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ABSTRACT

ThLS study examines twenty-five years of government
intervertio- in agricultural price policy in Egypt. The
study focuses on Egypt's five main crops: cotton, rice,
wheat, maize, and sugarcane. It shows that, during the
period 1960-85, the price regime has discriminated strongly
against agriculture. The net effect of all types of
intervention, both sectoral and economy-wide, was to reduce
the prices ieceived by producers of those five crops. Urban
consumers, on the other hand, and particularly those in the
lowest income groups, benefited from this intervention.

The negative effects of intervention on the prices
received by agricultural producers were particularly strong
between 1960 and 1973. During that period, the government
of Egypt was determined to transfer resources out of
agriculture as a way of helping to pay for
industrialization and military expenditures. Agricultural
exports as a share of all exports fell rapidly from the 80
percent figure chalked up in 1960. Despite the reduced
importance of agricultural exports, though, Egypt still
dominates the world market for extra long staple cotton.

After 1973, when world prices of farm commodities
surged upward and the country became a net importer of
food, the Egyptian government became increasingly concerned
with stabilizing domestic prices and adopted a more
flexible agricultural price policy. Implicit taxation of
agriculturaL producers through exchange rate and trade
policies fell from an average of 29 percent during the
1960-72 period to an average 12 percent between 1973 and
1980. Meanwhile, agricultural input subsidies (especially
for fertilizer) increased sharply.

Notwithstanding this more benign approach to
agriculturaL producer prices, government intervention has,
on balance, largely favored consumers. Consumer subsidies
during the 1973-85 period boosted incomes of urban and
landless rural workers but had a sharply negative impact on
the macroeconomy.

The study reports the effects of agricultural price
intervention on output, consumption, income levels, the
government's budget and foreign exchange earnings.
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INTRODUCTION

This report is the final product of the Egypt case study in

the Comparative Study of the Political Economy of Agricultural

Pricing Policies in Developing Countries, a research project (RPO

673-64) directed by Anne 0. Krueger, Maurice Schiff, and Alberto

Valdes and financed by the World Bank. The project, which uses a

common methodology to analyze eighteen countries, was initiated in

May 1985.

The Egypt case study examines twenty-five years of pricing

policies in agriculture, covering the period 1960-85. During this

period, the price regime has discriminated strongly against

agriculture. The study proceeds mostly by analyzing the objectives

and implications of government intervention on five major crops,

cotton, rice, wheat, maize, and sugarcane.

The study is organized in three parts. The first part of the

study examines the economic history of price intervention, both at

the sectoral and at the economy-wide level, affecting agriculture.

After an introductory essay (chapter 1) outlining political,

macroeconomic, and sectoral developments, the objectives and

instruments of agricultural policy during the period 1960-85 are

examined (chapter 2). Then the study examines the incidence of

intervention on relative prices and values added (chapter 3).

The second part of the study analyzes the effects of price
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intervention on agricultural output (chapter 4), on rural and urban

incomes (chapter 5), on consumption (chapter 6), on foreign

exchange earnings (chapter 7), on the government budget (chapter

8), and on resource flows in and out of agriculture (chapter 9).

The third part of the study examines the determinants of

agricultural pricing policies. The influence of world prices and

the relationship between government intervention and price

variability are analyzed (chapter 10). In the conclusions, a

political-economic interpretation of twenty-five years of price

interventions is given, and recent reform attempts are examined

(chapter 11). Finally, background material such as time series

data, calculations, and more detailed description of economic

policies and institutions are given in the appendices.
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Chapter 1

ORIGINS OF AGRICULTURAL PRICING POLICIES IN EGYPT

During the twenty five year period covered by this study, major

political and economic changes have taken place in Egypt. Policies,

institutions and ideology have shaped economic trends. Agricultural

pricing policies must be understood in the broad context of these

structural changes which are described in this first chapter.

ECONOMIC AND POLITICAL EVOLUTION, 1960-85

The geography and demography of Egypt delineate its basic

economic problem. Although the total area of the country is 386,000

square miles (a little over 1 million square kilometers), less than

4 percent of this land is habitable or even usable. In fact,

without the Nile, which flows through the country for about a

thousand miles without a single tributary, Egypt would be little

more than part of the Sahara. This fertile river, a cradle of

civilizations, has provided populations with food and facilitated

commerce for thousands of years. Still, 98 percent of Egypt's

population remains packed into an area of 15,000 square miles along

the Nile and in the Nile Delta.

Egypt occupies the northeastern corner of Africa, extending

south from the thirty-second parallel to below the Tropic of Cancer.

It is a Mediterranean country; an Arab country, bordered by Libya

to the West and by the Sudan to the South; and a Middle Eastern
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country, with its eastern frontiers stretching from the Taba harbor

on the Red Sea Gulf of Aqaba to Rafa on the Mediterranean.

The Nile Valley is traditionally divided into regions: Upper

Egypt extends from south of Aswan north to Cairo; Lower Egypt

encompasses the Nile Delta, which forks into two main branches just

north of Cairo and contains the most fertile land in the world. The

remainder of the country is mostly desert: the Eastern desert of the

Sinai; the huge Western desert, extending to the Libyan border; and

the mineral-rich but agriculturally sterile area of the South along

the coast of the Red Sea.

As suggested, geography and demography have had enormous

significance for Egypt. This has been true not only for Egypt's

internal development but for its relations with the rest of the

world. Over the centuries, Egypt's centrality to the historic trade

between the Mediterranean and Sub-Saharan and Arabian Africa made

it very cosmopolitan. Modern Egypt has continued to trade

extensively with other nations, and the openness of the economy is

considerable. The inland transportation system today includes 1,000

miles of Nile Rivei (with barges and feluccas transporting much of

the agricultural supplies), the Suez Canal, and a railway system of

4,000 miles. There is also a road network of 14,000 miles (5,000

of which are hard surface) in the Delta and along the Nile that

links Cairo with the major ports--Alexandria, Suez, and Ismailia.

The country has few natural resources other than the

agricultural capacity of the Nile Valley. Oil and gas fields were
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discovered in and around the Red Sea in the early 1970s, and

production in this sector now generates the bulk of foreign exchange

earnings. Other major minerals are phosphates and iron ore.

Industrialization has progressed very slowly, although its origins

date to the rule of Muhammad Ali in the mid-nineteenth century. The

country embarked on an import substitution strategy in the late

1920s and has some important traditional industries: cotton spinning

and weaving, sugar processing, and cement production. Egypt also

has developed some modern industries: fertilizers, iron and steel,

rubber tires, pulp and paper, and food processing. The newest

industries, reflecting recent resource discoveries, are in the

chemical and petrochemical sector.

The population of Egypt has increased fivefold since the

beginning of the century and has more than doubled since 1947 (see

Table 1-1). The 1986 census (whose results were just becoming

available at this writing) shows that the population now exceeds 50

million. Because of the limited habitable area, Egypt's population

density is extremely high--more than 2,600 inhabitants per

square mile (roughly 1,000 per square kilometer). Total cropland

has remained constant since 1960 at about 6 million acres, because

the gains in arable land from costly reclamation schemes have been

offset by losses to urbanization and desertification. Agricultural

production increases, thus, are almost exclusively obtained through

more intensive cultivation. The harvested area has increased by 20



percent since 1947 and has now reached 12 million feddans.1 The

harvested area per capita has decreased by 40 percent since 1960,

however; it is now approximately 0.25 feddans. There are less than

3 harvested feddans per person employed in agriculture. The changes

over time of both rural and urban components of the population and

of land area per capita are given in Tables 1-1 and 1-2.

The population of Egypt was more than 55 percent rural,

according to the census of 1976. Agriculture still accounts for 40

percent of employment in the economy, but it has declined in

importance as a source of income in rural areas.

Egypt's literacy rate increased from 29 percent in 1960 to 43.5

percent in 1976, reflecting an investment in education during the

Nasser period. By 1976, only 2.2 percent of the population had a

higher education degree, however (Ikram 1980, Table 6-8).

1One feddan equals 1.038 acre or 0.42 hectare.
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Table 1.1.

URBAN AND RURAL POPULATION, 1960-85.

------------- POPULATION --------------------

RURAL URBAN TOTAL URBAN in percent

YEAR (miLl.) (mill.) (mill.) of total

1947 12.60 6.36 18.97 34%

1960 16.12 9.86 26.09 38%

1966 17.70 12.03 30.14 40%

1970 33.05

1976 20.59 16.04 38.20 42%

1980 42.29

1985 48.51

NOTES: (1) Census years: 1947, 1966, 1976.

(2) Urban and ruraL figures may not equaL to total population

due to statistical discrepancies.

SOURCES: (1) Population: 1960-1981 WorLd Bank; 1982-1983

CAPMAS Statistical Yearbook (1984); 1985 WorLd Bank.

(2) Urban and ruraL figures from CAPMAS (1984).

Table 1.2.

EMPLOYMENT IN AGRICULTURE AND HARVESTED AREA, 1960-85.

--------- EMPLOYMENT ------------------ HARVESTED AREA CROP LAND AREA

LABOR NUMBER SHARE OF ----------------- -------------

FORCE EMPLOYED AGRICULTURE Feddans PER PERSON Feddans PER PERSON

EMPLOYED IN AGRIC EMPLOYMENT ('000) EMPLOYED ('000) EMPLOYED

('000) ('000) IN TOTAL IN AGRIC. IN AGRIC.

1960 6006.00 3245.00 54% 10792 3.33 6115 1.88

1965 7373.90 3751.00 51% 10869 2.90 6342 1.69

1970 8044.20 4108.50 51% 11138 2.71 6155 1.50

1975 9433.00 4218.00 45% 11585 2.75 6046 1.43

1980 11180.00 4200.00 38% 12020 2.86 5933 1.41

1985 11595.00 4345.00 37% 12162 2.80 6184 1.42

NOTES: (1) Numtber of persons employed in agriculture includes fishermen.

(2) Harvested area reflects multiple cropping.

SOURCES: (1) Labor force and agricultural employment: ILO Yearbook (various years) and World Bank.

(2) Harvested and land area: Gardner/Parker (1985) and WorLd Bank.
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Economic Performance, 1960-85. The performance of the economy

in the period 1960-85 was uneven, as shown in Table 1-3. Population

increased by about 2.25 percent per year during the past two

decades. The average growth rate of GDP was about 6 percent from

1960 to 1965. There was a period of sluggish growth from 1965 to

1973, probably less than 3 percent per year. Then, from 1973 to

1980, Egypt achieved a very high growth rate of GDP of 8 to 9

percent in real terms. A large part of all this growth came from

the booming petroleum sector and from an increase in unproductive

government services and employment (Hansen and Radwan 1982, p. 29).

Real production per head, then, may have increased only by 2 or 3

percent from 1960 to 1965, followed by virtual stagnation from 1965

to 1973, and then by increases of some 5 percent per year from 1973

to 1980. After 1980, economic growth again began to slow. In

fiscal year 1984-85, for example, growth of GDP was in the 5- to

6-percent range (World Bank 1986a, p. 2).

Gross investment reached 22 percent of GNP during the First

Five-Year Plan (1960-65) but fell to 15 percent in 1970 and reached

a low of 13 percent in 1971-72. After the 1967 war, investments

added very little to existing capacity and went mainly to

maintenance and repairs of the capital stock. In 1975, gross

investment reached a high of 33 percent of GNP. Since then, it has

been maintained at about 25 percent per year.

Development policy between 1960 and 1985 went through two

distinct periods: planning and liberalization. By contrast to the



Table 1.3. GROSS DOMESTIC PRODUCT AND ITS COMPONENTS, In real terms, 1960-84.

Nominal Real Real GDP Share in GDP of

GDP GDP per capita ------- in real LE Million -------- ------------------------------------

(LE mil) (LE mit) (LE) Investment CA Def. Imports Exports Investment CA Deficit Import Export

1960 1,443 4,358 167 1,244 142 1,906 1,996 29% 3% 44% 46%

1965 2,340 6,263 213 2,176 -824 2,757 2,297 35% -13% 44% 37%

1970 3,058 7,378 223 1,607 -497 3,023 2,087 22% -7% 41% 28%

1971 3,241 7,631 226 1,375 -457 2,915 2,008 18% -6% 38% 26%

1972 3,390 7,786 225 1,383 -723 2,983 2,058 18% -9% 38% 26%

1973 3,806 8,119 230 1,687 -1,139 2,910 1,815 21% -14% 36% 22%

1974 4,339 8,047 222 1,270 -1,508 2,997 1,651 16% -19% 37% 21%

1975 5,218 8,765 237 2,154 -2,332 3,618 1,769 25% -27% 41% 20%

1976 6,727 10,045 263 2,197 -1,889 3,415 2,237 22% -19% 34% 22%

1977 8,344 10,889 281 2,444 -1,657 3,615 2,448 22% -15% 33% 22%

1978 9,795 11,986 301 3,286 -2,542 4,437 2,606 27% -21% 37% 22%

1979 12,705 12,705 310 3,763 -2,624 6,141 3,777 30% -21% 48% 30%

1980 17,320 14,358 340 3,898 -1,901 7,007 4,792 27% -13% 49% 33%

1981 20,171 15,451 355 4,555 -2,222 7,252 4,951 29% -14% 47% 32%

1982 23,259 16,421 369 4,393 -3,612 7,004 4,764 27% -22% 43% 29%

1983 27,488 17,245 377 4,138 -3,001 7,801 4,961 24% -17% 45% 29%

1984 32,516 18,102 384 3,985 -3,082 7,567 5,338 22% -17% 42% 29%

NOTES:(1) GDP at market prices 1960-80 from Gardner/Parker (1985); 1981-83 from World Bank;

1984-85 from US Embassy, Cairo, Agricultural Report (1986).

GDP deflator from World Bank Report No.6195-EGT. Base 1979 = 100.

(2) Population from Table 1.1.

(3) Gross fixed investment, current account deficit, inports and exports of goods

and non-factor services all in LE million deflated by GDP deflator (1979 = 100).

1960-1973 data from World Bank, World Tables (1983); 1974-85 from Report No.6195-EGT.

CA = Current Account of the Balance of Payments.



- 8 -

early phase of industrialization of Egypt (1930-52), during which

the only policy instruments used were tariffs and import controls,

post-1956 development policy relied on (1) massive public

investments, (2) public ownership of industry, (3) virtual public

monopoly on foreign trade, (4) "semimarket mechanisms"6 such as

administered prices, and (5) guidelines for wage and employment

policies (Mabro and Radwan 1976, pp. 64-75). 2

Between the years 1960 and 1973--the planning period--the

macroeconomic mechanics, briefly stated, were as follows.3 Prices,

to a large extent, were administered. The balance between supply

and demand in all sectors of the economy was brought about via

quantity adjustments. In growth policy, planners allocated a

sizable fraction of GNP to current consumption, compared with

investment, because of the government's commitment to equity and

social welfare. Consumption during that period was allowed to grow

at "reasonable rates" (Hansen 1968). The planning decisions for the

long run related mainly to the investment program, which was

financed by domestic savings and by foreign loans. Until the mid-

2 Until 1930, Egypt had ninety years of free trade, imposed by
the European powers after an abortive attempt at industrialization
under Muhammad All. During that period, the cotton economy, trade,
finance, and infrastructure developed, but almost no
industrialization took place. Between 1930 and 1950, however,
industrialization was encouraged by the government through the use
of import tariffs. Following the Korean War boom, the government
further encouraged industry by increasing tariff protection,
licensing imports, and imposing other taxes and duties on imports.

3 Macroeconomic policies are described in greater detail in
Appendix G.



1970s, markets, including labor markets, responded without major

disequilibria. Adjustments were made via short-term fiscal,

monetary, and foreign exchange policies.

Planning was not the only allocative mechanism; entire sectors

of the economy, although tightly controlled, were market-determined.

In fact, the five-year plan of 1960-65 was little more than a

schedule of investment projects with growth projections, and

planning virtually disappeared after that first attempt.4 The main

function of the five-year plan was not to create a compulsory

framework for implementing policies but rather to schedule projects

that had been drawn up. The material balance in the economy and the

generation of savings to be channeled into those investment projects

was not monitored by the plan but by "semimarket mechanisms" and by

various measures of control. As Hansen (1968, p. 20) pointed out,

the balance of demand and supply in the economy was handled, once

the investment schedule was determined, by short-term fiscal and

monetary policies in accordance with the prospects of securing

foreign loans.

After 1973, major structural disequilibria were handled with

an increasing volume of government deficit and of foreign borrowing.

At the end of 1973, foreign reserves were at their lowest. The

4The second plan was never implemented, and the 1967 war
interrupted the planning velleities of Arab socialism. Planning
efforts were taken up only ten years later with a five-year
"rolling" plan for 1978-82 that was revised for 1980-84, but this
plan's function seems to have been only to counterbalance the
anarchic nature of the "opening up."
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years 1974-85--the liberalization period--witnessed major changes

in the orientation of economic policies. Sadat introduced the

policy of Infitah ("opening up"), under which the economy was slowly

and incrementally liberalized in certain sectors but kept most of

its institutional characteristics--in particular, the preeminence

of the public sector (Clark 1984).

Under the "opening," there was an attempt to rely more on the

private sector and on market mechanisms. The most important reforms

were in the foreign trade and investment regimes, as the economy

adjusted to major external shocks that led to a major balance of

payments crisis in 1976-77. Investment funds were derived from

massive foreign aid and, after 1978, from the high-growth petroleum

sector. Inflation, until then "repressed" by controls on the prices

of basic necessities (including food), surfaced after the war of

1973 and since then has been a permanent concern for policymakers.

Quantity adjustments were too slow to respond, and there was an

increasing reliance on price adjustment mechanisms.

Imports and exports, expressed as shares of GNP, were fairly

constant over the period, with the exception of the 1974-75 and

post-1980 periods, during which imports rose to 40 percent of GNP

(see Table 1-3). During 1977-80, there was a dramatic change in the

composition of exports that was largely responsible for the

comfortable foreign exchange situation of 1978-82. It happened that

the four "engines of growth" of the economy were foreign exchange

earners. Oil exports, the Suez Canal, tourism, and remittances from

migrant workers increased foreign exchange earnings so fast that



- 11 -

despite declining earnings from cotton and other traditional exports

and growing debt service payments, imports almost doubled from 1974

to 1979 without causing an increasing current account deficit.

After 1980, however, the current account situation deteriorated

rapidly . 5

The savings-investment gap has widened enormously since the

mid-1960s, largely because of deteriorating public savings, which

dropped from 12.5 percent of GDP in 1970 to about 2.7 percent of GDP

in 1978, mainly because of the growth of defense expenditures and

food subsidies.

The availability of foreign exchange has been an important

determinant of the growth rate of GNP during the years 1960-85.

Growth has been financed to a large extent by foreign borrowing.

Egypt has been dependent on foreign assistance since 1959, after it

used up foreign reserves accumulated during World War II and the

Korean War. Foreign aid and loans from abroad--on average amounting

to 5 percent of GDP--were substantial during the First Five-Year

Plan (Hansen 1968, p. 37). Since then, availability of foreign

exchange has grown considerably under regimes of bilateral

agreements with Eastern-bloc countries and of GATT-type generalized

preferences with capitalist countries. 6

5See Table G-3 in Appendix G.

6For a comparison of foreign aid from the Soviet Union and the
United States, see Abdel-Khalek (1982).
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During the period 1959-73, Egypt relied on external financing

from the Soviet Union and from the United States. After 1967,

Western assistance virtually ceased. In particular, food aid

shipments from the United States (which had reached US$110 million

in 1966) ceased abruptly, and were resumed only in 1974.7 Arab

countries (Libya, Saudi Arabia, and Kuwait) provided large

bridge-gap grants. The Soviet Union and Eastern bloc countries were

the major source of development assistance, and OECD countries

provided substantial suppliers' credits during the 1967-73 period

(Ikram 1980, p. 344). The growth phase of the 1970s was accompanied

by massive capital inflows from abroad, first from Arab countries,

then from the United States. The share of foreign savings, which

fluctuated around 5 percent of GDP during the 1960s, soared to 20

percent in 1975 (Ikram 1980, p. 44).

Political Developments. In 1952, after years of constitutional

monarchy and political tensions between the king, the British

occupiers, and the Wafd party (representing the national

bourgeoisie), Gamal Abdel Nasser and a group of nationalist officers

took power. The years 1952-56 were ones of political consolidation

for the new regime and included an agrarian reform. Otherwise,

conventional economic policies prevailed.

After the Suez crisis and the ensuing economic sanctions

against Egypt in 1956, and the decision to construct the High Dam

in Aswan, the regime took a radical economic approach (Hufbauer and

70n the history of U.S. food aid, see Appendix 0.
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Schott 1985, pp. 269-274). The government considerably extended its

control over the economy by nationalizing foreign trade and the most

important industries. It also undertook major public investments.

Trade policies were strongly biased in favor of industry. In the

agricultural sector, the agrarian reform continued, and a system of

cooperatives was established. Agriculture remained a privately

owned but tightly controlled sector.

The years 1967-73, following the war with Israel, were a period

of internal crises for the Nasserist regime. Political, military,

social, and economic problems forced realignments in the political

sphere. The economic policies of the previous period were

continued, in particular the strong import substitution policies in

trade and industry. No major economic decisions were taken, because

the infrastructure of the country had to be rebuilt after the war

years. After Nasser's death in 1970, a slow transition--punctuated

by sharp ideological debates within the regime--led to Anwar el

Sadat's ascendancy and to the emergence in decision-making circles

of advocates of liberalization and rapprochement with the West.

Sadat catalyzed major transformations in Egypt's foreign

political and economic alliances and brought concomitant shifts in

domestic economic policies and in the dynamics of policy change.

The October 1973 war with Israel enhanced Sadat's legitimacy and

made it possible for him to undertake reforms. Arguing that the

country had reached an economic "stage zero" (Marhalat as-Sifr;

quoted in Scobie 1981, p. 31), Sadat initiated a liberalization in

trade and finance known as the "economic opening" (Al-Infitah al-
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lqtisadi). He strengthened his position in 1974-75 by launching a

public debate over Nasser's heritage that came to be known as a

"de-Nasserization" campaign.

Difficulties mounted for Sadat, however, when, in exchange for

continued aid, international donors requested further economic

reforms, including cuts in food subsidies. The ensuing food riots

of January 1977, unprecedented since the 1952 revolution, put a

temporary end to Sadat's reform attempts. The final period of

Sadat's presidency was marked by the signing of the Camp David

agreement and by growing opposition to his dictatorial management

style. In 1980, seeking to assuage mass discontent, Sadat

personally assumed the premiership and instituted populist measures,

increasing price controls and cutting the prices of popular goods.

But in 1981, Sadat resorted to repression and arrested 1,500

oppositionists from all quarters. He was assassinated a month

later.

Hosni Mubarak assumed the presidency upon Sadat's death. From

1982 to 1985, Mubarak maintained Sadat's economic and foreign

policies, but an increasingly adverse international context modified

their impact. Diplomatically, difficulties over the Palestinian

question and the Lebanon war led to a period of "cold peace" with

Israel. Economically, oil, remittances from Egyptian workers

abroad, the Suez Canal, and foreign aid provided abundant foreign

exchange from 1978 to 1980. These sources began to decline after

1981, however, bringing a slow-down in economic growth. Servicing

of Egypt's foreign debt emerged in the mid-1980s as the major
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challenge for policymakers.

Whereas Sadat had carried out economic liberalization without

political liberalization--for example, by maintaining the one-party

system--Mubarak has pursued economic liberalization within a context

of "controlled democracy." Elections for the People's Assembly

(Maglis esh Shab) have taken place twice under Mubarak's presidency.

Currently, although the official National Democratic party (Hezb el

Watani) totally controls the Assembly, the multiparty system enables

the opposition to voice its criticism of government policies. The

freer political climate, however, seems insufficient to dispel

noticeable social tensions created by the economic nolicies.

Ultimately, this represents a political gain for the Islamic

fundamentalist movement (Sadowsky 1987, March).

STRUCTURAL CHANGES IN AGRICULTURE

The Egyptian agricultural sector underwent major structural

changes during the years 1960-85. Before industrialization got a

start in the 1930s, and until the early 1960s, agriculture dominated

the Egyptian economy in terms of output and employment. Cotton

exports dominated foreign trade. After 1960, however, agriculture's

importance in the economy declined considerably. Agriculture's

share in GDP fell from 28 percent in 1960 to about 19 percent in

1985, as Table 1-3 shows. In the late 1970s, the share of petroleum

increased markedly, reaching about 10 percent of real GDP in 1980.

The share of manufacturing industry has been almost unchanged since

1960, fluctuating around 17 percent.
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The decline in the share of agriculture in total employment has

been substantial. It fell from around 50 percent in 1960 to 40

percent in 1980. Agricultural employment appears to have peaked

around 1975, at 4.2 million persons (see Table 1-2), but the

increase in the 1960-76 period, as recorded by the official labor

force sample surveys, is viewed somewhat skeptically by experts, as

reported by Hansen and Radwan (1982, p. 59). Some observers even

believe that employment in the sector has remained virtually

constant since 1937, although Hansen and Radwan themselves do not

share that view. In any case, there seems to have been a sharp

decline after 1972, which is consistent with the important increase

in agricultural wages observed during the late 1970s and with the

general impression of labor shortages in agriculture . 8

As indicated in Table 1-4, agricultural exports as a share of

total exports have declined from 80 percent in 1960 to 18 percent

in 1980. Agricultural imports (mainly wheat and flour) at current

prices have increased threefold from 1974--the year in which Egypt

became a net importer of agricultural product--until 1983.

Agriculture traditionally provided the economy with food crops

and export crops and was the major foreign exchange earning sector

before it was displaced by the oil sector. But the aggregate growth

rate of the sector and productivity have declined sharply since the

mid-1960s. At constant prices, agricultural growth averaged 2.6

8On agricultural wages, see Table 2-8. On labor shortages,
see Richards and Martin (1983) and Commander and Hadhoud (1986).
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percent during the 1964-70 period, 3.5 percent during the 1970-80

period, and 2.6 percent during the 1980-83 period. But in 1983-84,

the rate of growth for the sector was negative (-0.2 percent) .9

Throughout the 1970s, agricultural production declined in per capita

terms, as shown by the production index in Table 1-5. For

agriculture as a whole, there has been a noticeable increase in

production from 1978 to 1983, mainly caused by increases in the

production of vegetables and fruits and of livestock and dairy

products. Overall, though, agriculture was by far the most sluggish

sector of the Egyptian economy during the 1970s.1 0

9Index numbers are based on Fisher's index, the geometric mean
of the Laspeyres and Paasche indices (World Bank 1986a, pp. 19-20).

10The rate of growth of the agricultural sector is low compared
to the 8.6-percent growth rate for the economy as a whole, obtained
mainly as a consequence of oil production, Suez canal reopening,
tourism, investment in the service sector, and external resources
in the form of remittances and foreign aid. The declining share
of agriculture in the economy, in terms of output, employment, and
income is a phenomenon that is universally observed during the
process of development. It would be desirable if it were
simultaneous with industrialization and generation of sufficient
export earnings to sustain it. But in the case of Egypt, this has
been a developmental myth. The spectacular growth of the economy
during the 1970s bears "little relation with industrialization and
development efforts" (see Hansen and Radwan 1982, p. 29).
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Table 1.4.

AGRICULTURAL PRODUCTION, IMPORTS AND EXPORTS, 1960-1984.

Agriculture as % of: Agricultural Imports Agricultural Exports

Ag GDP Ag GDP ------------------ -------------------- --------------------------------

(nominal) (real) GDP Total USS As % of USS --- As percent of ---

-- LE million -- Employment million Total Imports million All Exports Agr. GDP

1960 404 N/A 28% 54% 109 14% 468 80% 4%

1965 612 N/A 26% 51% 221 23% 513 90% 4%

1970 780 N/A 26% 51% 153 13% 615 75% 4%

1971 774 N/A 24% 253 20% 660 78% 4%

1972 854 N/A 25% 240 19% 622 76% 3%

1973 1062 N/A 28% N/A N/A N/A N/A N/A

1974 1280 2201 29% 1045 33% 983 59% 5%

1975 1468 2336 28% 45% 1086 25% 780 50% 3%

1976 1744 2369 26% 1295 31% 743 46% 3%

1977 2038 2303 24% 1100 25% 811 41% 3%

1978 2286 2431 23% 1537 29% 622 32% 2%

1979 2530 2530 20% 1782 27% 602 25% 3%

1980 3326 2665 19% 38% 2696 36% 709 18% 3%

1981 3743 2639 19% 2680 30% 724 18% 3%

1982 4353 2718 19% 2395 28% 640 16% 3%

1983 5157 2775 19% 3274 39% 680 18% 3%

1984 6131 2846 19% 37% N/A N/A N/A N/A N/A

SOURCES

(1) Agricultural GDP from World Bank (1986).

(2) Conversion to real terms uses agricultural GDP deflator, 1979 = 100

(3) Agricultural employment as share of total employment from Table 1.2.

(4) Agricultural Imports in US $ 1960-1972 from World Bank, in LE

converted to US S at official exchange rate; 1974-1984 in USS from World Bank

(5) Agricultural exports in US $: 1960-1972 from World Bank, converted

to US $ from LE at official exchange rate, 1974-1984 from Gardner/Parker (1985).

(6) Agricultural GDP was converted to US S at official exchange rate to compute

share of agricultural exports in agricultural output.
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Table 1.5. CHANGES IN AGRICULTURAL PRODUCTION DURING THE 1970s.

(BASE 1969-71 = 100)

Average

1969-71 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

VaLue of Production

Crops 1270 0 1296.0 1314.4 1307.5 1272.8 1287 9 1323 7 1274.7 1360 4 1428 9 1490 8

Livestock 554 9 571.6 581.7 596.8 618.3 667.0 673 3 707 1 709 6 726 6 732 5

TotaL Ag. 1824 9 1867.8 1896.1 1904.3 1891.1 1954.9 1997 0 1981 8 2070 0 2155 5 2223 3

Total Food 1475 7 1525.7 1550.8 1572.2 1592.4 1695.2 1728 1 1709 0 1771 0 1825 6 1862 7

Production Indices

Crops 100.0 102 0 103.0 103.0 100.0 101 0 104.0 100 0 107 0 113 0 117 0

TotaL Ag. 100.0 102 0 104.0 104.0 104.0 107.0 109.0 109 0 113 0 118 0 122 0

TotaL Food 100.0 103 0 105.0 107.0 108.0 115.0 117.0 116 0 120.0 124 0 126 0

Per Capita Ag 100.0 100 0 99 0 98.0 95 0 96.0 96 0 93 0 95.0 96 0 96 0

Per Capita Food 100.0 101 0 100 0 100 0 99 0 103.0 102 0 99 0 100 0 101 0 100 0

Population Index 100.0 102 3 104.6 107.0 109 4 111 8 114.3 116.9 119 7 122 9 126 6

SOURCE USDA (1984)

Value of production in mitlions of US$ at constant prices.
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There has been a sharp decline in the self-sufficiency ratio

for all major food crops throughout the 1970s and 1980s.11 The

corollary of the lagging domestic agricultural supply has been a

growing reliance on food imports. Egypt became a net importer of

agricultural commodities in 1974. By 1981, Egypt was already

importing 48 percent of all the staple food consumed domestically

and had a food import bill of US$4 billion.

