detmand. 

Then the nominal income of' each group was coniloiled, nuilliplying 

the respective supplies (if factors ol product in bv tile factor prices, pls aIll 

exogelouisly given colmp-mlnenti ofl lonagticiltiral income. RIeal incomte is 

defined is nominal income, deflated by aillello(gLeitlS CollSutller price in
dex. Tiie price index reflects all eidogenoi. food price changes a' d is spe

cific to each incolie grotip. 

1. A inonagr'iculturat oil clall4es in igrali ll will creale excess dematitptl ,u giveni, 

or suppl.' labor in Ihe urban wotir- ori itoiphyt menl. 
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Pricesand Quantities 

Prices and q(luantities were etermitied 1bequating aggregate demaind 
with aggregate sup)lies lur each of lic Itir agrictltuiral tlltpitS aid tile 
three variable inputs. (),|anti/v of'land is exo enous, bit land rent is deter
mined endogerlously as the residual farm profits after variable factors have
been paid oft. Nunai.riclhUral prices are givmCex ctsl., a1d the qtal
tity' consutnid adjusts.' 

The itiodel suIves 'r thsc' price aid rni t itv chatngCs atid sinulta
netitslv detetr i tiesIor cach ilncolit.,group t le clllige ill lionllintal inicotme,
the price det'lator, real inotI, thcU labuto atilddrIl't (-Ctlt.stlp)Il.V, and Coil-
Stil litiot. 'I t d 

FitIallv. ilIes,,othIIr ise 1ito1ed., t I rI ertth_ CsrIit' is 1973 7-I. 

lie eitire tit l is \writtct ill hlgaritlh lic linear fttmit. 

13egin,
ning prices. quittlitic,,. and shar's were Ctnl)t)Lited lar'el V-1r* a 'ilrietv of
souirces, printlrilkth,, National ( iuncil for Applied ]cuttllotic Research -

Additional Rural Inc rtc Stire, tPal
and (.)ti/ot, Il9t,). 

Food Subsidies in a State irading LEcorioni 

Tables 22.1. p22.2, and 22.3 report lie likely e1t' ItM illI'tllr goV
ernntent intervent(it \tarliOts Cnt.-'nlcOildiiato s of' genlril
cotcerli to policyrakers. 'lIe nttubers Shtow the ircelitage: Charge of' a
partictula r indicator (SaY, l'tll tiat n l )Cr ca)ita tu1cM .e) l ita selecd ilt
tervetliolt schemllc fron)t at itdcrlyitt+tfcrc't:, growlith path. This path is 
not mud'h.( ., ti- arc the adaisttist rat si u( I plitical risks. aissoci
ated with an.\ parictiulav gul'ltttttlt sclt.tii. ,cuIisid.red.TIhese' c'ts alld 
risks may difffr %kidl\IRhont 'tcnt to schem. 

As mentioned Car'lir., otrplicit 

sins oil targeting, i l)tt,. anlld fintantce. Scetmri 


a food subsiv idis.s, e implicit deci
s I anid 2 ill tabl1 22.1are untargeted loud subsidies: I..S. SI .1 billion alte tsel to linatite the

implort of' almost 7 millit tolls, of wheat. which are released ill the openl

market. In scenario I, thesc imlorts arte 
 id-finanvced and idd tutao 0.5 
pereill to Cal litaiolla! irico i. Ill scetitio 2, inmpots arte ilalted bs'v adomestic excise taX (oi ltttseiltttld ctlsutIll)tirt 01tttutagriicUltural colrn
modities of a otlt 8.5 )cC.t, which lcads toia declile ill distposable in-
Cole of 2.5 percent. itB h scenariis sltl\1 t.lteic the hcat p'rice by
about h0 percent. Thu pricus ifoilier agrictultuial commortudities that are
substitutes for whcat alsit decline. 1 lie.joinr effect of'tte pirice declintes is a
decline intthe ,tti-ss nationtal pltiduct delator Itn-v ahtltw 19 percent. Wheat 
production (l ecines abitut I8 percent The decline il rice ptodtttion is 

?. As niiti 'clit t l 1101tit1 tsV\(it'llll h g ittccll, lui.utiilti rl l ptt,ttl ) idttctijt is lsoc~xol ou%itcll en- lhail is+ tcoiliimiolll Il1iUM adjust \ia traide.
, 
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minimal, whereas coarse grain production and other crop pro(duction actu
ally increase modestly. Thus aggregate agricultural stilplly declines by onIy 
about 0.6 percent. 

This small decline in output hardly affects agricultural employment 
but leads to niolest declines in real rural wages of hetween 1.0 and I.6 
percent. As shown in table 22.1. the decline in agricultural price sharply 
decreases residual farm profits, which are very sensitive to agricultural 
price changes. (Wage rates and employment are rather insensitive, an is
sue to which we will return in the next section.) 

The big gainers in both scenarios are the urban poor, whose real in
comes rise by about 18 percent. Other 11rhan groups gain as we!l, but be
cause they spend proportionately less on tood, their reltitive gains are 
smaller. The rural poor (the poorest 25 percent), despite their loss in 
wages, gain about 4-5 percent. This arises because food price declines 
dominate the negative wage effec: . All other rural people are net losers, as 
the sharp declinc in farm profits outweigh their cmsuniption gains from 
the food price drop. 

The next four scenarios provide food subsidies to urban residents only 
through ration shops. These shops provide each member of the urban pop
ulation with the same aollOlunlt of subsidiicd food, irrespective of income. 
The amlounts arc set so that the poorest tralln group obtails an initial 
nominal income boost of 10 percent. It is firther assuiied that the food 
rations are either intframarginal or that the excess ovcr demand can lie eas
ily resold in the open market. This allows each scenario to be modeled 
simply as a nominal income transfer. 

In scenarios 3 and 4. the import and finanicial arrangements of sce
narios I and 2 are repeated. The supplies For the lair-price shops are il
ported. The imports arc financed through aid in scenario 3 and through 
excise taxes in scenario 4. Both wheat and rice are imported, but because 
wheat is much cheaper internatiotiallv than rice, imports concentrate oin 
wheat. Two million tons of wheat and 0.8 million tons of rice are imported 
for a total of U.S. $560 million. 

In the next two scenarios the source of sotitplies shifts to the domestic 
producer. It, scenario 5, thc same excise tax ( 15.25 percent levied in sce
nario 4 is used to procure supplies domestically, whie in scenario 6. sup
plies collie fro in forced procurcment froin the two richest rural quIIari-tiles, 
with the fourth qua-tile having to contribute twice the (ltiantity of tie third 
quartile. These procurement taxes aniount t,) 1.03 percet and 3.26 per
cent of the nominal incomes of these two groups. 

When supplies for ration shops are imported, the urban poor experi
ence a double gain: first, they receive an initial boost in income of 10 per
cent, and second, lower food prices affect the gross national product defla
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TABLE 22.1 Changes in economfic indicators from untargv!ed foo Subsidies 
and urban ration shops, India, 1973/74 (percent) 

tl arii1"geChdFo(od S1llhi(tIs, 

Assumptions and Variabies Scenario I Scenario 2 

Assunption 
"lagcting 
Procurement 
Financing 

Variable 
Real national per capita income 
Production 

Rice 
Wheat 

Coare cereals 

Other crops 


GNIP detlalor 

Price 
Rice 

Wheat 

Coarse cereals 

Other crops 


Real wage rate 
L.abor emlployment 
Real residual prolits 

Real per capita income quartil's 
Rural I 

Rural 2 

Rural 3 
Rural ,4 
U rban I 

Urhan 2 

Urban 3 

Urban 4 


Pvr capita cereal conSIimition 

Rural 1 

Rural 2 

Urban I 

Urhan 4 


None None 
Foreign supply Foreign supply 

Aid Excise tax 

0.500 -2.513
 
-- 0.24 - 0.622
 
-0.503 -0.741
 

- 17.318 - 19.120 
8.018 9.978 
2.003 2.090 

20.154 - 18.236 

- 29.209 - 29.552 
- 59.030) - 62.100 
- 2 1.006 - 18.224 
---17.831 - 18.113 
- 1.090 - 1.505 

0.099 O.()It 
-- 34.413 -38.811 

5.189 4.311 
-0.194 - 1.564 
-3.922 -5.779 

- 11.466 - 14.542 
18.862 17.819 
18.330 16.744 
10.054 13.807 
9.025 5.050 

6.153 5.830 
0.700 1.246 

20.532 20.079 
0,973 0.940 

tor by 2.7 percent in scenario 3 and by 1.5 percent in scenario 4. Because 
the urban poor spend little on nonagricultural commodities, the excise tax 
has only a minimal effect on them. 

On the other hand, when the extra demand of the urban groups is not 
accommodated by imports, food prices rise, leading to increases in tile 
gross national product deflator of 6.6 percent in scenario 5 ,nd 2.3 percent 



Scellario , 

Jrban ration shop% 

Foreign supply 


Aid 


1.728 
-0.171 
- 0.388 
-4.123 

1.517 
1.027 

- 2.726 

-4.918 
11.83 

- 2.909 
- 0.084 
.0.505 
0.o090 


-3.0-43 

0.86,1 
0.328 

- 0.051 
-- 0.873 

12.052 
10.377 
7.392 
3.703 

1.080 
1.405 

11.294 
1.841 
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Urhan Ration Shops. 

SLcacl;rio ,| 

tUrban raltion ,ops 

Foreign supply 
lxic tLix 

0.282 
0.169 
0.532 

-5.238 
2. 72L) 

i .0-1.1 
1.51) 

- 5.130 
-- 13.761 
-- 1.152 

0.858 
(0.700)Q 
0.13) 

- 5.70-1 

0.321 
0.519 
1.20.1 

-2.774 
12.007 
9.391 
0.002 
1.305 

1.187 
1.802 

1 .1).1 
1.821 

'Wenario 5 

IUrban ration Jpop 
l)omrncic sipplyv 

I:xcisc tax 

0..r 9 
0. 13 0( 
0.3065 
O.71)( 
0.078 
0.2508 
0t. 01 

7.3881 
8.0484 
7.103-
6.02,38 
0.3880 
0. 148-1 
8.0805 


1.8233 
.)711 
0.5050 
2.1819 
11,52-10 
I.8o57 

-0.5-15' 
2.402 . 

1.2151 
I .27to 
3.()887 
1.237,1 

Scnari 0 

U.rbali ratiol -dhops 
n1 Spply 

Forced procireenti 

0.393-1 
0.0835 
0.0282 
0.4210 
(),1,185 
O.1,177 
2.200-, 

2.9924 
3.5874 
1.0827 
2.,)215 
0.1155 
0.0077 
-1.0841 

0.5182 
0.2303 
0.9027 
1.513 
8.0058 
t.(0.317 
,.0 17 
1.9718 

-0.5050 
.0.317() 
5.7,158 
1.1,170 

in scenario 6, and a correspondi ng erosion of the in it ial income gains of the 
urban poor. The urban rich, who spend relatively i:'e on food and much 
on nonagricu ltural commodities, are affected as iti!,ch or more bv tie ex
cise tax than by the higher food prices. They gain about 4 percent of real 
income when food imports are aid-financed, bt ithey lose 2.4 percent when 
domestic sul)plies are financed by excise taxes. 