Because food crops are tradable in Egypt, low domestic prices

and subsidized imports encourage consumption. But the growth

process during the 1970s had a strong income effect, creating excess

demand in virtually all commodity markets. The annual growth rate

of real income per capita was 8 to 9 percent from 1973 to 1980,

making Egypt one of the fastest-growing countries during the 1970s.

The surge in real private income, however, overheated the economy,

putting inflationary pressure on markets, and has further increased

the demand for imported grains and for meats and dairy products.

Because of the relatively low level of per capita income, and

because of the unequal distribution of income, the aggregate income

elasticity of demand for food is extremely high in Egypt. Demand

for food also is growing rapidly because the population growth rate

was almost 3.0 percent at the end of the 1970s, and the urban

fraction of the population was growing faster than the rural

11The self-sufficiency ratio is shown in Table E-9. It is
defined as domestic production divided by total domestic use.
Total domestic use equals production plus imports minus exports. In
the case of sugar and cotton, the raw material equivalents of the
traded quantities are used.
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fraction. This has had serious economic implications, because food

subsidies tend to be concentrated in urban areas. Government

policies--more specifically, wheat imports and the subsidy system

for bread--have also contributed in maintaining the elasticity of

demand for food at a high level. Since the mid-1970s, the proposed

solution to the problems of the economy became increasingly tied

with food policy objectives, and food security (Amn el-geza'i)

became the dominant theme of agricultural policy.

Changes in the cropping pattern during the past twenty-five

years reflect the shift to perennial irrigation after the completion

of the Aswan High Dam and the impact of government policies.12 The

total cropped area increased by about 8 percent between 1960 and

1985, reflecting the further-expanded irrigation, new land

development, and an intensified cultivation (World Bank 1983b, p.

107). Most of this increase took place in the 1960s, however, and

the total crop area has shown virtually no increase since 1975. By

contrast, orchard land during this period increased by 240 percent

and vegetable land by 225 percent. In geographic terms, much of the

expansion took place in the Cairo Vegetable Zone, comprising nearly

500,000 feddans of Egypt's best Southern Delta soils (Waterbury

1983, p. 291). The area devoted to sugarcane in Upper Egypt

increased rapidly during the 1960s and early 1970s, reflecting yield

gains with increased water availability, but these increases in

12The main determinants of agricultural production are examined
in detail in Appendix H.
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cultivated area stabilized after the second half of the 1970s, as

the relative profitability of the crop weakened.

The crop rotation system has changed significantly. The most

important shift has been the progressive increase in the area

devoted to full-season berseem, which is used for animal fodder.

This increase has been mainly at the expense of cotton, whose area

declined from 1.8 million feddans in 1960 to around 1.1 million in

1985, and secondarily at the expense of beans and lentils. Among

the winter crops, wheat has remained roughly stable in area planted

during the entire period. As a consequence of the spread of

perennial irrigation because of the High Dam, the area under summer

crops increased more rapidly than that under winter crops. Areas

under rice and maize increased rapidly during the 1960s. Rice

declined during the 1970s, but maize has continued to increase

during the 1970s and 1980s because the green stalk of maize is used

as animal feed during the summer months--a trend that corresponds

to the increase of berseem in winter. The maize area increase thus

reflects increased demand resulting from the higher profitability

of animal production.

In Egyptian agriculture, animals are not just a source of meat

and dairy production but provide draft power for lifting water,

cultivating land, and transporting produce. Animals are being

increasingly replaced in these functions by machines, however,

because the relative scarcity of land has pushed up the opportunity

cost of maintaining animals for draft power only (World Bank 1986a,

p. 121).
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Livestock production has been favored by the fact that the

government generally has not controlled meat and dairy prices.

Moreover, the government has subsidized many inputs, including

animal feed. Increased animal production has led to increased

demand for fodder. Because crop residues are limited, and because

rangeland is unavailable, livestock production depends on fodder

grown on arable land. In 1985, about 25 percent of winter land and

23 percent of summer land were tied to the production of animal

fodder. In Egypt, then, meat competes directly for resources with

food and export crops.

Labor shortages and increased returns to meat and dairy

products have boosted mechanization of many farm operations since

the late 1970s.13 Most farmers, though, continue to maintain animals

as assets and as collateral for credit. The shift in mechanization

in the long run can be expected to improve the efficiency of meat

and milk production. Despite the release of animals through

mechanization and greater fodder availability since the early 1970s,

meat production has grown at only a slightly faster pace. This

reflects the high land intensiveness of animal production and the

low level of livestock productivity in Egypt compared with other

countries. Demand for red meat increased at a rate approaching 7

percent per year after 1974, as a result of income growth and

urbanization. Because of bottlenecks in domestic supply, prices

13See Appendix H.
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also rose sharply. 14 This led the government to increase

substantially the level of meat imports after 1980. Similar trends

in production, consumption, and imports have characterized milk and

dairy products.

Poultry production (chicken-meat and eggs) is not constrained

by land availability and has grown more rapidly than livestock

production. There was a major transformation in poultry during the

past twenty-five years. During the 1960s, informal village

production accounted for almost 90 percent of the total supply of

chicken and eggs, whereas by 1985, commercial poultry operations

provided more than half of domestic supply. The government

established the first commercial poultry operation in the mid-1960s,

but the Infitah policy propelled growth in the sector through a big

surge in private investment. In fact, the bulk of domestic lending

for agro-industries in the late 1970s went to poultry and eggs,

accounting for 10 percent of total investment within the Law No. 43

Infitah framework (World Bank 1986a, p. 131). Most of the equipment

for hatcheries and feed mills is imported. Maize and soybean meal,

the main components of poultry feed, are imported by the government

and sold to feed mills at subsidized prices.

14Demand per capita fell from 9.8 kilograms in 1960 to 8.8
kilograms in 1974, then rose to 10.8 kilograms in 1981. See World
Bank (1986a), p. 130.
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SOCIAL CHANGE ADD THE ROLE OF THE STATE IN AGRICULTURE

The central element of the development policy of the Nasser

regime was its industrialization program. Because agriculture was

the main sector capable of generating savings, the industrialization

policy was predicated on transferring resources from agriculture to

industry. The productivity of the agricultural sector was to be

increased by large public investment in the Aswan High Dam. 15

Resource transfers were largely the result of the agricultural

price policy, exchange rate policy, and trade policy inaugurated at

the end of the 1950s by the Nasser regime and pursued under Sadat.

Although an emphasis on administered economic relations was far from

a new phenomenon in Egypt, Nasser increasingly tended to rely on

administrative decisions rather than on market mechanisms in

agriculture. 16 The government regulated production and prices of

cotton through open market operations, acreage restrictions, and

other means after World War II. Regulations applying to cereals,

mainly influenced by the growing demand for food, were also

important (Hansen and Marzouk 1965, pp. 95-112). But, aside from

15In real terms, by taxing export crops and food crops,
resources amounting to 50 percent of agricultural GDP from 1965 to
1970 were transferred out of the sector. Thirty-five percent of
agricultural GDP on average was transferred out of the sector
during the 1970s. After 1981, the trend was reversed, and
resources were transferred into agriculture via price and
investment policies. These transfers refer to direct price
intervention affecting cotton, rice, wheat, maize, and sugarcane
(see Table 7-9).

16 Governments have intervened in Egyptian agriculture since at
least 1800 A.D. See Scobie (1981), p. 17.
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cereals and cotton, the government intervened less in agricultural

production planning and marketing.

Increasingly, during the 1950s, government agencies became

active in regulating production and in pricing and marketing

agricultural products, from cotton to vegetables. After the

nationalizations of June and July 1961, foreign trade of all major

agricultural commodities (export of cotton and rice, import of

cereals) was put directly under state control. The government took

over large-scale storage and processing of cereals and established

the General Organization for Mills, Silos, and Bakeries. The

government created other public companies for importing, exporting,

and retailing agricultural products during the mid-1960s.

The other important dimension of development policy was the

government's strong commitment to equity, which implied low and

stable food prices. During the 1960s, food subsidies for consumers

were not significant, but stabilization and food security objectives

became prominent after 1973, during the "liberalization period."

The policy pursued during the 1960-73 period followed a theory

that viewed Egypt as a dual economy, dependent on the world market.

In that theory, traditional agriculture supplies cheap food and

labor to the modern sectors of the economy and helps build the

industrial sector, whose products then compete with imported goods

and reduce the country's external dependency. This dual model of

development, strongly influenced by Arthur Lewis (1954) and

prevalent in many developing countries from the 1950s to the 1970s,
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was shared by policymakers of the Nasser regime. 17

Notwithstanding its popularity in Nasser's Egypt, Lewis's model

was based on two postulates that have been proved invalid for Egypt.

The first is that there is surplus labor in agriculture, and that

labor can be drawn out of that sector without affecting its

productivity (Hansen 1969; Richards and Martin 1983; Commander

1987). The second is that forced savings can be extracted out of

the agricultural sector without affecting aggregate supply in that

sector and can be used to finance industrialization.

The development strategy adopted by the Nasser regime

inherently implied that there was a political alliance between urban

consumers and the state and that the peasantry could be counted on

to mobilize agricultural savings and to carry out a transfer of

funds from country to town. 18 In this regard, some of the political

and economic debates during the 1960s in Egypt recalled the

17In "Economic Development with Unlimited Supply of Labour"
(1954), Lewis specifically cites Egypt as a country with an
unlimited supply of labour. For a critique, see Hansen (1969),
"Employment and Rural Wages in Rural Egypt." On the Egyptian
views, see Mabro (1967), "Industrial Growth, Agricultural
Underdevelopment and the Lewis Model: The Egyptian Case, 1937-
1965."

18
Radwan and Lee (1979), "The State and Agrarian Change: A Case

Study of Egypt 1952-1977," p. 200, suggest a Kaleckian
interpretation of Egypt's development along those lines. Cf.
Kalecki (1976), "Observations on Social and Economic Aspects of
Intermediate Regimes."
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industrialization debate of the 1920s in the Soviet Union. 19

The land reform and the decision to leave agriculture in

private hands created a political problem for the implementation of

the new industrial development policy in the countryside.2 0

Policymakers soon realized that mobilizing the agricultural surplus

on a large scale would be impossible without radically reorganizing

the institutional setup. Convinced that market mechanisms would not

secure sufficient quantities of food and export crops each year, the

19The industrialization debate in the Soviet Union is analyzed
in Mitra (1977); see, in particular, p. 70, regarding the role of
agricultural prices in development. It is analyzed more formally
in Sah and Stiglitz (1984). Baker (1978) gives a good summary of
the debate in Egypt.

20When the government introduced the agrarian reform in 1952,
cotton prices had collapsed after the Korean War boom. The
government reintroduced the acreage restrictions for cotton that
had been suspended when the boom started in 1949. Speculation on
cotton futures was halted when the government took the decision to
close the Alexandria market. On the other hand, the new government
continued the policy of the previous regime and gave incentives to
farmers to grow more wheat, conscious that precautionary measures
were required, despite the surplus position in the current account,
to meet future increases in demand generated by the new investment
program. The government was also concerned wiLth the issue of
expanding the cultivated area and improving productivity in
agriculture. The blueprints for the Aswan Dam were drafted during
that period, and so were several ambitious land reclamation
projects. The Ministry of Public Works, on the other hand,
continued the policy of improvements to the irrigation and drainage
system. In 1957, the first plan for agriculture commenced. A third
of the planned increase in production was to come from
agriculture. The plan was superseded by the comprehensive five-
year plan of 1960-65. Part of the increase in yields between 1960
and 1965 was to come from the reallocation of land to more valuable
crops for export, and production of fruits, vegetables, meat, and
dairy products was encouraged by the Ministry of Agriculture. The
plan, of course, presupposed technological improvements--many
research and agricultural extension projects were created during
that period--and the possibility that farmers would adopt them.
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Nasser regime established a national network of cooperatives that

were to provide inputs to and buy outputs from farmers under terms

determined by the government.

After the agrarian reform of 1952, participating in a

cooperative became obligatory for all beneficiaries of land reform.

The new land reform cooperatives were very different from their

predecessors.21 At first, the reformed cooperative system was tried

in two model cooperatives, in Beni Suef and in Kafr-el-Sheikh.

Then, it was extended to the whole country. The majority of the

cooperatives were different from the original land reform coops

oriented toward production; the vast majority of the other coops

were concerned only with the purchase of inputs and the marketing

21The first agricultural cooperatives in Egypt date from the
beginning of the century. The indebtedness of the peasantry, at
a time where most commercial banks were controlled by foreign
capital, prompted Egyptian landowners and cotton merchants to
establish in 1902 the Agricultural Bank of Egypt. But for the
majority of the peasants, small loans were almost impossible to
obtain. Peasants were obliged to turn to local moneylenders, who
charged usury rates averaging 35 percent. In 1908, the first
cooperative was founded. The movement soon gathered momentum,
supported by the nationalist middle class, who viewed it as an
instrument of national emancipation. In 1914, there were twenty-
three cooperatives in the country and several legislative proposals
at the Assembly. The movement was short-lived, however, because
big landlords were in effect controlling these institutions and
preventing them from having much benefit for smallholders. A
movement of reform started in the 1920s, and the government passed
several laws and decrees regulating the activities of the
cooperatives and tightly controlling them. In 1931, the Credit
Agricole d'Egypte was created to provide cooperatives with the
required funds. By the end of World War II, there were over 2,500
cooperatives in Egypt, involving over 800,000 farmers, but the
system reflected the main features of the agrarian system at that
time--namely, the predominance of big landlords in the rural
economy (see Radwan 1977).
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of output. Hansen (1968, p. 72) argued that they were modeled on

the British Gezira project in the Sudan and adopted as "a clever way

of combining large-scale advantages in irrigation, crop rotation,

and marketing with small-scale production and private initiative."

Between 1956 and 1960, the government tried to convince farmers to

associate voluntarily in cooperatives and thus to become eligible

for cheap credit and subsidized inputs. After the nationalization

of 1961, most of the inputs used by the farmers were produced or

distributed by the public sector. According to political decision

(the Nasserist Charter, adopted in 1962), agriculture was to remain

based on private ownership, but cooperation was to be the key factor

of the increase in production. Thus, the cooperative system was

given a fundamental role. By 1960, virtually all farmers had become

members of cooperatives, so that when the government decided to make

membership compulsory at the end of 1962, there was hardly any

political reaction. It was not until 1963, however, that the

cooperative system actually got under way (Baker 1978, p. 203).

Ideologically, the cooperative movement was, in the eyes of the

Nasserist regime, the privileged instrument to "transform rural

Egypt," based on the premise that peasants have a "natural interest

in socialism." Cooperatives were created precisely because the

peasantry had been abused by big landlords and rural moneylenders.

But, as it turned out, the cooperatives merely replaced one form of

corruption and inefficiency with another.

Cooperatives did not change traditional village relationships

and favored mostly the rich peasantry. For example, loans to
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farmers owning more than 25 feddans (who comprised only 2.5 percent

of the recipients of credit) made up 75 percent of the total amount

loaned to farmers by the cooperative system in 1968 (Baker 1978, p.

212). Mabro (1967) stated more cautiously that "there is some

evidence suggesting that these groups receive a disproportionate

share of total credit" (p. 77) and asserted that interest-free

loans, given after 1961, led to inefficient allocation and

discouraged savings. It is clear that rich peasants dominated the

cooperatives and that corruption and abuses were widespread.

Through 1968, in fact, 300 boards of directors of village

cooperatives were dissolved by the Ministry of Agriculture for

"causes ranging from misuse of influence and embezzlement to dealing

on the black market. "2 2

On several occasions, the regime tried to modify the system to

curb its abuses--for instance, by passing a law in 1962 whereby

four-fifths of the members of a board of directors had to be owners

of less than 5 feddans. Because peasants were poorly educated and

ill-mobilized, they participated only nominally in the decisions of

the cooperatives "except at times when fertilizer or pesticides had

to be distributed" (Baker 1978, p. 208). In effect, the decision-

making process was controlled by the government-appointed supervisor

(mushrif ta'awni), whose connections with the village major (umdah)

and large landowners had several times been stigmatized in

22Al-Ahram Al-Iqtisadi, May 15, 1968, quoted in Baker (1978),
p. 206.
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government reports. In a manner parallel to practices in the

private nonagricultural sector, wealthy members of the private

agricultural sector were able to benefit from government

intervention in the rural economy.

The government passed a law (Law 51) in 1969 confirming its

intention of extending administrative control and of abandoning its

attempt to mobilize the poor peasants politically to involve them

in the development process. As Baker (1978) put it, "The regime

apparently felt in 1969 that it could only be secured with the

threat of punishment...combined with material incentive" (p. 213).

The illusion of founding a development strategy on the poor

peasantry was given up once and for all when Sadat took over. By

then, it had become clear that the rural middle class was in firm

control of agrarian politics. The "October Paper" of 1974, which

described the philosophy of Sadat's regime, gave the cooperative

sector only a few lines, stating that "it is also in need of a

strong drive so as to keep pace with the desired rates of

development." In contrast, the private sector was touted as the

engine for the future growth of agriculture.

Thus, in the early 1970s, the dominant view was that the

cooperatives had in fact slowed the rate of growth of agriculture.

As early as 1969, the Institute of National Planning published a

critique of cooperatives, accusing them of bureaucratic abuses, of

interfering with private marketing, and of being increasingly used

by the government for fiscal purposes. Intervention and controls

were viewed merely as distortions to agricultural incentives leading
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to loss of income for farmers.23 In response, the Nasserist

opposition argued that the regime had done little to help the mass

of landless peasants and small landowners (see Radwan 1977, chapter

3; Richards 1982).

The agrarian reform and the institutional changes of the past

three decades profoundly transformed social relations in Egyptian

agriculture. Economic and political control by the landed gentry

vanished after 1952, and a class of largely village-based notables

emerged. Although these notables control land in a personal or

familial capacity in holdings that rarely exceed 50 feddans, they

maintain close links both to the agents of the local government and

to the ruling party. 24

As Binder (1978), Waterbury (1983), Commander (1987), and

others have noted, the so-called rural notables have viewed the

state as a basic support structure on and around which private

initiatives could be built. For the most part, the rural notables,

who are involved in directly supervising cultivation and marketing,

have been content to manipulate the state machinery for their own

ends. In a detailed study, Binder (1978) described the rural middle

class as a convenient but by no means indispensable ally of the

regime, as an instrument of political and social control in the

23INP Memorandum no. 933, December, 1969, quoted in Mabro
(1974), p. 79.

24This social class is called the "second stratum" by Binder
(1978), the "rural middle class" by Waterbury (1983), and the class
of "notables" by Commander (1987).
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countryside that was allowed to become the local overseer for much

of what the state undertook in rural areas.

From the point of view of political economy, it is striking how

the rural middle class, by no means politically hegemonic, has been

able to benefit from government intervention in agriculture.

Perhaps this may be explained by the fact that although the Nasser

regime demonstrated hostility toward the rural middle class, in

particular in 1961, this hostility was no greater than that shown

toward the private sector in general. In fact, needing an ally, the

Nasser regime tolerated many of the rural notables' abuses,

including manipulation of official pricing arrangements and

violations of rent laws and of landholding ceilings (Waterbury 1983,

p. 279) .

This is not to say that important members of the Nasserist

regime, however superficial their socialism, did not want to isolate

and destroy politically the "kulaks" of Egypt. During the period

1966-68, in fact, some in the regime formed a "Committee for the

Liquidation of Feudalism," using as a pretext the Kamshish incident,

in which a member of the ruling party was assassinated by a major

landowning family (Ansari 1986).

Yet despite periods of hostility, the rural middle class was

allowed to control, directly or indirectly, agricultural

25A study of procurement quotas for rice and cotton quotas
noted that the probability of violating the law increased with the
size of land holding and decreased with an expected increase in
government prices by £E 1 per qantar of cotton; see Abdou, Gardner,
and Green (1986).
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institutions because it remained basically an ally of the regime.

Moreover, after 1967, the hostility slackened, and the rural middle

class improved its position further. Fundamentally, this was

because the June War and the balance of payments situation had

forced a major policy realignment. Waterbury (1983) argued

convincingly that after 1970 and under Sadat, the middle class

formed an effective lobby that actively sought changes in land

tenure arrangements and in credit policy. Also, it vigorously

worked to obtain favorable terms for fruits and vegetables and for

livestock and poultry, which expanded considerably during the 1970s

and 1980s.

In the context of growing middle-class power, cooperatives lost

their importance as a focal point of economic and political

activity, especially after they were reorganized by Minister of

Agriculture 'Abd el-'Azim Abu el-'Atta in July 1976. Real power now

shifted to the village banks, supervised by the Principal Bank for

the Development of Agricultural Credit. With the cooperative system

neutralized, many pricing regulations eliminated after 1985, and

subsidized credit for machinery secured, the rural middle class has

clearly gained.

Thus, during the 1960-85 period, the rural middle class has

consolidated its control of the countryside in Egypt. It has

responded to government intervention in agriculture on the basis of

narrow, middle-class interests, welcoming it when it has supported

private initiative by providing cheap credit and subsidized inputs

and undermining it when it has meant fixed prices, procurement
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quotas, or regulated crop rotations.

Despite its important role, the Egyptian rural middle class has

continued to function as an "ally" of the state. That is, the rural

middle class has left the conduct of development policy to the

state. It has not attempted to shape a development strategy that

would serve rural interests maximally. In this regard, India's

agrarian interests have been far more assertive than Egypt's.

Waterbury (1983) summed up this mutually self-serving relationship:

Egypt's capitalist interests have, since the death of
Nasser launched a limited offensive to promote their
specifically rural goals.... There is considerable money
to be made in capitalist agriculture.... Sadat serviced
this clientele because it appeared useful to him in
containing a potentially hostile and uncontrollable
milieu, because its members shared his antipathy for the
socialist experiment of the 1960s and its authors, and
because the private initiative and productivity of the
rural middle class corresponded nicely to the rural growth
strategies urged upon Egypt by the international donor
community. (pp. 303-304)
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Chapter 2

OBJECTIVES AND INSTRUMENTS OF

PRICING POLICIES AFFECTING AGRICULTURE

Egyptian agricultural pricing policy should be understood in

terms of its principal objectives and policy instruments and in

the context of the actual implementation of policies. This chapter

thus treats the historical framework within which Egyptian policy

goals were defined, the types of direct and indirect intervention

typical for agricultural commodities, and the specific

institutional structures and practices through which the government

has carried out policy since 1960.

OBJECTIVES OF AGRICULTURAL POLICY

Agricultural policy in Egypt has two broad objectives: first,

to provide adequate basic food to all groups of the population,

including the poorest; and second, to make the nation

self-sufficient in food commodities, except wheat. Two political

factors have helped to determine these goals: the security of

social peace and stability, on the one hand, and external

independence, on the other (Von Braun and de Haen 1983, p. 20).

The broad goals of Egyptian agricultural policy should be seen

in historical context. During the "planning period," 1960-73,

agriculture was mainly subordinated to the objective of

industrialization (Cuddihy 1980, p. 11; see also chapter 1 above).

Such policies discriminating against the agricultural sector would
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change, President Mubarak's minister of agriculture, Youssef Wally,

promised in 1982:

The agricultural pricing policy resulted in distributing
the income in a way... against the interest of the
agricultural sector. Preferential pricing policies
resulted in low prices for the farmers, and reduced their
real incomes in favor of other sectors as well as the
urban population. The next phase will witness a change
in the way the State regards agriculture, regarding
designing pricing policies that aim at redressing the
distribution of income in the rural sector in order to
narrow the internal gap between the rural and urban
communities.

Table 2-1 presents an overview of specific objectives for

agriculture and shows their relative weight from 1960 to 1985. The

table is based on official statements and on relevant studies of

agricultural policy.

'Wally made these remarks in "Strategy of Agricultural
Development in the Eighties" (p. 54), a document prepared for
discussions with the USDA/USAID Presidential Mission on Agricultural
Development, which visited Egypt in March-April 1982.
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Table 2-1
CHANGES IN AGRICULTURAL POLICY OBJECTIVES, 1960-85

--------------------------------------------------------- __-------

Weight
Expected Effect

Period I Period II Period III on Producer
Objective (1960-73) (1973-80) (1981-85) Price
------------------------------------------------------------- __--

Consumer
Welfare .20 .20 .20

Farm Income .10 .15 .25 +

Government
Revenue .25 .20 .15

Foreign
Exchange .20 .15 .10

Price
Stability .10 .20 .20

Support of
Processing
Industry .10 .05 .05

Regional
Equity .05 .05 .05 ?

SUM 1.00 1.00 1.00

------------------------------------------------------------------

NOTE: Adapted from A. Siamwalla, "A History of Rice Price Policies
in Thailand," Food Research Institute Studies 14:3 (1975), Table 3,
p. 247.

During the twenty-five years from 1960 to 1985, three

distinctive periods of policy change may be discerned. The first

period corresponds to the planning period, 1960-73. The next

period, the liberalization period, is here split into two

subperiods: 1973-80 and 1981-85. The objectives mentioned in Table
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2-1 reflect the intended goals of policymakers. The objective of

food self-sufficiency noted above is subsumed here within Price

Stability and Consumer Welfare. Together, these two latter

objectives can be described as an objective of food security, from

the government point of view. The effect that each separate

objective shown in the table is expected to have on prices is

indicated in the last column. A "'+" indicates that emphasis on this

objective is likely to increase farm prices, whereas a "-" indicates

that it is likely to depress farm prices. A "?" indicates that the

direction of the effect is unclear. Growth rates of agricultural

output are ex post facto outcomes of economic factors and of the

bargaining process and reflect the conflicting claims of groups

within the government and the lobbying of other groups for favorable

prices.

Later chapters will examine how effective policy instruments

have been in achieving the various objectives. Here, the general

features of each policy are treated.

Farm Income. To maintain real farm income at a "reasonable"

level, despite low producer prices, the government has subsidized

farm inputs during specific periods. For instance, between 1975

and 1980, the government subsidized imported fertilizers heavily to

compensate for increases in world prices. (During the period

1960-73, however, imported fertilizers were actually taxed to

protect the domestic industry.) The government has used income

support objectives particularly in cotton price policy. Cotton

prices are set on the basis of estimated production costs plus a
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markup the ministry considers adequate to prevent a decline in real

farm income. Because cotton lost importance throughout the period

1960-85, its influence on this objective declined. But farm income

support objectives were important for other crops, as attested by

increases in fixed government prices for all procured crops during

the 1973-85 period (see Table 2-3, below).

Price Stabilization. Stabilizing producer prices to insulate

producers from instabilities in world prices has been a predominant

objective of Egyptian agricultural policy. Price stability was

particularly important during the post-World War II and post-Korean

War periods, and it gained renewed importance after the 1973 cereals

world price increases. The price stability objective can be seen

to increase in importance with increases in the instability of the

world market price for particular agricultural commodities. During

the 1964-84 period, the instability index for the international

price of sugar was 90.8; for rice it was 33.0; for wheat, 24.3; for

maize, 16.6; and for cotton, 14.3. This means that during a typical

year, one could expect the world price for sugar, for example, to

be 90.8 percent above or below the trend value for that year (World

Bank 1986c, pp. 86-87).

Government Revenue and Export Earnings. Earning foreign

exchange and increasing government revenue from export crops--or

saving on foreign exchange in the case of import substitutes--

clearly have been important policy objectives throughout the period

analyzed. The objective of generating foreign exchange has declined

in importance, however, with the decline in importance of food self-
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sufficiency. Simultaneously, the commitment to cheap food for

consumers has persisted as the share of agricultural exports in

total exports has declined. Maintaining Egypt's world market share

of extra-long-staple cotton seems to have become the policy

objective of Egypt, rather than maximizing export revenues.

Self-Sufficiency. It is difficult to rank the objective of

generating revenue relative to the objective of self-sufficiency.

After 1973, because of the progressive decline in the

self-sufficiency ratio of most food crops, the objective of food

security became preponderant. 2 Official statements and actions seem

to indicate that food security ranked highest as a policy objective

in the late 1970s. There was clearly an obsession with the goal of

self-sufficiency after 1973 (Anderson and Hayami 1986, pp. 98-99).

When domestic rice production declined in 1980 and 1981, for

example, exports of rice were considerably reduced to satisfy

domestic demand. Similarly, exports of cotton have declined as the

need to satisfy domestic demand increased . 3

2See Goueli (1981), "Food Security Program in Egypt." Food
security is today a major theme of government rhetoric. In fact,
the Ministry of Agriculture recently has been renamed the Ministry
of Agriculture and Food Security. The phrase Amn' el qeza'i ("food
security") can have several meanings in Egyptian policy circles.
It usually is taken to mean either "hedging against fluctuations
in world food prices" or "increasing domestic production of food
crops." In my reading, Amn ("security") also has a
paternalistic--if not military--connotation in Egypt linked to the
nature of the state and dating to the Nasser era (see Abdel-Malek
1968).

3Official newspapers even spoke of "clothing security" (Amn'
el Hudumi) on such occasions!



- 43 -

Whether the goal of self-sufficiency outranks the objectives

of generating revenue and foreign exchange from the agricultural

sector depends on the economic cost of alternative development

strategies. If the welfare component of agricultural policy ("cheap

food") is taken as given, we may ask what the least costly way is

for a country such as Egypt, with limited arable land and a growing

population, to achieve self-sufficiency. Should Egypt try to

balance its agricultural trade position, paying for food imports

with the proceeds of exports of cotton, oranges, and vegetables?

Or should the nation protect itself from fluctuations in

international terms of trade by growing food crops, thus giving up

a comparative advantage in cotton and other products?

Consumer Welf are. Consumer welfare was arguably the most

important dimension of price policy throughout the period. This

objective has major distributional implications, because the

declared goal of the government is to provide cheap food for the

whole population independently of the cost to the economy. 4

During the 1960s, it seems, the prime objective of food policy

was not for the government to obtain food cheaply but to balance

development and equity considerations. If cheap food as such were

the objective, the government would have bought inexpensive wheat

on the world market. But because this would have required foreign

exchange needed for the investment program, the government instead

4 This agricultural policy objective is not independent of
the objectives pursued by the government in setting wages in the
public sector.
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sought to secure food from Egyptian farmers through the system of

compulsory deliveries and fixed prices.