TABLE 22.2 Changes in economic indicators from food stamp subsidies targeted
India. 1973/74 (pecent) 

Assumptions and Variables 

Assumption
Targeting 
Procurement 
Financing 

Variable 
Real national per capita income 
Production 

Rice 
Wheat 
Coarse cereals 
Other crops 

GNP deflator 

Price
Rice 

Wheat 

Coarse cereals 

Other crops 


Scenario - Scenario 8 

Ali poor All poor 
Foreign supply Foreign supply 

Aid Excise tax 

4.027 -0.033 
-0.370 -0.361 
-0.343 -0.739 

-11.615 -14.684 
4.131 7.502 
2.308 2.347 

-9.156 -5.737 

-14.512 -14.977 

-35.033 
 -40.138 

-10.095 
 -5.070 
-4.823 -5.233 

to the poor. 

Scenario 9 

All poor 
Domestic supply 

Excise tax 

0.497 
0.652 
1.608 
2.195 

-1.951 
0.127 

17.105 

20.070 
20.924 
18.211 
15.714 

Scenario 10 

All poor 
Domestic supply 

Forced procurement 

0.2727 
0.3436 
0.3244 
1.1544 

-0.5441 
-0.1906 

4.8652 

7.7057 
8.3725 
6.7375 
5.3000 



Real wage rate 
Labor employment 
Real residual profits 

Real per capita income quartiles 
Rural I 

Rural 2 

Rural 3 

Rural 4 

Urban 1 

Urban 2 

Urban 3 

Urban 4 


Per capita cereal consumption 
Rural 1 

Rural 4 

Urban 1 

Urban 4 


-1.215 
-0.173 

-- 12.351 

17.618 
10.662 

-0.853 
-3.775 
20.055 
16.939 
6.648 
2.820 

13.713 
2.932 

19.986 
1.755 

-2.037 
- 0.313 

- 19.846 

16.069 
8.284 

-4.061 
-9.068 

18.163 
14.104 
2.674 

-4.126 

13.124 
3.881 

lq.116 
1.692 

-0.887 0.5285 
-0.479 0.0578 
20.594 9.3473 

10.066 13.7351 
8.697 10.4048 
0.719 -3.2430
 
4.817 -5.6751
 

-2 787 7.2576
 
-6.965 4.7500
 

- 15.658 -3.7443 
-14.507 -2.2087 

5.557 7.5545 
3.808 -2.0793 

-3.074 4.3987 
0.059 -0.1955 

10 



TABLE 22.3 Changes in economic indicators from supply-oriented programs. India. 1973,74 ',percent) 
Assumptions and Variables Scenario 11 Scenario, 12 Scenario 13 Scenario 14 
Assimitim 
Targeting 
Procurement 
Financing 

Irrigation investment 
None 

No exports 
Aid 

F,.-rtiliier 
Nc)ne 

No exports 
Aid 

T;ubsidvTchnical change 
None 

No exports 
Aid 

Technical change 
None 

With exports 
Aid 

Variabhle 
Real national per capita income 
Production 

Rice 
Wheat 
Coarse cereals 
Other crops 

GNP deflator 

0.488 
0.763 
0.567 
1.002 
0.541 
0.825 

-1.605 

0.255 
0.276 
0.067 
0.241 

-0.408 
0.484 

-0.230 

-. 197 
9.612 

10.347 
7.493 
7.-76 

11.003 
- 18.125 

10.199 
11.541 
13.848 
21.113 

-0.402 
10.858 
22.048 

Price 
Rice 
Wheat 
Coarse cereals 
Other crops 

-2.243 
-3.440 
-2.438 
-1.676 

-0.356 
-0.380 

0.245 
-0.386 

- 25.948 
-31.236 
-33.097 
-19.550 

32.417 
44.461 
16.879 
26.587 



Real wage rate 
Labor employment 
Real residual profits 

Real per capita income quartiles 
Rural 1 

Rural 2 

Rural 3 

Rural 4 

Urban I 

Urban 2 

Urban 3 

Urban 4 


Per capita cereal consumption 
Rural 1 

Rural 4 

Urban 1 

Urban 4 


0.096 
0.089 

- 1.14-1 

0.807 
0.497 
0.293 

-0.142 
1.632 
1.587 
1.401 
0.904 

0.736 
0.089 
1.827 

-0.266 

-0.370 
-0.150 

1.078 

-0.067 
0.148 
0.301 
0.492 
0.126 
0.154 
0.126 
0.083 

-0.057 
0.200 

-0.274 
-0.396 

-- 0.097 
0.592 

-4.309 

9.945 
7.258 
5.674 
1.836 

17.779 
17.505 
15.190 
9.832 

11.143 
1.176 

16.723 
0.386 

2.224 
0.463 

74.742 

0.067 
10.203 
17.013 
30.530 

-16.645 
-19.501 
-17.201 
- 10.503 

-0.531 
9.246 

-14.120 
1.272 
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The real income of the rural poor is relatively ilsensitive to urban ra
tion shops. They gail triargirilly under both iniport scenarios but lose 
marginally when food is durieStcalwAls jrrOcurl'd. The incre'ases illdohiestiC 
supply (o iot have I stfficienrt eflect oI labor dealu,lii o ires to olfset 
the effect of 10i0t.hood Onrttheir Tal incoIC.
 

The 'ur+il rich lose %ohen sllpplic.s lor rztt 'llshops comc fr4m iroljiprts.
 
But they also Iose when suplies cone front ford procurelletcll. Increased
 
deialld froli 
 tlrball clstlilr,,does not raise upell-llarket Prices suffi
cientlv tO CorlicrIsate tilerural rich ftr Ole targLete' d tax implicit in forced
 
procureriert. I ,k lindirw 
 is cont rary to tire assertion of several authors
 
that forcedtl
procIlleIrirt is riot necessaril, a disinrreritive to 'ichr producers,
 
becaise thre weighted average prie rcali/ed h,, fht'rers rmiy 
not be lovr
 
than the Utuilibriutl price iltire abSeICC Of proCurChitl (l iii\la,
 
1907; Mellor., 19tr(+;la\iiii, Sulbarao, anid Otstika, 1982: chapter 17).
 
The rural rich cai e,xperiete a I,airr nly1it rilell'bai fair-price slopls are
 
financed by aill Or aiotlhertx with la Illore gencral iincidenee
excise tax 

thai forced prlOUlliinCl.
 

Of tile four urban ration slip schecst ,dlneslic pocurlelicill with
 
excise tax is b\ fart(Ie least CLctiisc iniraising the real ilconie of the urball
 
poir. Unrider this schliie, real ircllcis (it (lie ooret urlball quartile iii
creac,-
 by. les.s tia 3 percent, .orirp it ti Hoer,<iltI Ito tiiC Cis iii 
tile tll-cc iti ilirs. 

In tiblC 22.2, all alternative p~i'lgaIii is cxphed tiat pirtuvides foo(1(d
stallips or 1food rations to it I) llrit halt (i ilpitior only, irariicvul ttl 

rural ;id i rb:iniquartiles ric aid two,.tod stalli ps arc hat
scaled so [i tire
 
Poorest rural g'rup taits aniinlt Iia
hl st in its muiural inicowte of 1,
 

Percn , Ihis translates intigai isin.ririritial inicOM-' of 10 iercenrt fOr
rural quartile twmi, IIpercent for urban quartile One. anli Or
ad Qtperti

arbarn qurartite tw,,. Ile 
.autefour pact ntllaiitnd
finatci g scenarios
 
-ire explored as wiii the ill'bail
ratiiti shulps. lire poverty-oiiriewited priigram
 
is much I.ri_ the urban flair
er than price sliotps, as ha.lf o tile population
 
now receives food aid. lIThe total trbhall p[ipr.ation eligible inthe previous

sCeiariiuS is iris 20 pt-c lit t I dilia', TO pruVidC for tl : :'xpoLtla iolli). 

panded prograntithroigli iritpuurtiatiin uiilion i ins it wheat and 2.1 util
lion toas of rice eoild hase to be ililluirted. The excise tax rate would ha 
ve 
to be 4,N pcet Ot huisteliilid COrrSrlirplioll of iioIa.riticilluir;al goods; 
procureentr taxes \irld be -. perem'it iif the incrtmc ifrum!;ri quartile 
three and 9.2 pennt of the inreorire oi rmal quartile four. 

As the prigrajus are large nriiiicollie istransferred onlv to luw-int
clime groups, food deriid effects are ultiit
large. When these iIICre'asCs in 
food denanid are acconnio(lated by ilip rt s !scelrarire ,i ), the belle" arid 

ficiaries of rations gain fririr b'oth price, declines aid the rations, with tht 
gains of the urban pour exceedihrg those of the rural porl. As domestic 
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food production declines, the rural poor lose somc employment and some 

wages. With foreign aid, the rural rich lose about 3.8 pe,-cent of their real 

income, whereas the losses of rural quartile three are insignlificatt. With 
imports financed via cxcise taxation, ,tinexcise lax burden is added to the 

farm profit losses, and the rcal burden of the scheme falls on rural quar

tiles three and four and on turban quartile four. 
With domcstic procurement, the added food demanid leads to food 

price increases. These are especially large under the Ixcise taxation 

scherni, where the gross natinal lprtoduct deflator ris'.s bV 17 percent. 
compared to a 5 percent increase tunder forced procurement. With excise 

taxes, price rises more than of'Let the value of tile food ration for Iurlball 

quartiles one and two- that is. two of the target groups en l up as net losers 

rather than gainers. Thus the pl'gram does not achieve one 1'its essential 

distributional objective.. Ott the other hand, all rural groups gain. But the 

gains are ineveiilv distribted. Rural quartile three, which does not re

ceive a ration, just barel' stavs evell. The effect of' food prices on profits 

just dominates the excise tax effect and the price effects on the price index 
of rural quartile dhree. The majoe burden of the schelmie is borne by urban 
quartiles iicec ant four. 

With forctd l)tilirertnlellt. food stalplls continwu to achieve the distri
butional objectives much belier: all four low-income target groups show a 

real income Lain. ILm ie farmers belar tile laviest burden, followed by ru

ral quartile three, urban qtUar-tile three, and urball quartile four. Employ

nelit and Wate effecls are riiimal 

Supply-Oriented Intervention,; 

Scenarios II to 14 (table 22.3) show supply-oriented interventions. 