Within the context of Nasser's planned economy, food subsidies

and rationing were guided by social equity considerations, and until

1973, consumers were subsidized by implicitly taxing producers. As

growth rates in agriculture declined and the degree of self-

sufficiency in food products decreased, Egypt moved to an explicit

food subsidy scheme, and after 1973, consumer subsidies were

financed directly out of the government budget. This was really the

only option available to the government, given its food policy

objectives; a major change in consumer price policy would have had

to occur for Egypt not to have drifted toward an explicit subsidy

scheme.

Moderating inflationary pressures by keeping down real wages

was an important component of the economic policies of the

government during the period 1960-85. But this policy had

unintended consequences. Increased subsidy expenditures were

responsible for the increased domestic inflation rate at the end of

the 1970s. Thus, the very purpose of the subsidy program--to

maintain low food prices--was defeated by its method of financing

(Hansen and Radwan 1982, p. 222). The government also had to

manipulate exchange rates to hold down the price of certain

commodities. Basic foodstuffs were imported at a rate below other

official rates and well below long-run equilibrium rates.

Moderating the rate of measured domestic price inflation and

disguising the cost to the treasury of food subsidies were apparent
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objectives of this exchange rate manipulation (see Scobie 1983, p.

21). There is some evidence to suggest that the impact of such

price manipulation on economic equilibria and on inflation was taken

into account by the government, especially in the late 1970s. But

whether the policies were successful is another matter.

Achieving an equitable price policy across governorates was an

objective that explains certain aspects of pricing policy.

Differential pricing of the specific varieties of cotton, wheat,

and rice that are grown in different governorates takes regional

equity considerations into account. The same is true of pricing of

cotton and sugarcane (which replaces cotton in the rotation, in

Southern governorates). For example, a deliberate effort was made

during the 1960s not to disfavor farmers required to grow sugarcane.

POLICY INSTRUMENTS

In analyzing Egyptian agricultural pricing policy, one must

discuss pricing intervention that affects supply and demand of

agricultural products.5 But it is important to recognize also that

other types of intervention affect agricultural supply: public

provision of agricultural services, public sector assumption of

operating costs on irrigation and drainage, and unrecovered public

investment cost. The government also subsidizes agriculture by

exempting farmers from paying land and income taxes, by not revising

5The instruments of agricultural pricing policy are discussed
specifically in Appendix H.
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land tax schedules, by not levying water charges, and by making

certain public sector investments.

Indirect subsidies are more difficult to quantify than direct

subsidies but are far more important than direct payments in terms

of budgetary expenditures. The World Bank (see Ikram 1980, p. 208)

estimated that at the end of the 1970s, net indirect subsidies

averaged LE 75 million a year (after deducting £E 15 million in land

taxes), compared with an average of LE 15 million for direct

subsidies.

Prices of major agricultural commodities, rather than being

determined by market forces only, are influenced by several policy

instruments. The main types of sector-specific intervention

influencing prices are (1) delivery quotas for certain crops, (2)

fixed producer prices for food and export crops that are procured,

and (3) subsidization of agricultural inputs, either through

explicit subsidies or through pricing of some inputs (water and

fuel) below marginal cost. There is also an extensive consumer

subsidy and rationing system for basic food items. Markets for

major crops combine intervention on the demand side with

intervention on the supply side, as shown in Table 2-2.

Intervention at the producer and at the consumer level is

considered direct intervention, because it has a direct incidence

on prices. But prices of agricultural products are also indirectly

affected by economy-wide intervention such as exchange rate policy

and trade policy. Because of its indirect incidence on prices,
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economy-wide intervention is called indirect intervention . 6

The pricing structure in Egyptian agriculture combines several

types of taxes and subsidies. Direct subsidies (measured by the

difference between government revenues gained from the sale of

subsidized goods and the cost of purchasing them from farmers or of

importing them) are paid both to producers and to consumers. Food

subsidies, paid either directly to the consumer or at the

intermediate level, make up the bulk of the total direct subsidies

and appear in the budget. Indirect subsidies, in contrast, do not

appear in the government budget. Indirect taxes or subsidies result

from deliberately fixing the price of agricultural products below

their true scarcity value, and are reflected in lower value added

than would otherwise be the case. Finally, implicit taxes or

subsidies result from overvaluation of the Egyptian currency and

from protection of nonagricultural activities.

6Direct intervention is discussed more fully in chapter 3.
A detailed history of the changes in the exchange rate and trade
regimes over the period 1960-85 is given in Appendix A.
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Table 2-2
GOVERNMENT INTERVENTION IN MARKETS FOR

FIVE MAJOR AGRICULTURAL COMMODITIES

CROP SUPPLY DEMAND

COTTON -Main export crop -No rationing
-Entirely procured -Selling price by gov't
(with area planning) marketing agency to
at fixed producer prices cotton mills is heavily

subsidized, so that
price of cloth to
consumers is subsidized

WHEAT -Main importable Wheat flour (milled)
-Quota (average > 20%) and bread (baked) are
procured at gov't price subsidized, and
slightly below free available to all
domestic market price consumers without

quotas or restrictions

RICE -Export -Milled rice subsidized
Paddy procured at gov't and rationed with a
price (quota average 50%) two-tier price system:
at prices roughly equal to -basic ration
free domestic market price -additional ration
during the 1970s

MAIZE -Import; animal feed -No rationing system
and human consumption -Subsidy for imported
-No procurement (yellow) maize for feed
-No gov't intervention
-Price affected by the
price of wheat

SUGARCANE -Importable -Sugar (processed)
-Sugarcane entirely rationed and subsidized
procured (through delivery with a two-tier system:
contracts to mills) at -basic ration
predetermined prices -additional ration
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Sector-Specific Intervention Affecting Agriculture. Fixed

producer prices and procurement of crops are important policy

instruments for the Egyptian government. Minister of Agriculture

Youssef Wally (1982) has noted that the ministry classifies crops

into four pricing groups:

In the first group, prices are set and farmers are obliged
to deliver all their product to the government. This
applies to cotton and sugarcane. In the second group,
prices are set for a certain quota of production that
farmers are obliged to deliver to the pooling centers.
The balance of the crop is marketed freely. Examples are
rice, sesame and groundnuts. The third group includes
crops the price of which the government indirectly
determines since it controls imports and, consequently,
affects domestic prices. Wheat and maize are examples.
The fourth group includes commodities whose price is
determined in general by forces of supply and demand.
Examples are vegetables, fruits, meat, dairy products,
eggs, fish and berseem. (p. 44)

Fixed producer prices of cotton, rice, wheat, and sugarcane

have increased very little during the 1960s. Since 1974, the policy

of the government has been to increase the producer price of those

four crops bringing it closer to the border price. Table 2-3 shows

the evolution of government prices for major procurement crops from

1965 to 1985.7 The evolution of procurement quotas for rice and

wheat during the same period is shown in Table 2-4. The nonquota

production that can be sold on the free market is sold to private

traders or, in some instances, to government cooperatives when the

procurement price is above the free market price. Strict

7Procurement prices and average producer prices are derived in
Appendix C.
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enforcement of quota regulations and low producer prices have

encouraged breaking the law. A recent study has shown that

violation of rice and cotton quotas is pervasive in Egypt (Abdou,

Gardner, and Green 1986, pp. 120-26). Moreover, the study found

that the probability of violating the law increases with the size

of land holding, decreases with the distance from the market, and

decreases (by about 10 to 12 percent) with an expected increase in

government prices by EE 1 per qantar of cotton.

Table 2-3
FIXED PRODUCER PRICES OF PROCUREMENT CROPS

(Annual Percentage Increase, Five-Year Averages, 1965-85)

YEAR COTTON RICE WHEAT SUGARCANE

1965-70 2.4 n.a. n.a. 0.6

1970-75 7.3 8.7 8.3 20.4

1975-80 14.0 14.1 10.1 8.3

1980-85 14.6 11.1 9.7 21.5

SOURCE: Appendix C.
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Table 2-4
PROCUREMENT QUOTAS FOR RICE AND WHEAT, 1965-1984

(Share of Total Production)

YEAR RICE WHEAT
--------------------1965---------------.50---------------------8--

1965 .50 .18
1966 .50 .18
1967 .51 .19
1968 .51 .19
1969 .52 .11
1970 .44 .12
1971 .42 .17
1972 .41 .15
1973 .41 .15
1974 .39 .19
1975 .48 .19
1976 .47 .15
1977 .46 .08
1978 .47 .07
1979 .52 .16
1980 .51 .07
1981 .50 .07
1982 .48 .04
1983 .47 .08
1984 .44 .06
1985 .49 .07

------------------------------------------------------------------

SOURCE: Appendix C.

According to official documents, the government priced the

commodities it bought based on its estimates of production costs.

But the data on yearly increases in costs of production and

government prices for 1965-85 in Table 2-5 show that even at

distorted prices, increases in costs outpaced price increases. This

confirms that the government has not taken the cost-of-production

approach as a strict guideline. In fact, the government has not

followed that approach rigorously since the



- 52 -

TabLe 2.5. ANNUAL PERCENTAGE CHANGE IN COSTS OF PRODUCTION AND FARMGATE PRICES, 1965-85

COTTON RICE. WHEAT

Cost of Cost of Farmgate Cost of Cost of Farmgate Cost of Cost of Farmgate

Prod Prod. Price Prod Prod Price Prod Prod Price

1. II 1. II. I II

1965 25 9 22.8 -4 3 19 5 22 0 17.7 25 8 188 7 4

1966 28.6 26 3 - 3 16.2 15 2 25 8 3 0 2 8 9 6

1967 -10.2 -13 0 5.8 -4.6 -4 2 15 0 10 9 11 8 11 1

1968 -10 3 -9.0 2 8 3 0 3 6 -3 1 -2 5 -29 -12.0

1969 -4 5 -196 2 7 5 1.3 3.9 3.1 4 5 2 8

1970 8 7 35 9 1 0 -6 1 -. 9 -8 4 -11.1 -11 1 17 7

1971 -2.3 -2 6 3 1 4 1 9 -3 1 -8 9 -78 -8 0

1972 -7.6 -5 5 8.9 3 -1 5 -2.6 6 1 2 - 5

1973 13 0 10 0 -2 5 2.5 4.1 4.7 -8.7 -97 7 6

1974 17 3 10 9 22 4 22.4 19.3 28 2 20 5 207 23 5

1975 21.8 14 8 7 4 12 1 6 8 11 8 17 8 103 10 0

1976 10 6 7 9 25.5 32 5 27 7 24.3 14 2 137 -7 3

1977 6 8 1.2 8 2 4.1 -1.3 12.4 16 0 128 14 0

1978 -14.2 -164 1 4 6.7 12.3 17 7 17 2 125 12 9

1979 16 4 19 0 34 2 21 2 16 3 - 3 28 5 342 5 7

1980 21.5 18 7 8 22 1 30 7 23.4 28 8 253 35 9

1981 45.9 32 0 23 0 27.1 22.7 21.5 5.5 4 2 5 2

1982 23.6 14 1 2 9 19.6 10.1 31 7 8 8 6 5 -11 2

1983 19 7 14 9 8 8 7 8 -3 0 -3 1 26 3 134 33 9

1984 11 9 5 7 10 6 30 4 19 3 3.6 13 3 7 0 13 9

1985 5.7 2.3 27 8 -3.0 1.0 N/A 7.9 5 7 38 1

1965-70 2 5 4 1 1 5 1 8 3 0 6.6 7 1 0 5 8

1970-75 8.5 5 5 2 4 7 8 6.1 7 8 4 3 2 9 6 5

1975-80 8 2 6.1 7 3 17 3 17 1 15 5 21.0 197 12 3

1980-85 21.4 13 8 14 6 16.4 10.0 15.4 12 4 7 4 16 0

NOTES. (1) Cost of Production I. = Includes labor costs

(2) Cost of Production II. = ExcLudes labor costs

(3) For cotton and sugarcane, Farmgate Price = Procurement Price

For wheat and rice, average of free market and procurment prices

SOURCE Computed from data on cost of production (Appendix F)

and farmgate prices (Appendix C).
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Table 2.5. ANNUAL PERCENTAGE CHANGE IN COSTS OF PRODUCTION AND FARMGATE PRICES, 1965-85.

(continued)

MAIZE. SUGARCANE.

Cost of Cost of Farmgate Cost of Cost of Farmgate

Prod. Prod. Price Prod. Prod. Price

I. II. I. II.

1965 -11.9 -16.2 -3.4 1.0 -3.9 0

1966 7.7 7.5 19.1 -5.3 -2.7 -9.5

1967 10.8 11.9 14.7 4.1 4.1 11.3

1968 2.5 2.0 -21.5 -2.0 -1.3 1.4

1969 -6.9 -6.0 13.0 -3.5 -6.7 -1.4

1970 2.0 2.4 2.4 9.8 11.5 1.4

1971 3.0 2.0 -. 2 -1.4 -. 6 -5.9

1972 2.9 2.7 10.1 .5 -1.3 12.9

1973 7.3 5.5 22.5 5.2 4.6 21.2

1974 14.3 12.0 60.2 33.0 22.0 73.4

1975 15.5 9.4 -29.6 18.7 8.8 .3

1976 12.3 9.5 -1.0 36.7 36.0 16.2

1977 25.0 27.0 51.4 17.4 16.4 12.0

1978 13.9 6.9 -6.2 7.1 .3 6.9

1979 22.0 26.4 3.7 15.2 17.9 2.9

1980 7.7 4.1 65.9 55.1 51.9 3.7

1981 21.9 18.0 -23.7 17.5 20.5 55.2

1982 20.7 14.3 33.2 16.3 19.8 4.0

1983 17.1 15.0 34.2 26.1 25.6 17.4

1984 3.8 -4.3 3.1 5.2 .4 11.0

1985 13.3 11.1 20.5 13.1 7.3 19.8

1965-70 3.2 3.5 5.6 .6 1.0 .6

1970-75 8.6 6.3 12.6 11.2 6.7 20.4

1975-80 16.2 14.8 22.8 26.3 24.5 8.3

1980-85 15.4 10.8 13.5 15.6 14.7 21.5

NOTES and SOURCES: see preceding page.
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early 1970s, when it decided to increase prices to farmers to reduce

the gap between domestic and international prices. Other

discrepancies between costs and prices are introduced when the

government considers various pricing criteria in discussions among

the various administrations: farmers' income, terms of trade

between commodities bought and sold by the farmer, opportunity cost

of alternative rotations/planting, international prices, consumer

retail prices, and other policy considerations such as cropping

patterns and input subsidies (Hindy 1975). There is room for

lobbying, as well, by farmers' organizations and other special

interest groups. 8

Subsidization of agricultural inputs is another important

instrumentality. The impact on farm incomes of the wedge between

border prices and domestic procurement prices of controlled crops

is dampened by the fact that the government subsidlzes imported

agricultural inputs (fertilizers, pesticides, and machinery). The

government pays direct subsidies on pest control, fertilizer,

improved seeds, gypsum for soil improvement, fuel oil, diesel,

concentrate feed mix, and other items. These subsidies have

increased sharply since 1973. Direct subsidies paid by the

government on fertilizer and seeds are shown in Table 2-6 under the

heading Agricultural Stabilization Fund. In addition, agricultural

credit is subsidized through preferential rates. During the 1970s,

incentive payments were made to expand cotton plantings or for early

8See the section below on implementation of agricultural price
policy.
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Table 2.6.

Direct Subsidies Related to Agricultural and Food Policy.

(millions of L.E.)

1974 1975 1976 1977 1978 1979 1980/81 1981/82 1982/83 1983/84 1984/85

GASC 329.1 490.9 321.5 313.4 449.6 1001.9 1108.0 2190.5 1645.4 2055.3 1815.2

of which Wheat & Flour 216.4 260.9 171.6 149.1 222.8 647.0 776.0 736.0 758.0 861.6 614.7

Ag. credit corporation 8.5 5.0 8.7 .1 .1 .1 5.3 3.9 7.6 4.5 5.3

Ag. stabilization fund 81.5 34.2 34.7 38.3 101.9 119.1 227.9 159.1 142.3 135.2

Price adjustment fund 228.0

of which: GASC 124.0

Subsidies in other sectors of

the economy 72.4 44.7 69.1 73.4 222.0 248.1 339.1 486.9 550.5 631.0 745.5

Total 410.0 622.1 433.5 649.6 710.0 1352.0 1571.5 2909.2 2362.6 2833.1 2701.2

Wheat and flour subsidies (as percent

of total subsidies 52.8% 41.9% 39.6% 42.0% 31.4% 47.9% 49.4% 25.3% 32.1% 30.4% 22.8%

NOTES: 1)The SpeciaL Fund for Subsidies was established in 1975, prior to which direct subsidies were

included in various sections of the budget.

2)Agricultural stabilization fund is for fertilizers and seeds; includes Treasury Fund payments.

3)The Price Adjustment Fund was established in 1977 to finance the cost of phasing in the domestic

price impact of commodities imported at the paralled rather than the officiaL exchange rate.

4)Arrears of GASC (General Authority for Supply Commodities):

1978 includes LE 122.1 million arrears financed in 1981/82.

1979 includes LE 595 million expenditure incurred by GASC which was monetized in 1981/82.

1983/84 includes LE 266 million in arrears.

1984/85 (estimate) includes LE 742 million in arrears.

5)Wheat and flour as percent of total subsidies for 1977 includes GASC price adjustment fund.

SOURCE: GASC and Ministry of Finance.
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cotton plantings. Most of the payments went to pest control

operations for cotton until the early 1970s.

Since 1975, subsidies for imported fertilizer have represented

the bulk of the direct subsidies, although during the period 1960-

73, imported fertilizers actually were taxed to protect the domestic

fertilizer industry. After world prices began rising sharply in

1974, domestic fertilizer production--which accounts for 40 percent

of Egypt's total fertilizer requirements--also was heavily

subsidized. Domestic prices of fertilizers have remained relatively

fixed since 1960.

Pesticides are almost entirely imported. Cotton fields receive

the bulk of pesticide applications (approximately 80 percent), with

the remaining 20 percent applied to truck crops such as potatoes,

fruits, and vegetables. The foreign exchange cost of importing

pesticides has increased substantially since 1973, mainly as a

result of price increases. But because of the increase in subsidies

on fertilizers, pest control payments as a proportion of total

direct farm subsidies have declined considerably since 1973.

Pest control, it might be noted, is crucial for Egyptian

agriculture, and the Ministry of Agriculture directs an extensive

program. For wheat, maize, rice, and most other crops, control of

pathogens is achieved mainly through breeding disease-resistant

varieties. The cost of such research efforts is an indirect

subsidy. For cotton and sugarcane, the government, through its

cooperative network, intervenes directly by spraying pesticides at

the field level and by not charging full cost to the farmer.
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Fertilizers are used in large amounts in Egypt. By far the

largest demand is for nitrogenous fertilizer (85 percent of the

total), followed by phosphates. In comparison, consumption of

potassic fertilizer (which is entirely imported) is small.

Nitrogenous fertilizer is applied to almost all crops, but 90

percent is used for cotton, rice, wheat, maize, and vegetables.

Phosphatic fertilizer is used mainly for cotton (32 percent),

berseem (33 percent), and rice (24 percent). Potassic fertilizer

is used only for potatoes, fruits, and vegetables. There is an

important fertilizer industry in Egypt, but a large expansion in

domestic production has failed to keep pace with increased use, and

imports have increased as well. Egyptian policy is to estimate

import quantities on the basis of the difference between domestic

consumption and output and on the availability of foreign exchange

(Choksi, Meeraus, and Stoutjesdijk 1980, chapter 10).

Cooperative sale prices of fertilizer have been subsidized

since 1960. The price of imported potash has remained unchanged

since 1960. Prices of nitrogenous and phosphatic fertilizers have

been adjusted upward by a series of decrees, but they remain well

below their international equivalents because of the overvaluation

of the exchange rate and the pricing policy. Because the prices of

domestic and imported fertilizers are equalized, the difference

between the cooperative price and the CIF price of imports--

including transport, storage, and packaging costs and customs

duties--has to be paid by the government (through the Agricultural

Stabilization Fund, formerly the Fertilizer Subsidizing Fund; see



- 58 -

Table 2-6). Until 1973, imports of nitrogenous and phosphatic

fertilizers actually were taxed to protect the domestic industry.

After 1973, subsidies increased sharply as a result of the rise in

world prices, as the nominal protection coefficients in Table 2-7

indicate. Domestic fertilizer production was protected until 1973

and taxed after 1973.

Credit and mechanization policy has played a significant role

in Egyptian agriculture. In terms of costs, the main factor

affecting returns to crops has been the sharp growth of wages during

the 1970s, as indicated in Table 2-8. The impact of increases in

labor costs has varied from crop to crop. Fodder crops, such as

maize and berseem, have been affected minimally, whereas sugarcane

and cotton, as well as vegetables and fruit orchards, have been

affected particularly (World Bank 1983c, p. 152). Rural incomes are

supported through consumer subsidies.9 The food subsidy program is,

in effect, a general wage subsidy. It does not alter the relative

cost of labor between sectors, but it tends to reduce the cost of

labor relative to capital in agriculture.

In the opposite direction, subsidized loans for machinery have

an important impact on technology. The net direction of the factor

bias is difficult to estimate. Rising wages and labor shortages

have accelerated the pace of mechanization in recent years,

especially increasing the use of tractors and pumps. This tendency

has been reinforced by the government's farm credit subsidy policy.

9Alderman and von Braun (1984) show that both the urban and
rural populations benefit from consumer subsidies in Egypt.
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Table 2.7. FERTILIZER: DOMESTIC PRICE, BORDER PRICE, AND NOMINAL PROTECTION RATE, IN LE/TON, 1966-85.

(100% Nitrogen Basis)

Nominal

Domestic Import Protection

Price to Price Rate

Farmer (CIF) (percent of border price)

1966 135 124 8.9

1967 135 122 10.7

1968 135 98 37.8

1969 135 88 53.4
1970 135 77 75.3
1971 135 74 82.4

1972 135 90 50.0

1973 135 120 12.5

1974 135 201 -32.8

1975 137 310 -55.8

1976 139 359 -61.3

1977 139 366 -62.0

1978 148 374 -60.4

1979 178 381 -53.3
1980 178 470 -62.1

1981 243 420 -42.1

1982 243 360 -32.5

1983 245 352 -30.4

1984 245 340 -27.9

1985 245 312 -21.5

NOTES: 1) Prices are based on two-year averages.

2) Prices are averages of various N-fertilizers, and are computed on the basis

of 100% Nitrogen.

3) NPC = (Domestic Price / Import Price) - 1.

SOURCES: 1) Domestic prices: PBDAC and AgriculturaL Price Balancing Fund.
2) 1966-78 Import prices: Von Braun and de Haen, IFPRI, 1983, p.28.
3) 1979-85 Import prices: Based on FOB price of TSP (on 100% Nitrogen basis)

plus 15% freight (WorLd Bank Commodity Price Trends, 1986).
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TABLE 2-8
NOMINAL AND REAL WAGE RATES IN AGRICULTURE, 1969-85

(in £E/day)

YEAR NOMINAL REAL

1969 .16 .34
1970 .19 .40
1971 .22 .45
1972 .25 .49
1973 .28 .49
1974 .34 .52
1975 .54 .83
1976 .61 .88
1977 .71 .86
1978 .92 .87
1979 1.05 1.05
1980 1.55 1.42
1981 1.90 1.55
1982 2.84 1.99
1983 3.56 2.29
1984 3.67 2.02
1985 5.17 2.44

SOURCES: Moursi (1986), p. 190 and table L-2.

NOTE: Wage has been deflated by average rural CPI (Table L-2).
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Agricultural loans are mostly of three kinds.10 Planting loans for

field crops accounted for nearly 80 percent of the total during the

1971-78 period, followed by loans for orchards and vegetables.

Loans for livestock came next, followed by loans for agricultural

machinery, which increased in volume. Preferential interest rates

for purchasing machinery are offered by the PBDAC, and interest

rates are held to an annual 8-percent rate. The standard market

rate has varied between 13 and 15 percent, so that the cost of

capital for agriculture is significantly negative in real terms.

Most power-intensive operations in agriculture, such as

plowing, are now almost universally mechanized. Animal traction

has been displaced. Tillage with an animal-drawn plow requires

eight times more labor than the same operation done with a tractor.

Clearly, such technological shifts have reduced costs. They have

also released labor for other activities. As Commander and Hadhoud

(1986, pp. 350-54) pointed out in a recent study on mechanization,

technological change is the result of public subsidy policy as much

as of rising wages.

10The credit system for agriculture was totally reformed in
1976, and the organization was renamed the Principal Bank for
Development and Agricultural Credit (PBDAC). Since 1976, the
various branches of the PBDAC have been allowed to loan directly
to farmers. Each farmer is entitled to a short-term loan for the
full crop production cost. {Farmers are not required to provide
security for planting loans, but they are required to sell their
output through specified marketing agencies.)
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Consumer Food Subsidies and Rationing. At the beginning of

the industrialization phase (First Five-Year Plan), consumer

subsidies were not significant. During most of the 1960s, in fact,

consumers paid more than the world price for wheat. The small

subsidies of the 1960s stemmed from the difference between domestic

prices to producers and consumers. To deal with food shortages in

1966, the government issued ration cards for kerosene, sugar, oil,

and tea. In 1967, however, the government made other subsidized

items available without strict rationing. The rationing measures

of 1965-66 were based on equity considerations and on the

government's desire to repress inflation in the presence of excess

demand. Wheat subsidies were an attempt to insulate the economy

from international price fluctuations and short-term domestic

shortages.

Egyptian consumers receive basic food items at low and stable

prices. In the current system, three types of products are

subsidized or rationed (Alderman, von Braun, and Sakr 1982). Wheat

flour and bread are sold at a fixed price, uniform throughout the

country, in unlimited quantities. Sugar, tea, cooking oil, rice,

beans, and lentils are sold at subsidized prices and are rationed

in fixed monthly quotas, which vary according to governorates and

to the rural or urban location of households. Monthly quotas are

less assured for beans and lentils. Additional quantities are

available at higher prices (but lower than the free market price)

in cooperatives and government stores. Finally, meat, poultry, and

fish (frozen) are also subsidized, but in limited quantities.
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The bulk of the food items subsidized through the minister

of supply are marketed to consumers, but some subsidized items are

used as inputs for the food processing sector: flour (to bakeries),

oil (e.g., for margarine), and imported yellow maize (for poultry,

feed concentrate, and other industrial processes).

Most subsidized commodities are imported by the General

Authority for Supply Commodities (GASC), acting as an agent for the

minister of supply in the international market. The responsibility

of GASC ends at the port, and deliveries to storage companies occur

at subsidized prices. Most of the food subsidy bill is absorbed in

the GASC budget.

The Principal Bank of Development and Agriculture Credit

(PBDAC) is the second largest purchaser of subsidized items. The

PBDAC receives rice, beans, lentils, and wheat (in the last case,

voluntary deliveries) from domestic producers. The PBDAC also

receives maize and beans from the GASC for distribution to consumers

and industrial users.11 Wholesale packing and distribution to final

outlets (cooperative stores and licensed private grocers) of

rationed or price-regulated foodstuffs are handled by two public

11The PBDAC and other government agencies also receive from
farmers agricultural products earmarked for export: cotton, rice,
onions, sesame, peanuts, and small quantities of fruits and
vegetables, subject to quota deliveries at fixed prices.
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companies. 12

Economy-wide Intervention Affecting Agriculture. In Egypt,

macroeconomic and trade policies have affected agricultural prices

significantly through their impact on the real exchange rate. The

real exchange rate--that is, the ratio of the domestic price of

tradable goods to the price of nontradables--is a long-term signal

for the allocation of resources among tradable and nontradable,

agricultural and nonagricultural sectors. The determinants of the

real exchange rate are world market prices, the nominal exchange

rate, and government policies. Among government policies, trade,

fiscal, and external policies (devaluation of the nominal exchange

rate, reserve changes, and foreign borrowing) affect the real

exchange rate (Valdes 1986, p. 164).13

Egypt has a multiple exchange rate system. The weighted

average nominal exchange rate has depreciated throughout the 1960-

85 period. After the major devaluation of 1979 and an unsuccessful

attempt to unify rates, the weighted average real exchange rate

appreciated rapidly until 1983. It then stabilized around 0.48

£E/$US from 1983 to 1985, largely because of a highly depreciated

nominal rate in the parallel market, despite the fixed official

12Average consumer prices for wheat, rice, maize, sugar, and
cotton for 1960-85 are computed in Appendix D. Per unit subsidy
levels are computed in chapter 8. Direct subsidies paid by GASC
related to food subsidies are shown in Table 2-6.

13Exchange rate policy, macroeconomic policy, and trade regimes
are described in detail in Appendix G.
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nominal rate.

Agricultural exports and imports were valued at the official

(central bank) rate from 1960 to 1985. The official rate was fixed

in nominal terms from 1963 to 1973, from 1974 to 1979, and from 1979

to 1985. In real terms, it depreciated (expressed in £E/$US)

considerably from 1960 to 1964, then was relatively stable until the

major devaluation of 1979. Since 1979, the official real rate has

appreciated considerably. By valuing tradable agricultural goods

at the official exchange rate, the government has artificially

cheapened wheat imports and has raised the demand for wheat and

bread. By not paying exporters the opportunity cost of their

product, it has also accentuated the taxation of the sector and has

contributed to its declining performance.

IMPLEMENTATION OF AGRICULTURAL PRICE POLICY

Since the early 1960s, the public sector has been increasingly

involved in agricultural marketing and trade. The system of control

of agriculture by the state, both in inputs and in outputs markets,

was generalized at the beginning of the 1960s when the First

Five-Year Plan was implemented. A report of the Ministry of

Planning dated July 1967 criticized the chaotic state of the pricing

system, the conflicting procedures adopted by the various agencies

administering prices, and an almost total absence of coordination.14

14The report, FURP 1960/61-1964/65, Part II, 1967, is quoted
in Mabro and Radwan (1976), p. 71.
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These difficulties plagued agricultural price policy throughout the

1960s. To set a more rational price policy, the government (in

Presidential Decree no. 2017) created the Price Planning Agency.

A few months later, the government (under Law no. 2429 of 1971)

created the Agricultural Commodities Stabilization Fund.

The government monopoly of cotton trade, the system of

intervention by the Ministry of Agriculture, and the system of

consumer subsidies have given rise to a vast and overstaffed

administrative apparatus controlled by the government. These

factors also have created a complex consulting and decision-making

process for pricing in which a multiplicity of groups representing

diverse interests at the ministerial, committee, and private sector

levels take part.'5 It is hardly surprising, therefore, that

suboptimal compromises are often made, because so many groups,

representing various constituencies, are involved in the policy

process.

15In the public sector and related political institutions,
those interests are represented at the level of the Ministries of
Agriculture, Supply, Economy and Finance, Trade, and Planning; by
the Ministerial Production Committee, Cotton Higher Board, National
Institute of Planning, General Authority for Export and Import
Controls, Green Revolution High Commission, Ministerial Economic
Commission, Principal Development Bank, Agricultural Orientation
Agency, Agriculture and Irrigation Committee of the Peoples'
Assembly, Plan and Budget Committee of the Peoples' Assembly,
National Democratic Party, National Food Security Company,
Ministerial Committee for the Development of Animal Wealth, and so
on. See USAID, Country Development Strategy Statement FY 1984.
Annex: Agricultural Prices and Policies in Egypt 1974-1981,
Washington, 1982, p. 13. Private sector entities, such as the
Cairo Chamber of Commerce or the Federation of Vegetable and Fruit
Exporters, have an advisory capacity in the pricing process.
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Debates in the National Assembly and in parliamentary

committees are important elements of the policymaking process for

agriculture. Constitutionally, half of the seats in the Assembly

must be filled by representatives of farmers. The Agricultural and

Irrigation Committee of the Assembly discusses matters of

agricultural policy, giving the executive branch of the government

a better understanding of special interests at the district level.

Lobbying on quotas for input distribution and for crop procurement

in each district, and on the agricultural investment plans takes

place in the Assembly, before being translated into decrees.

The Council of Ministers formulates agricultural policy.

Implementation of the policy is then left to various administrations

depending on the type of agricultural product. The policy process

starts at the level of the High Committee of Planning, composed of

the ministers from the departments concerned. The High Committee

initiates policy changes, allocates inputs, sets targets for

outputs, and has the responsibility for coordinating the views of

the government on issues presented by the Ministry of Agriculture.

A combined position is then forwarded to the Council of Ministers,

which submits recommendation to the Agricultural and Irrigation

Committee of the People's Assembly for ratification. The draft

proposal is then returned to the full Assembly and eventually

becomes a presidential decree.

Important decisions concerning the agricultural sector, such

as setting delivery quotas and prices of major crops, are

deliberated upon by the Council of Ministers. A report is prepared
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jointly by the services of several ministries, usually the Ministry

of Agriculture and the Ministry of Supply, and presented for debate

at the council. Once a decision is reached, the matter is

implemented jointly by the ministers concerned. Other decisions

having lesser political impact or less significant budgetary

implications are carried out by the ministry technically responsible

for the matter (agriculture, transportation, irrigation, industry,

etc). In matters of area planning, for instance, the Ministry of

Agriculture is responsible. For delivery quotas, the Ministries of

Agriculture and Supply are jointly responsible. For setting prices,

as noted, several agencies and administrations share responsibility.

The search for viable policies inevitably leads to conflicts

among different departments, as an Egyptian commentator recently

observed:

The Minister of Supply is mainly concerned about consumer
interests, particularly those living in urban areas. The
Minister of Industry is concerned about providing cotton
fibers, sugarcane, cotton seeds, and linen at reasonable,
low prices to the factories affiliated with his ministry.
The Minister of Planning focuses his attention on
overcoming inflation, and in setting government payments
to farmers to limit their purchasing power. Finance,
Commerce, and Foreign Trade are concerned about
maintaining low prices of the export crops, to increase
government revenues." (Abdel-Youssef 1981, pp. 26-27)

As for the Ministry of Agriculture, it essentially views its

role as that of a farm lobby. As a result, decisions are made more

on the basis of short-run payoffs to specific groups (farmers,

public sector enterprises, etc.) than on the basis of long-run
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objectives of agricultural growth.

The day-to-day administration of agricultural policy is the

responsibility of the Ministry of Agriculture, in cooperation with

the Ministry of Irrigation.16 But other ministries are also involved

in administering and planning. The most important of these is the

Ministry of Supply, which is responsible for the trade of

agricultural inputs and outputs, and in particular for wheat

imports, as well as for administering the subsidy program for basic

foods. The Ministry of Industry is involved in setting the

procurement price for domestically processed products, and the

Ministry of Planning is concerned with sectoral investment plans

for agriculture.

Policy decisions in specific areas are carried out by the

agencies concerned. The most important implementing agencies are

the Department of Cooperatives and the Principal Bank for

Development and Agricultural Credit (PBDAC), both under the

16The Ministry of Agriculture, with various policy instruments,
intervenes in several ways.

A. It assigns certain regions to grow certain crops (or
varieties of crops) and forbids other regions to grow these crops.
In the case of cotton, the MOA must designate yearly, before
January 1st, the varietal zones to be grown.

B. It consolidates crop rotations at the village, district
and governorate level and determines the sequence of crops in the
rotation and the area alloted to each crop.

C. It sets the timing for the planting, harvesting, and
removal of residues of crops. It also determines planting methods,
seed rates, and all cultural practices, including rates and types
of fertilizers and pesticides and irrigation schedules.

D. Finally, it intervenes in the marketing of agricultural
products by issuing specification for preparing and handling crops
to be marketed and sets regulations covering cooperative marketing.
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jurisdiction of the Ministry of Agriculture; the General Authority

for Supply Commodities (GASC), handling subsidized food items, under

the jurisdiction of the Ministry of Supply; and the General

Organization for Cotton, under the twin jurisdiction of the Ministry

of Economy (trade matters) and the Ministry of Industry (industrial

matters).

Implementation of Cotton Price Policy. Cotton is the only crop

that has been entirely controlled by the government since the early

1960s. Prices of cotton are set by the High Committee for Economy

and Planning of the Council of Ministers. Cotton varieties are

classified according to grade (staple length) and geographical

location, and prices are determined on the basis of variety and

grade. Farmers of Upper Egypt, who are required to plant middle-

length varieties that are priced lower, particularly resent being

forced to grow cotton (Adams 1986, p. 66).

Farmgate prices are determined according to expected export

price, selling price to domestic mills, transport and processing

costs, alternative production possibilities, and budget requirements

of the state. The Ministry of Economy and Finance is normally the

first to suggest a price change, because of its responsibility for

the state budget and because it supervises the cotton gins. The

Ministry of Trade also deals with cotton prices, because it

supervises the cotton companies. The Ministry of Industry

supervises the spinning and weaving mills. It also is interested

in cotton prices, because they have a strong influence on the

operating costs of those industries, which sell cloth to the public
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at low subsidized prices. The Ministry of Agriculture has often

anticipated the Ministry of Finance in proposing increases in the

farmgate price of cotton to achieve the desired area response and

to satisfy its constituency. In sum, government policy for cotton

prices during the period under study was to stabilize both the

selling price to the local spinning industry and the buying price

from farmers. The government absorbed fluctuations in export

prices.

Implementation of Cereals Price Policy. In the case of the

major cereals (wheat, rice, and maize), final pricing authority

rests with the Council of Ministers, because policy changes here

are seen to have a strong impact on the macroeconomy. An increase

in the farmgate price of rice, for instance, implies a larger budget

deficit. Wheat and rice prices paid to farmers for the quota they

have to deliver are determined by the Ministry of Supply, which is

responsible for food subsidies and for rice exports. 17 In the case

of wheat--the major importable crop--the Ministry of Supply has a

great deal of weight in the pricing decision. It supervises the

activities of the GASC, the agency responsible for importing

additional amounts to meet demand. Import levels influence domestic

17 Prices of wheat and rice are announced at harvest time, not
at planting time, which makes it impossible for farmers to respond
during the current season. Previously, price changes were usually
announced when the Ministry of Supply feared that farmers would be
likely not to deliver the targeted quota. Since 1974, the
government has been attempting to bring domestic farmgate prices
closer to international prices by increasing prices every year, and
farmers plant according to the expectation that prices will keep
on increasing.
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farmgate prices, because part of the wheat is sold on the free

market. Although maize prices are not controlled, maize is a close

substitute for wheat, and the decisions of the Ministry of Supply

concerning imports of yellow maize (used exclusively for feed) also

have an influence on maize prices and on the price of wheat straw,

which is used as fodder (Habashy and Fitch 1981).

Administering subsidized food crops requires a lot of

personnel. Nearly 16,000 workers are employed in the distribution

section of the Ministry of Supply in Cairo alone. That ministry

also supervises forty-two public companies (wholesale, retail,

mills, husking plants, silos, bakeries, etc.), maintaining personnel

in every district of the country (Alderman, von Braun, and Sakr

1982, p. 38).

It is impossible to compare the efficiency of the public sector

with that of the private sector. There is little doubt that

government and public companies involved in administering

agricultural prices are overstaffed and that productivity of such

operations could be increased. Overstaffing, however, reflects not

merely the growth of price administration but more generally

government employment policies in the public sector (Hansen and

Radwan 1982, pp. 62, 146).

Implementation of Sugar Price Policy. Prices of sugarcane are

set by the Ministry of Industry. The government-owned Egyptian

Sugar and Refining Company operates eight cane mills and offers

milling contracts to growers. In fact, the government has a
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monopoly to mill, refine, and trade centrifugal sugar.18 The pricing

problem here is similar to that for rice and wheat: Because sugar

is subsidized for consumers, the government cannot provide a higher

price to growers without having a negative impact on the budget

unless it raises the consumer price. Hence, the Ministries of

Supply and Finance must have a say in pricing. 19

18The private sector does not operate sugar mills. A sugar
beet mill located in the Delta was established as a private
company, but in reality it is owned by public sector organizations.
The government operates eight mills, mostly in Upper Egypt, for
extracting and refining sugar from cane. Two of the mills were
originally built around the turn of the century.

19other procured food crops, such as beans, lentils, and
sesame, are also priced by the Ministry of Supply in consultation
with the Ministry of Agriculture. Other export crops, such as
winter onions and groundnuts, are procured only in limited zones
by state-owned export companies supervised by the Ministry of
Economy and Finance. Pricing for those products is done by the
latter ministry in coordination with the Ministry of Agriculture.
Minor delivery crops such as garlic, oranges, and potatoes, which
are not subject to delivery quotas, are also priced for the
quantities sold to the state-owned companies by those two
Ministries. Many institutional arrangements have been made for
those products. They range from the delivery of the crop by the
farmer to the cooperative to more complex contracts distinguishing
between grades and quality types.
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Chapter 3

MEASUREMENT OF THE INCIDENCE OF SECTOR-SPECIFIC AND

ECONOMY-WIDE INTERVENTION ON PRICES

This chapter examines the incidence of government intervention

on the relative price of agricultural commodities. The prices of

the five major crops affected by intervention (cotton, rice, wheat,

maize, and sugarcane) are considered and are deflated by a

nonagricultural price index. Intervention is measured for producer

prices and for consumer prices. The effects of sector-specific and

economy-wide intervention are examined by looking at the evolution

of protection coefficients over the period 1960-85. The first

section of the chapter treats nominal protection, the second

discusses effective protection, and the third presents some

conclusions.1

For each of the five crops, Figures 3-1 to 3-10 compare the

1Protection rates are based on the data found in Appendixes
B, C, and D. Appendix B contains the data on nonagricultural price
and value added indices. Appendix C contains time series data on
farmgate prices and border-price equivalents. Farmgate prices are
shown in Table C-1, and border-price equivalents are derived in
Tables C-7 to C-11. Appendix C also explains how border prices
were adjusted at the farmgate. Appendix D contains time series
data on consumer prices and explains how border prices were
adjusted at the consumption point. Average consumer prices are
derived in Tables D-1 to D-5, and border-price equivalents are
derived in Tables D-7 to D-11.



- 75 -

evolution of the relative price of crop A vis-a-vis nonagriculture

at actual intervention levels (PA/PNA) with what the relative price

would have been without direct intervention (P'A/PNA) and with what

the relative price would have been without direct and indirect

intervention (P*/P*NA) .2 Producer prices (Pp) and consumer prices

(Pc) are shown in the graphs. The change in producer price policy

that occurred after 1973 is noticeable in the figures. The relative

price of crops vis-a-vis nonagriculture began to increase slowly

after 1973. The world price of these commodities, however,

increased even more in most cases. As a result, taxation of

agriculture continued to grow.

INCIDENCE OF PRICE INTERVENTION ON RELATIVE PRICES

Incidence of Direct Price Intervention. Direct intervention

in markets for agricultural commodities takes the form of fixed

prices for partially or totally procured crops, on the producer

side, or for rationed or nonrationed goods, on the consumer side,

leading to distortion in production and consumption.

The direct effect of price policy on relative prices is

measured by the nominal rate of protection, NPRD, defined as

PA/XNA - IA/PNA PA -PA
NPRD =------------ ---------- (1)

P A/ PNA piA

where

2All figures are presented at the end of this chapter.



- 76 -

PA = the (producer or consumer) price of crop A
P A = the border-price equivalent of crop A
PNA = the nonagricultural price index.

For tradable crops, NPRD measures the deviation of the average

(producer or consumer) price from the border-price equivalent,

evaluated at the farmgate (producer) or at the point of consumption

(consumer), in percentage of the border-price equivalent. Border

prices P'A are measured at the official exchange rate deflated by

the nonagricultural price index.

A negative nominal protection rate indicates that the crop is

taxed on the producer side and subsidized on the consumer side as

a result of the government controls. A positive nominal protection

rate indicates that the crop is protected on the producer side and

taxed on the consumer side.

The NPRDs for the five crops are presented in Table 3-1 for

producer prices and in Table 3-2 for consumer prices. The results

in Table 3-1 measure the incidence of direct intervention on output

prices, without taking into account subsidies and taxes on inputs.

The results in Table 3-2 show the incidence of direct intervention

on consumer prices. In both cases, border prices are measured at

the official (central bank) exchange rate, the rate at which world

prices of agricultural tradables expressed in foreign currency were

actually converted to domestic currency.

Producers of cotton, rice, and wheat have been consistently

taxed, whereas consumers of cloth, rice, and bread have been
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Table 3.1. NOMINAL PROTECTION RATES FOR PRODUCER PRICES

in percent of border prices

DIRECT INTERVENTION.

Sugar-

Cotton Rice Wheat Maize cane

(NPRd)c (NPRd)r (NPRd)w (NPRd)m (NPRd)s

1960 -23% -28% 25% 7r -218%

1961 -24% -35% 33% -2% -205%

1962 -19% -51% 13% -6% -240%

1963 -33% -56% -20% -28% -36%

1964 -22% -62% -34% -20% 60%

1965 -33% -59% -17% -26% -231%

1966 -28% -51% -6% -6% -196%

1967 -47% -48% 2% 8% -215%

1968 -25% -57% -1% -11% -215%

1969 -32% -50% 5% -4% -341%

1970 -32% -34% 34% 0% -391%

1971 -32% -30% 0% -8% -1215%

1972 -27% -33% 0% 3% 25%

1973 -62% -64% -10% -3% -9%

1974 -63% -87% -57% -7% -74%

1975 -55% -82% -40% -35% -56%

1976 -36% -64% -34% -39% 45%

1977 -49% -36% -11% 11% 466%

1978 -22% -43% -6% -1% 1363%

1979 -52% -69% -26% -13% -21%

1980 -51% -64% -44% -16% -79%

1981 -40% -67% -51% -53% -38%

1982 -22% -59% -55% -35% 102%

1983 -18% -40% -28% 22% 157%

1984 -31% -21% -21% -8% 1296%

1985 -18% 20% 0% 33% -1528%

Pa/Pna - Pa/Pna Pa - Pla

NOTE: (1) NPRd

P'a/Pna Pla

(2) N/Al for sugarcane indicates that border price is negative.

SOURCE: Computed from Farmgate Prices and Border Equivalents (Appendix C).
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TabLe 3.2. NOMINAL PROTECTION RATES FOR CONSUMER PRICES

in percent of border price

DIRECT INTERVENTION.

Sugar-
Cotton Rice Wheat Maize cane

(NPRd)c (NPRd)r (NPRd)w (NPRd)m (NPRd)s

1960 -9% N/A 19% N/A 129%
1961 -8% N/A 30% N/A 145%
1962 -2% N/A -7% N/A 112%
1963 -22% N/A -29% N/A -6%
1964 -40% N/A -39% N/A 22%
1965 -26% -37% -9% -13% 119%
1966 -21% -16% -3% 19% 143%
1967 -45% -6% -6% 50% 127%

1968 -29% -14% 5% 17% 129%

1969 -37% -27% 9% 9% 77%
1970 -37% -10% 20% 27% 93%
1971 -40% -7% -4% 11% 69%
1972 -42% -13% -4% 18% 18%
1973 -63% -44% -19% 12% 18%
1974 -64% -79% -71% -27% -33%
1975 -58% -75% -65% -24% -8%
1976 -36% -54% -55% -27% 55%
1977 -49% -33% -44% 2% 110%
1978 -24% -37% -56% 45% 135%

1979 -53% -56% -68% 10% -3%
1980 -52% -56% -85% -11% -47%
1981 -41% -65% -76% -42% -17%
1982 -24% -67% -76% -39% 49%
1983 -20% -56% -69% -5% 49%
1984 -33% -47% -73% -27% 90%
1985 -21% -36% -34% -16% 131%

Pa/Pna - P'a/Pna Pa - Pa

NOTE: NPRd = ---------------- --------

P'a/Pna P'a

SOURCE: Computed from consumer prices and border equivalents (Appendix D).
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subsidized. Wheat producers were protected and consumers taxed in

the early 1960s and early 1970s, when world wheat prices were

particularly low.

Maize production, for which no price controls were in effect

during the period, has been taxed in most years as a result of

import policy. Maize consumption was taxed from 1966 to 1973, after

which it has been subsidized (except in 1977-79), reflecting the

growing importance of subsidized maize imports for livestock.

The case of sugarcane deserves some comment. The border-price

equivalent of cane for the producer was negative throughout the

1960s (except 1963-64) until 1971 because milling costs on a per-

ton basis exceeded the price of the cane. 3 To obtain border prices

of cane at the farmgate, we converted world prices of refined sugar

(the internationally traded commodity) to cane equivalent at the

standard conversion factor (11 percent). With negative border

prices, the nominal protection rates do not have meaning for those

3See the discussion in Appendix C. See also Hansen and
Nashashibi (1975), pp. 236-39, on the competitiveness of the sugar
industry from 1960 to 1973.
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years.4

INCIDENCE OF INDIRECT PRICE INTERVENTION

Exchange rate and trade policies are indirect forms of

intervention that alter relative producer and consumer prices. The

relative price at actual intervention levels is PA/PNA- Without

indirect intervention, it would be (E*/EO)PA/P*NA' with

PNA (T)
P*NA = a E*/Eo + (1-a) PNA(NT) (2)

(1 + ti)

where

a = share of tradables in the index
tm =equivalent tariff rate on nonagricultural tradables
E* equilibrium exchange rate

0= official exchange rate
PNA(T) = index of prices of nonagricultural tradables
PNA(NT) = index of prices of nonagricultural
nontradables.

That is, to correct for indirect intervention, relative border

prices should be evaluated at the equilibrium exchange rate, E*, and

deflated by a nonagricultural price index, P*NA' to correct prices

4Average yearly CIF prices of raw sugar may not represent a
good measure of the opportunity cost of growing sugarcane. World
prices of sugar have been highly unstable in the last twenty years,
partly because of the oligopolistic structure of the world market,
partly because of protectionist barriers in major importing
countries, and partly because of the natural cycle of cane
harvesting. The price instability index of sugar for the period
1964-84 was 90.8, meaning that one could expect the price in a
typical year to be 90.8 percent below or above the trend value for
that year, whereas it was 14.3 for cotton and 24.3 for wheat in the
same period. See World Bank (1986c), p. 86.
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of tradables for exchange rate overvaluation and trade policy

distortion. The nominal rate of protection in the case of indirect

intervention, NPR,, is therefore defined as

PA/PNA - (E*/EO)PA/P*NA l/PNA - (E*/EO)/P*NA
NPR1 = ----------------------- = ---------------- (3)

(E*/E 0 ) P*A/P*NA (E*/EO)/P*NA

where

PA = the (producer or consumer) price of crop A.
P*A = the border-price equivalent of crop A, evaluated at

the equilibrium exchange rate
NA = the nonagricultural (NA) price index
*NA = the NA price index adjusted for exchange rate and

trade policies.

As Equation 3 shows, the incidence of indirect intervention is

the same for all tradable crops and depends only on E*/EO,

representing the level of exchange rate overvaluation, and on tmit

representing the impact of trade policies on PNA(T), the tradable

component of nonagriculture. Table 3-3 shows the incidence of

indirect intervention on both producer and consumer prices.

Indirect intervention acted as a tax on production of agricultural

exports and as a subsidy on agricultural imports throughout the

period. The exchange rate overvaluation had a greater effect on

agriculture in the period 1960-72 than in the period 1973-85.

Incidence of Total Price Intervention. We call total

intervention the sum of direct (i.e., agricultural price policies)

and indirect (i.e., exchange rate and trade policies) intervention
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on relative prices. The incidence of total intervention is measured

by NPRT, defined as

PA/PNA - (E*/EO) PA/P*NA
NPRT = ---- (4)

(E*/EO) PIA/P*NA

The incidence of total intervention on producer prices and on

consumer prices is shown in Tables 3-4 and 3-5.
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TabLe 3.3. NOMINAL PROTECTION RATES FOR PRODUCER AND CONSUMER PRICES

in percent of border price

INDIRECT INTERVENTION.

Year NPRi for all crops

1960 -40%

1961 -35%

1962 -26%

1963 -24%

1964 -27%

1965 -31%

1966 -34%

1967 -6%

1968 -28%

1969 -30%

1970 -34%

1971 -37%

1972 -31%

1973 5%

1974 -1%

1975 -9%

1976 -19%

1977 -18%

1978 -29%

1979 -15%

1980 -6%
1981 -17%
1982 -20%
1983 -13%
1984 -15%

1985 -15%

1/Pna - (E*/Eo)/P*na P*na Eo

NPRi = ---------------------- - 1 =--------- - 1 where Eo is the official exch. rate.
(E*/Eo)/P*na Pna E*

SOURCES: computed from data in appendices A and B.



- 84 -

Table 3.4 NOMINAL PROTECTION RATES FOR PRODUCER PRICES

in percent of border prices

TOTAL (DIRECT AND INDIRECT) INTERVENTION.

Sugar-

Cotton Rice Wheat Maize cane

(NPRt)c (NPRt)r (NPRr)w (NPRt)m (NPRt)s

1960 -62% -69% -33% -41% 351%

1961 -57% -67% -19% -40% -769%

1962 -40% -66% -23% -26% -743%

1963 -48% -68% -37% -42% -61%

1964 -43% -73% -50% -39% -34%

1965 -53% -73% -41% -47% -383%

1966 -52% -68% -35% -35% -260%

1967 -49% -51% -4% 2% -204%

1968 -46% -70% -26% -33% -306%

1969 -53% -66% -23% -28% 344%

1970 -56% -59% -6% -29% 68%

1971 -58% -59% -34% -38% -16%

1972 -51% -56% -28% -23% -53%

1973 -59% -62% -7% 0% 25%

1974 -66% -88% -61% -14% -76%

1975 -63% -85% -49% -43% -66%

1976 -60% -78% -57% -59% -43%

1977 -68% -62% -41% -22% 15%

1978 -58% -71% -45% -38% 8%

1979 -60% -74% -37% -24% -42%

1980 -56% -68% -49% -22% -81%

1981 -55% -75% -62% -63% -58%

1982 -44% -71% -67% -51% 2%

1983 -44% -62% -49% -9% 14%

1984 -63% -62% -54% -43% 52%

1985 -64% -56% -52% -28% 82%

Pa/Pna - (E*/Eo) P'a/P*na

NOTE: (1) NPRt=

(E*/Eo) P'a/P*na

(2) "N/A" for sugarcane indicates that border price is negative.

SOURCE: Computed from farmgate prices and border equivalents (Appendix C) and

Pna and P*na (Appendix B).
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TabLe 3.5. NOMINAL PROTECTION RATES FOR CONSUMER PRICES

in percent of border price

TOTAL (DIRECT AND INDIRECT) INTERVENTION.

Sugar-

Cotton Rice Wheat Maize cane

(NPRt)c (NPRt)r (NPRt)w (NPRt)m (NPRt)s

1960 -54% N/A -40% N/A 15%

1961 -47% N/A -26% N/A 40%

1962 -28% N/A -31% N/A 58%

1963 -39% N/A -45% N/A -27%

1964 -56% N/A -55% N/A -10%

1965 -49% -55% -37% -38% 53%

1966 -47% -43% -36% -18% 62%

1967 -48% -11% -11% 42% 115%

1968 -48% -36% -23% -13% 67%

1969 -55% -47% -22% -20% 26%

1970 -58% -37% -20% -11% 29%

1971 -62% -38% -39% -26% 8%

1972 -59% -36% -33% -13% -17%

1973 -61% -42% -15% 16% 24%

1974 -67% -81% -73% -32% -39%

1975 -64% -78% -70% -34% -22%

1976 -60% -70% -72% -51% -2%

1977 -68% -55% -64% -31% 34%

1978 -58% -64% -76% -14% 30%

1979 -61% -63% -73% -6% -18%

1980 -56% -60% -86% -18% -52%

1981 -55% -73% -82% -55% -37%

1982 -45% -76% -82% -55% 7%

1983 -45% -69% -79% -33% 2%

1984 -63% -70% -85% -58% 5%

1985 -65% -70% -70% -60% 3%

Pa/Pna - (E*/Eo) P'a/P*na

NOTE: NPRt = -------------------------

(E*/Eo) PiaIP*na

SOURCE: Computed from consumer prices and border equivalents (Appendix D) and

Pna and P*na (Appendix B).
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Figures 3-11 to 3-20 present the evolution of nominal

protection rates for direct and total intervention, producer and

consumer prices, for each of the five crops. As is clear from

Equations 1, 3, and 4, the sum of NPRD and NPR, is not equal to NPRT.

Therefore, in the figures showing the evolution of protection levels

as a result of direct and total intervention over the period 1960-

85, we have used a "corrected" version of NPI%, called NPRd. It is

defined as

PA/PNA -P'A/DNA

NPRd = NPRT - NPR I -------- _ (5)
(E*/EO) P A/P*NA

The accuracy of the results on nominal protection depends on

the data presented in Appendixes A, B, C, and D. For border

prices, we have used the best possible information concerning

exchange rate, transportation, handling and processing costs, and

quality differences between Egyptian varieties and internationally

traded varieties. But, because transportation and processing are

public sector activities, in the absence of reliable data on the

competitiveness of those nontradable activities, it was difficult

to ascertain how biased the protection results were by the lack of

correction for distortion in those activities. For example,

transportation costs would be higher, and border prices lower, if

subsidies on freight were removed from the computations.

Competitive processing costs, especially for sugarcane, would modify

the measurement of border prices.
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On the other hand, prices received by farmers would be higher

if the price of the by-product was taken into account, especially

in the case of wheat straw.

INCIDENCE OF INTERVENTION ON RELATIVE VALUES ADDED

So far, only the effects of price intervention on output prices

have been measured. The combined effects of government intervention

on the prices of crops and of agricultural inputs is captured by

effective protection rates rather than by nominal rates.

The effective rate of protection (ERP) is the ratio of value

added at domestic prices to value added at world prices, expressed

as a percentage of value added at world prices. Value added for

each crop is divided here by an index of value added in

nonagriculture to obtain an effective protection rate in relative

terms.

In the case of direct intervention, the effective protection

rate (ERPD) is given by

VAA/VANA - VA' A/VANA VAA - VA A
ERPD = ------------------------- = ----------- (6)

VA A/VANA VA'A

where

VAA = value added of agricultural product A, at domestic
prices of tradable outputs and inputs

VA'A = value added of agricultural product A, at border
prices of tradable outputs and inputs, evaluated

at official exchange rate
VANA = value added index for nonagriculture.
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In the case of total intervention, the effective protection

rate (ERPT) is given by

VAA/VANA - (E*/Eo)VA'A/VA*NA
ERPT -…- - - - - - - - - - - - -(7)

(E*/EO) VA A/VA*NA
with

VANA (T)
VA* = a E*/Eo --------- + (1-a) VA NA(NT) (8)

(1 + tin)

where

a = share of tradables in the value added index
tm =equivalent tariff rate on nonagricultural tradables e

= equilibrium exchange rate
E0 = official exchange rate
VANA(T) = index of VA of nonagricultural tradables
VANA(NT) = index of VA of nonagricultural nontradables.

For each crop analyzed, the concept of value added used here

refers to the sum of the returns to all nontraded inputs, not only

to labor and capital. The ERPs measure the increase in domestic

value added (i.e., the increase in returns to nontraded inputs)

permitted by the structure of trade protection, exchange rate, and

domestic price controls on output and input prices over the level

of value added in the absence of such restrictions. A positive ERP

indicates that the crop, relative to nonagriculture, was subject to

net subsidization or, in other words, that government policies

provided positive incentives for that activity. By contrast, a

negative ERP indicates net taxation and disincentives for that

particular activity.

The ERP calculations are based on the data presented in

Appendixes B and F. The derivation of the VA NA and VA* NA indices may
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be found in Appendix B, Table B-3. The indices are based on GDP

deflator data. Appendix F contains historical data on costs of

production and value added for the five crops analyzed, with prices

of tradable inputs and outputs measured at domestic prices, at

border prices evaluated at the official exchange rate, and at border

prices evaluated at the equilibrium exchange rate. The procedure

used for the valuation of traded inputs (fertilizers, pesticides,

seeds, and machinery) at border prices is also explained in Appendix

F. The calculations are based on the assumption that technological

coefficients are constant and are not affected by changes in the

relative price of traded to nontraded inputs.

The results, presented in Table 3-6, indicate that the major

tradable export and food crops subject to government intervention

have been taxed in net terms throughout the period, whether one

considers direct intervention only or both direct and indirect

intervention.5 In other words, government policies have

consistently discriminated against those activities during the past

twenty years, despite the subsidization of agricultural inputs that

became an important counterweight to crop price taxation after 1973.

Maize, which was not subject to government

5In other words, export and food crops are taxed in net terms
whether world prices are valued at the official or at the
equilibrium exchange rate.
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Table 3 6. EFFECTIVE PROTECTION RATES, 1964-85

in percent of value added at border price

DIRECT AND TOTAL INTERVENTION.