These include an irrigation inve',tment, a1fertilizer subsidy, and a technical 

change. As these interventions aifect food price.. tihey resemble untargeted 

food subsidies. These interventions are assumed to be aid-financed, mak

ing them comparable to scenario I. In sceitarios I I t, 13 it is also assunied 

that additional supplies will tnot result in additienal exports (or reduced 

imports); inother words, all extra supplies nmust be absorbed domestically. 
In scenario 14 onl the other hand, the opposite and extreme assuimptioi is 

made--that all the additional supplies made feasible by the technical 

change are used to reduce imports or to increase exports.' 

sh ck is tiet increase inyield mtiade 

pisihlc tiy tch l Change. htolding input levcls a.. (1 is 'misilldtihat 
3. lechical chanige has three ellects. The initial 

iichiic itnm ihis initial 

stock is availale or export, or rediiced iii ort%). -\i co. iilt pric%, ar t'rs ;ill find that% 

relative profitabilit icshave changed and \\ill then adjtit their crop niixi:,.'I ,is i tie ,teecoid

ary effect. [he initial shock and the second effect, combinied. ltici have a third of generalset 
equiilibriumn the ttpiess fiod prices and lead to fuirther adjusteffects; for example, May 
ments in the supply of farmers. All three effects arc iraced in tie model. 
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'Ilhe costs assotl.d with scenarios II and 12 are equal, and these 
scenarioS are dircctly eomparhale. ' Scenario ! I assnmics that Rs 2.483 ,il
lion is used for a ne% major- meditll I 'irrii~atjOmsVst em. At lhie eost of Rs 
20,500 per lectre., a tot1Al o 121. I thoMISaMd heetreVS Of klnd is irrigattld.
The belnefit s Itrill this ne\\ Iv irrigated land are issumlled Ito extend Over fil't 
years, the life S;;t: (di' t1e newI'r iatim infratstructure. lcrueeftire. theseyear-to-,ar benfitCs \vere, firSt anilduuttl equentl v discounted atut 

12 rcent 1 1)80 (I . Scnario) II reports the stit fltOtIese 
 discotunted 
benlefits. scImlarih 12. i turi , astsules that the atctuatl IQ(0 81 fertilizer 
subsidv is fiurtler ic;ce.,l by $1 p50re',ni. o' I.%RS 2,1.I billion. 'This 
extra suIh,idv is Ltt10I t 'eIlt t' l'tuerilicI'T :t_'tIl I)rIe bY the same¢ pro
portion a', n lt ic- . iii lile t1CIto'ls1Crllmt _uI '.S IIIM'MlIt.(l prICe il fert iliZe-

Botth i i'ic'S IIlr'Ft',c _' ic . i,.lt ; ctt, i+uuual liuill ,ut.W h|ieal plli(fduc
(lill t il' I ,l .i'ii it'i!' ; till iS ilii,tcl- cl, htlici-as (itllt_'r C'ops low
 
1lilost ','i, t n ll ti't fu l
1t.'liL't' t l disi/td. I Ilc' twit) p( ii i.'s ;ilso re t .'iCe 
pricvS ,t hti ,s'taltrIitII is twCtd. 'I lheS pr'iuce' de,icliles cle'arlV
1itcitiit -. clul Ii . I:rit'a tl (1 tlll 11h' i p i".l Iwis. csen.'limi 'SHITlT v I1tOli at 

itrr'ii\,;ltiltjrtmvth-v, itll-(-(ul "tllu iitl . i ,til'st tll'nt atpI-I arc li lhobeotter 

p),tillim tcs_,iIll It~t i ill hi, h i. lrc ttii i l t luct.itml hl lust ll a1i 

fillII lk. ll ili" i Sti. Ilc 
m (d !tii'lli/,rt sul ist ly.It)()()I. .s,ril sIt 

tI 'Mtt" I;il)(t" L.'ilhCr
f'as'iIlLt(,less tif." 

dh_'C( k 'tI, i ldir tlvI 11\,', hilligLim tll(' C.r +i)liix ill 
", Iaiii'itt-ij- i l t lll'tlih/c'tilllsid. Siliiiub-c1LI .vo (d ICY+ l b q Il ut-i', [fllt ItIW Il It'rlili/t-'r , Ct",)Ii,,\tI ll fll )d ~itik' . 

IlItercflt-. tItY ](,lil Ii IM"'+'.o, lt". 11 'cI ,li lu ytclt itr \t;tt+.", with leg;ative
effctl n Iht ltuullitllal it 11 tIII, if 1 Hlleu'itrl )(tll tlit excTd the pOsitive
effe'Ct, Mi 'tl(,MI it_ S' liu, iit,ili/,t-.t illi ,clii lt ap)pe r Ito beIa,a .'
tubs.titutt fil.u 1()()I ,uihsidic",.
 

Scenaurioi 1.1 unl I-1 lSlullic that - I -c (d all L ips illvi-l hect 
crea._ hY I() percent. fIhiever. CituC \\t twe hase' LIitI. S for these 

It .t I hl k all ,',,tt t l .. IIll ' ,Ht , I 1 111 hIlt Il 


K7()(1 h' .1.'ilt .lld In ll 11C +I
l , rC .t.I ll - lld)1,)1 , 1 I . 'hLrC lit 
Si llh !" tN+Ie' , 

()( it l t.Ic .
I l Pk ll , it i~ ;\i ll 1Llitl, <'It h11IJk A W1,tll+C ,11 aw l;It,. It tipl "+',1( ~l, t.++' 

1)(21lhtCC l ll'C.ill I" -)_( Ir IL . I II,I l , \i\ I ,I II t WtI I IrII II I I I I . .\ +,Nlllml I t, ,ill iIIl l llll rmllt
 
tptla l It" I t lla t'1 k'tlwtttll I ,111 , ti,, ,- s i,,ik lIiI 'IItI1h) Ik', IS. +


, l t++ lIllh.1t t'0T hW 'l+crc'

I 1 9 1 ) ~i+t, ~ q lul~ li .t lti t~l,lln ld 00'',l I kk'.
, h l L(I \t.'lIl Clln IAN,Ill inlihalh l'.+tt 

u II+l~I t.O)'ti lilt k('(t l Ht ll, I IlillU ,th ltillll A1 1 , J ht'.at ic 1-1 IlliQL+t'tIl~1 m ,11M I h ll( ile. ,spl)tl I ll t' lici'. ll lh 1 ',',',Ilm k ]. 00i [l ct'l ;I[Iticof 

;I~ll I t~l~ll ,,II'I I'' . ]h ,l I 11" I 


I" " t1, lilt. 1)7" c.tlif h lilalliltill celtt 
l+ l~tl 11, 11. 1 ) %al li+-' 1 ltC l II 12 JL-ILLtt.., ) 'll fr llih 1 I, CilI' ,,

OWlt;i , ,lllll(d lilt' ,;1,1111!Ohw11,1 .M~tlml pt,,Il .'C. R', .'It)l\, h li ll01 [It_''%t';ll Ill& Fhietd 111l 

II USl h + 0 1ilt t h i ill iLAItLd ill( dI Ci 'l t1 fll;lji)l -llIttlillil il ili )60l,I 

http:lIllh.1t
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scenarios, only the direction of change a;d not its magitllid should he 

considered when comparing them with scenarios II and 12. 
Some but not all agricultural supply interventions canl have beneficial 

income and food consumption elfects for the poor, provided that the added 
supplies are used to drive down domestic )rices. Scenario 14 highlights this 
crucial proviso. If the initial shock of the tchnical change (its yield effect 
atunchanged input levels and outputl prices) is used to reduce imports or 
increase exparts, the income distribution effects are biased illfavor of' the 
ural rich. Because the extra incolme made possible fromt[he technic:al 

change adds to thic demand lor food. prices nw rise ralher than fall. Thus 
the urban poor are big losers, followed hy all other thban gronps in the now 
familiar manner. The rural poor neither gain not" Iose, as their losses from 
faod price rises are cornpnletl;d for by effects on oniplovml crl, wI;ages. antd 

small-farm profits. The rural rich are the lzurtest gaillers. rodluctioli gains 
from irrigation and fertilizer stibsidics toutld alsko be exported. Thus trade 
policy is the largest deternlliunait of the distribtutioial effects of a supply
oriented policy. Mcrcover, txatio, isses, riot cons;dered here, can fur
ther alter the distributiotal outco lcs. 

Other Potential Effects of Food Policies 

Several effects )f these food policy packages are tiot cinsidered in the 
model. The most important are the repercussiods of the fotod policies on 
the market for foreign exchange and their effects on investment. In the 
absence of a formal nlodel thadi explicitly takes these effects into account, it 
is not possible to evaluate their importance. Itowever, a few general points 
and cautionary remarks arc in ordelr. 

Foreignlxchiange Alrkts 

When food policie., rely oin domestic procurement or aid-financed im
ports, the balance oif supply and demand for foreign exchange is not di
rectly affected." Only indirect effects via changes in demand for tradable 
commodities arise and, as shall be scen below, these effect.; are hard to 
predict. 

When extra food is procured internationally but is financed from do
mestic sources as in scenarios 2, 4, and 8, the extra demand for foreign 
exchange can be accommodated in several ways: by a decline in the value 
of the domestic currency; by a reduction in foreign reserves; by a reduction 
in nonagricultural imports: or by a combination of these three. Scobie 
(1981), tor example, shows that Egypt has attempted to stabilize the ex

0. Note that, if ail is transitor, but food stbsidics caninoi be withdrawn when aid 
stops, the policies will have dlelayed foreign exchange effects. 
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change rate and to accommrodate tileextra food imports prinarily In re
ducing nonagricultural imports and Ancreasing the instahility of !uch in
ports. As the here dioes tracemodel Use(l riot year-lo-year flctihations, 
such instability effects calnnot be coriderld. 

A (iow.rw;rd adjusttment ill tle .altie(t the rupec arising Ir,
m0 il
creased fod inipowts will tend to incras',e torCign (lema,1i' t for eCxst(tiale
goods. Whether that ill lead to ai increase in inphtynnr'n the nonragri
cultural sector, however, is not clear, as the excise lax -. quired iafir:trice 
the extra imports will dampen thUe (einand tor" all nitilag~ricultural coni
modities (tradable and smiirttraabl). Withoitrn a tornmal niodel, the long
run effect on the ecooniv via the cXChnJ.1,,: n'at canCaltiit b" pi'ed;('ted. 

Althourgh agricrltirtl ines lt.inc l isrwt eltliigen, sly treated in le 
model, estimates o)f resdltal afarmlptofi s pernit plediction of wha! 
would haplpn to private !Arm investmcnt. Food policie. that rely ,m do
mestic proctrc iienr will tend to raisc farm invest mets. whereas lhose that
rely on imports will tend t1depress it. "lihts foIod policies that in tile short 
run look relatively rmrlrvin-le because rising priccs erode solic of their 
benefits may be rore attractive in tire rrg rill]. wheni private !arnn inest
ments lead to shifts in suply and reductions,il prices. Iti not losible at
this tirrie to hlo)\\ thcscshow iriipi-tarit hl -itinco rreqrterics are. No 
econrioetric striies exis that wot11d erable tie pediCtion of the extra inl
vestments forthconing frorr a rise in ptnfits. The effecr Q rue irvestmcrnts 
themselves on supplies is.rore easily evalrahted. 

That tire irrvestlirrr issrres are pitenially importarrt is;. iiowever,
demonstrated in a study of Argertina by (avallo aud Mundlak ( 1982). A
highly aggregative. dvia"mic two-sector mordel was toused esliritale static 
and dynanic parameuters ecorIuretricallV. The labor market is treated inl a 
neoclassical fashion, but with rural to utrbar rnigration responding) slug
gishly to changes in demni d and supply. 

Cavallo and Mrindlks niOOhel simulates the period 1950-71. 'They
first show that trade liberalizationr would have benefited Argentina only if 
it had been accompanied by exchange rate ntragen:ent ainied at keeping
the real \alite of the peso at tle iistoric level. However, they observe that
such a scenario results in redictions it tiletrban \wage relative itofood 
prices compared to their- base rurr. h.'v therefore exllowe a scenario ill 
which trade liberalization curn exchange rate management isaccompanied
by a subsidy on agricniltural output. This is implemented by reducing the 
tax oi domestic fof),d cunsumption while increasing tile domestic tax on 
nonagricultural output to )told conistant tire share of tax revenue in total 
output. rhe short- and long-rnt consequences of the scenario with food 
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subsidy are compared to those of the scenario with only trade liberalization 

and exchange rate management.' 
In the short run (two to three years). tile subsidy increases tIe food 

wages in both nonagricuiltural (urban ) and agricuilttiral trural) sectors., 

Because of' i ccsed tax oii nonagricultural good!s, however, it inmust 

decrease the %,atz iwjr nonagrictltural commodities. Real wages therefore 
would increase only for the very p ,por,who spend a large proportion of their 

income oin food. This group has always been much smaller iii Argentina 

than in India. In addition, there are small short-run reductions in per cap
ita income, per capita Consumption, and in\estnlcnt. 

In the lon, run, the c'uiulatie effect of reduced investiment iii both 

the agricultural and nonagricutlraI sectors dominates all other effects of 
the subsidy. After twentv yearr, most relevant iacro aggregates are lower 

than without tile food sibsidv: per capita income(- 13 percent ), per cap

ita consumpt ion (-12 percent), inlestmiien t --- percent), and agrictil

tural pioductoi (-percent). In additiolln, urbail worker', are unanIlhigtil

olisly ,vorse off, as they have both lower food aiid nloifood wages. Rural 

workers' food wagc increases 1bv 2 percent, whereas their ionfoocd wage 
declines by I percet In otl;er wo)rds, their real wage is largely unaffected. 

Thus tile short-lnm benefits of hlow food prices are not impressive and 
the long-rnii effects are tunfavorable. These irCsults arc f couIir'se specific to 
Argentina. In India, the short-run distiibtliional eIefits Of low food 

prices are sbstiti.ll* large., is a uch large;- pottion of the population 

spends tle largest share of its incone oil food. 

Conclusions 

The models in this chapter otnit a number of considerations thai 

might have modified soime of the conclusions in tables 22.1, 22.2, and 
22.3. The most importan! of these considerations is the long-run effc--ts of 
food subsidy policies on urbani wages and private agricultural investments. 

Thus tile colnciusions shotild be regarded as niost relevant for all internle
dtia',c period of one to three years. \lien ilvestment and urban \wage re

sponses iay not be large. 
The food subsidy scenarios considered here clearly show the inipor

tance of evaluating the entire policy package associated with the food sub
sidy. including trade, taxation, and wage aspects. Ignoring the price ef

7. The sohtidv scenario ios 00 comtpared t 'avallo and Mindlak' , base ri , a co n
parison thai would be inappropriate, as oither things ate ni) he!d constait. 

8, The food price in the nonagricultural (orhan) sector is imposed to be equatl to its 
historic vatlues, in the base run. But ii is higher totan in the rtoli with exchanoge rate tiberaliza
tion , oe. 

http:sbstiti.ll
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fets of trade deioims or wli it iloll 
highly mtisleading cmlillhlsimt, aboult lie distliultonal elects of '(he stibsi
dies. Ignorintg tilt '1i'd l"h t 

onc eilect., t iaxIli canlelsilN' result in 

Iairket etl ilibrllilln would Ic.all to a1svstenl
atie Iverestimiationi 0, tht' ieitiellleCH t CISs ol I'(),dA ri d'cltue 4)L hl rl 

,l)O+-.. SeVeral eIs ae SllM1I Io he trade- Ielt C id titlt lleaSlitt lea(dto a COMpleIlt' etl l (siotrt",xco a ievt.l ofl tlirltI itieite itloile_ effec 
Of tile toId subSidie's,. A', reCal illIlle A, '10d011stuistllt1)1 elt'tCIs are 
chisel' tltelled, ltititlill (ohjcti'es (t 1ld policihe tllav AM) tlotle 
achieved. [lighi t "Cricl-al Ics,t ,, ,urlfac ht 1t11this atialvsi,: 

1. tl taa<.121Ctl ",lh)( i lj lelit t'ld \i,a tdl itiliet_ l illllt 'tS tetn(i 1t .l, t;,(tx-U lite labor~l marilket
beneflitl th ' 'ie iland '11ill 1)() lll)% \ l\ i :i 

e.quiilib'riumt k e wtk inl :td
iil tr 1111( tilt .11Ntlv,,k'+, it I)u'cIM ICS CIC,11 + 

Ihlt tit tl _,tilttIlllt fees ll I \,t r 14ldl n-itCl, IMt til1C 1 0(1' Z'te (ilit2 
StIlAl. IN l i l t[I) C r (utel1l)ot timr;ik l o.Qliililrtilltl ' Iloillit al \%a 

Si Hi)Ct a I(h'il i 

2. Untli gel'tedlc l' ljl mkib idic-, ; w'lic'\cd \iai ;idtll ionA~t ii pl"l<'< wlay hec'c

ile til'd
fit t titA titbai pot(" Iti i hcc ate excise.tax-fillalced athler 
tihlli aid-lliiltn(,Td. lhe itncid(tuic, (d tile eC.\Cit tx ellsIIe 1ue urban 
;ill rittal i iCh.it1 ts it' tix c 'lls it)b, lit , t Islltlst.i j)'O1r 

3. 'kirgetc l1 ',lllsIl(, lullesle' l jllilTll it b il lilllI1)011 AIt' (llo Ctltlj. 
si bsta ti iallv. 

4. Targetell.I Ild 5lll lhmd a'C Illo i it 1s i;ithl ilt i1\t l liljih ill
creases in suppl. , via ijnpowtt iil 5l11 tl itit'r lilt, t1i1itclllli Ill" Via 

1.1111.
In ITFlileC soUCie illeass 
 til teU 1 i.'H lllil1,)is hechlne net 
losers if 11(1')lratioln alt t im l)ltei. ioe glne rally, tilt 'atili , 
reqliteld il atchieve a 5l)cciit i'ttibuitiial lhiCectiV\e are. Snalleu when 
solie tatiI, it' inllIttel tha wh ti a r14elhc arte .
 

. There is likely to 
 he iiteilse Cnlflict al (lni illilIMt l)llliCiCS. The rural 
rich-nict "ellers (If fot41(l-ulcfit fir tpieventing import,,lli Ill increas
ing ' Iecardless (If tihe fiialicinexports, or tarigetiin scheie, Irhall 
grou)s and, lo a lesset cxicl, the illal plot iet iluIVeIs 'f food
tlenl tll b iiefit ftoi l tileopposite plllicits. The Ct flict, theui, is nolt 
hetweell rballn atid iru'al gtoups 1)11betcelui tet buyers anid net 
sellers. 

6. axatlhmn ikstle (iltilt invlvt, the potetitially taxed itoups alone. A 
shif ll ti le tax biitdelfoill the ruitail ich ( a4. illIer ftrced plrocre
ment) tIo all trlolJs (as tidler tileeXc ise tax) has g(t]Ciral Cltlifii rillIl 
effects that alter the itinlcmes oft the targietigrlluil)s via od i)ices. Tax
ing the rutral rich reduces aggtegate hid deal ildd inure tat taxing all 
groups throngh an excise tax. Iherefore., the olo target slolt)5(i the 
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food subsidy benefit more from tihe forced procurement scheme than 
from the excise tax-financed scheme. 

7. 	 None of tile food sub:idv schemes gredatyv affect aitrrictillural Cmploy
ment and wages. )omestic procurement tends to slighilIv increase a g
ricultural emplovnieiit and w ,Isdst,ic inc'rCase,tNs. supldiCs 
while foreign procurement (whether aid-financed or lax-financed) 
discourages domestic production and leads tti Co;lresjonding reduc
tions in agtricUIlluraI Cmployment and wages. (1 rihi and formal sec
tor wages were not considered). 

8. 	 Some stl *ply-orientedpolicies call achieve disttributional objectives 
similar to those achies ed by extra food imports. But because they 
nmst achieve these objectlive', via redtwect market p'ic ,. tley can (10 
so only if tileeconolllv is closet'd-- that is. if the extra Slpplies do not 
result in increa.sed exports, 1r'etuc'd impos. M rT''. lt all Still)

Il)IV-orielIt.d policiC belefit tile pooIir. A lertili/er subsi Y does in-
Crease output Supplv but L'liuld indto erode aglriclthural elilll)'oinllt 

wages while supporting farm-nl prutits.
 



PART IV 

Implications for Food Policy: 
Generalizing Beyond Study 
Countries 



23 	Some Macroeconomic Policy Implications of 
Consumer-Oriented Food Subsidies 

AMMAR SIAMWALLA 

This chapter presents a qualitative analysis of the macroeconomic effect of 
food subsidies. Other chapters in this book give findings arising out of em
pirical research. The task here is to provide some typologies so that conun
tries other than those studied can discern the contexts in which questions 
and problems arise and can utilize the study findings for policy guidance. 

A food subsidy involves government intervention ill such a manner 
that food prices to some or all consumers are kept lower than what tley 
would be without it. [his intervention usually but not necessarily requires 
an outlay of funds by tile government. Intervention here in!cludes that car
ried out within domestic markets as well as at the border, thal is, through 
import subsidies and the like. This starting point opens up a numbler of 
contentious issues. 

If a conuntry pursues food self-stifficiency. banning all food trade with 
foreign countries but not otherwise intervening in domestic markets, and if 
the domestic equilibrium price then turns out to be lower than the world 
price, by this definition, food has been subsidized, albeit implicitly by pro
ducers wh would otherwise obtain a higher price. (This defin ition implies 
the notion of using the world price as a standard, a notion that does not 
command universal agreement.) If such a country decides to introduce a 
food subsidy, it would expect the incremental consumption to be met en
tirely trom domestic sources. Unless the subsidy is targeted, there will be a 
three-way trade-off among the goals of lowering consumer food prices, 
keeping public expenditures down, and pursuing food self-sufficiency. A 
self-sufficiency goal cannot be considered independently of tile other two 
goals. 

Open food economies may be net food importers or net food ex
porters. To make the definition of the open food economy symmetrical to 
that of the closed one, the entire increment in food consumption arising 
out of the subsidy would be obtained from imports. This distinction based 
on how the increment is met is of considerable analytical importance 

323 
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(chapter 22), even though it is,oliewhat artificial. Most countries would 
not follow cither ofili'se Iwr str:ic1ies illa piure form but would tie(
part
of their iiclease collsiioipt iol eds fror domiit ic soillces and parl froll 
imports. icth ,ailysis of tlhe coslicquelice-s is carried oltifill,l\\l ivtli
cal countries, caclh of Nilich ltolls ur(i tilret It. I'oleirlateies-te 
prs iripti ri hei ilIhal c utrili1i'iCSthtl h l, ill 'cdiatL siatCgV willt] ai iiiltrr 
lavT f c0sCtiqt.rill' twen Ire two.
 

'\1otler distiilct uii of MMh' 
 IitaIril lt iilI)Ort rliilcItLis tIhat hetIw ctCI1 :1 
perlhariei arit ;I[iIrioihr idy. hit'iiliC C:old aC1 Ih'cirisC, to a
shll ill.ii injlotr world prices or a iriajor lirestlic crop slitfall that is not 
cxl)'cted o Iast. A niill.IHiw,diiiiictuiri i illi(le' titli lt frill lIIr-'rIIe.S 
tlh:u in itu)! ii,, i!t. 11,i!<t sti. i ,l . V *!:I., ,!' ii fith, ;;. po,
Iarty Sridwiim hai :I \ i% of hecollielcri'hrcir It ei Ne.crtheless ail 
esictili; fistri i,.iiu. lIi ilit eiillCtLlftir Cr, %Olldiftfer ,Leirrlding in 
"V1hr'lhtr 1t i MTii iill itlffel'rlriif i ilsitrt(' 'ir ,orlil't l)CircCivCd
toilie. flrt'issiil \l itl1ietficirsed ii JerrirlieiR ',ilfy; lite telfe-tS of 
a trllsito l' siil ki Ml'iret'lilitef r10 1rilftlrCll illil 

Ilie rr rI Vf//.fI iliii i fll ifsf l 1" I u \ p 1\CtrIlC'Ill f1iir(s to
forte COiSNL rr fol prdice Iw, tC. he t'rli i,,ll!,! Iliells thatIf Af/.)/l 
the lowLt Coll'lIlltl f )llc it' firliCe ttlt of ile CriI
(Oilim ilWllhf dl prl 
 idlicnrs. I1hC"t' flefiittiflis t ll iil i Lhat fol
lows are lrihstarii;rllh iivL 
 111Ciup ridtui f ll ili'. tiilial frarllc\ork illill)N
gi'cri coilliv.Wihelther puhlic,errrprk'e coil i'l bth f'ci.Lir ;illtlllies
tic rllfid in: f\t0t1
foll. les foil iraeI', Or 

private' scor lialldlc, all forici 


t )1uil II \whethr tie 
ill t olliet. iCtrldi(t llS hijct oIllV iN IlXIti(li anl r "iilliti re i ftilleffet 


Sta irtjallh. ( If CillrSt. i tlit liiinal if ifirrnot i cr. ptetl l inde-


I tll verrfrileit e' iil the ll.irllit sub

i nlr 

petIdent Off ifflicv C'hiCts ;'f 
thnir CuifSCqiic', For .xale)I. if a
 
govllerneit ciliarksiilia hlod stihsidy N.lellic \hil: pursling 
iself-sliffi
cuency stratey, thell l)rndiIcCi prices piis rilrktiiig cosis 
Ima' lie higher

than ci ns unrir- pr-icC,.Such :1stil1iidv is difficut 
 to lil iliister- uilless tile 
govermieint taktes Ii s iislfitaitial part (f)I even aill)off tire r lerketing 
system. A polic ,vdecisioi. therefore. has niliallrinistraieli\ gic that forces 
the developirnitfit l iiiisiiolial francw\\ork. 