COTTON RICE WHEAT MAIZE SUGARCANE

(ERPd)c (ERPt)c (ERPd)r (ERPt)r (ERPd)w (ERPt)w (ERPd)m (ERPt)m (ERPd)s (ERPt)s

1964 -33% -51% -61% -79% -40% -59% -24% -48% 94% -44%

1965 -58% -56% -60% -76% -22% -44% -30% -49% N/A N/A

1966 -52% -55% -53% -71% -9% -35% -8% -34% N/A N/A

1967 -108% -57% -47% -57% 1% -35% 8% -4% N/A N/A

1968 -41% -52% -54% -74% -7% -33% -17% -40% N/A N/A

1969 -61% -59% -64% -73% -2% -30% -9% -35% N/A N/A

1970 -63% -61% -64% -65% 38% -3% -6% -34% N/A 160%

1971 -64% -64% -45% -66% -8% -40% -15% -43% N/A -18%

1972 -47% -55% -39% -63% -6% -32% -4% -27% 25% -60%

1973 -200% -65% -38% -70% -15% -13% -5% -3% -12% 27%

1974 -197% -69% -62% -91% -64% -67% -5% -12% -76% -79%

1975 -142% -65% -88% -88% -44% -52% -33% -40% -58% -68%

1976 -55% -62% -81% -81% -34% -61% -38% -59% 113% -41%

1977 -103% -70% -62% -65% 11% -37% 42% -8% N/A 64%

1978 -26% -60% -26% -74% 17% -42% 20% -31% N/A 53%

1979 -116% -62% -48% -78% -26% -37% -6% -17% -17% -41%

1980 -111% -57% -67% -73% -48% -52% -9% -16% -83% -85%

1981 -60% -54% -60% -79% -52% -64% -52% -63% -33% -57%

1982 -29% -46% -62% -76% -68% -77% -39% -54% 444% 33%

1983 -22% -47% -65% -67% -36% -59% 37% -4% N/A 57%

1984 -51% -66% -44% -68% -28% -64% -7% -47% N/A 210%

1985 -24% -67% 23% -60% 3% -60% 54% -30% N/A 237%

NOTES (1) ERPd = Effective Protection Rate at official exchange rate.

VAa/VAna - VA'a/VAna VAa - VA'a

VA'a/VAna VA'a

(2) ERPt = Effective Protection Rate at equilibriun exchange rate

VAa/VAna - (E*/Eo) VAIa/VA*na

(E*/Eo) VA'a/VA*na

(3) "N/A" for sugarcane indicates that vaLue added at border price is negative

SOUJRCES. Computed from data in appendices B and F.

Data prior to 1964 are not availabLe
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control on output prices, benefited from subsidized input prices and

had positive ERPs in 1977-79 and 1982-85.

The measurement problem for sugarcane is identical to the one

mentioned in the section on nominal protection. Because of high

milling costs, the crop exhibited negative value added in 1965-71,

1977-78, and 1983-84, with traded inputs and output priced at border

prices with the official exchange rate, and in 1965-69 with the

equilibrium exchange rate. The ERP measures for those years,

therefore, are meaningless.6

The data in Table 3-6 indicate a general pattern of

discrimination against the production of the main export and food

crops. But no definitive conclusions concerning changes in the

structure of effective protection for those five crops can be

inferred from this analysis for two main reasons. First, ERP

analysis is static by the nature of its assumptions. One of the

main assumptions underlying the ERP calculations is that

technological coefficients are unaffected by changes in the relative

price of traded inputs, so that price changes do not affect the

choice of technology and do not induce substitution between

nontraded and traded inputs. We know (see chapter 2) that this

assumption does not hold in the case of Egypt. The relative price

of traded to nontraded inputs has changed as a result of wage

pressure and subsidy policy, and this has induced important changes

6If negative border prices were replaced by zero, the ERP
would then become infinity.
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in agricultural technology between 1964 and 1985.

Second, the results of Table 3-6 should be viewed with caution

because of the nature of the data. Effective rates of protection

usually are based on estimated farm management costs, which are not

very precise indicators of the actual costs and returns of

agricultural activities, even at the level of a specific farm. The

cost data of Appendix F (based on official data from the Ministry

of Agriculture) are even more imprecise to the extent that they are

a national average of farms at different levels of efficiency. They

tell us little about the profitability of rotations that include

controlled crops for individual farmers. There is evidence that

some farmers growing sugarcane, wheat, rice, and even cotton have

done very well in Egypt, even though the overall ERP for those crops

indicates that they do not appear to be profitable activities.7

Moreover, because of additional data limitations, the actual

level of returns (value added) is underestimated. First, as

mentioned in Appendix F, returns to land are underestimated . 8

Second, returns would be higher if the prices of by-products were

included in the calculations. Because of government controls and

winter feed shortages observed in the livestock sector since

7Strictly speaking, the ERP is a measure of the protection
afforded to an activity, not to a commodity.

8In Appendix H, we give an example from the governorate of
Minya indicating that in 1986, official rents (used in the data of
Appendix F) may have been ten times less than actual market rents.
Unfortunately, data on actual returns to land are not available.
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approximately 1975, wheat straw has become almost as profitable for

the farmer as grain.9 In our calculations for wheat, we do not take

the price of straw into account for lack of reliable data over the

entire period. The omission of straw from the ERP computations in

this study therefore causes an overestimate of the extent of

taxation of wheat producers. By contrast, by-products of cotton,

rice, and maize fetch a very low price, so omitting them should not

bias results.

CONCLUSIONS

From this exercise, three interesting conclusions may be drawn

concerning the incidence of government intervention.

First, the data show that producers of major crops were heavily

and consistently taxed throughout the period by means of direct and

indirect price intervention. Correspondingly, the public sector

cotton industry and domestic consumers of rice and wheat have

received substantial subsidies during most years. The degree of

taxation of producers and of subsidization of consumers varies by

year and by crop, largely as a function of fluctuations in world

prices. Period averages reveal broad changes in protection levels.

These are revealed in Tables 3-7 and 3-8, showing average NRP/ERP

data for producers and consumers for three distinct periods. On

9According to Khedr and Clark (1979), revenue per feddan for
wheat was £E 75, and for straw EE 50 in 1978. The high price of
straw explains in part why farmers are reluctant to adopt new,
high-yielding, pest-resistant wheat varieties producing less straw.
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the producer side, the incidence of direct price policy was most

significant during the 1973-80 period. It decreased after 1980.

By contrast, the incidence of exchange rate overvaluation and trade

policies (indirect intervention) was most significant between 1960

and 1972. In terms of crops, the most heavily taxed crops since

1960 have been rice and cotton. Wheat and maize have been less

taxed than both export crops, although after 1980, cotton taxation

was substantially reduced. On the consumer side, the data show that

the level of subsidization increased sharply during the period 1973-

80. Consumer subsidies resulting from indirect intervention were

substantial during 1964-72, but direct intervention had hardly any

impact on consumers. After 1980, subsidies continued to increase

for wheat, maize, and sugar, whereas the percentages declined for

cotton and rice as a result of both direct and indirect policies.

Second, there are no noticeable differences between levels of

nominal and effective taxation of producers. This is indicated in

Table 3-9. The comparison between nominal and effective rates

reveals that taxation was high for most years, in both gross and net

terms (i.e., on prices and on values added), as a result of direct

and indirect intervention. Whereas nominal protection rates measure

the extent of protection caused by policies affecting the prices of

outputs only, effective protection rates measure the extent of

protection resulting from both output and input price policies. In

some cases--for example, for wheat and maize in 1977-78--the ERP is

greater than the NRP, indicating that subsidization of inputs has

compensated favorably for the taxation of outputs. But, in general,
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there are no noticeable differences between nominal and effective

protection. However, the caveats of the preceding section regarding

ERP calculations must be kept in mind.

Table 3-7.

Average Rates of Protection for Producers.

Period I Period II Period III

1964-72 1973-79 1980-85

NRP ERP NRP ERP NRP ERP

DIRECT INTERVENTIONS

Cotton -31% -59% -48% -120% -30% -50%

Rice -47% -54% -64% -58% -39% -46%

Wheat -2% -6% -27% -22% -33% -38%

Maize -7% -12% -12% -3% -10% -3%

Sugar -- -- 245% -- -- --

TOTAL INTERVENTIONS

Cotton -51% -57% -62% -65% -54% -56%

Rice -64% -69% -74% -78% -65% -70%

Wheat -27% -35% -42% -44% -55% -63%

Maize -30% -35% -28% -24% -36% -36%

Sugar -- -- -26% -12% 2% 66%

Data for sugarcane not available when border prices are negative.

SOURCE: Table 3-9.



- 96 -

Table 3-8.

Average Rates of Nominal Protection for Consumers.

Period I Period II Period III

1960-72 1973-79 1980-85

DIRECT INTERVENTIONS.

Cotton -28% -50% -32%

Rice -16% -54% -55%

Wheat - 1% -54% -69%

Maize 17% - 1% -23%

Sugar 91% 39% 43%

TOTAL INTERVENTIONS.

Cotton -50% -63% -55%

Rice -38% -65% -70%

Wheat -32% -63% -81%

Maize -12% -22% -46%

Sugar 32% 1% 12%

**Period I data for rice and maize is from 1965-72.

SOURCES: Tables 3-2 and 3-5.

------------------------------------------------------------------
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One explanation for the absence of significant differences between

levels of nominal and effective protection is that the

share of nontraded inputs in total production costs is high for all

five crops, and that prices of nontraded inputs, including

labor, have been rising faster than prices of traded inputs. Since

1977, agricultural wages, in particular, have been rising sharply

(see Table 2-8). As a result, the discrimination against

agriculture through low producer prices and overvalued exchange rate

could not be compensated significantly by the subsidies paid on

tradable inputs such as fertilizer.

Third, the importance of exchange rate and trade policies as

an instrument of taxation of agricultural producers and

subsidization of consumers is clear. These policies penalized the

production of agricultural tradables, especially during the 1960-72

period. Rice and cotton were particularly affected. If

agricultural tradables had been exchanged at a rate closer to the

equilibrium rate and trade policies had not discriminated against

agriculture, net taxation of the sector would have decreased by

approximately 50 to 200 percent (see Table 3-6). The taxation of

agriculture by indirect means has been significant except in 1967

and 1973, the years in which the exchange rate was actually

undervalued (see Table 3-3). According to our calculations, the

average rate of taxation of producers (and, correspondingly, of

subsidization of consumers) caused by indirect intervention reached

29 percent for the period 1960-72, fell to 12 percent during the
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period 1973-80 and increased slightly to 16 percent in 1981-85.10

By contrast, exchange rate and trade policies have benefited the

public sector cotton industry, the livestock and poultry industry

using maize as an input, and consumers of wheat, rice, and maize.

During the period 1960-72, for example, the subsidy on wheat

resulting from direct price policy was negligible. But the implicit

subsidy resulting from exchange rate and trade policies amounted to

30 percent of border-price equivalents measured at the equilibrium

exchange rate. After 1973, the subsidy on wheat increased as a

result of both direct and indirect intervention.

10We have based the calculations on the estimates of the long-
run equilibrium exchange rate and tariff equivalent in Appendix A.
The figures represent period averages from the data in Table 3-3.
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Table 3.9. NOMINAL AND EFFECTIVE PROTECTION RATES FOR FIVE CROPS, 1964-1985.

INCIDENCE OF DIRECT PRICE INTERVENTIONS.

COTTON RICE WHEAT MAIZE SUGARCANE

(NPRd)c (ERPd)c (NPRd)r (ERPd)r (NPRd)w (ERPd)w (NPRd)m (ERPd)m (NPRd)s (ERPd)s

1964 -22% -33% -62% -61% -34% -40% -20% -24% 60% 94%

1965 -33% -58% -59% -60% -17% -22% -26% -30% N/A N/A

1966 -28% -52% -51% -53% -6% -9% -6% -8% N/A N/A

1967 -47% -108% -48% -47% 2% 1% 8% 8% N/A N/A

1968 -25% -41% -57% -54% -1% -7% -11% -17% N/A N/A

1969 -32% -61% -50% -64% 5% -2% -4% -9% N/A N/A

1970 -32% -63% -34% -64% 34% 38% 0% -6% N/A N/A

1971 -32% -64% -30% -45% 0% -8% -8% -15% N/A N/A

1972 -27% -47% -33% -39% 0% -6% 3% -4% 25% 25%
1973 -62% -200% -64% -38% -10% -15% -3% -5% -9% -12%

1974 -63% -197% -87% -62% -57% -64% -7% -5% -74% -76%

1975 -55% -142% -82% -88% -40% -44% -35% -33% -56% -58%

1976 -36% -55% -64% -81% -34% -34% -39% -38% 45% 113%

1977 -49% -103% -36% -62% -11% 11% 11% 42% 466% N/A

1978 -22% -26% -43% -26% -6% 17%. -1% 20% 1363% N/A

1979 -52% -116% -69% -48% -26% -26% -13% -6% -21% -17%

1980 -51% -111% -64% -67% -44% -48% -16% -9% -79% -83%

1981 -40% -60% -67% -60% -51% -52% -53% -52% -38% -33%

1982 -22% -29% -59% -62% -55% -68% -35% -39% 102% 444%

1983 -18% -22% -40% -65% -28% -36% 22% 37% 157% N/A

1984 -31% -51% -21% -44% -21% -28% -8% -7A 1296% N/A

1985 -18% -24% 20% 23% 0% 3% 33% 54% N/A N/A

SOURCES: TabLes 3.1., 3.4., and 3.5.

NOTE: "N/A" for sugarcane indicates that border price (or value added

measured at border prices) is negative for that year.

Averages:

COTTON RICE WHEAT MAIZE SUGARCANE

NRP ERP NRP ERP NRP ERP NRP ERP NRP ERP

1964-72 -31% -59% -47% -54% -2% -6% -7% -12% N/A N/A

1973-79 -48% -120% -64% -58% -27% -22% -12% -3% 245% N/A

1980-85 -30% -50% -39% -46% -33% -38% -10% -3% N/A N/A
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TabLe 3.9. NOMINAL AND EFFECTIVE PROTECTION RATES FOR FIVE CROPS, 1964-1985.

(continued) INCIDENCE OF TOTAL PRICE INTERVENTIONS.

COTTON RICE WHEAT MAIZE SUGARCANE

(NPRt)c (ERPt)c (NPRt)r (ERPt)r (NPRt)w (ERPt)w (NPRt)m (ERPt)m (NPRt)s (ERPt)s

1964 -43% -51% -73% -79% -50% -59% -39% -48% -34% -44%

1965 -53% -56% -73% -76% -41% -44% -47% -49% N/A N/A

1966 -52% -55% -68% -71% -35% -35% -35% -34% N/A N/A

1967 -49% -57% -51% -57% -4% -35% 2% -4% N/A N/A

1968 -46% -52% -70% -74% -26% -33% -33% -40% N/A N/A

1969 -53% -59% -66% -73% -23% -30% -28% -35% 344% N/A

1970 -56% -61% -59% -65% -6% -3% -29% -34% 68% 160%

1971 -58% -64% -59% -66% -34% -40% -38% -43% -16% -18%

1972 -51% -55% -56% -63% -28% -32% -23% -277% -53% -60%

1973 -59% -65% -62% -70% -7% -13% 0% -3% 25% 27%

1974 -66% -69% -88% -91% -61% -67X% -14% -12% -76% -79%

1975 -63% -65% -85% -88% -49% -52% -43% -40% -66% -68%

1976 -60% -62% -78% -81% -57% -61% -59% -59% -43% -41%

1977 -68% -70% -62% -65% -41% -37% -22% -8% 15% 64%

1978 -58% -60% -71% -74% -45% -42% -38% -31% 8% 53%

1979 -60% -62% -74% -78% -37% -37% -24% -17% -42% -41%

1980 -56% -57% -68% -73% -49% -52% -22% -16% -81% -85%

1981 -55% -54% -75% -79% -62% -64% -63% -63% -58% -57%

1982 -44% -46% -71% -76% -67% -77% -51% -54% 2% 33%

1983 -44% -47% -62% -67% -49X -59% -9% -4% 14% 57%

1984 -63% -66% -62% -68% -54% -64% -43% -47% 52% 210%

1985 -64% -67% -56% -60% -52% -60% -28% -30% 82% 237%

Averages:

COTTON RICE WHEAT MAIZE SUGARCANE

NRP ERP NRP ERP NRP ERP NRP ERP NRP ERP

1964-72 -51% -57% -64% -69% -27% -35% -30% -35% N/A N/A

1973-79 -62% -65% -74% -78% -42% -44% -28% -24% -26% -12%

1980-85 -54% -56% -65% -70% -55% -63% -36% -36% 2% 66%
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CHAPTER 4

EFFECTS OF PRICE INTERVENTION ON AGRICULTURAL OUTPUT

What have been the effects of direct and indirect price

intervention on levels of agricultural output? The answer to this

question clearly depends on the response of agricultural supply,

but, unfortunately, the econometric evidence on supply parameters

in Egypt does not greatly clarify the issue.1 Estimates of supply

elasticities vary considerably because of differences in the

methodologies of studies and because of the complexity of Egyptian

agriculture. Most estimates are on the low end of the spectrum in

comparison with other countries (Ghatak and Ingersent 1984, pp. 203-

213).

The low elasticities of supply in Egypt may be explained in

several ways. In the short run, the typical farmer--growing the

traditional cotton-based rotation and using animal power--faces

restrictions both on the input and on the output side that are

determined by agronomic and policy considerations. Farmers' ability

to reallocate labor among different crops has been reduced by the

system of government controls on inputs. Relative prices and

revenues of alternative crop rotations appear to influence planting

decisions over the long run. They also appear to influence

1See the review of econometric evidence in Appendix I.
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investment decisions and decisions concerning labor allocation.

Farmers' input choices are strictly constrained by government

agricultural policy. The cropping pattern in every village is

planned on the basis of government-allocated and government-

subsidized inputs distributed by the cooperative system. Government

agencies allocate and apply pesticides for cotton. The government

determines fertilizer quotas for each crop, and farmers can divert

fertilizer to other crops only if they are willing to risk paying

a penalty or producing below-quota amounts of procured crops (Abdou,

Gardner and Green 1986). Growers of cash crops such as vegetables

can purchase additional quantities of imported fertilizer during

some years, but only well-off farmers can afford to do this.

The government controls irrigation and supplies water free and

in sufficient quantities. Land rents are fixed by law, although an

active "extralegal" market for seasonal rental of land does exist.

The prices of other traded inputs, such as tractors and machinery,

are influenced by government policy. Because farmers use animals

for field work and transport, for milk and dairy, and for meat, they

must allocate some land every year to forage crops (e.g., berseem,

which is also an important nitrogen-fixer in the rotation, and

maize). The prices of forage crops are not controlled, and this

influences farmers' decisions to plant. Thus, the only variable

input in the short run is labor, which can be drawn from the family

farm or hired during peak season.

Farmers' output choices are limited by government policies and

by crop rotation constraints. Farmers have procurement obligations
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for cotton, rice, sugarcane, wheat, and minor crops. The yearly

planning of the cropping pattern also influences farmers' planting

decisions, although, historically, observers have seen a systematic

gap between allocated area and actual planted area for major crops.

The agronomic necessities of crop rotation impose important

constraints on planting decisions. 2 For example, wheat takes about

seven months from sowing to harvesting, so it cannot be followed in

the rotation by cotton, which also takes seven months.

Constraints on cropping patterns apply regardless of farm

size, according to the 1976 Farm Management Survey. Regional

differences may be more important in cropping pattern variations

than are differences in farm size.3

Ao MODEL OF OUTPUT EFFECTS OF PRICE INTERVENTION

To examine the output levels that could have been achieved in

the absence of direct and indirect intervention affecting

agricultural prices, we use a simple Nerlovian model estimating

2See Appendix H for a more detailed description of cropping
practices.

3In general, one would expect large farms to produce
relatively more noncontrolled crops and small farms to produce more
controlled crops, because of the latter's limited access to credit,
to investment funds for tree crops, to imported fertilizer, and to
hired labor. This is not empirically verified, however. For
further details, see chapter 5.
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short- and long-run output effects (Nerlove 1958).4 The short-run

supply response effect is mainly caused by farmers' reallocation of

variable inputs (mainly labor) in response to output price changes.

The long-run effect is cumulative and is caused by the effect of

price changes on output of farmers' reallocation of factors that are

fixed in the short run but mobile over a longer period. The long-

run effect of price policy changes, it should be noted, is the sum

of the short-run response and the impact effect (with declining

weights in the lags) via reallocation of inputs (Mundlak 1985, p.

11).

Now, let us define the following variables:

dX,t = change in output of crop i in period T
a = coefficient of adjustment
v; = share of value added in price of crop i

(at domestic values)
bi = long run own-price elasticity
v; = share of value added in price of competing

crop j (at domestic values)
c- = long-run cross-price elasticity
EPj,t- = effective rate of protection for crop j

in period t-l.

The variable dX1,t represents the change in output of crop i in

period t resulting from a change in the previous period's value

added of crop j (for all j, including i) relative to an index of

nonagricultural value added, multiplied by v;. Measures of

4We have also referred to an internal project memorandum,
M. Schiff and A. Valdes, "Dynamic Output Effects of Price
Policies," World Bank, Agricultural Pricing Policy Project
Memorandum no. 19 (Mimeo), April 1986.
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intervention on values added (effective rates of protection) are

lagged one year, because price changes in Egypt are announced after

planting each year. Because estimated elasticities of output with

respect to prices of inputs are not available for Egypt, we use

elasticities with respect to output prices, premultiplied by the

ratio of value added to price of output.

In the short run, output is assumed given (dX; t-i = 0), so the

effect on output is

dXi,t = a (v; b1 ERP; t-1 + SUM. v; c; ERPi t-1) (1)

where the relevant price variable for direct effects is

VAA/VANA - VA'A/VANA VAA - VA A
ERPD …(2)

VA A/VANA VA'A

and for total effects is

VAA/VANA - VA*A/VANA VAA - VA*A
ERPT =-(3)

VA*A/VANA VA*A

We may ask what the cumulative effect would be on output in

the long run of setting prices at their nonintervention level at

t=1, the first year of the sample period. We are measuring here

the dynamic path that output would have followed if intervention

had been removed at t=l. Because price changes are announced after

planting, there would be no effect on output at t=1. At t=2, the

cumulative effect would be the same as the short-run effect. At

t=3, the change in output would depend both on changes in prices
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(ERP) at t=2 and on the change in output (dX) at t=2. At t=4, the

change in output would depend both on changes in prices (ERP) at t=3

and on the cumulative change in output (dX) at t=3. It can be shown

that the cumulative effect on output over time is given by Equation

4 below.

dXi,t a (v; b1 ERP, t-l + SUMj Vj cj ERPjt 1 ) +

(1-a) dX;,t-1 (4)

where the relevant variable for direct effects is

VAA/VANA - VA' A/VANA VA A - VA'A
ERPD ------------------------ = ----------- , (5)

VA'A/VANA VA'A (same as 2)

and for total effects is

VAA/VANA - (E*/Eo)VA'A/VA*NA
ERPT (6)

(E*/EO) VA'A/VA*NA

where

VANA (T)
VA*NA = a E*/Eo --------- + (1-a) VANA(NT)

(1 + ti)

Equations 1 and 4 have been estimated for the period 1965-85.

The calculations require data on the ratio of value added to price

(vj), on production levels achieved at distorted prices, and on

effective rates of protection. 5 The equations are estimated using

5 These data can be found in chapter 3 and in Appendix s C, E,
and F. The ratio of value added to price used for the calculations
is computed at prevailing domestic prices and would considerably
increase (up to an average of .90 to .95) if computed at border
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the elasticities shown in Table 4-1.

The impact of price changes on output in the long run via its

impact on investment in fixed factors is taken into account in our

estimation to the extent that a trend variable was included in the

model estimated by Esfahani (1984) on which elasticities are based.

The results for the effects of direct price intervention on

output in the short run are shown in Table 4-2. The long-run

(cumulative) effects are shown in Table 4-3. The effects of total

price intervention on output in the short run are shown in Table

4-4, and the long-run effects are shown in Table 4-5.

Results are shown in percentage of actual output of crop i and

in physical quantities. A negative sign indicates that actual

output levels are x percent (or x thousand tons) below what they

would have been in the absence of intervention. For example, as a

result of intervention on output and input prices for cotton, rice,

wheat and maize, the output of cotton in 1976 was 20.94 percent

lower than it would have been without direct controls in the short

run, and 28.79 percent lower in the long run. This amounts to a

loss of 227,020 and 312,070 tons of cotton, respectively.

prices.
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Table 4-1
LONG-RUN SUPPLY ELASTICITIES AND

COEFFICIENTS OF ADJUSTMENT

Change in Price

COTTON RICE WHEAT MAIZE SUGARCANE
----------------------------------------------------------------- _

COTTON 0.377* -0.212** -0.084* -0.131** 0

Change RICE -0.314** 0.271* 0.071 0.082 0
in
Supply WHEAT -0.307* 0.176 0.481** 0.261** 0

MAIZE -0.343** 0.145 0.186** 0.238** 0

SUGARCANE 0 0 0 0 0.11

Coefficient of Adjustment

0.83 0.84 0.75 1.00 0.14
-----------------------------------------------------------------

* Significant at 0.05 level ** Significant at 0.10 level

SOURCE: Appendix I.
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TabLe 4.2.

EFFECTS OF DIRECT PRICE INTERVENTIONS ON OUTPUT IN THE SHORT RUN.

Year COTTON RICE WHEAT MAIZE SUGARCANE

(percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons

1965 4.65% 69.74 -7.47% -133.54 -15.33% -195.05 -8.47% -181.26 1.11% 52.46

1966 -1.16% -15.01 -2.43% -40.84 -7.50% -109.86 -1.22% -28.97 .00% .00

1967 -3.97% -47.99 -. 13% -2.99 -. 02% -. 27 5.03% 108.75 .00% .00

1968 -22.11% -267.53 15.36% 397.22 17.07% 259.10 26.95% 618.95 .00% .00

1969 -1.70% -25.21 -1.47% -37.57 -1.83% -23.16 1.66% 39.34 .00% .00

1970 -5.93% -83.27 1.44% 37.61 3.05% 46.22 7.77% 185.88 .00% .00

1971 -8.87% -125.79 3.95% 100.10 14.48% 250.34 14.42% 337.74 .00% .00

1972 -9.43% -134.05 5.59% 140.21 3.72% 60.14 9.86% 238.33 .00% .00

1973 -6.44% -88.08 3.33% 75.65 2.79% 51.23 7.43% 186.31 .31% 22.60

1974 -45.92% -552.91 36.59% 822.28 29.88% 563.01 49.99% 1319.86 -. 16% -11.10

1975 -38.10% -404.29 28.40% 688.03 13.35% 271.31 38.58% 1072.90 -. 98% -77.79

1976 -20.94% -227.02 12.86% 295.78 3.48% 68.23 19.92% 606.95 -. 74% -62.10

1977 1.65% 20.74 -5.87% -133.39 -12.00% -203.72 -4.88% -132.95 1.42% 119.36

1978 -23.24% -320.91 14.90% 350.29 22.95% 443.58 32.50% 1012.89 .00% .00

1979 -6.23% -92.41 3.30% 82.84 9.66% 179.21 10.85% 318.86 .00% .00

1980 -24.08% -339.09 17.55% 418.32 11.59% 208.17 25.61% 827.44 -. 18% -15.90

1981 -18.44% -244.50 11.76% 262.87 2.78% 53.96 18.24% 603.12 -. 98% -86.07

1982 -1.15% -13.93 -1.79% -43.75 -12.65% -255.18 -4.46% -149.26 -. 35% -30.72

1983 6.86% 73.33 -8.90% -217.24 -21.13% -421.67 -13.30% -466.83 4.53% 381.50

1984 .78% 8.16 -5.09% -113.80 -3.94% -71.58 2.52% 93.31 .00% .00

1985 -5.86% -67.69 2.23% 51.61 -2.14% -40.00 5.45% 201.65 .00% .00

NOTES: (1) Price elasticities from Table 4.1.

(2) Where sugarcane value added is negative, effective rates of protection here have

been set to zero.
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Table 4.3.

EFFECTS OF DIRECT PRICE INTERVENTIONS ON OUTPUT IN THE LONG RUN.

Year COTTON RICE WHEAT MAIZE SUGARCANE

(percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons

1965 4.65% 69.74 -7.47% -133.54 -15.33% -195.05 -8.47% -181.26 1.11% 52.46

1966 -.37% -4.83 -3.63% -60.90 -11.33% -166.02 -1.22% -28.97 .95% 49.42

1967 -4.04% -48.76 -.71% -16.21 -2.85% -36.84 5.03% 108.75 .82% 43.06

1968 -22.80% -275.83 15.25% 394.28 16.36% 248.27 26.95% 618.95 .70% 42.75

1969 -5.58% -82.57 .97% 24.80 2.26% 28.72 1.66% 39.34 .60% 41.57

1970 -6.88% -96.59 1.60% 41.66 3.61% 54.80 7.77% 185.88 .52% 36.10

1971 -10.04% -142.37 4.21% 106.59 15.38% 265.96 14.42% 337.74 .45% 33.52

1972 -11.13% -158.32 6.27% 157.08 7.57YO 122.28 9.86% 238.33 .38% 29.65

1973 -8.33% -113.97 4.33% 98.44 4.68% 85.98 7.43% 186.31 .64% 46.90

1974 -47.34% -569.96 37.29% 837.85 31.05% 585.05 49.99% 1319.86 .39% 27.42

1975 -46.15% -489.67 34.36% 832.58 21.11% 429.14 38.58% 1072.90 -.65% -51.23

1976 -28.79% -312.07 18.36% 422.23 8.76% 171.66 19.92% 606.95 -1.29% -109.20

1977 -3.25% -40.93 -2.93% -66.66 -9.82% -166.57 -4.88% -132.95 .31% 26.20

1978 -23.79% -328.54 14.43% 339.26 20.49% 396.15 32.50% 1012.89 .27% 22.31

1979 -10.27% -152.43 5.61% 140.82 14.78% 274.30 10.85% 318.86 .23% 20.33

1980 -25.83% -363.68 18.44% 439.71 15.29% 274.53 25.61% 827.44 .01% 1.24

1981 -22.83% -302.73 14.71% 328.85 6.61% 128.02 18.24% 603.12 -.97% -84.98

1982 -5.03% -60.93 .56% 13.69 -11.00% -221.87 -4.46% -149.26 -1.18% -103.26

1983 6.00% 64.18 -8.81% -215.05 -23.88% -476.56 -13.30% -466.83 3.51% 295.91

1984 1.80% 18.87 -6.50% -145.30 -9.91% -179.92 2.52% 93.31 3.02% 253.64

1985 -5.55% -64.15 1.19% 27.58 -4.61% -86.39 5.45% 201.65 2.60% 237.46

NOTES: (1) Price eLasticities from Table 4.1.

(2) Where sugarcane value added is negative, effective rates of protection here have

been set to zero.
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TabLe 4.4.

EFFECTS OF TOTAL PRICE INTERVENTIONS ON OUTPUT IN THE SHORT RUN.