1i follow-, froiri tw deliiitinst t litt liii explicit lfod suhsidy will redis
tribiute resullircts hCleti eI tre l)lil!ic Mll priVate2 sectors aind that all in
plicit food silisidv %ill rtdistr-ilihut, resIrc,, ai oig tpiivaic sectors (for
example, froni tod lilducers ti cis niiers). lBit llexplicit subsidy fi
malcedl liv ilicrealsel Itatxalitifi ilit l iniplie-it su sitlv have second-rotnd 
effects oil the balarce lit paylllts aid Clnlplrrvrnilertl. Aml explicit sillsidy
using dleficit finallrciin nflV affect, capital acilillionaioll, the balance of 
payments. aInd Ot iiflatiirn rate. 
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First-Round Effects of a Food Subsidy Not Deficit Financed 

As discussed in chapter 2. a downward shift in the coiusnmer price of 

food relative to other goods means an increase in teal income for food con

sumers. This burden falls oii the treasur or on tood producers, depending 

on several factors. 
In a vountry that pulrstl' ftood sclf-sufl'icienc. and that maintains a 

closed food economy, long-run domestic food production must he brought 

into balance with the now enhanced domestic constmption. (In the short 

run, the government could draw down domestic stocks.) [he only \-a this 

production-consumption balance call bc achieved is b., giving farmers bet

ter returns on growing f od. There are several va'vs to accomplish this: (I) 

increasing farmers' pi'ociirement price relative to tile equilibrium price be

fore the intervention so that it exceeds the price coisumers no\\- pay; (2) 

subsidizing inputs such aIs fertilizers; and (.)-longer-term soltltion-ex

panding agricultural research and investing in irrigatioii. These measures 

imply an expeiiditure of )ublic flnds, only a part of which benefits food 

consuniers; another part induces farmers to produce more food. Such si

nultaneous .tbsidies to consuitIers ailt( producers were foond iIn several of 
the countries studied. 

On the other hand. in a couintry that allows foi'eignl trade to, play a role 
in equating production and consumption, the picture is vastly different, 

particilarly if the food stibsidy is general and untargeted. In such a case. 

public resources explicitl ,vtibsidizc imports. The resulting lo,,er doniestic 

food price reprte:Cnts an implicit tax ol producei's to fillaice tihe increase 

in consuners' real incomes. This means that, for each dollar of subsidy 

received by consuniers. tile expenditure of' pt blic funds is lcss--s metimes 

considerabiy less-than in a country pursuing self-st ificiency. When tlie 

country is also a tood exporter, a gene'ral connumer subsidy may allow the 

government to increase its revetiucs- for example, from an export tax, as 

;n the case of rice in Egypt (chapter 12) and in Thailand (Trairatvorakiil, 

1984). 
If the food subsidy is targeted--for example, through supplies to ra

tion shops, school lunches, and the like-so that producer prices remain 

unaffected and imports increase by an amount equal to tile increase in 

consumption, then the entire food subsidy would be financed by the gov

ernment. with producers being unaffected. Consumers thci receive the 

equivalent of an income transfer. Depending on how they spend this extra 

income (a great deal of which may returnito affect the food market, given 

the high marginal propensity of the poor to consume food), there will be 
further effects on the different markets. 
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ffect on Balance t4 t'..m,,,t 

To analyze the c.Ieef of a food sblisidY on the balance of payments,tile effect on tile stjpply and demand of olier 'oods, partictlarly of lion
fod tradahles and of initra(Ialles, needs to he known. 

In the closed food ecoron,, resources have to he pulhed into the foodsector frotm elsewhere. IT'icallv, this shift is liargely at the expense of nonfood agiricuilturail preiits, which in |uanv Countries are mnostly destined 
for export. 

In- all open food ecolonly, if tile siihsidv is general (not targeted),
there would be anl opposite nIvelilenit: res2otit'Ces, would be drawn away
from food( loductit. At ain. the sehtr Ihat \ouilh lie most affccted would 
presumably he export ai'iciiltire. )ne caIll expect, lowever. that the foreign exchange earned Itmo incr'eIa.-d a.Rr~e'iltti.aI e\Jittrts would ie lessthan that cxpcnrlded on in,._ea ed food inilt'W. Unless the Ltlter is provided
OI cOnCe 5,iOllia tLerUs,, ', ilttIl hnet it onthe Sulpjply' Of tradable
good, (that is, 0Hr loreii0 i Cxc'haulce) i, oill a,etiye.lhere would also ie
clU1gesn the demand side as a result of roflisirihtitit real incomeiml,,c

am1Iong food C0iSuIrCIs and pod e'el1rS,
defn',1idiil, oI th. patterns of, Coll:;upnltion for each caregorv----ir p:irtictLtr. on their ar:iJlal p;ripesities
to constilne ninfoo(d tradah es an I ilolitadahles. iher is some scattered
evidence (IIazell and RMil. I that thre raire frol food subsidy(low-income COIIrILrS) thitl t(o haw, a lovter iirar"'iiat pro-iistv to con
surnle rrontra(lalh gttods hau tie rest of the population. By implic::tion,
then, a trianfer' oh il'nreC to thehIioritNtIhhs would end to increase thedenland for tratahle 1tools (prinlari h4ood) and thcretfore would affect the 
balance of pitill ts ativerse lv. 

Assui alila, aihhnced hridi.et, Ih,. questioi arises ttf hiw to finance the
food suhsidi. If I is lirnuarel by increased taxatioi, 
 thl, the relevant Catunl is tile narni ial prthierisit+\ t0 cnsrIrIe tn'adaihlCs lV the hltiiseholdS
affcted bv the taxatiin. If it is financed ) reduced governmient spending
in other areas, then tWe relevat data are h. nuchdof that reduction is illtrad~ables (for cxample, wcapons) and hitiw rmiuch in itntraahles (for ex
ample, civil service ciilpl ttyrri ).

B]ecaiise of the valit ul.,spssihl, directions,. it is difficult tot give rllwreconcrete indications tti tire dClaid side. [hcrc is a slight presuilnlplito ifavor of increased deianid tIt" tradable gotods or, equivalent v, increased 
pressure on Ire balanc of tai,*~el. Ca~voultt,hecausi tile beneficiaries of afood subsidy t' i.ituir rcehntimente of these goods. (ormbining the effect: t il both sulpply and der'ianid, it appears nol-. likel' that a food subsidy wiiuld increase pressure tri the halance off payneruts, regardless of 

. See (orden , t9 t, and ti rntt,.ch, tYo. ftr an cxpt ,n ion of a model] with tratdatlets and Ittirldat)t(, w a ro i tilanah t:, a nce-t.t-pt iynents twroht ,,s . 

http:rntt,.ch
http:hridi.et
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whether the country has an open food economy or a closed one (chapter 4) 
Paradoxically, it may well be that a food subsidy in a closed food econ

otny puts greater pressure on the balancc of paylents than it does in an 
open food econonly (if, for example, food production is highly substitut
able with export crop production). 

l.Jecion Deanld.lbrlabor 

If the presumption is correct that a food subsidy will pressure tile bal
ance of payments, sooner or later, adjustments will have to be lade. They 
may take tile folmilla currCncy devalu~ationi,ofit increased protection of im

port-conpeting goods (other than tood ),or an export Subsidy. Each of 
thLse options would then lead to a reOIC rceillocat iol within the tradable 
goods sector and between this sectlr and thu litontradlable goods sector, ;is 
shown for Egypt (chapter 13). The effect otltiledlmand for labor wolld 
vary according to hllow labor intensive cacti of tile sectors rewlalded or pe
nalized is. One wouilld expect that the nontradalbt, sector woiid find rela
five prices moving against it,and because it is presi mablv ti most labor
intensive sector, this would reduce the totlal demand for labor, perhaps 
significantly. Wages relative to tradable goods other than food would de
cline. 

How one regards such at development depends of] how one views the 
economnic srlit i't,a whole. If one supposes labor markets to work per-Is 
fectly without ally friction, then such a movement is clearly against tile 
workers' interest. If, ott the other hand, the nontradable sector includes a 
large subsector that is a repository of' workers who cannot find jobs in the 
formal sectors al who are now eking out i living in jobs of low to marginal 

productivity, such as street vendors, messenger bovs, and the like, then tile 
expansion of Some of the Iradable sectors as a result of' the adjustment 
process will presumably draw labor from this pool. As labor moves from 
these jobs to high mart.inal productivity jobs, there will be furmther income 
effects in balance of' payments and employnent. 

A Food Subs-dy Finan:ed by a Budget Deficit 

In both iopen antldc'ised food ecnllllieS, if the food subsidy imposes a 
burden on the governnU ,lt's budget to such an extent that a deficit is in
curred, the burden of fintaneing the sttbsdy may be shifted to capital mar
kets. Offhand, one wtould then expect interest rates to go up, a conclusion 
that must be modified by other considerations. First, tile saving rate may 
increase owing to the subsidy-induced redistribution of income. Second, 
foreign credit may be available to finance tile budget deficit. This may not 

be an explicit loan to finance the subsidy or tile budget deficit but nay be a 
general balance-of-payments support-for where domestic interest rates 
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are regulated, tile most im nediate conseqtiticilcc ad udgetI deficit is abalance-of-paynients deficit. And third, a Kevynesiatl expansion may occur
if there " as insufficient aggregate deImand in the economv prior to the
budget deficit. The con ts:avCiOfOeleo ,, either Siti"i. or in conl',i
nation, is iu,,clear. If the Keynesianltmodel is rejected as having little rele-
Vance it) (levelopilng collntri..s alll if :t is prestlUe(l that a food sub':idy
tends to raise real interest rates and lower capittl accumulation, the !ir.St 
two effects (h+setibecf above will onlv modcrate .c increase in the interest 
rate and the reductiom in investment.
 

If the tlu(igut (,ch it is financed by 
 IlllooilY expansion, the sequence
of events is nIlo:'c clniplicitd. Mnetary e:,piipsiin ' especiall if it is large,
will cause atstrain on lIt UnrrCt-iccouInt hahllce Of paVients, v,hicI will
Sootteror later ha0c folhowed byLtIM t ln''lial exchange rlae adjustment
and a general itncreas ill )ricCs. ('o t.,CIltlV. in1the Cearlier stagcs,
deficit is filanced by foreign cre(dit 

the 
ani a rcduclion of forcigln exchanlle 

reserves, fllowedl in tl., later stages by anl infllition tax otl cash balances., 
as currentcy dcl)rcCiation cauI1ses the CnrCtal pricc lCvCl to) riseC. 

There are to real tolisclicnc, of ibis, continual expansion ill the
mtley stU)plY. First. where tile food sushidV is tLsd to eIg nojilia con. 
su ter rlices of' f'o,. it certain lvcIs--- id if there is political resistance to
revising these numinal price mi cl ill l ,,' lPt (chapter 13 )--inflation of' all
othet prices would nicati that real food priccs m.vould ctiitially"v go down
and that tile sutbsidy w(.ntlI contilnualy i.ircrea,. even Ill real tei-Ills. Alter
natively, where a fixed filll has beCn set aii(ic to finance the sibsidv-for 
cxam)le, tihe eurreti: food stamp progrim ill Sri L[attka (chapter 18 )-inflation would erode it. ati lhereore 1Ite reCAl "Ubsidy would continutllv
 
decrease.
 

Sectn(l, inflation tendsI tr teduci 
 the it1centi e to hold real mlonev bal
ances. Although it is possible that the redlcliol in real cash balaces may

lead to attempts to) increase holdings ot rea'l ph'vsical capital. recenit views

held by at leaist some economlists 
 lave been that, espcciall i (ICvhelo)ing
countrics, th,, inflation p.-ttalty ott holding real cash ballcCs cxcrts a lieCg
ative ilflucnc:.. on the proper functiotning of capital markets and ma. 
 thus
 
reduce capital acct utlattt.
 

A Transitory Food Subsidy 

A transitorv ,,bsidy is soni tilnes necessary, either because of ;atemporary upward niOvenlient ill the world prices of food cotnltioditics (rele
vant nlostly for open fond economics) or because of temporat-y shortfalla 
of domretic productiotn coullpled foodwith low stocks in a hitherto close(
economy. hit either case, tile tylVcal otltconnie is for the government to sub
sidize food imports in order to pull doiwn domestic prices. The only excep
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tions are the atypical cases, when domestic consumer prices of food in a 
closed food economy arc high relative to world prices to begin witil, or 
when the country is a food exporter, in which case the government may 
reap some extra tax reventlies. 

Typically, an increase in the food import bill i,inevitable. l-yen when 
the government subsidy isfill met by i clreased taxation or a cut inother 
expenditures (except where such cuts are on tradablh..goods). there is a 
presumption in favor of increased pressure on the tradable goods market 
(balance of payments). Where the problem originates in atharvest failure, 
i! is likely to be acceiittuated by a fall in tradable goodstas a whole (export 
crops as Wel as food). I his pressure wvould. in a fixed exchange rate system 
iwith discretely adjustable pegs), imply a drain of foreigoi exchange. 

What doc. this drtinl -f foreign exchange () to the domnestic ecoin
omy? C(learly, if the liO, stificient foreign exchange and deha's!'u:.l 
cides to L,,,.it to cope with this temparary requiremnent, it can (to so without 
any major effec, oi Ole economy in the first instance. After all, that is 
precisely the reason for foreign exchange reserve,,. Siilarly, if the country 
has a sufficienl credit line with foreign lenders, it c:I borrow front them to 
finance this presumal,iv temporary so nlie in imports without aav major im
mediate effect on tie economy. It is to lessen the ",ailis of' adjustment that 
the International Monetary Funud has opened its various widows, such as 
the Compensatory Financing Facility and the Food Facility. 

The u:;e of these reserves and credit lines woUld, of cotu rse. cause tile 
net Assel (or liability) position of the country to deteriora e. If that deter:o
ration is significant and imposes atdraii ol the flow of foreign exchange to 
service the increased debt, or if there is a need to replenish tile reserves, 
then a downward adjlistment in tlh,exeha nge rate would be called for; or 
other balance-of-payi ients adjistmie-Its-such as increased restrictions on 
imports through quotas, tariffs, or e-port subsidies-may be undertaken. 
There would then be changes in empo yleni and in domestic relative 
prices between tradables and nontradables. 

if a counltry's foreign reserves or its capacity to bollow are exhausted, 
intertemporal smoothing of adjustmenls may not be available, but even 
here some lessening of the immediate pains may be at tempted. In niost 
developing countries. capital goods form a large fraction of the total iu
port bill, providing some leeway for replacing these imports tenipearily 
with food imports. This is precisel., what Egypt did (Scob I:. 1' 8. . fhe 
effect of such an action is sinimply to (efer tle COnLIIIrV'S deve opimICt. 

When eveii this avenue is elosed, a pain ftlIadjust men t.probably re
quiring an immediate exchange rate adjustment would be necessary, wvith 
the consequences on the domestic inflation rate and emilploVment already 
described. In this particular instance, the adjustment wotuid be more 
acutely felt than where some smoothing process is permitted. 
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Conclusions 

1Toprcdict the effect of a elrmalenit lood suhsiil'. tie following qitestiolls h e to he dlh.werlCd. FirSt, is the foil Sulbsidy i'la Closel food Ccol
om or an open food econom, Is tlie ullsidly open I(oal Con1su1mci.ers or is ittargeted? Is it financed biv taxation, hv lveduced expeniuditures, li hol'row
ing, or hY monetary c\l)paisioil? It hY taxatoi. \huil'h population group ismost affected. and what are their cousu iptioti )attrts If throtlghi rt'lhIC
lions, a:e Cuts beinng made ill ti'adcd or oulltradeud goill?


In alost ilnstances. if' a peiailUlt tlood 
sulsidY is maj or budget

iteii, tlc will hC '0111C [resSUIrct oil r lle haelncu oflvnicUllts aid, tmlls -

quiztln', OH CXCIMu i'lt'CleS.It' c t io aMu]i,'u,. ate etlIt)ltlilll in a full
elli.CoYln nit1 

I 
Model LeC,)CMllS coliitl.tel.l NY onti llhOtr ilitensitics of thepCliali/cd WCIto'r. It (ile c()C0ltily* is i iitllfile midst of Keinesianl iiemploy.iiiClnt. tIe effc t ol tile StlhsidY is likely ith eLxpa lsiollar,"

The C'i&IOol a Itiporalry suhsiulv decl otiomwml ll1ch ro.om1 to llanler (lie coullii+ h s ill Capital Iiarkets. Adiltistncint lrocesse s illorderOf inelreajimii, SCvCrilY MV Alhwinu. flOri'lln XClillQt reCeveS to deCeliC,horroswini ahiroatl, deferriii imports of Capital goods. aid dcvlahlatioll. 



24 Some Microeconomic Policy Implications 
of Consumer-Oriented Food Subsidies 

PER PINSTRUP-ANDERSEN 

Some of the most important macroecononic policy implications derived 
from the studies and policy experience reported in this book were discussed 
in chapter 23. This chapter attempts to summarize tile microeconomic pol
icy implications, with emphasis on lessons useful for the choice, design, 
modifications, and implementation of future food policy measures, includ
ing food subsidies. 

Worldwide recession plus severe foreign exchange problems in many 
developing countries, along with high fiscal costs of explicit subsidies and 
large economic costs of price distortions to producers, are putting pressure 
on governments to reduce or eliminate conslilmer-'riented food subsidies. 
However, many subsidies have significantly increased tile purchasing 
power of the poor and have reduced the risk of food shortages and price 
fluctuations for poor households. Attempts to eliminate subsidies could 
result in severe hardships and are likely to be met with strong resistance. 
Such resistance is amplified because the economic costs of food subsidies 
and other price distortions-and thus the potential gains from eliminating 
them-are generally not ful!y perceived by the general population. Fur
thermore, the gains from removing tile subsidies may not accrue to those 
who benefit from the subsidies. 

The long-run net effect of food price subsidies on incomes of wage 
earners is less than the income transfer embodied in the subsidies, because 
wages tend to adjust to changing food prices. This is particularly pro
nounced in cases where minimum wage laws or labor unions are able to 
maintain at least a certain degree of indexing between prices and wages. 
Thus at least part of the transfer is passed on to other sectors of tile econ
only. This implies that government savings from reduced food subsidies 
would be partly offset by increasing public sector wages. This occurred in 
Sri Lanka and would be likely to occur in Bangladesh, Egypt, and proba
bly most other countries. In some countries, food subsidies are in fact 
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viewed as partial wages to public sector employees. including military per
sonnel, and may be dCsignccd with thibis in mind. 

Government savings firom reducing or removing explicit food subsi
dies may also b I le;s than expected, hccausc a large share of' the subsidy
cost is borne by donors of' l'oreign 'ood aid. III fact, some 10od subsidy
programs based on f'orei~tt Food aid have resulted in net gains to govern
ments, is shown bY Ahmed f rr Bangladesh (chapter 15). thus providing a 
source of government revenue that would disappear if btlh t'ood aid andsubsidies were discontinued. If om fhe other har'l Foreign food aid is main
tainued and subsidieN ire discotlintIl. dIih'ciC tood (emand will de
crease, klld Strong dowlw:trd )ressur'es o (jollest li agricultural prices
aind associated incretses in co1omic tsl , t'C likely to result unless corn
mertial import s are reduced. 

As illustrated bY the abose dis timsion, art asse,,smenlt of the benefitsand cos,s of constllel f d subsidies is lo! straitghtfow~kard atnd should
undertaken withinl the s"ocio ecolmiic atld political 

le 
cmntext ot which they

are part. While iteh(logical conviction', tN le l to "weepitg g eneraliza
tions as to whether foo)d subsidics ate good ot lhal, such generalizations areof little value in prag ati: lolicymaking, beause thIeV ignore i(olitical re
alities and potential ecomtltie trade-offs armlig polic, roeasires.

One oF file kL-v lesSrS ll'airnlefd fro0m1 the teseareil attl l olicy experi
ence repotrtel here is hai e mumetr- 1(( subidies ta *vi'e appropriate andcost-cflective compotnet t,, f()Igerrm!ctt policies to achieve growth aiad
equity goals-o-r thiley mNtav he intapproi-riate and cost ineffective. They
c6early have a role to pla tow 5(llc cmint ties durtitg sortie petiods ill efforts 
to reach social, ecotorutic, and political ohbjectives. lHowever. in matty cases
this role has iot beeti properlY specified, and failtre to design or mnodify
suihsidy programs to achieve the o)bjectives in the most cost-effective man
ner and failutre to discontitue (t- replace itnappropriate programs have re-Suited in high fiscal and ecotnotmic costs and Ilisallocations of' resources
and transfers. Correcting inefficiencies il program design and imuplenem
tation offer o(pportunities 'or reducing costs ard increasing benefits to itl
tended berneficiaries. thus improving overall cost effectiveness. Similarly,introducing appropriately desigred subsidy progrruams when tihey uffer tilebest option for achieving certaiu golals-f or example, shirt-terni compen
sation to popuilatiott groups that lose f't)ll nlatc"oeco imllic adjustfiletus
could greatly improve the cost effect iveness oft lie overall policy package.
The challenge is to identify conditions in which consumer food subsidies 
are appropriate policy measures and to improve their cost effectiveness. 
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When Are Consumer Food Subsidies Appropriate? 