Year COTTON RICE WHEAT MAIZE SUGARCANE

(percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons

1965 6.35% 95.35 -9.53% -170.34 -20.40% -259.52 -11.99% -256.74 -.38% -17.90

1966 4.47% 57.67 -7.76% -130.37 -16.20% -237.32 -9.33% -221.62 -2.62% -136.20

1967 1.20% 14.50 -5.10% -116.14 -9.63% -124.34 -3.26% -70.47 -2.18% -114.85

1968 -5.41% -65.40 .98% 25.42 -1.03% -15.66 6.84% 157.00 -1.93% -117.13

1969 1.54% 22.77 -4.97% -126.98 -8.93% -113.36 -3.85% -91.09 -2.42% -166.27

1970 -.92% -12.97 -2.77% -72.14 -6.43% -97.42 -.69% -16.46 -25.86% -1796.00

1971 -4.12% -58.40 .40% 10.14 1.85% 32.01 4.60% 107.75 2.01% 150.90

1972 -3.06% -43.47 -.31% -7.88 -8.23% -133.05 -.47% -11.38 -.08% -6.53

1973 -2.29% -31.31 -1.07% -24.34 -6.68% -122.77 .25% 6.23 -.69% -50.71

1974 -7.47% -89.94 2.25% 50.64 4.15% 78.28 10.39% 274.40 .48% 33.46

1975 -.91% -9.67 -4.56% -110.44 -15.54% -315.89 -2.19% -60.78 -1.02% -80.61

1976 .38% 4.07 -4.90% -112.68 -15.49% -303.69 -5.37% -163.48 -.89% -75.03

1977 3.11% 39.14 -6.71% -152.36 -20.68% -350.94 -10.56% -287.72 -.51% -42.62

1978 -7.68% -106.13 2.47% 57.96 -2.26% -43.75 7.79% 242.81 .89% 73.90

1979 -2.20% -32.62 -2.14% -53.65 -8.03% -149.12 .17% 5.09 .82% 72.17

1980 -3.44% -48.43 -1.44% -34.22 -7.00% -125.80 2.15% 69.48 -.44% -38.19

1981 -2.20% -29.17 -2.16% -48.36 -10.76% -208.59 -.33% -10.99 -1.00% -88.00

1982 4.37% 52.92 -7.40% -180.65 -19.67% -396.83 -11.52% -385.52 -. 61% -53.03
1983 6.09% 65.11 -8.79% -214.69 -23.56% -470.16 -13.97% -490.03 .36% 30.07

1984 -1.11% -11.69 -2.88% -64.43 -10.17% -184.65 -.44% -16.37 .62% 52.18

1985 -1.49% -17.17 -2.25% -52.02 -16.47% -308.33 -4.76% -176.04 2.44% 223.45

NOTES: (1) Price elasticities from TabLe 4.1.

(2) Where sugarcane value added is negative, effective rates of protection have been

set to zero.
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Table 4.5.

EFFECTS OF TOTAL PRICE INTERVENTIONS ON OUTPUT IN THE LONG RUN.

Year COTTON RICE WHEAT MAIZE SUGARCANE
(percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons) (percent)(000 tons

1965 5.74% 86.17 -9.09% -162.56 -23.15% -294.47 -13.03% -278.94 -.52% -24.63
1966 5.56% 71.66 -9.40% -157.79 -24.60% -360.35 -10.68% -253.79 -.45% -23.21
1967 2.49% 30.11 -7.00% -159.46 -19.04% -245.85 -5.14% -111.16 -.38% -20.22
1968 -4.03% -48.75 -1.10% -28.34 -9.80% -148.76 4.02% 92.39 -.33% -20.08
1969 .78% 11.54 -5.14% -131.39 -14.03% -178.01 -5.13% -121.48 -.28% -19.52
1970 -.43% -6.10 -3.95% -102.95 -13.22% -200.38 -2.58% -61.86 -.24% -16.95
1971 -3.67% -51.98 -.76% -19.19 -4.55% -78.73 2.78% 65.14 1.53% 114.63
1972 -3.32% -47.18 -.87% -21.72 -12.04% -194.51 -2.02% -48.81 1.11% 85.36
1973 -2.60% -35.62 -1.47% -33.52 -11.58% -212.81 -.89% -22.37 .23% 16.54
1974 -7.34% -88.32 1.54% 34.68 -1.18% -22.31 8.67% 228.79 .56% 39.01
1975 -2.19% -23.26 -4.30% -104.08 -15.63% -317.74 -2.02% -56.29 -.54% -42.59
1976 .02% .17 -5.62% -129.31 -18.31% -358.96 -4.75% -144.67 -1.32% -111.69
1977 3.10% 39.05 -7.60% -172.66 -25.31% -429.44 -10.58% -288.19 -1.65% -138.20
1978 -6.95% -96.01 1.06% 24.90 -9.33% -180.30 7.24% 225.71 -.59% -48.63
1979 -3.32% -49.25 -2.05% -51.46 -11.82% -219.37 -.65% -19.15 .16% 14.46
1980 -3.99% -56.17 -1.77% -42.31 -10.07% -180.95 2.07% 67.01 -.30% -26.26
1981 -2.88% -38.16 -2.45% -54.71 -13.28% -257.40 -.33% -10.99 -1.26% -111.08
1982 3.86% 46.73 -7.78% -189.82 -23.02% -464.36 -11.52% -385.46 -1.69% -148.04
1983 6.67% 71.26 -9.98% -243.64 -29.37% -586.14 -13.94% -489.29 -1.12% -94.19
1984 .02% .25 -4.49% -100.31 -17.83% -323.69 -. 65% -24.03 -. 37% -31.22
1985 -1.47% -17.05 -2.98% -68.87 -20.99% -392.97 -4.80% -177.41 2.11% 192.68

NOTES: (1) Price eLasticities from TabLe 4.1.

(2) Where sugarcane value added is negative, effective rates of protection have been
set to zero.
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Implications of Model Results. The results obtained depend

on the period of adjustment, on the value of the elasticities, and

on the protection rates. Equations 1 and 4 are valid for small

changes only. Therefore, a significant margin of error can be

expected when price changes are large.

As expected, there are major differences in output effects

depending on the period of adjustment considered. The cumulative

impact of price changes is distributed over several years, with

declining effect over time. Crops with a high speed of adjustment

of output (i.e., with a small difference between short-run and long-

run elasticities) exhibit a smaller cumulative impact than crops

with slower adjustment. The differences between short-run and long-

run elasticities of cotton and rice are not very large, so there are

no significant differences between short-run and cumulative effects.

The difference is more significant in the case of wheat. In the

case of maize, there is no lagged effect on output (coefficient of

adjustment = 1). The differences between the two sets of results

are attributable entirely to the different value added indices used.

Sugarcane adjusts very slowly, but the lagged effect is not easy to

discern because of the data. For most years during the period under

study, value added at border prices is negative, so the effective

rates of protection for those years have no meaning. For those

years, the output effects have been set to zero in the calculations.

In most cases, output effects are large. Results are determined

by the value of the elasticities and by the level of taxation of the

crop. When the own-price elasticity is high, large differences
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between value added measured at domestic and at world prices have

often resulted in large negative output effects.

Cross-price elasticities have a significant influence on output

effects. But not all estimated values in the supply elasticities

matrix of Table 4-1 are statistically significant. The pairwise

cross-elasticities between rice, wheat, and maize are not

statistically significant. Those for cotton are significant. Those

for sugarcane are zero.6 To separate the influence of competing

crops from that of the crop's own-price, Appendix J presents a

different version of the computations using only own-price

elasticities of supply. The difference between results in this

chapter and those in Appendix J is caused by the influence of

competing crops' prices on output, which is left out in Appendix J.

This comparison only makes sense for the short-run case because in

the short run only direct price intervention is included in the

relative value added measure. In the cumulative case, both direct

and indirect intervention is at work, so one cannot directly compare

results with and without cross-price elasticities.

The influence of prices of competing crops on output is

particularly striking in the case of cotton. Removing all price

intervention on the five crops would increase cotton output in the

short run by an average of 15.3 percent in 1964-72, 28.8 percent in

1973-79 and 17.6 percent in 1980-85, but it actually would result

6 Sugarcane is a perennial crop that does not compete with any
other. Therefore, cross-price elasticities are zero.
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in much lower increases-- 6.07, 19.89 and 6.98 percent respectively-

- if the influence of cereals, with which cotton competes for

resources, was taken into account.

Exchange rate overvaluation and trade policies have depressed

the output of all crops. The change in output resulting from the

total price intervention on the own price of all crops is negative

(see Table J-3) because rates of effective protection are negative

for all crops (except for maize in some years), implying net

taxation of the crop.7

Finally, it should be mentioned that our results, to the extent

that they are an indicat*on of the impact of price intervention on

agricultural output, are probably underestimates because they leave

out the influence of technological change in the long run. It is

likely that a more favorable price environment would have

accelerated the pace of technological change, which, in turn, would

have increased output above the levels measured by a Nerlovian

model.

7The own-price elasticities of wheat and cotton used here are
very close to those reported in Scobie (1981) for the area response
of those crops.
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Table 4-6
SHORT RUN OUTPUT EFFECTS

(period averages, in percentages)

Period I Period II Period III
1964-72 1973-79 1980-85

EFFECT OF DIRECT PRICE INTERVENTIONS.

Cotton -6.07% -19.89% -6.98%
Rice 1.86% 13.36% 2.63%
Wheat 1.70% 10.00% -4.25%
Maize 7.00% 22.10% 5.68%
Sugarcane -- -. 02% .50%

------------------------------------------------------------------

EFFECT OF TOTAL PRICE INTERVENTIONS.

Cotton .01% -2.44% .37%
Rice -3.63% -2.10% -4.15%
Wheat .63% -9.22% -14.60%
Maize 2.27% .07% -4.80%
Sugarcane -4.18% -.13% .23%

Source: Tables 4-2 and 4-4.

Final Comments. The annual average growth rate of the

agricultural sector was 2.6 percent for the 1964-70 period. It

increased to 3.5 percent during the period 1970-80, but declined to

2.6 percent in 1980-83 and became negative, at -0.2 percent, in

1983-84.8 The output of controlled crops has not responded well to

farmgate price increases (indicated in Table 2-5) that followed the

8Index numbers are based on Fisher's index, the geometric mean
of Laspeyre's and Paasche's indices. See World Bank (1986a).
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change in policy after 1974.9 The agricultural output of controlled

crops has stagnated, especially after 1980-81, because of a

combination of yield gains and deterioration in profitability. The

comparison between the evolution of production and yields of

controlled and noncontrolled crops, shown in Table 4-7, is

particularly revealing.

Trends in output and cropping pattern seem to reflect changes

in relative profitability. In recent years (1980-85), the relative

profitability of major controlled crops (cotton, wheat and

sugarcane) has deteriorated, that of maize and rice has remained

unchanged, and that of noncontrolled crops such as berseem, onions,

fruits, and vegetables has improved.10

Production of cotton, rice, and sugarcane was lower than it

was in 1979-80. Wheat was below its level of 1977-78. Maize

production has continued to increase.

Cotton production, which had increased substantially after 1978

to a peak of 539,000 tons in 1980-81, declined to only 398,000 tons

in 1983-84. The fall in output was caused by yield and area

decreases and reflected a rapid rise in costs of production,

particularly labor, relative to procurement prices. In response,

9Hindy (1975) presents the first official statement known to
us indicating that the role of prices in agriculture should be
reassessed. Another official declaration, issued seven years later
(Wally, 1982), points out that price policy had a negative impact
on growth and producer welfare in the past.

10The information in this section is based on World Bank
(1986a), pp. 19-20.
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TABLE 4.7.

INDICES OF AGRICULTURAL PRODUCTION AND YIELD, 1974-1985.

(1974/75 = 100)

AgricuLtural Year

Ending October 31. 1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85

PRODUCTION INDICES

Crops analyzed in this study:

Cotton (lint) 86.62 89.80 90.48 109.75 119.95 113.15 111.11 90.70 90.48 99.32

Rice (paddy) 94.92 93.77 97.03 103.63 98.39 92.28 100.74 100.78 92.28 95.34

Wheat 96.41 83.47 95.08 91.29 88.34 95.33 99.21 98.18 89.28 92.08

Maize 1/ 109.56 97.95 112.08 105.65 116.18 118.99 120.35 126.18 132.97 135.05

Sugarcane 106.88 106.04 104.99 111.25 109.06 111.43 110.71 106.61 106.25 N/A

Other Crops:

Beans 108.55 115.38 98.72 100.85 91.03 88.89 111.11 126.07 115.81 129.06

Onions 2/ 104.80 114.85 97.38 68.56 144.54 143.23 129.26 97.82 69.87 82.53

Sorghum 97.94 83.61 87.87 81.94 82.84 84.26 76.90 80.26 72.39 69.03

Groundnuts 100.00 107.14 92.86 96.43 92.86 92.86 85.71 71.43 75.00 82.14

Citrus Fruits 87.76 78.68 97.73 120.04 105.33 101.97 147.09 128.04 138.89 138.10
Dates 100.48 111.08 90.84 97.83 107.47 94.22 106.02 113.25 114.22 122.65

Other fruits 110.16 100.63 112.03 117.34 120.00 132.81 145.63 154.69 159.69 162.81

Potatoes 124.03 140.28 107.22 141.53 168.61 165.97 164.44 152.08 165.14 205.28

other vegetables 103.95 99.84 109.60 116.47 116.33 117.74 120.36 124.45 125.91 143.60

YIELD INDICES

Crops analyzed in this study:

Cotton (tint) 93.42 104.28 96.71 133.22 139.80 139.47 140.13 131.91 135.55 133.22

Rice (paddy) 92.61 95.22 99.13 104.78 106.52 101.74 103.48 104.78 98.70 108.70

Wheat 95.89 96.58 95.89 91.10 92.47 95.21 100.68 103.42 105.48 108.22

Maize 1/ 105.92 101.32 107.89 102.63 111.84 113.16 113.82 118.42 123.03 126.97

Sugarcane 96.41 92.82 92.40 97.65 94.48 96.93 95.08 93.09 93.09 N/A

Other Crops:

Beans 103.16 96.84 102.11 100.00 91.58 91.58 100.00 107.37 105.26 115.79

Onions 2/ 90.00 82.67 89.42 78.72 98.72 97.79 95.58 100.23 97.91 100.81

Sorghum 101.27 100.63 99.37 98.73 99.37 100.00 98.73 100.00 97.47 101.90

Groundnuts 101.15 95.40 95.40 100.00 103.45 103.45 94.25 86.21 102.30 94.25

Potatoes 95.89 90.41 82.19 98.63 99.45 103.01 106.03 108.63 110.00 114.25

1/ Includes Nili Maize.

2/ Winter (export) crop only.

SOURCE: World Bank, Report no.6195-EGT (1986).
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the government raised cotton prices by about 28 percent in late

1984. Area planted in 1984-85 was up by about 10 percent and

production rose by 1,000 kantars.

Cereal production had shown a positive response to the

government's renewed efforts to improve varieties and to improve

producer incentives in the early 1980s, but in 1983-84 it fell.

Wheat production dropped from over 2 million tons in 1981-82 to 1.8

million tons in 1983-84. In response, the government raised the

average wheat procurement price by about 20 percent in 1984 and

wheat output reached 1.9 million tons in 1984-85. Wheat

consumption, by contrast, is increasing by about 5 percent annually,

and the official subsidy on wheat and wheat products is estimated

to have been at least US$1.2 billion in 1983.

Incentives to rice producers have not lagged as far behind the

costs of production as cotton and wheat (see Table 2-5). But

although rice yields have increased through the introduction of an

integrated HYV program, output has remained stagnant at about 2.2

to 2.4 million tons because of acreage decreases. Maize production

has increased steadily in both area and yields because of the

introduction of HYVs. In addition, this trend reflects the higher

profitability of maize relative to other summer crops because of its

use as a feed for livestock. Use of maize for feed has grown

rapidly, and maize availability is reported as a constraint to

livestock production.

Other field crops, such as beans (production has shown an

increase of over 45 percent between 1981 and 1985), have increased,
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in part because procurement prices have kept better pace with costs

than wheat, the other major winter crop. The livestock and fruit

and vegetable subsectors, which are less controlled, continue to be

the most dynamic because of their generally higher profitability.
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Chapter 5

INCOME EFFECTS OF PRICE INTERVENTION

The discussion below is divided into two main sections,

treating the income effects of price intervention for rural

households and for urban households, respectively.

INCOME EFFECTS FOR RURAL HOUSEHOLDS

Price intervention has an effect on the real income of rural

households through its impact on output and value added. The

nominal income of a typical farm household in income group k (Yk)

may be defined as

Yk = (SUMi VAi Qi) + (VA Q) + WF LF + WNF LNF + rK (1)

where SUM, VA. Q; is income (value added) from crop production

(i = cotton, rice, wheat, maize); (VA Q) OA is income (value added)

from other agricultural (OA) activities; wF LF is wage income from

on-farm employment; wNF -'NF is wage income from nonfarm employment;

and rK is income from productive assets. The real income of the

same household group k then can be written as

Yk = Yk / CPIk (2)



- 132 -

where CPIk is an income group-specific price deflator defined as

CPIk = SUM1 a1, Pi + a2 PA + a3 PNA (3)

where P, is the consumer price of the crops, PA is the consumer

price index of other agricultural products, and PNA is the

nonagricultural price index. The weights are consumer budget

shares, with SUM1 a1i = a1, equal to the share of crop i in the rural

households consumer price index, and with a1 + a2 + a3 = 1.

The magnitude of the impact of price changes on real incomes

will vary depending on the time period being considered. The

instantaneous impact (t = to) of changes in output and input prices

is on values added only, because during that period, output is

given. In subsequent periods (short run, t = to + 1 and long run,

t > to + 1), changes in output and input prices in the previous

period also have a lagged output effect, which is given by

dXit = a (vi b1 dVAi t-1) + (1-a) dXi,t-1 (4)

where

dXT = change in output in period T
a = coefficient of adjustment
v; = share of value added in per unit price of crop i
b1 = long run own-price elasticity
dVA1 t-1 = change in value added of crop i (lagged).

Over time, output effects will result in income losses or

gains. Equation 4, describing output adjustment to price changes,
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is estimated in Appendix J. To estimate the hypothetical effect

of a removal of direct intervention in the short run, the relevant

measure of change in value added, from chapter 4, is

VAA - VA'A
ERPD = --------- (5)

VA'A

and for total effects, the measure is

VAA - VA*A
ERPT = ----------- (6)

VA*A

To compute the cumulative effect on output over time, the

relevant value added measure for direct effects is the same as in

Equation 5, and, for total effects, it is

VAA/VANA - (E*/Eo)VA'A/VA*NA
ERPT =-(7)

(E*/EO) VAIA/VA*NA

with

VANA (T)
VA*NA = a E*/E 0 + (1-a) VANA(NT)

(1 + ti)

The output effects over time result in income losses or gains

reflecting the difference between the price and marginal cost of

the crop.

Given the above, for a typical farm household, the effect on

real farm income of direct price intervention is given by
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YD (y - y') / Y' (8)

and the effect on real farm income of total price intervention is

given by

YT (y Y*) / Y* (9)

where

y = Y / CPIR
y= Y' / CPIR
y*= Y* / CPIR*

Landless rural households derive their income mainly from wage

labor. Their nominal income therefore is not affected by price

intervention at t = tot and the only change in real income

resulting from changes in price policy comes from a change in the

price deflator. So, for landless households, we have

YD= (CPIR'/CPIR) - 1 (10)

YT= (CPIR*/CPIR) - 1 (11)

The distributional impact of government intervention is

estimated by comparing the differences in real income of various

rural household groups with and without intervention. The

hypothetical effects of removing both direct and total price

intervention on prices of agricultural inputs and outputs are
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considered.

We examine the impact on the real income of five different

categories of rural households, classified according to two

criteria. The first is land tenure--that is, differentiating

between landless and landholding households and, among the latter

group, differentiating by farm size. The second criterion is to

differentiate on the basis of the household's level of income.

Five household categories are analyzed here:

1. Landless households
2. Landholding households, farm size 0 to 1 feddan
3. Landholding households, farm size 1 to 3 feddans
4. Landholding households, farm size 3 to 5 feddans
5. Landholding households, farm size greater than 5 feddans.

Regarding income distribution, we have assumed that landless

households and farm households with a farm of size 0 to 1 feddan

had the same average income, corresponding to expenditures of £E

75-100 in 1974-75. Farm households with farms of size 1 to 3

feddans, 3 to 5 feddans, and greater than 5 feddans, respectively,

have been considered to be in the expenditure brackets of £E 300-

350, £E 600-700, and more than £E 2,000 in 1974-75, respectively.

We also considered the impact on the average real income of

landholding households.

The welfare changes (losses/gains in real income) caused by

changes in the price of cotton, rice, wheat, and maize for the
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years 1964-84 are presented.1 Changes in value added by crop and

by farm size are computed in Appendix K. Income-group-specific

consumer price indices are presented in Appendix L. Equations 10

and 11, showing the short-run effects of direct and total

intervention on real incomes of landless households are presented

in Table 5-1. The estimations of Equations 8 and 9 for rural

households with different farm sizes are presented in Tables 5-2

(instantaneous effect), 5-3 (short-run effect), and 5-4 (long-run

effect). All the results are presented in terms of percentage

change from the actual level of real incomes. Period averages are

shown in Table 5-5.

Analysis of Results for Landless Households. Overall,

landless households have greatly benefited from price intervention.

This is clearly shown in Table 5-1.

Except in 1960-62, in 1970, and in 1985, their real income

was higher than what it would have been if there had been no direct

government price intervention. In 1960-62 and 1970, domestic

prices of wheat and maize were higher than border prices (measured

at the official exchange rate) in absolute value,

iDistributional effects of sugarcane price policy have not
been computed for landholding households because, given high
marginal costs, values added are negative for most years during
the period 1960-70, and this would bias the measurement of the
overall welfare impact of the policies on their real income.
Because sugarcane rather than cotton is the typical crop in Upper
Egypt, the results presented in Tables 5-2 to 5-4 can be considered
representative of the welfare impact of agricultural price policy
on a typical rural farm household of a given farm size. For
landless households, because the price of sugar is included in the
CPI, the distributional impact of sugarcane price policy is taken
into account.
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Table 5.1.

EFFECT OF AGRICULTURAL PRICING POLICIES

ON THE REAL INCOME OF LANDLESS HOUJSEHOLDS.

Direct Effect TotaL Effect

1960 -5.0% .5%

1961 -4.9% .2%

1962 -1.8% 6.1%

1963 9.6% 14.8%

1964 11.0% 17.9%

1965 5.8% 8.6%

1966 2.2% 4.4%

1967 .1% -2.8%

1968 2.9% 6.6%

1969 .6% 5.1%

1970 -5.3% .9%

1971 -. 3% 7.9%

1972 .7% 8.7%

1973 6.3% 1.1%

1974 47.2% 54.9%

1975 31.7% 48.6%

1976 15.7% 41.0%

1977 .2% 14.8%
1978 .5% 14.7%
1979 12.9% 20.1%

1980 31.0% 36.9%

1981 30.2% 48.0%

1982 21.6% 38.6%

1983 4.3% 17.9%
1984 2.1% 24.9%

1985 -7.2% 19.7%

PERIOD AVERAGES:

1960-72 1.2% 6.1%

1973-79 16.4% 27.9%

1980-85 13.7% 31.0%

SOURCE: Computed from rural consumer price indices (Table L.2.).

NOTE: The figures are to be interpreted in the foLlowing way:

A value of, say, 10% indicates that, with interventions

on prices of cotton, rice, wheat, maize and sugarcane, real incomes

are 10% HIGHER than what they would have been if prices had been at

their border price equivaLent with the exchange rate measured at

official (direct effect) or at equilibrium (total effect).

A value of -10% indicates that real incomes would be 10% LOWER.
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Table 5.2.

EFFECT OF AGRICULTURAL PRICING POLICIES ON REAL INCOMES OF RURAL LANDHOLDING HOUSEHOLDS.

INSTANTANEOUS EFFECT ON REAL INCOME.

---------------DIRECT EFFECT ----------------- -----------------TOTAL EFFECT---------------

Feddans: 0-1 1-3 3-5 >5 AVERAGE 0-1 1-3 3-5 >5 AVERAGE

1964 -20.6% -27.9% -31.8% -33.5% -29.1% -32.1% -40.9% -47.0% -49.9% -43.3%

1965 -29.9% -35.4% -38.7% -39.4% -36.3% -42.4% -49.2% -53.7% -56.1% -50.8%

1966 -18.0% -27.7% -33.4% -32.7% -29.1% -33.7X -44.1% -50.6% -52.4% -46.2%

1967 -23.7% -36.3% -42.1% -41.3% -37.7% -27.3% -40.7% -46.3% -46.2% -42.0%

1968 -22.2% -31.0% -35.5% -35.5% -32.2% -37.0% -48.3% -54.3% -55.5% -50.3%

1969 -26.1% -38.5% -44.3% -43.1% -39.9% -39.1% -49.6% -55.1% -56.2% -51.3%

1970 -26.4% -37.5% -43.6% -40.6% -38.9% -40.3% -47.7% -53.0% -53.3% -49.4%

1971 -26.0% -32.1% -35.6% -34.8% -33.0% -42.9X% -49.2% -54.3% -55.9% -51.2%

1972 -17.2% -24.0% -28.3% -27.5% -25.1% -32.0% -40.7% -47.3% -48.2% -43.0%

1973 -33.9% -44.2% -50.8% -51.0% -46.1% -33.0% -47.5% -55.6% -54.8% -49.8%

1974 -9.4% -31.0% -44.8% -50.3% -35.6% -22.9% -53.3% -68.1% -69.8% -58.3%

1975 -35.5% -56.3% -67.4% -68.1% -60.1% -39.2% -56.7% -67.5% -69.2% -60.6%

1976 -34.1% -48.6% -57.1% -57.0% -51.3% -46.6% -54.6% -61.4% -64.6% -57.3%

1977 -13.3% -36.3% -46.0% -43.9% -38.6% -34.9X -50.1% -58.0% -59.0% -52.6%

1978 2.6% -8.8% -14.3% -13.8% -10.0% -33.8% -46.9% -54.6% -55.9% -49.4%

1979 -26.1% -36.2% -42.2% -44.2% -38.2% -36.4% -50.7% -58.6% -59.9% -53.4%

1980 -10.1% -27.5% -41.8% -43.4% -32.5% -14.6% -32.6% -47.2% -49.0% -37.8%

1981 -33.1% -34.2% -37.6% -42.5% -36.1% -43.3% -48.0% -54.4% -58.7% -50.9%

1982 -28.2% -36.6% -40.6% -44.2% -37.9% -40.1% -49.4% -55.1% -59.2% -51.5%

1983 8.9% -23.1% -36.9% -34.5% -26.2% -12.2% -34.4% -45.3% -46.4% -37.3%

1984 -15.0% -25.8% -31.3% -30.7% -26.9% -42.6% -51.2% -57.0% -59.4% -53.2%

1985 14.9% 2.7% -. 9% .9% 2.9% -37.0% -47.5% -54.0% -56.4% -49.6%

SOURCE: Computed from data in appendices K and L.

NOTE: A vaLue of, say, 10% (-10%) indicates that real incomes

would have been 10% higher (lower) than their actual levels

if price interventions for cotton, rice, wheat, maize and sugar

had been removed and domestic prices of outputs and inputs

had been equal to their border price, with the exchange rate

measured at the official rate (direct effect) or at the

equilibriuin rate (total effect).
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Table 5.3.

EFFECT OF AGRICULTURAL PRICING POLICIES ON REAL INCOMES OF RURAL LANDHOLDING HOUSEHOLDS.

SHORT RUN EFFECT ON REAL INCOME

-- DIRECT EFFECT ----------------- -----------------TOTAL EFFECT----------------

Feddans: 0-1 1-3 3-5 >5 AVERAGE 0-1 1-3 3-5 >5 AVERAGE

1964 -20.6% -27.9% -31.8% -33.5% -29.1% -32.1% -40.9% -47.0% -49.9% -43.3%

1965 -27.4% -33.8% -37.8% -38.5% -35.0% -39.5% -47.5% -52.8% -55.2% -49.4%

1966 -16.4% -26.0% -31.9% -31.2% -27.5% -30.2% -41.8% -49.1% -50.9% -44.2%

1967 -23.9% -35.5% -41.0% -40.3% -36.8% -25.7% -39.3% -45.1% -45.0% -40.7%

1968 -27.7%o -33.2% -36.3% -36.3% -33.9% -37.6% -48.0% -53.7% -55.0% -49.9%

1969 -25.9% -37.9% -43.5% -42.4% -39.2% -37.9% -48.6% -54.3% -55.4% -50.4%

1970 -27.3% -37.0% -42.8% -39.8% -38.3% -39.6% -46.8% -52.1% -52.4% -48.5%

1971 -29.2% -32.9% -35.0% -34.4% -33.4% -43.1% -48.7% -53.5% -55.2% -50.6%

1972 -18.0% -22.9% -26.2% -25.6% -23.8% -30.4% -39.0% -45.9% -46.8% -41.5%

1973 -33.8% -43.0% -49.2% -49.5% -44.9% -31.9% -46.4% -54.7% -53.8% -48.7%

1974 -19.1% -32.0% -41.2% -47.8% -35.1% -24.9% -53.6% -68.1% -69.8% -58.5%

1975 -43.1% -60.6% -70.6% -71.0% -64.0% -36.8% -54.7% -66.0% -67.8% -58.8%

1976 -38.7% -50.8% -58.5% -58.4% -53.2% -44.0% -52.4% -59.8% -63.1% -55.3%

1977 -11.3% -34.7% -44.8% -42.7% -37.2% -32.1% -48.6% -57.1% -58.1% -51.3%

1978 -6.9% -11.0% -12.6% -12.7% -11.1% -34.2% -46.2% -53.6% -55.0% -48.6%

1979 -27.1% -35.8% -41.0% -43.2% -37.5% -35.2% -49.6% -57.6% -58.9% -52.3%

1980 -16.0% -28.4% -40.7% -42.5% -32.8% -13.9% -31.1% -45.8% -47.6% -36.4%

1981 -37.5% -35.3% -36.9% -42.1% -36.8% -42.1% -46.5% -53.0% -57.5% -49.5%

1982 -24.8% -33.8% -38.5% -42.0% -35.4% -34.2% -45.2% -52.1% -56.4% -47.8%

1983 19.7% -16.9% -32.8% -30.0% -20.7% -2.8% -28.7% -41.7% -42.7% -32.4%

1984 -16.0% -25.6% -30.4% -30.0% -26.5% -41.7% -50.0% -55.9% -58.3% -52.0%

1985 13.8% 3.8% 1.1% 2.8% 4.1% -33.8% -45.0% -52.2% -54.6% -47.4%

SOURCE: Computed from data in appendices K and L.