Consumer food subsidies are rarely, if ever. the most efficient mea

sure to deal with long-term structu ral problems in tile economy. On the 

contrary, they may contribute to such problems. Their proper role is to 

compensate for the effects of inappropriate development strategies, insti

tutional changes, and policy measures. Thus the need for consumer food 

subsidies to enhance the purchasing power of the pool and to lower food 

prices should be decreased by a development strategy that emphasizes em

ployment generation among the poor, by cost-saving technological change 

in food production. by investments in rural infrastructure, and by im

provements in food marketing. Such institutional improvemenits may also 

reduce fluctuations in food prices aind food availal;ility. Last but not Last, 

institutional changes and policy measures that provide the poor access to 

productive assets and skills could greatly reduce the need to enhance their 
incomes through thod subsidies. 

However, in societies where the dlevelolpnnCt strategy is biased toward 

capital-intensive urban development rather than employment-intensive ru
ral development, where too little emphasis is placed on expanding food 

production at lower unit costs and on reducing food marketing costs, 
where marketing institutions are not effective in dealing with price fluctua
tions, or where the poor do not have effective access to sufficient 1r)indLuc

tive resources to assure a ruminnini living standard, consumer food subsi
dies may have aLl imlportant rol. Food subsidies frequently exist amidst 
other distortions in capital and pliotuct m arlets, inclding explicit subsi
dies on energy, transportation t mass transit as well as national airlines), 
telephones, and other goons and services. In such cases, it is not clear that 
tPriority should be placed ol reducing or eliminating food subsidies over 

other distortions. Iln fact, food subsidies may be needed to compensate the 
poor for negative effects of regressive distortions. 

Based on tile evidence presented in this book, it may be concluded 

that consumer food subsidies, if properly designed and implemented, may 
be very effective in reducing the insecurity of access to food at the house
hold level by making fixed rations available at predetermined prices,. They 
may also be very effective in enhancing the short-run purchasing power of 

the poor. Whether this is achieved in a cost-effective manner depends on 
the design and implementation of the program. Furthermore, although 
few subsidy programs have attempted to create or enhance the income
generating ability of the poor in a self-sustained manner, such opportuni
ties clearly exist if tl, programs are designed and implemented accord
ingly. Finally, the appropriateness of consumer food subsidies should be 
assessed in the light of other types of programs. Relative cost effectiveness 
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offers an effective inldicator for program choice as well as the most appropriate design IInd implementation of consu mer food subsidies. Ways ofassuring high cost-effectiveness are discussed in the next section. 

Improving the Cost Eff,-ctiveness of Food Subsidies 
Program Desig, ail Imphe'JniE',tiol 

The magnitudes of benefits and costs, the way they are (listributed,
and the extent to which goals are met varv among programs and are infltuenced by prog.ram desig',i ;nd implementation. Modifications of existing 
programs may iIlIroeW their performancC I lowever, fr such niodifications to be successful, programi goals oist be clearly specified. Pursuingrationing oi price stabilizatiou goals efliciitximl y require progras.li that are (lifferent froi tlijse IICCed to ZaSSire Cfficiet ilcoue transferslle. Sililarly, if the toal is to ipropve nutritionir ther than i)Itr:uIle, income, tile
llost cmt:-efc,tive prograni (esign i11ay be diffe'rcl. 

Maly cxistiiig prog'rams anifd policies have clhang.ted over time, froimbeing prilarily public (lisi ribl tioii scheics ailied at assuring households 
access to certain rai ions of basic staples at fixed prices to much nllore costlyfood-linked iticome tiralsi'fCr
prograiln. lii Sm e cases, tihe trailsitioln hasbeen by delatilt rather tlroulih a chalingle illpolicy goals anld ians beeni
caLtsCd by :1ii inability to incri'ease, tihe prices of fod ratiol at lie .sallerate 
as lile J)ic , inl'reCases in the opeii market. 

Turgeting 

Household targeting is a key elenenit iniachieving income transfer ornutrition goals at reduced costs. Althlough targeting conflicts with ration
ing goals if Iliese are interpreted to include all households, targeting iscompatible with rationing goals that include onl tihe poor. Modifications

in food subsidy progranis toward targeting would bc likely to reduce fiscal
and econonlic costs, but they v
would also result in economic losses for nontarget households and therefore incur political opposition. The design and
implementation of' programs 
 to reach target households and to excludenlonlarget houschol(k are extremely diffici i. The difficulties arc due to 
political and lotistical factors as \well as to insufficien iiiformation. Nontarget househo)lds will ()ppo;e successfuil targeting, in Sonie ases to thepoint of threatening political and social stabilitv. Furthernmore, adnliniistrative costs (ifoperating .subsidy and transfer programs increae with increasing targeting. This is of piartiCtiuar concerln in ihosc dcvelo)ing couui
tries where trained manpower is scarce. 

'hlus for the al-,ve reasons, perfect targetiig should not be attempted. There is a point beyond %%hich increases in administrative costs,including the cost of identification of target hoiseholds, exceed the savings 

http:progras.li
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from further reducing betiefit leakage to nontarget households. Further
more, as a program gets more narrowly targeted, the risk of excluding tar
get households increases (file to insufficient information. Finally. a pro
gram narrowly targeted on the poor is likely to have lit:lc politicall sufpport 
in all but the most enlightened societies and-if itnilh'neted-tmaty have i 
short life, as exemplified by the (olonibin food stamp progratlu. 

Ideally, household targ.oting would be based oil incomes of' house
holds adjusted for size and composition. However, reliable estimates of' 
household incomes atre niot usuallv avtilable, atld efforts to obtain and pe
riodically update such Cstimaites W\\oUld bc extrentely expetnsive lto often 
impossible. Furthctmore, toluclold, tv orills llove ill and oil(t of pmverty 
may need suport only dulring cerlain periods. Therefore, flexibility is well 
is an exit criterion may be tIeeded Nevertheless. income and ,assets may be 
uied to ex!otde tile highest itCticnle LtrOp:s. 

As further claboratd ill chapter i,. :klarger tmbetr of other ,argeting 
metchanisms hay: been tried. sonic with success and others nto. These itt
clode geographical tartetng, targeltit by the tittritiottal .tat, s of houtse
h.ef members or fy emhployelut sitat us, Ilrgctittg b'y stbsidi/itig ittfet-iot
commodities ot inferior qualities . ad lairgcting il ccrtaitn periods of the 
year where seasonal fluctuations sevene lN slit tile ability to acquire sutffi
cient food. The most apprtopriate choice allitong the vatious tatrgeting uip

proaches depends ontt the lparticulut|' Citctll titalceS withtitt which subsidies 
are introduced. As atgetteal rule, however, targetitng apptoachres that con
iradict household behavior the least-fotr exatmtple, subsidies oi less pre
ferred fools-are ttost likely to be successful. I.ack of success itt targeting 
or high costs )f targetingt arc f'equently ue( to the desire and ability tf' 
nonta'get households to circunltvent targeting eflorts. Retloving their de
sire to do so would cutt targeting costs. 

In some cases, tatrgeting ntay result in a stigma ott certain poqulation 
groups. This miy lead to societal divisions and social attd political itistabil
ity, particularly if the target group tends to belong primtrily to i distinct 
ethnic group. 

Governments may consider targeting subsidv costs its ait altet-native to 
targeting subsidy benefits. The generation of reventues to cover subsidy 
costs through excise taxes oil loxuory goods and services is one example of 
stch in approach; progressive income taxes is antother. -fwever. it is not 
clear that targeting costs is easier than targeting benefits. 

The cost of implicit food subsidies arc usually targeted ot producers. 
While, as discussed in chapter 0, efforts to maintainI cotsotner subsidies 
through artificially low prod ucer prices may entail high ecotomic costs, 
selective prcurement nteed not. Goveritlntent procutrenentt of food from 

farmers at prices below free-market prices need 1tot !-efce incomes to the 
producer sector if the lower prices are passed ott to low-income consumers 
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4inl the form o a flightlvo tati,gtcdl food price snhvsid. and if' the procuiredI
qIiantitb' is a small part of the qtilac;t t produiced 1),:a part icillar F'armer. 
T'his is so I)eCeit]Se the scheme-ll will IT.1,iiht itll 11oNeralli d~cilaul increase and 
ill Col l)eltsatiolI ft o)IO l" 1litiiiii'Il lioIlLT prices, F01 tIe quan~titV Sold 
ill tile fI'cc m1a leti
 

..11suchI I~l'(l1ttI -llt i, Iltiitil to 
 lalce I)t-IotCeTIS. SHItll oPItes WOttI(
.1)Cfliht ftont [thc pricecras %VtltImtt ltu5itg to cotitriltc lt til~e Cost of 
the IRiiCS. Ill t111aec tClaIUMIes ill loreCi fr ttaddc ()f t1110ontirtits. 
tile fie[ testuit %%Illie]).; transfecr h11m11liijiioie(IlItI~' ottttr 

(Incer NwOiIld 141sc (r gailo \\01ld depICIutl (11 tile lii soV s n cull
slitilet's andu lilhdiicers. 'i iiti f 11C Iuidiatilouoeuut seltente11iit*(!Nd 1 
1h0(i!gliiills (ClAIt(,Iii Nthll tl)uIs I )arllt\A,. Nu'St I lasvail.i 
Stl~;W ,tt()Mid oL t..~ii(; .i i ehal prmi trers 
aIs \ell as 1flos iroc0sttroers tCPs t111J% al as Inll(I](- runtt andi 
tltat .Sii"llii(.'Mll ittluIrlturtts~l1, illiureuhsibt lattt(t5 loftairrei kovith
 
01uIN smlldloe 
 Ill eCumIniC CffiCICerIC iftiORe sttlh!jifsslute eci sels 

1110a it! etc dut(111 oUr rallierI t' tn 11l tItbtil Cumsl1ttntets.* as is etirretiths. 
tile case. 

lLItsnti ill,\ii-kithrl-ihirt1 ill this tsuuk iltlicatetha priate si
tot- diStriluril if slusiui/iel
(di food canlll h(' s ciustL')(tIIletise. (Iifl mote 
thlti pIthll)ic ulistrjllmttjuni l:4-m stlartips t111M tIn etIlCeITre121ll t ,M

shires2.1 MTt ;11t 
 hCusHurlvislehe1L 

lussct Ihliic 101 adi cclilii rimutt is 111 


%\roli llhusid.v is, eillmhiodd ill at 
mi pm it mii ke HIha eprt


I)itblic d1kistrl)nt[u ietis m can uuu
.;Il L' iit atalii e c o)Irms a ImL-er degte of

corruptjin and prtuigtam~ those. 
 Private (lir~ltttlll hasN luret stillo, ills'11
11sed if] d 111111itI (dbrif c i itt iln i l i Iii tIlL' I iiji l 111i'sird I ,gypt, at ai

reclativels l~molit. I Iuuirselnum fuuou 5ecttri(ts( rtiisit
iumai he tills) achtievedl 
throrughi ptfisateL dkistlit s ill Cumitritries Mhber I stHuMl, esU11itii: filar
ket is absent( Mrwhere tILe risk (d p)olitica l orf sociaisa li is liiil1. hitt ill
 
most coutrties'1 irt'stitng itt niarkCtl 
 itdrastrtt1ctnrc atMi ictisitics to tiil
prove cintpctiott aongo miarkctinig tctt 
 tolo)ehc ai1ni1l cffIiCieuIt 
strategys thtan ntlaitntailinLt. a 11itlilic sector 1(ood( diribtitiort ntetvmok. hPtut
flin g siura II*sa I 
 prl.usct in(~ftl iiIi rig . itlllrptusintl t1-isps Iittt s. Midt 
investing ittll e pivaiescts mrkctinie ictAisites aiatictiharlsk. l 

limn of' 1'(sd( miarketinig illil(theIatls"(if a hew . stli a straec.QY will accelerate 

Tihe Cuist effctAivene(ss of food sttbsidlv plot)jl-a ills m1ay also) he improved
by a Carefu Chtoice ')Ifpntgraml ty\pe. The two mo1Ist Common types are hooch 
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stamps and price subsidies for specific rations or for unlimuited quantities. 
The transfer effects of price subsidies for inframarginal rations wouild not 

be expected to differ greatly from food stalIps ftr a given hou Isehold. hIow

ever, the degree to which rationilig igoal', are ,cllicvecd may*Var ireatly 
between the two programl types.The critical issue is whether the h1oimtchold 

is assured a certain physical tluantity at a fixed price or a celtailn Illonelary 
transfer. In the formr., rccipient households are assured a constant trans
fer in real terms, whereas inl the latter, price fluclltations and increases in 

open-market prices may erde the real purchasilg power of the transfer 

(but will redlce real fiscal costs), as illustrated li\ tie food stamlip program 
in Sri Lanka. Ini theorv, the difelrence betwncl the two prograllis could be 

elirninated if the rationl price or the illuinal value o1 hol stailips was in
creasel as fist as tile opeti-n.arket price. I lowever, inacLtioll iy tile goverl
nent would result illincreasin Fiscal costs :td coistml mr increasing iell

efits to tile recipients of It(e ration price but1 decreasing bcnefils and fiscal 
costs for food 'tamps users. 