NOTE: A value of, say, 10% (-10%) indicates that real incomes

would have been 10% higher (lower) than their actual levels

if price interventions for cotton, rice, wheat, maize and sugar

had been removed and domestic prices of outputs and inputs

had been equal to their border price, with the exchange rate

measured at the official rate (direct effect) or at the

equilibrium rate (total effect).
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Table 5.4.

EFFECT OF AGRICULTURAL PRICING POLICIES ON REAL INCOMES OF RURAL LANDHOLDING HOUSEHOLDS.

LONG RUN EFFECT ON REAL INCOME

---------------DIRECT EFFECT ----------------- -----------------TOTAL EFFECT----------------

Feddans: 0-1 1-3 3-5 >5 AVERAGE 0-1 1-3 3-5 >5 AVERAGE

1964 -20.6% -27.9% -31.8% -33.5% -29.1% -32.1% -40.9% -47.0% -49.9% -43.3%

1965 -27.4% -33.8% -37.8% -38.5% -35.0% -38.9% -47.1% -52.6% -54.9% -49.1%

1966 -16.3% -25.7% -31.6% -30.9% -27.2% -29.4% -41.0% -48.6% -50.4% -43.5%

1967 -23.7% -35.2% -40.8% -40.0% -36.5% -24.8% -38.5% -44.5% -44.4% -40.0%

1968 -27.5% -32.9% -36.1% -36.0% -33.7% -36.5% -47.2% -53.1% -54.4% -49.1%

1969 -25.0% -37.4% -43.2% -41.9% -38.8% -37.2% -48.1% -53.9% -55.0% -50.0%

1970 -27.0% -36.8% -42.6% -39.6% -38.1% -38.9% -46.3% -51.8% -52.1% -48.1%

1971 -28.9% -32.7% -34.7% -34.1% -33.1% -42.4% -48.1% -53.1% -54.8% -50.1%

1972 -17.8% -22.7% -25.9% -25.2% -23.5% -29.6% -38.5% -45.5% -46.4% -41.0%

1973 -33.3% -42.5% -48.7% -49.0% -44.3% -31.2% -45.9% -54.3% -53.4% -48.3%

1974 -18.9% -31.8% -41.0% -47.6% -34.9% -23.8% -53.0% -67.7% -69.5% -58.0%

1975 -43.0% -61.2% -71.2% -71.5% -64.6% -36.6% -54.5% -65.9/ -67.7% -58.7%

1976 -38.3% -51.1% -59.0% -58.7% -53.5% -43.9% -52.1% -59.5% -62.8% -55.1%

1977 -9.5% -33.7% -44.0% -41.8% -36.3% -31.8% -48.3% -56.9% -57.9% -51.1%

1978 -6.5% -10.5% -12.0% -12.1% -10.6% -33.7% -45.7% -53.2% -54.6% -48.2%

1979 -25.9% -34.7% -40.0% -42.2% -36.4% -34.5% -49.1% -57.3% -58.5% -51.9%

1980 -15.9% -28.3% -40.6% -42.4% -32.7% -13.4% -30.6% -45.4% -47.3% -36.0%

1981 -37.1% -35.1% -36.6% -41.8% -36.5% -41.8% -46.1% -52.7% -57.2% -49.1%

1982 -24.5% -33.8% -38.6% -42.1% -35.4% -33.8% -44.8% -51.7% -56.0% -47.4%

1983 20.3% -16.3% -32.4% -29.6% -20.2% -2.1% -27.9% -41.1% -42.0% -31.6%

1984 -15.8% -25.1% -29.9% -29.6% -26.0% -41.4% -49.5% -55.5% -57.9% -51.6%

1985 14.0% 4.2% 1.5% 3.2% 4.5% -33.5% -44.5% -51.8% -54.2% -46.9%

SOURCE: Computed from data in appendices K and L.

NOTE: A value of, say, 10% (-10%) indicates that real incomes

would have been 10% higher (lower) than their actual Levels

if price interventions for cotton, rice, wheat, maize and sugar

had been removed and domestic prices of outputs and inputs

had been equal to their border price, with the exchange rate

measured at the official rate (direct effect) or at the

equiLibrium rate (total effect).
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Table 5.5.

EFFECT OF AGRICULTURAL PRICING POLICIES ON REAL INCOMES OF FARM HOUSEHOLDS.

----------------DIRECT EFFECT ----------------- -----------------TOTAL EFFECT----------------

Farm Size, in fed. 0-1 1-3 3-5 >5 AVERAGE 0-1 1-3 3-5 >5 AVERAGE

Period: 1. INSTANTANEOUS EFFECT ON INCOME.

1964-1972 -23.4% -32.3% -37.0% -36.5% -33.5% -36.3% -45.6% -51.3% -52.6% -47.5%

1973-1979 -21.4% -37.3% -46.1% -46.9% -40.0% -35.2% -51.4% -60.5% -61.9% -54.5%

1980-1985 -10.4% -24.1% -31.5% -32.4% -26.1% -31.6% -43.8% -52.2% -54.9% -46.7%

2. SHORT RUN EFFECT ON INCOME.

1964-1972 -24.0% -31.9% -36.3% -35.8% -33.0% -35.1% -44.5% -50.4% -51.8% -46.5%

1973-1979 -25.7% -38.3% -45.4% -46.5% -40.4% -34.1% -50.2% -59.6% -60.9% -53.4%

1980-1985 -10.1% -22.7% -29.7% -30.6% -24.7% -28.1% -41.1% -50.1% -52.8% -44.2%

3. CUMULATIVE EFFECT ON INCOME.

1964-1972 -23.8% -31.7% -36.0% -35.5% -32.8% -34.4% -44.0% -50.0% -51.4% -46.0%

1973-1979 -25.1% -37.9% -45.1% -46.1% -40.1% -33.7% -49.8% -59.3% -60.6% -53.0%

1980-1985 -9.8% -22.4% -29.5% -30.4% -24.4% -27.7% -40.6% -49.7% -52.4% -43.8%

SOURCE: Tables 5.2.-5.4.

NOTE: A value of, say, 10% (-10%) indicates that real incomes

would have been 10% higher (lower) than their actual leveLs

if price interventions for cotton, rice, wheat, maize and sugar

had been removed and domestic prices of outputs and inputs

had been equaL to their border price, with the exchange rate

measured at the official rate (direct effect) or at the

equilibriun rate (total effect).
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although the domestic price of rice was lower. In 1985, the change

in the domestic price of wheat with respect to the previous year

outpaced the change in the border price equivalent for the

consumer. Because the weight of wheat products in the consumer

price index of the landless is high, the landless experienced a

fall in their real income in the short run. But the years cited

are exceptional. During most of the period, agricultural price

intervention led to welfare gains for the landless that were

highest in periods of sharp increases of world prices and when

there was a lag in the adjustment of domestic prices by the

government, as occurred in 1974-76 and in 1979-81.

For landless rural households, exchange rate and trade

policies have accentuated the welfare gains, or dampened the

losses, obtained or incurred through direct price intervention.

Analysis of Results for Farm Households. Price intervention

had a depressive impact on real incomes of farmers throughout the

period. Whether there were welfare losses depends on whether one

considers the immediate, the short-run, or the long-run impact of

price policies. The magnitude of the loss increases considerably

if one includes the long-run effects. On the basis of the results

of Tables 5-2 to 5-4, one can conclude that there was a strong bias

against agriculture implicit in the price policies of the

government toward producers of major crops.

The general conclusion of a bias against agriculture must be

mitigated by reviewing the limitations of the approach used in this

chapter. First, these results include only the effects of price
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policies related to cotton, rice, wheat, and maize. Crops such as

berseem, vegetables, and fruits, for which there are no price

controls for producers, would have reduced total producer losses

if they had been included. The data in Table 5-6, taken from the

1976 Farm Management Survey, show the relative importance of those

latter products in the cropping pattern of the Nile Delta (see

Crouch, Siam, and Gad 1982). The figures refer to the ratio of

area planted in each crop to total managed area, by farm size.

The data do not indicate the cropping pattern of the country as a

Table 5-6
RATIO OF AREA PLANTED BY CROP TO TOTAL AREA

(by farm size, 1976)
-----------------------------------------------------------------

Farm size (in feddans)

Commodity < 1 1-3 3-5 5-10 > 10 All

Wheat .20 .22 .24 .18 .17 .21

Maize .08 .22 .18 .14 .09 .17

Rice .53 .40 .41 .36 .46 .42

Cotton .24 .33 .27 .40 .32 .32

SS berseem .24 .31 .22 .38 .29 .29

LS berseem .41 .37 .31 .31 .23 .33

Others* .15 .11 .28 .14 .26 .17

NOTES: *Others = potatoes, tomatoes, onions, and fruits.
SS = short season; LS = long season.

SOURCE: Crouch, Siam, and Gad (1982), p. 45.
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whole, because they exclude sugarcane, grown in Upper Egypt, and

overestimate the importance of rice, grown mainly in the Delta.

A second limitation of the data is that in computing the

effects of removing price intervention on real farm incomes, we

have made no allowance for changes in wage income resulting from

the changes in derived demand for labor consequent on the output

changes engendered by the noninterventionist price policy. We have

made no allowance either, in computing cumulative effects, for

income changes resulting from a reallocation of factors that are

fixed in the short run but mobile over longer periods. In other

words, we have not taken into account the endogenous changes in the

other components of farm income in Equation 1 resulting from

changes.

Despite these limitations, our approach reveals important

insights into the income effects of price policy. That is, it

shows differences in the effects, as examined by period and by farm

size.

As shown by the period averages in Table 5-5, the negative

impact on farm incomes of price policy was significant during the

1960s because of low producer prices and because of the procurement

policy for cotton, rice and wheat. Exchange rate overvaluation and

discriminatory trade policies against agriculture reinforced the

effect of direct intervention. From 1973 to 1979, even though

producer prices increased and procurement quotas decreased, the

negative impact on incomes was more pronounced than during the
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1960s because of high world prices for traded agricultural

products. By contrast, farmers were less affected by indirect

intervention than during the 1960s. Finally, from 1980 to 1985,

welfare losses were cut substantially because of both higher

producer prices and lower world prices.

Significant differences in welfare losses may be found among

farms of different sizes. These differences are attributable to

differences in cropping pattern. Correcting for differences in

yields among farms of different sizes gives a distribution of value

added by farm size that is very different for each crop, as shown

in Table 5-7. Income from maize, used mainly for animals, is

earned primarily on small and medium farms.2 Income from cotton,

rice, and wheat is generated mainly on medium-sized farms and, to

a lesser extent, on large farms. On balance, small farms (of less

than 1 feddan) are less affected by price intervention because they

grow relatively more maize and less cotton and rice than larger

farms. Because maize is the least controlled crop, and cotton and

rice are the most controlled, this has a distributional impact on

real income of farmers. Given that larger farms, especially farms

of 5 feddans and more, produce more potatoes, tomatoes, onions, and

fruits than smaller ones, including the value added generated by

those activities in our calculations would have modified the

distributional impact of price policies by reducing the extent

2Small and medium farms account for approximately 75 percent
of the holdings in Egypt. See Table H-2 in Appendix H.
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Table 5-7
VALUE ADDED GENERATED BY FARMS OF A GIVEN SIZE

(in percentage of total value added)
-----------------------------------------------------------------

Farm size (in feddans)
___________________________________________

Commodity 0-1 1-3 3-5 >5 All
-----------------------------------------------------------------

Cotton 10 34 31 25 100

Rice 4 31 38 27 100

Wheat 10 41 25 24 100

Maize 30 40 15 15 100

SOURCE: Table K-3, Appendix K.
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of welfare losses of large farms over time as the area devoted to

those crops increased.3

Referring to the conflict between efficiency and equity

objectives of price policy in agriculture until 1973, Hansen and

Nashashibi (1975) have noted that

The introduction of international prices for efficiency
reasons would have had serious consequences for income
distribution among farmers. The government would probably
not have been able to handle this problem by any other
means (direct subsidies, for instance). It is in the
light of these circumstances, together with the low
response elasticities for most crops, that we should
appraise the government's policies in regard to relative
domestic agricultural prices. Also, its additional
measures of direct and indirect intervention with acreage
were probably less taken with a view to efficiency than
as an emergency response to compelling demands for an
expansion of exports. (pp. 196-97)

After 1973, the government effected major policy changes

because of increases in the international prices of agricultural

outputs and inputs. Indeed, the government gave direct subsidies

for fertilizer to farmers. It also increased producer prices for

cotton, rice, and wheat and reduced procurement quotas for the

latter crop.4 These policy changes, however, increased the burden

for producers. Only after 1980, when international prices fell,

were real income losses reduced.

3See the second section of chapter 1.

4See Tables 2-3 and 2-4.
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Influence of the Protection Policy for Livestock Products on

Farm Incomes. It is interesting to compare our results with those

of von Braun and de Haen (1983), who examined welfare losses of

producers resulting from price policy affecting major crops,

including the five crops examined here and adding pulses (beans and

lentils), which are of lesser importance in terms of aggregate

welfare. Von Braun and de Haen also take into account the effects

of price policy on fertilizer and pesticides, but their coverage

had an important difference from the present study; their welfare

calculations included the livestock sector--meat, dairy products,

and feed ("feed" comprised maize, cottonseed cake, rice and wheat

brans, and concentrated feed mix, but not berseem).

Von Braun and de Haen's methodology was also different in that

it followed Bale and Lutz (1979). Those authors computed welfare

gains and losses of producers (Gp) as

GP =Q (Pp -P.) -NSIW

where NSLP, the net social loss in production is defined as

NSLp = 1/2 (Qw - Q) (Pw - Pp)

and the variables are

Q = production at prevailing prices
Qw production at border prices
p= prevailing producer price
Pw= border price equivalent.

In the von Braun and de Haen model, prices are expressed in

real terms, in 1975 Egyptian pounds, and border prices are corrected

to take into account the overvaluation of the exchange rate.

However, border prices of tradables are valued at the black market
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exchange rate, which is not an equilibrium rate, and are

not corrected for the impact of nonagricultural trade policies. In

addition, their model does not make allowance for cumulative output

effects. Therefore, it is best to compare their results with ours

concerning the short-run effects on real incomes of total price

intervention on an average farm, in Table 5-3.

In terms of absolute magnitudes, the von Braun and de Haen

(1983, chapter 7, Table 27) computations for cotton, rice, wheat,

and maize for 1965-80 yield, in general, greater welfare losses than

do our computations. This can be attributed to differences in

methodology and in the calculation of border prices. But, in terms

of the contribution of individual crop price and subsidy policies

to the net social loss of the sector, the two sets of computations

are comparable. The components of the total loss of the sector in

von Braun and de Haen are shown in Table 5-8. Both the present

results and those of von Braun and de Haen indicate that the bulk

of the welfare loss of the sector comes from taxation of cotton,

followed by taxation of rice and, to a lesser extent, wheat and

maize. Sugarcane was taxed during most years, but sometimes

subsidized.

Von Braun and de Haen add an important dimension to our

understanding of the impact of price policy in Egyptian agriculture.

Table 5-8 shows the increasing influence on farm incomes after 1974

of protection of the livestock sector. The effects of protection

measures for livestock have corrected the effects of crop taxation

by preventing real incomes from decreasing further.
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Table 5-8
COMPONENTS OF THE TOTAL WELFARE LOSSES BY PRODUCERS

(in percentages of total loss)
-----------------------------------------------------------------

Meat
Beans Milk

& &
Year Wheat Maize Rice Lentils Feed Sugar Cotton

1965 6.1 11.2 18.0 3.7 -1.2 6.0 55.7

1966 6.9 12.9 20.9 5.6 -1.9 -.1 55.5

1967 8.7 11.4 33.6 1.8 -9.8 -3.9 58.0

1968 3.6 10.6 34.0 2.3 2.7 -3.4 50.2

1969 3.1 8.3 24.3 2.5 2.5 1.4 57.6

1970 5.0 12.0 17.0 2.4 -3.8 3.4 63.7

1971 5.4 7.8 14.5 2.1 2.9 -2.6 69.7

1972 4.7 8.9 13.2 2.6 4.3 .3 65.5

1973 10.8 11.3 17.4 5.4 2.7 8.3 44.0

1974 7.2 7.7 35.1 1.3 -7.2 16.7 39.0

1975 7.8 8.8 40.6 1.6 -10.4 11.7 39.6

1976 10.0 11.4 35.2 2.6 -23.0 7.0 56.4

1977 4.3 2.0 19.7 3.1 -25.0 .6 95.0

1978 7.1 6.2 43.6 1.9 -58.0 -5.3 104.2

1979 18.0 20.2 40.0 3.4 -54.1 -1.9 74.2

1980 19.3 4.1 37.4 2.5 -73.0 24.2 85.4
-----------------------------------------------------------------

SOURCE: Von Braun and de Haen (1983), table 28.

NOTE: Rows add up approximately to 100, which equals the total
welfare loss of the agricultural sector.
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It is interesting to note that the burden on the real income

of producers was not reduced primarily by streamlining price

distortions in crop production at the level of output markets. The

composition of the burden on the sector changed, partly because of

increased subsidies on inputs (so that implicit net taxation of

crops was reduced), and partly because livestock production was

increasingly protected. Moreover, in the late 1970s, the food

subsidy scheme was expanded to rural areas, and this has increased

the transfer of income to rural areas, both farm and nonfarm.

Increasing producer prices have added to that increased transfer.

INCOME EFFECTS FOR URBAN HOUSEHOLDS

Real incomes of urban households are affected by agricultural

price intervention in the short run through a change in their

consumer price index. Therefore, the direct effect and total effect

of intervention can be computed as

YD = (CPIU'/CPIU) - 1 (12)

YT = (CPIU*/CPIU) - 1 (13)

Urban households are divided here into three categories

according to the distribution of urban income, as measured by the

1974-75 Household Budget Survey. Low income urban households are

defined as those having consumption expenditures between £E 75 and

100 in 1974-75, middle income urban households have expenditures
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between LE 300 and 350, and high income households have expenditures

between £E 1,000 and 1,400.

Three group-specific consumer price indices have been

constructed for each urban household category (poor, middle, and

rich). They are presented in Appendix L. They are, respectively,

an urban consumer price index at prevailing prices (CPIu), an urban

consumer price index correcting for the effect of direct price

intervention on agricultural commodities (CPIU'), and an urban

consumer price index correcting for the effect of total price

intervention (CPIU*).

The estimation of Equations 12 and 13 is presented in Tables

5-9 to 5-12. Each table shows the direct and total effects of price

intervention on cotton, rice, wheat, maize, and sugarcane on the

real income of urban groups. Table 5-12 shows the effects on the

real income of an average urban household (i.e., on average

household income in 1974-75).

The results show that urban households have benefited greatly

from price intervention. With the exception of 1960-61 and 1968-70,

real urban incomes have been higher throughout the period than they

would have been if there had been no direct government intervention

on prices.5 If there had been trade liberalization

5In 1960-61 and in 1968-70, the consumer price of wheat was
higher than the equivalent border price measured at the official
exchange rate.
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TabLe 5.9.

INSTANTANEOUS DISTRIBUTIONAL EFFECT OF AGRICULTURAL PRICING POLICIES

ON THE REAL INCOME OF URBAN HOUSEHOLDS:

LOW INCOME HOUSEHOLDS.

Year DIRECT EFFECT TOTAL EFFECT

1960 -6.1% 29.2%

1961 -8.5% 21.2%

1962 2.7% 25.3%

1963 15.2% 31.1%
1964 22.2% 43.4%

1965 3.9% 20.7%

1966 1.3% 18.0%

1967 2.6% -.4%

1968 -2.1% 11.8%

1969 -3.2% 12.4%

1970 -6.4% 14.0%

1971 1.7% 27.8%

1972 1.5% 23.5%
1973 8.6% -. 7%

1974 81.2% 95.8%

1975 53.7% 85.3%
1976 34.4% 95.6%

1977 20.2% 68.7%

1978 26.7% 92.0%
1979 40.6% 61.0%

1980 84.6% 99.1%

1981 74.3% 120.1%

1982 65.9% 116.7%
1983 43.3% 95.2%

1984 37.8% 128.0%

1985 13.5% 128.2%

PERIOD AVERAGES:

1960-72 1.9% 21.4%

1973-79 37.9% 71.1%

1980-85 53.2% 114.6%

SOULRCE: Computed from urban consumer price indices (Table L-4.).

NOTES: 1. DIRECT EFFECT = Instantaneous change in real income of urban households

due to direct price interventions on agricultural commodities.

2. TOTAL EFFECT = Instantaneous change in real income of urban households

due to total price interventions on agricultural commodities.

3. Low Income = Household expenditures between 75 and 100 LE in 1974/75.
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TabLe 5.10.

INSTANTANEOUS DISTRIBUTIONAL EFFECT OF AGRICULTURAL PRICING POLICIES

ON THE REAL INCOME OF URBAN HOUSEHOLDS:

MIDDLE INCOME HOUSEHOLDS.

Year DIRECT EFFECT TOTAL EFFECT

1960 -5.2% 22.9%

1961 -7.3% 16.8%

1962 2.3% 21.5%

1963 13.1% 25.8%

1964 18.9% 36.1%

1965 3.3% 16.3%

1966 1.1% 13.4%

1967 2.2% -1.4%

1968 -1.7% 8.5%

1969 -2.7% 9.0%

1970 -5.3% 10.6%

1971 1.4% 21.8%

1972 1.2% 18.8%

1973 7.2% -1.5%

1974 68.5% 81.0%

1975 45.4% 73.1%

1976 29.3% 81.8%

1977 17.2% 58.6%

1978 22.5% 77.2%

1979 34.2% 51.5%

1980 71.3% 83.7%

1981 64.2% 104.0%

1982 56.5% 100.3%

1983 37.6% 83.1%

1984 32.6% 111.4%

1985 11.9% 114.4%

PERIOD AVERAGES:

1960-72 1.6% 16.9%

1973-79 32.0% 60.2%

1980-85 45.7% 99.5%

SOURCE: Computed from urban consumer price indices (Table L.4.).

NOTES: 1. DIRECT EFFECT = Instantaneous change in real income of urban households

due to direct price interventions on agriculturaL commodities.

2. TOTAL EFFECT = Instantaneous change in real income of urban households

due to totaL price interventions on agricultural commodities.

3. Middle Income = Household expenditures between 300 and 350 LE in 1974/75.
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TabLe 5.11.

INSTANTANEOUS DISTRIBUTIONAL EFFECT OF AGRICULTURAL PRICING POLICIES

ON THE REAL INCOME OF URBAN HOUSEHOLDS:

HIGH INCOME HOUSEHOLDS.

Year DIRECT EFFECT TOTAL EFFECT

1960 -2.5% 13.1%

1961 -3.5% 11.1%

1962 1.1% 14.0%

1963 6.3% 12.9%

1964 8.9% 18.1%

1965 1.6% 7.4%

1966 .5% 4.7%

1967 1.0% -3.5%

1968 -.8% 3.0%

1969 -1.2% 3.7%

1970 -2.4% 5.9%

1971 .7% 11.1%

1972 .6% 10.5%

1973 3.3% -4.1%

1974 31.6% 39.0%

1975 20.7% 39.3%

1976 13.4% 47.7%

1977 7.8% 35.7%

1978 9.9% 44.9%

1979 14.9% 25.9%

1980 30.9% 38.2%

1981 29.5% 54.1%

1982 25.5% 52.4%

1983 17.1% 47.7%

1984 14.5% 68.6%

1985 5.7% 83.3%

PERIOD AVERAGES:

1960-72 .8% 8.6%

1973-79 14.5% 32.6%

1980-85 20.5% 57.4%

SOURCE: Computed from urban consumer price indices (Table L.4.).

NOTES: 1. DIRECT EFFECT = Instantaneous change in real income of urban households

due to direct price interventions on agricultural commodities.

2. TOTAL EFFECT = Instantaneous change in real income of urban households

due to total price interventions on agricultural commodities.

3. High Income = Household expenditures between 1000 and 1400 LE in 1974/75.
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Table 5.12.

INSTANTANEOUS DISTRIBUTIONAL EFFECT OF AGRICULTURAL PRICING POLICIES

ON THE REAL INCOME OF URBAN HOUSEHOLDS:

AVERAGE INCOME HOUSEHOLD.

Year DIRECT EFFECT TOTAL EFFECT

1960 -3.7% 16.9%

1961 -5.2% 13.1%

1962 1.7% 17.2%

1963 9.4% 18.6%

1964 13.5% 26.0%

1965 2.4% 11.2%

1966 .8% 8.3%

1967 1.6% -2.6%

1968 -1.2% 5.2%

1969 -1.9% 5.8%

1970 -3.7% 7.6%

1971 1.0% 15.5%

1972 .9% 13.9%

1973 5.0% -2.9%

1974 48.3% 57.9%

1975 31.8% 54.3%

1976 20.6% 62.6%

1977 12.1% 45.4%

1978 15.5% 58.4%

1979 23.5% 37.1%

1980 48.8% 58.3%

1981 45.4% 76.6%

1982 39.6% 73.7%

1983 26.6% 63.4%

1984 22.7% 87.0%

1985 8.6% 96.6%

PERIOD AVERAGES:

1960-72 1.2% 12.1%

1973-79 22.4% 44.7%

1980-85 31.9% 75.9%

SOURCE: Computed from urban consumer price indices (Table L.4.).

NOTES: 1. DIRECT EFFECT = Instantaneous change in real income of urban households

due to direct price interventions on agricultural commodities.

2. TOTAL EFFECT = Instantaneous change in real income of urban households

due to total price interventions on agricultural commodities.

3. Change in real income for an AVERAGE urban household (i.e. with

average pattern of yearly expenditures in 1974/75).
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jointly with price liberalization, urban consumers would have

gained during the entire period, as shown by the results for the

total effects. Gains were highest in periods of sharp increases of

world prices, specifically in 1974-76 and in 1979-81, because the

government adjusted consumer prices of food items with a

considerable lag and by a much smaller proportional amount than the

increase in world prices. In fact, after the food riots of 1977,

consumer prices of wheat fell in real terms (in 1978-80, when world

prices increased sharply).

According to our calculations, low-income urban households have

benefited more from government price policy than have high-income

households. The welfare gains are a function of the share of food

items in the consumer budget. This share is high in Egypt compared

to other countries at similar levels of income per capita. The

share of wheat products (flour, bread) alone is 13 percent for poor

households, but only 4 percent for rich households. This explains

to a large extent why low-income groups gain relatively more than

high-income groups. Of course, the budget share of subsidized food

items itself is a function of the price policy of the government.

Because wheat prices have remained low relative to other consumer

goods, the budget share of wheat has increased over time. Our

calculations do not capture this effect, because we assumed budget

shares as constant throughout the period.
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Chapter 6

CONSUMPTION EFFECTS OF PRICE INTERVENTION

This chapter discusses the effects of price intervention on

aggregate consumption and treats the distributional impact of the

food subsidy system in detail.

EFFECTS ON AGGREGATE CONSUMPTION

Measuring the effects on aggregate consumption of removing

price intervention enables us to examine the impact of intervention

on consumer welfare for the country as a whole. The effect on

aggregate consumption of removing total price intervention is

measured here as the change in consumption in year t resulting from

a change in the consumer price of the crop in the same year. It

is assumed that consumers react instantaneously to the price

change. Substitution effects in consumption are not taken into

account because of the lack of adequate estimates of cross-price

elasticities of demand at this aggregate level.

More formally, the effects of total price intervention on

consumption in period t are given by

dC.t = e NRP.t C°tj (1)

where

dCi = change in consumption due to change in own-price of
crop i

ei, = own-price elasticity of consumption of crop i
NRPj = nominal rate of protection of crop i
Co1 = level of consumption of crop i at distorted consumer

prices.
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Estimates of own-price elasticities of demand, shown in Table

6-1, are from the following sources. Elasticities for rice, wheat,

maize, and sugar are from Alderman and von Braun (1984). The

elasticities are weighted sums of elasticities for urban and rural

population, with weights equal to the share of each population in

total quantity consumed. The estimates for wheat, maize, and sugar

are lower than those estimated with a linear expenditure system

(LES), using pooled cross-sectional household survey data by von

Braun (see van Braun and de Haen 1983).1 The value of the

elasticity of demand for cotton is not based on an estimation

result; it is an informed guess. The LES estimated value reported

by von Braun for all nonfood items ranged from -.86 to -1.55

depending on the population group. It was not used here because

it seemed too high for domestic cotton consumption.

The results presented in Table 6-2 indicate that in the

aggregate, consumption levels of cotton and cereals would have been

lower, and sugar higher, if direct and indirect price intervention

had been removed. Negative numbers imply that consumption would

be lower if total intervention was removed, and positive numbers

indicate that consumption would be higher. Consumption of cotton

refers to lint, rice to milled rice, and sugar to refined sugar.

The data on consumption levels are from Appendix Table E-7. Nominal

'The original source is J. von Braun, "A Demand System for
Egypt: Estimation Results and Scenario Analysis for Alternative
Food Price Policies," mimeo, University of Goettingen, December
1981.
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rates of protection measured at the consumer level are taken from

Table 3-5.

In the aggregate, consumers of cotton and cereals were

protected by direct and indirect price intervention, but consumers

of sugar were taxed. There were differences across commodities

and among periods, as shown in Table 6-3.

Table 6-1
SHORT-RUN DEMAND ELASTICITIES

Change in Price
-----------------------------------------

COTTON RICE WHEAT MAIZE SUGAR

COTTON -0.20 0 0 0 0

Change RICE 0 -0.15 0 0 0
in
Demand WHEAT 0 0 -0.30 0 0

MAIZE 0 0 0 -0.35 0

SUGAR 0 0 0 0 -0.10

SOURCE: Alderman and von Braun (1984).

Welfare losses for consumers of sugar were substantially

reduced from 1973 to 1979, when world prices of sugar increased

dramatically, compared to the period 1965-72. The level of

protection of consumers of cotton has remained fairly stable during

the 1960s and 1970s, but fell in the early 1980s as the government

increased the selling price of cotton to domestic mills (see
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Appendix Table D-1). Average consumer prices of maize have also

increased faster than border prices during the 1980s, which

explains why consumer welfare gains were smaller than in previous

periods.2 Although consumer prices of bleached rice did not

increased much, in nominal terms, from 1981 to 1984, the sharp

increase in the world price in 1981 was mainly responsible for the

high 1980-85 average. The most striking effects are those for

wheat. From 1965 to 1972, protection of consumers was relatively

modest, and consumption on average was about 8 percent above its

noninterventionist level. But after 1973, the percentage more than

doubled compared with the previous period. Domestic prices

remained stable in nominal terms (and fell, in real terms, during

some years) while world prices increased. It should be noted that

in 1985, GASC, the government agency handling wheat, substantially

increased the consumer price to EE 97.20 (compared with £E 37.60

in 1984).