[he issle of, applopriate adjustnllellts inl 'hsidi/l hd prices and 
the effect oil rationing;ai(1 inc lc transfer" is ilrtictularly ipllorlalnt dur

ing periods of devaluatioln () the loca cti rcc*y mi ol rapil food1 price ill
creases iinthe initernational marlet. NlaimtainiIg fixc.I nomlitl prices for 
food staples in the face of devahlitiOl aln rapidly incraCsing dom1estic 

prices may 'esult Inl UsUSaiII;ublC in tlw cost (fI*foodloand inCCs 
subsidies. ()n the other hllnd, if sihar increases ildo muiesic [iices are full ,t 


reflected in tile llice 'basic staples. tile poo utl*vCxpericlce hardships 
that are ecollonmicallv and pol)itically tllnuslainablc. SoCial unreI caised 
at least inpa'l by iIcrcYsuivl. tood piicCs illa IIIIImTur ot collie diduring 

the recent past illustrates thi, point. 
Recent efforts to solve debt and dclicit-spentding probletnsdrcigi 

have included devaltatioll, hitiher agrictlltumril prices. and reductions in 

spending oil food subsidies ald ,scial illaam,iuntber of countries.ini 


In sonie cases, it appears tha the pl o h\e bolrle :adisproportiomally 
large share of the burden of ecomllic adjustment. Althlugh these inca
suSt Ilrsmalile cccssar,,l toI solvc inntedilt folcigl exchalange problems and 
Illay restll in accelerated lmg-te'nil eC_(oll(llic gw 'ianlld emiplo.'ielnt, 
short-teri implications for the poor Ina be such that collpensatoryv IIIei

sures are needed. Targeted lood stbhidies mavli a cost-effective mleans 
for pr:widing such coponllsation. 11elOic sutciI nicasle's ae lcesigniel. it is 

importanlt to clarify which consunilcr gnrlups the gosrnnilct to'iwishes 

COIlpcnsate and whether such conpensation1 will ncl the sated goals. 
Food price sLubsidies arC hit lle of Iiliu*IV wayvs ill lich governilments 

Ilay increase ihe upilliasiUg powei of the poor anldiClinipensale for losses 
in real incomes caused liv ueleded adjustments orl 'al inappropriate dc

velopttelt stratucgy. Tied or tniitieCd cash transfers as, well as food transfers 
are availabile policy measures. Untied cash tranisfers tend to be less palat
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abile politiay 01,1, i ialII.s IifikCd to lood. such a." IOOd stamlps. targetedl 

tritioo is, likck tI' he muiich ICssSLLI (hJuan politi:!- IUicsiai-Cc t0
IranlfSI*CIs. CCii M1iIH 

cas 
th tMAHoi- ici iillaisc (d ruAl 11i0l111 Illhat iSpaiialls (ir lulls li11ililIC, suCh at,111Wsf bI(,d SiIJI PI'ITi~iolls. Cash tlraiis

tei. Jphgiaiius are ait r %II(illic l ht iIIaCI IiIpclcl.-II hIlte L s )1 (dlit ilt1'1!

grmip-,.h)l hCiI liiidhi~j .issjhiit if IM1)11suihsrdics r li iiwd it(hsdr I"lkN ink'(M~" IN IWt fosiill.cashl Hia11iCISs.
A\ ol iclr argIiI II Ihu asoi loiti hIIAW',i MILT casd halJ l is that1
food)( sLI1lsj(l\111m i iIttii l~lc ciC(llk- iiilM lfiCIL" IVchutiv 10 

other11 iiii ItLI i midii~ltl i htitii Il lf1 ;I m l t h il il ldthil Im1fo 

fl f t)Iji l id L\il-hildh11 is 1't 1iti A ik"i1i11i'd t sdiltI1IL 11 11 i'hiiiutl 
CII i i I i hI d' l 111Ci l t Iiih~t1k)( I )11C II I M I st III12 ill 

theis YMif1(Ilhu"tS C ssl1,HtIM (11C lit- ll.illil cII)iicfii ils hind 

101dill it ifig h ilc il~l L h1i Itllldi~L(S111r tl IllI.latiol lcuus 

il itieshalk.l ill imllpril cilt. iiih id !(")dl 1 i"Itj l tisIaco Ie hol l lood
5111)ghIhIi ts 11li i d Ill.ciILuifC1; i jijihkil~:lit'ulf i(,lt1icl iii cliotihiie at 

kil iiiu LvtjiiL 'l '1101 W 11~hciM:tl h)t tktiu Iici (1 bL. Sc1NII iii un(Ih
hruihsilthe l'~i~C Hh\1 I101C Il ilifii11g)\LTliIi l IltP .(Ilhl ' I V'ti 110tijif h IIS-are ()les/ Iexi p itifi I LlfL u h Iitili ltl Isitt a tkL C (

Ill aiiit .11L1liuiL lu1' iiM ICtiii QL. IlilI Il lT1 I Mthi diiisciiihl hek1t) ~IhI'
OuIM I SIi l'~ i t11lh uc uls illif tat ill C0 liii(M111it.i 111L'e( I d fi.Ii'ihjiiliii iM1h 
Suiith'cIIlmlr M-diiiSLI fi(5 (iticlldidltd11111Itlisi-1till 1111161 ;MltSiitit0e 

tits os effet Citlis i Ilil ho iM 1121151d Liatig eullnwith iiiillc1ite)()

promaiv,liandtein
c )Iraud childre illIel IIiILiistIn IIIitilL cliii

trtO ilica I'icLioMi illstlonI'M. adllItliol p~iltlhud LiufafgcidLviealsh 

meiasures. hdalniuijjiii i% likely U) lhe Lalisd 1)I a 52ill facim-s oil] somic
Of Which Will he adflctCtL 1(1 Si.\ tile11iv'I I(Wd pef se. 'Illl-ctth i ilitc 
effect of, chalnuiiu 1)114fachol-IEII example, puirchaiiu, powci-dtepeiids
oil Changing4 Other facols-h i exampjle. alniiicia cauiscd by diarrhea, or 



339
Alicroecionmic Polity I?,licatiwi. 

low budget allocation to food (tie to poor nutrition knowlOctcg.--a cotm

bined program is likely to he uore cot effctive thmn a WO.,l subsidy pro

grain per se. Such an approach Illlay akioShe lsed to itlelitilv ilgt_ hIIose;

holds throuth, for example, lowh liilitoil t atiIht heltlh centel- ot ill 

the homes. 
Al integrate-i approach implies ai risk (4 oscrladii02 the piinai 

health Care systeil. Thttrel ,it is iillip'itait that isuificictil addition he 

made to the sTiOUrces a ailahle o the svtc!l. unhei'. private retail:lli 

ers rather than the prin;iry htealth care systm1 shoild he Cll'irQ(!d \\iih (is
tribution 0f the suhLsidi/,d h d. This lla ' i iullciiite' l 11)' distrihltling 

food stamps Wt ll hoilsCholits health N''Il.i at cCters. dctailted discus

sions oh, alternatives to cm illincl :(otI sIli'idies al'ClrtKCueeilli hal' ir 9 
and in linstip-,\ndc, i (I hPi". 

Concluding Reniarks 

prices lo\ 

tile stn i ll pro cnilClits il the efficicyIC\ fth p i icltii hllrough 

Subsidics ale, oi,c ie, illvone Illtcaill, (ofkcepilg tfoodl to 
. lll, 

technological chliilc, iniproved rural inaiti', and expanded inult 

use. :s well as iarkctiiu irt pi triOnproTvetl efficicy. otlCr ;l)otinitics 

redticed constimcr prices witlioii a(l\cre tfc'tl oil prdliucers i,lh \ilhiul 

Lerge gCiMilt oul Vs. F.1lhinc cLCapaCity ' o h !or It) ilrtthle suiffi

cient iliconi_'s o nice( fiilrit i)i l rtiuitll lils ad olltr (eI'lliainhs pWOvide 

ilelong-tmi l ains 10 e (' t ud sub'ilicdorall t ltar't ,l'oal. sUlinil s 

alternative tiansfci prograi s hituid ht. vicwcd as tciimraii bit illpor

tait means to assure that tihe pmw arc ito acquire sulfici.-i 11t(1(dale to 

Meet iirit)iial rCetquireiliiits %%hilc,Slch Capacity is bCing ci'cattd. 

Oppor'tunities toir usiling food suibislies to create seft-sustaiiied iii
c(inm-gcne-rating capacity alloli tihe pool have no()t heen full' exploited 
and shld b0 pursued. Suclh topportAitic in'lde therformathii t4 hi

man capital through improied health. nutiion. an(l t?(hltitin as well as 

the use 'subsidized food to facilitaic flile o en1t vclopnitill of' llall-scale 
terprises and oilier selt-help acivitics bv the large poi-tion of' I pol who 

are szc!-eni ploed. Public \ork scheme, ofter ploimise iiihis rear1d. Fur
thermore, access *t,food sa lsidi anlong with credit ant icchnical assis

tance during tle in itiapthases If new private sector activities lay greatly 

facilitate and expand small-scale entrepreneurship. increase ilncoiies 

anong the poor. and reduce the needs for food subsidi s in lie future. 
Furthermore, fo(d subsidies may be effectively used to sitl)port coin 1litin ity 
efforts to create the infrastructure needed to support local economic devel
opnent. Ideally, the poo would gain first romi participating thi-ough pub

lic works progratms that generate infrastlructurc aind, subsequlent ly, 
through increased employment and new opportunities for small-scale en



treprezteurship made possible iNytie newly created infrastructtire. These 
relations are disciu-scJ M cliipter IO0. 

liI Co(lu:ion, thc nIost important iC5Mi Iearnediro lothe researchand I,,oliy experience presented ii Ihis hook is that cois-in ci 'ood subsi
(lies Call be I 
economic, an1d political goals. 

,. pOwc-fIl IIId cost -cIfccti I liC 1t(, to RN'cII CC'1,iI social, 
or tile * call he hamni'nlut to growth anld eq

uity. As with so niauly other policy tool", the question is lot whether Con
sunier food subsidies are good orl had hit when and how they are aplplied. 
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