The average effects shown in Table 6-3 are, of course, very

sensitive to the value of the elasticities. The elasticities for

wheat and maize used for the computations are high. Using the LES

estimates of von Braun and de Haen (1983, p. 81)--that is, -0.13

for both wheat and maize--would yield much smaller aggregate

2As shown in Appendix Table D-4, the free market price of
white maize is mainly responsible for this trend.
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TabLe 6.2.

SHORT RUN EFFECTS OF TOTAL PRICE INTERVENTIONS ON CONSUMPTION.

COTTON RICE WHEAT MAIZE SUGAR

Year (Tons)(Percent) (Tons)(Percent) (Tons)(Percent) (Tons)(Percent) (Tons)(Percent)

1965 -16,000 -9.73% -71,547 -8.25% -368,790 -11.01% -304,067 -13.35% 27,447 5.25%

1966 -6,550 -9.49% -54,341 -6.39% -398,692 -10.66% -162,889 -6.41% 44,411 6.17%

1967 -9,332 -9.57% -19,366 -1.71% -131,966 -3.32% 346,883 14.68% 78,348 11.51%

1968 -12,935 -9.62% -64,902 -5.44% -264,411 -6.95% -107,620 -4.43% 44,225 6.70%

1969 -26,877 -11.05% -65,855 -7.00% -196,990 -6.73% -166,920 -6.93% 18,199 2.63%

1970 -20,683 -11.54% -60,458 -5.54% -162,785 -5.92% -97,203 -3.94% 20,037 2.90%

1971 -16,181 -12.37% -66,836 -5.65% -485,558 -11.73% -218,108 -9.16% 5,614 .79%

1972 -20,857 -11.87% -67,885 -5.45% -323,436 -9.80% -113,945 -4.55% -14,320 -1.73%

1973 -22,789 -12.27% -77,744 -6.31% -160,299 -4.40% 147,385 5.73% 18,836 2.45%

1974 -22,408 -13.34% -166,165 -12.14% -1,120,165 -22.00% -341,312 -11.27% -31,008 -3.87%

1975 -21,824 -12.84% -178,432 -11.75% -1,204,272 -21.03% -379,681 -11.87% -21,195 -2.20%

1976 -23,912 -11.93% -140,000 -10.53% -1,261,496 -21.57% -631,035 -18.00% -2,084 -.20%

1977 -38,784 -13.52% -107,329 -8.26% -1,158,983 -19.18% -361,255 -10.90% 35,086 3.44%

1978 -39,532 -11.56% -136,463 -9.54% -1,604,540 -22.75% -193,070 -5.01% 37,287 3.01%

1979 -44,030 -12.11% -148,877 -9.38% -1,118,070 -21.98% -73,744 -2.15% -20,712 -1.84%

1980 -35,733 -11.28% -135,340 -8.97% -1,145,543 -25.79% -237,527 -6.21% -60,515 -5.16%

1981 -30,177 -11.07% -154,488 -10.94% -1,627,608 -24.51% -880,429 -19.15% -36,440 -3.68%

1982 -19,979 -9.05% -184,457 -11.40% -1,890,164 -24.71% -877,045 -19.23% 7,624 .75%

1983 -15,510 -9.06% -168,497 -10.39% -2,101,473 -23.71% -587,205 -11.42% 2,492 .24%

1984 -25,619 -12.62% -149,406 -10.43% -2,368,442 -25.49% -1,072,223 -20.31% 5,262 .49%

1985 -35,910 -12.92% -160,407 -10.47% -1,713,205 -21.13% -1,162,107 -20.88% 3,122 .28%

NOTES: 1. For the computations, the sugar consumption level for 1982-85

was computed as 1981 Level X growth rate of 3%

2. Consumption refers to cotton lint, milled rice, and refined sugar.

SOURCES: computed from tables 6.1. (elasticities), E.7. (consumption)

and 3.5. (NRP measured at consumption point).
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consumption effects: -3.4 percent in 1965-72, -8.99 percent in

1973-79, and -9.22 percent in 1980-85 for wheat; and -1.27 percent

in 1965-72, -2.31 percent in 1973-79, and -3.89 percent in 1980-85

for maize.

Table 6-3
EFFECTS OF TOTAL PRICE INTERVENTION ON CONSUMPTION

(Period averages; percentage change of actual average consumption)

Commodity

Period Cotton Rice Wheat Maize Sugar

1965-72 -10.66 -5.68 -8.26 -4.26 4.28

1973-79 -12.51 -9.70 -18.99 -7.64 0.11

1980-85 -8.85 -8.69 -20.70 -12.72 1.23

SOURCE: Table 6-2.

Adding substitution effects to the computations would also

modify the results, but probably not by much. At this level of

aggregation, there is no substitution in demand between cotton and

food, or between cereals and sugar, as the available empirical

studies demonstrate. Cross-price elasticities of demand are

positive at a more disaggregated level, for example between wheat

and maize. Alderman and von Braun (1984, p. 80) found significant

substitution effects between various types of breads and flours,
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between noodles and rice, and between flour and maize.3 The cross-

elasticity between the price of wheat flour noodles and demand for

maize is about 1.4 in rural areas. The cross-elasticity between

the price of wheat flour and demand for rice is around 0.45. Price

effects for maize were only significant in rural areas, but the

problem of supply simultaneity may have biased the estimates.

DISTRIBUTIONAL IMPACT OF THE FOOD SUBSIDY SYSTEM

It has been established at a more disaggregated level of

analysis that the food subsidy system has had a profound impact on

income distribution (see, e.g., Abdel-Fadil 1980; Adbel-Khalek and

Tignor 1982; Hansen and Radwan 1982). Food subsidies have reduced

inequalities in consumption, as shown by the change in the Gini

coefficients between 1965 and 1975 in Table 6-4. Causality between

a lower Gini coefficient and increased availability of subsidized

commodities cannot be determined with certainty, but it is likely

that the subsidy system has had an equalizing effect. Alderman and

von Braun (1984, p. 28) found that the Gini coefficient of per

capita food expenditures in 1981-82 was 0.37 for the urban

population and 0.35 for the rural population. When transfers from

government distribution are excluded, they show a slight move away

from equality, becoming 0.39 and 0.37, respectively. Although

there may be problems of comparison with the figures in Table 6-4,

3See also H. Alderman and J. von Braun, EQyPt: Implications of
Alternative Food Subsidy Policies in the 1980s, Report to the Ford
Foundation, April 1985.
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we may infer from the data that (1) over time, equality in

consumption has increased from the 1960s to the 1970s, thsn

worsened in the 1980s, and (2) the gap between rural and urban

population has been reduced and was much smaller in 1982 than in

1965 or 1975.

Table 6-4
INEQUALITY IN CONSUMPTION EXPENDITURES,

URBAN AND RURAL HOUSEHOLDS

(Gini coefficient, 1964-65 and 1974-75)

Urban Rural

Expenditures 1964-65 1974-75 1964-65 1974-75

Total 0.23 0.28 0.18 0.19
Food 0.20 0.20 0.12 0.14

Items included in study:

1. Subsidized/not rationed
Wheat flour 0.11 0.06 0.06 0.06
Bread 0.07 0.02 0.20 0.21

2. Subsidized/rationed
Sugar 0.06 0.11 0.04 0.04
Rice 0.08 0.07 0.13 0O11

3. Neither subsidized nor rationed
Wheat 0.04 0.11 0.11 0.17
Maize 0.08 0.07 0.10 0.26

SOURCE: CAPMAS Household Expenditure Surveys. Gini coefficients
from S. Ismail, B. D. Gardner, and D. Abdou, "The Distribution of
Consumption of Basic Food Commodities in the Urban and Rural Areas
of Egypt," Department of Agricultural Economics, University of
California, Davis.
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The most detailed analysis of the impact of the food subsidy

system on the welfare of Egyptian households was carried out by

IFPRI, based on a survey undertaken in 1981-82 (Alderman and von

Braun 1984). No reliable evidence on prices and quantities in

various market tiers was available before, so it is difficult to

trace the effects of consumer price intervention over time. The

IFPRI survey established important facts about the distributional

effects of the food subsidy and ration system. At the beginning

of the 1980s, average subsidies per capita per year amounted to £E

29.6 in urban areas and to CE 19.7 in rural areas.4

The absolute amount of subsidies received was more or less

constant as income increased, both in urban and rural areas. About

half of the difference in subsidization level between urban and

rural areas was caused by the greater quantities of bread available

in the cities.

Having access to rationed goods has provided households with

significant income transfers not only from the ration system but

from other government-controlled food channels. Most households

(93 percent) have a ration card, and 95 percent of households have

regular access to the four rationed goods (rice, sugar, tea, and

oil). Households purchase additional quantities of those goods on

the free market. For example, 80 percent of households purchase

4This includes all explicit and implicit subsidies on
government-supplied flour and bread, on the commodities of the
basic ration, the additional ration, purchases from cooperatives,
and frozen meat.
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sugar from nonrationed sources. Thus, the ration system is mainly

a system of transfer of income.

As for bread, because estimated income elasticities are

slightly positive, income transfers linked to flour and bread

increase as income does. Grain prices are low in part because of

import subsidies (wheat) and export taxes (rice). Together with

the gains of farmers linked to livestock protection, the overall

effect of the subsidy and price system is to equalize incomes and

to bias the system toward the rural population.5

At the beginning of the 1980s, price intervention, in total,

had a progressive effect on the distribution of income, especially

for small landholders who were net buyers of cereals (see Tables

6-5 and 6-6). The food distribution system directly controlled by

the government, however, has had a regressive effect on incomes.

Increased meat consumption in high-income groups basically

establishes the progressiveness of price policy for income

distribution: the net sum of consumer gains decreases by 4 percent

if income decreases by 10 percent. Transfers from the ration

system decline as income increases, but transfers from purchases

at cooperatives (sugar, tea, oil, and rice) and subsidized bakeries

and flour shops increase. The richer households gain more in the

aggregate than the poor. A 10-percent increase in income yields

5In addition, in rural areas, producer losses in the maize
market are compensated for by the implicit producer gains from
depressed feed maize prices to the extent that domestically
produced maize is fed to animals.
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Table 6-5
ON-FARM CONSUMPTION OF FARM'S OWN PRODUCTION

BY FARM SIZE, 1981-82

(in percentage of own production)
--------------------------------------------------------------- __

Size of farm (in feddans)
--------------------------------------------------

Commodity 0-1 1-3 3-5 >5 All
-----------------------------------------------------------------

Cottona O0 0 0 0

Sugarcaneb 0 0 0 0 0

Wheatc 79.5 65.4 62.3 39.6 59.7

Maizec 68.5 62.9 63.9 49.1 62.4

Ricec 29.2 21.9 26.2 22.8 24.1
----------------------------------------------------------------

aAssumes that all cotton produced is marketed.

bAssumes that all sugarcane produced is sold to sugar mills,
although there is evidence that some cane is consumed fresh on the
farm (less than 10 percent in Minya Governorate. See IFAD, Minya
Agricultural Development Project, Project File Working Papers,
January 1983).

CData from the 1981-82 IFPRI Survey (see Alderman and von Braun
1984, Table 25, p. 54). Figures in Table 6-5 overestimate
marketing because it includes human consumption only and not
cereals used as animal feed.

---------------------------------------------------------------- _

a 0.42-percent increase in income transfer incorporated in the

directly managed distribution system.

The overall effects of the food price and subsidy policy at

the beginning of the 1980s show a rural bias, whereas subsidies

transferred by government-controlled food marketing show a moderate

urban bias. Over time, as the food price and subsidy system was
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extended to rural areas, it contributed to redressing the urban

bias implicit in government policies during the 1960s and 1970s.

On the whole, it has had an equalizing effect. Today, the

inhabitants of big cities (greater Cairo and Alexandria) are not

more subsidized by the system than people in small cities, and

small villages are not less subsidized than large villages. The

net transfers received by people living in remote areas of the

country are somewhat smaller than those received by people in more

accessible areas. This is largely an effect of the prices on the

open market, although the government system balances a good deal

of this comparative disadvantage. Large households and households

with a large proportion of small children are less supported by

the system. The income transfer accrued by nonagricultural wage

earning households was significantly higher than the transfer

accrued by those that did not earn wages.
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Table 6-6
PRODUCTION, SALE, AND CONSUMPTION OF CEREALS BY FARM SIZE, 1981-82

(In kg/person/year, wheat grain equivalent)
----------------------------------------------------------- __----

Size of farm (in feddans)

Activity 0-1 1-3 3-5 >5

-----------------------------------------------------------------

WHEAT

Production
(wheat) 30.1 87.5 96.4 210.6

Consumption
subsidized
flour
& bread 120.1 67.0 51.3 40.5

Sales to
market 3.7 18.9 21.7 86.5

Human
consumption 232.3 203.0 184.4 183.0

-------- net buyers --------------- net sellers

MAIZE

Production
(white) 41.2 78.1 63.4 84.4

Purchase of
subsidized
(yellow) 2.5 3.3 1.8 8.2

Sales to
market 3.0 3.8 6.0 18.2

Human
consumption 53.1 71.5 57.2 55.4

net buyers ---- self-sufficient --- net sellers

RICE

Production 10.9 70.9 144.0 214.0
Purchase:

Ration 6.5 5.8 4.8 4.3
add.rat. 0.7 0.8 0.2 0.8

Sales 6.5 48.3 93.8 136.5
Consumption 24.9 37.4 52.3 63.7

net buyer ------------ net sellers ---------

SOURCE: Alderman and von Braun (1984).
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Chapter 7

EFFECTS OF PRICE INTERVENTION ON FOREIGN EXCHANGE EARNINGS

This chapter assesses the effects of changes in prices of

agricultural outputs and inputs on Egypt's foreign exchange

earnings.

EFFECTS OF CHANGES IN PRICES OF AGRICULTURAL PRODUCTS

Let us examine first the short-run effects on foreign exchange

earnings of removing total price intervention in markets for

agricultural outputs.

The change in foreign exchange earnings resulting from

removing all price intervention on agricultural outputs is defined

as the change in the volume of net exports of the commodity

multiplied by its border price evaluated at the equilibrium

exchange rate, expressed in U.S. dollars. It is equal to the

amount of foreign exchange earned by an increase in exports or

saved by a decrease in imports. Net exports are defined as

production minus consumption of the product. The change in net

exports is the algebraic sum of the change in output and the change

in consumption of the product.

The short-run impact on production of removing total price

intervention on crop i has two components. The first is the effect

of changes in the own price of crop i, lagged one year (because
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price changes are announced after planting) The second component

is the cross-price effects measuring the short-run impact of

removing total price intervention on crop i on the output of crop

.2

The short-run impact on consumption of removing total price

intervention on crop i also has two components, but cross-price

consumption effects are not taken into account because of the lack

of adequate estimates of cross-price elasticities for consumption.

Own-price consumption effects, computed in chapter 6, measure the

change in consumption resulting from a change in the consumer price

of the crop in the same period, because consumers adapt their

purchases to price changes in the short run. More formally, the

short-run change in foreign exchange earnings (expressed in U.S.

dollars) in period t resulting from removing total price

intervention is computed in this section as follows:

dFX.t = dFXX. t + dFXC. t (1)

1The results shown in Tables 7-1 to 7-4 are equivalent to the
results in Appendix Table J-3, because the same own-price
elasticities are used. The small differences between the results
in the two sets of tables are caused by rounding-off errors.

2This is not comparable to the cross-price effects described
in Tables J-1 to J-4, because these tables measure the
reverse--namely, the short-run impact of removing price
intervention of crop j on the output of crop i.
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with

dFXX.t = (pti vjtei, ERPt1 tot1o

+ SUM (pw Vt ej ERPi t-1xot j) (2)

and

dFXC.t = pc WE NRPt Cot (3)
1 ti 1i i 

where

dFXXit = change in foreign exchange earnings caused by
changes in production resulting from

d.t = change inprice changes in crop i
dFXCj = change in foreign exchange earnings caused by

changes in consumption resulting from
price changes in crop i

dX; change in output of crop j (for all j including
j=i) caused by a change in price of crop i

dC; = own-price-induced change in consumption caused by
change in price of crop i

PWt; = border price of crop i at farmgate (evaluated at
equilibrium exchange rate) expressed in US$

pWC = border price of crop i at consumption point
t (evaluated at equilibrium ER) expressed in US$

vjt = ratio of value added to price of crop i
ej; = supply elasticity of crop j with respect to price

of crop i (for all j including j=i)
E'j j = demand elasticity of crop i with respect to own-

price
NRPt= nominal rate of protection of crop i (border price

measured at consumption point)
ERP;t1= effective rate of protection of crop i lagged one

)ot. period
X = level of output of crop i at actual producer

ot ~ prices
Cot = level of consumption of crop i at actual consumer

prices.

The computation of Equation 1 for the five crops uses data

from the following sources. Border-price equivalents are from

Tables C-7 to C-11 (at farmgate) and D-7 to D-ll (at consumption

point). They were converted to U.S. dollars at the equilibrium
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exchange rate. Nominal rates of protection at the consumer level

are from Table 3-5. Effective rates of protection (short run) are

computed from the data in Appendix F. Ratios of value added to

price were constructed with the data in Appendix F and Appendix

C.3 Production and consumption data are taken from Appendix Tables

E-1 and E-7. Merchandise imports and exports in U.S. dollars are

from Table G-3. Finally, the supply and demand elasticities are

from chapters 4 and 6. The short-run supply elasticities used here

are derived from Table 4-1. They are obtained by multiplying the

long-run elasticities by the coefficient of adjustment. The short-

run own-price demand elasticities are those of Table 6-1.

The results of the computations are shown in Tables 7-1 to

7-5, showing separately, for each crop, the own-price effect on

the production of the crop, the cross-price effects on the

production of competing crops (except for sugarcane, because cross-

price elasticities are zero), the own-price effect on the

consumption of the crop, and the sum of those effects, expressed

in foreign currency and as a percentage of total exports (for

exportables) or imports (for importables). Table 7-6 presents the

combined effects on foreign exchange, expressed in U.S. dollars

and as a percentage of total exports, of a removal of total price

intervention on all five crops.

3The ratio of value added to price used for the calculations
is computed at prevailing domestic prices. It would increase
considerably (up to an average of .90 to .95) if computed at border
prices.
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Table 7.1. FOREIGN EXCHANGE EFFECTS OF REMOVAL OF TOTAL PRICE INTERVENTIONS ON COTTON.

Output Effects (in Tons). Consumption Effects (in Tons).

Own- Cross- Cross- Cross- Own-

Price Price Price Price Price

Cotton Cotton/ Cotton/ Cotton/ Cotton

Rice Wheat Maize

1965 199,805 -196,428 112,885 -321,079 -16,000

1966 173,278 -207,352 144,046 -393,564 -6,550

1967 170,948 -286,087 124,318 -348,392 -9,332

1968 180,694 -325,469 144,871 -363,122 -12,935

1969 199,356 -264,997 98,799 -349,512 -26,877

1970 204,960 -297,380 147,528 -393,419 -20,683

1971 212,892 -295,086 175,721 -390,796 -16,181

1972 240,497 -308,074 168,315 -429,979 -20,857

1973 191,409 -233,844 171,996 -395,278 -22,789

1974 203,646 -282,515 206,040 -520,064 -22,408

1975 186,889 -338,563 230,126 -547,383 -21,824

1976 188,377 -303,523 185,037 -562,249 -23,912

1977 208,977 -297,775 159,919 -480,556 -38,784

1978 263,992 -349,608 208,314 -583,669 -39,532

1979 247,405 -306,110 160,808 -473,269 -44,030

1980 240,053 -290,839 175,261 -585,588 -35,733

1981 205,491 -249,049 169,291 -501,692 -30,177

1982 171,377 -266,882 133,025 -490,726 -19,979

1983 129,956 -229,918 123,797 -447,893 -15,510

1984 130,672 -203,841 117,327 -466,738 -25,619

1985 -116,664 278,589 109,744 273,112 -35,910

Foreign Exchange Effects Foreign Exchange Effects

(in Miltions of US$) (in Percent of Total Exports):

Own- Cross- Total Own- Cross- Total

Price Price Price Price

1965 86.88 -41.63 45.24 15.32% -7.34% 7.98%

1966 63.18 -45.84 17.33 10.58% -7.68% 2.90%

1967 92.17 -56.37 35.80 15.49% -9.47% 6.02%

1968 76.07 -70.85 5.22 11.46% -10.67% .79%

1969 111.03 -58.94 52.09 15.11% -8.02% 7.09%

1970 106.53 -50.10 56.43 13.04% -6.13% 6.91%

1971 106.89 -45.33 61.57 12.56% -5.33% 7.23%

1972 125.44 -50.44 74.99 15.43% -6.20% 9.22%

1973 207.55 -74.10 133.45 20.76% -7.41% 13.35%

1974 277.57 -247.30 30.28 16.60% -14.79% 1.81%

1975 235.67 -252.34 -16.66 15.04% -16.10% -1.06%

1976 212.84 -189.59 23.25 13.23% -11.78% 1.45%

1977 359.66 -126.28 233.38 18.22% -6.40% 11.82%

1978 285.26 -174.34 110.92 14.71% -8.99% 5.72%

1979 335.11 -129.16 205.94 13.82% -5.33% 8.50%

1980 304.18 -177.22 126.96 7.89% -4.60% 3.29%

1981 260.06 -202.83 57.23 6.50% -5.07% 1.43%

1982 161.31 -220.66 -59.35 4.02% -5.49% -1.48%

1983 127.50 -130.98 -3.48 3.45% -3.55% -.09%

1984 198.41 -144.52 53.89 5.13% -3.74% 1.39%

1985 -14.77 154.53 139.76 -.39% 4.03% 3.64%
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TabLe 7.2. FOREIGN EXCHANGE EFFECTS OF REMOVAL OF TOTAL PRICE INTERVENTIONS ON RICE.

Output Effects (in Tons). Consumption Effects (in Tons).

Own- Cross- Cross- Cross- Own-

Price Price Price Price Price

Rice Rice/ Rice/ Rice/ Rice

Cotton Wheat Maize

1965 264,649 -175,271 101,068 211,748 -71,547

1966 241,661 -131,486 111,562 224,521 -54,341

1967 315,888 -122,896 91,219 188,298 -19,366

1968 280,745 -101,481 83,042 153,320 -64,902

1969 327,581 -160,452 81,161 211,487 -65,855

1970 317,582 -142,512 104,697 205,657 -60,458

1971 274,062 -128,735 108,452 177,661 -66,836

1972 273,556 -139,040 99,318 186,888 -67,885

1973 231,538 -123,395 113,170 191,577 -77,744

1974 263,867 -123,839 127,882 237,762 -166,165

1975 384,944 -138,350 173,876 304,644 -178,432

1976 353,154 -142,705 143,069 320,217 -140,000

1977 338,080 -154,478 120,655 267,066 -107,329

1978 280,714 -138,010 111,152 229,399 -136,463

1979 328,044 -172,623 114,519 248,259 -148,877

1980 317,918 -170,847 127,310 313,327 -135,340

1981 274,800 -147,626 124,131 270,964 -154,488

1982 338,413 -141,488 112,092 304,586 -184,457

1983 324,566 -119,444 116,133 309,490 -168,497

1984 248,342 -103,652 94,989 278,340 -149,406

1985 75,103 -47,533 307,461 358,889 -160,407

Foreign Exchange Effects Foreign Exchange Effects

(in MilLions of USS) (in Percent of TotaL Exports)

Own- Cross- Total Own- Cross- Total

Price Price Price Price

1965 44.27 -36.55 7.72 7.81% -6.45% 1.36%

1966 40.52 -17.72 22.80 6.79% -2.97% 3.82%

1967 46.50 -34.96 11.54 7.82% -5.88% 1.94%

1968 60.51 -18.19 42.32 9.11% -2.74% 6.37%
1969 60.97 -42.23 18.74 8.30% -5.75% 2.55%
1970 41.27 -35.52 5.75 5.05% -4.35% .70%
1971 34.88 -30.14 4.74 4.10% -3.54% .56%
1972 36.01 -35.19 .81 4.43% -4.33% .10%

1973 64.78 -63.81 .98 6.48% -6.38% .10%

1974 316.47 -45.19 271.27 18.93% -2.70% 16.22%
1975 336.36 -33.21 303.14 21.47% -2.12% 19.35%
1976 187.65 -29.13 158.52 11.66% -1.81% 9.85%
1977 115.47 -112.39 3.08 5.85% -5.69% .16%
1978 140.91 -49.06 91.85 7.27% -2.53% 4.74%
1979 152.85 -111.06 41.78 6.31% -4.58% 1.72%
1980 158.53 -57.98 100.55 4.11% -1.50% 2.61%

1981 197.22 -24.40 172.82 4.93% -.61% 4.32%

1982 256.25 9.64 265.89 6.38% .24% 6.62%
1983 173.52 -6.94 166.59 4.70% -. 19% 4.51%
1984 120.16 -13.37 106.80 3.11% -.35% 2.76%

1985 75.79 85.03 160.83 1.98% 2.22% 4.19%
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Table 7.3. FOREIGN EXCHANGE EFFECTS OF REMOVAL OF TOTAL PRICE INTERVENTIONS ON WHEAT.

Output Effects (in Tons). Consumption Effects (in Tons).

Own- Cross- Cross- Cross- Own-

Price Price Price Price Price

Wheat Wheat/ Wheat/ Wheat/ Wheat

Cotton Rice Maize

1965 207,786 -52,404 52,355 204,190 -368,790

1966 178,003 -30,510 37,102 168,027 -398,692

1967 124,451 -24,384 41,469 120,495 -131,966

1968 138,900 -24,685 45,185 120,285 -264,411

1969 97,160 -27,934 37,735 118,751 -196,990

1970 118,128 -23,384 34,479 108,837 -162,785

1971 13,353 -2,305 3,247 10,260 -485,558

1972 163,558 -33,299 43,348 144,356 -323,436

1973 158,146 -25,077 31,134 125,569 -160,299

1974 64,058 -9,021 12,718 55,862 -1,120,165

1975 348,370 -40,312 74,213 286,290 -1,204,272

1976 230,372 -33,418 54,718 241,846 -1,261,496

1977 249,039 -46,370 67,147 258,554 -1,158,983

1978 172,038 -31,065 41,808 166,537 -1,604,540

1979 176,052 -38,594 48,527 179,012 -1,118,070

1980 164,013 -32,009 39,411 189,332 -1,145,543

1981 243,625 -42,136 51,897 249,439 -1,627,608

1982 249,180 -45,741 72,388 317,585 -1,890,164

1983 325,471 -48,683 87,527 406,833 -2,101,473

1984 229,379 -36,401 57,705 315,259 -2,368,442

1985 157,609 -70,523 81,545 433,577 -1,713,205

Foreign Exchange Effects Foreign Exchange Effects

(in Millions of US$) (in Percent of Total Imports)

Own- Cross- TotaL Own- Cross- Total

Price Price Price Price

1965 43.75 4.66 48.42 4.56% .49% 5.05%

1966 41.07 7.52 48.60 4.31% .79% 5.10%

1967 19.43 3.80 23.23 2.03% .40% 2.43%

1968 26.56 7.75 34.31 3.13% .91% 4.04%

1969 18.73 3.44 22.18 1.95% .36% 2.31%

1970 16.45 2.10 18.56 1.38% .18% 1.56%

1971 34.91 .18 35.08 2.81% .01% 2.82%

1972 35.12 1.67 36.79 2.73% .13% 2.86%

1973 31.60 .91 32.52 2.01% .06% 2.07%

1974 314.31 10.82 325.13 9.81% .34% 10.15%

1975 320.14 60.56 380.70 7.41% 1.40% 8.81%

1976 251.25 40.27 291.52 5.97% .96% 6.93%

1977 194.61 5.89 200.50 4.34% .13% 4.47%

1978 259.10 17.14 276.24 4.92% .33% 5.24%

1979 145.18 1.29 146.47 2.18% .02% 2.20%

1980 274.52 23.68 298.20 3.63% .31% 3.94%

1981 463.02 53.81 516.83 5.26% .61% 5.87%

1982 519.38 85.65 605.03 6.05% 1.00% 7.04%

1983 473.26 66.89 540.15 5.67% .80% 6.47%

1984 516.60 56.77 573.36 5.07% .56% 5.63%

1985 394.03 29.33 423.36 4.25% .32% 4.57%
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Table 7.4. FOREIGN EXCHANGE EFFECTS OF REMOVAL OF TOTAL PRICE INTERVENTIONS ON MAIZE.

Output Effects (in Tons). Consumption Effects (in Tons).

Own- Cross- Cross- Cross- Own-

Price Price Price Price Price

Maize Maize/ Maize/ Maize/ Maize

Cotton Rice Wheat

1965 209,516 -66,036 48,281 90,466 -304,067

1966 237,572 -52,977 47,146 106,789 -162,889

1967 148,487 -36,902 45,928 65,073 346,883

1968 16,626 -4,190 5,613 8,146 -107,620

1969 184,627 -53,337 52,727 64,096 -166,920

1970 163,070 -43,028 46,429 75,099 -97,203

1971 149,773 -41,325 42,599 82,709 -218,108

1972 202,997 -57,507 54,785 97,591 -113,945

1973 133,224 -32,675 29,687 71,194 147,385

1974 17,135 -3,398 3,506 8,337 -341,312

1975 66,583 -11,514 15,512 34,378 -379,681

1976 242,871 -41,214 49,386 98,164 -631,035

1977 319,535 -70,378 74,581 130,593 -361,255

1978 47,617 -10,908 10,743 20,872 -193,070

1979 168,217 -44,538 40,983 70,196 -73,744

1980 110,603 -22,964 20,691 40,654 -237,527

1981 99,938 -20,733 18,687 41,416 -880,429

1982 396,372 -70,110 81,198 131,960 -877,045

1983 365,343 -53,689 70,642 124,017 -587,205

1984 26,832 -3,805 4,414 8,284 -1,072,223

1985 318,882 -51,868 59,973 115,917 -1,162,107

Foreign Exchange Effects Foreign Exchange Effects

(in Millions of USS) (in Percent of Total Imports)

Own- Cross- Total Own- Cross- Total

Price Price Price Price

1965 40.73 -10.05 30.68 4.25% -1.05% 3.20%

1966 29.69 -3.09 26.60 3.12% -.32% 2.79%

1967 -14.01 -5.65 -19.66 -1.47% -. 59% -2.06%

1968 8.56 .07 8.63 1.01% .01% 1.02%

1969 25.71 -8.88 16.84 2.67% -. 92% 1.75%

1970 18.47 -7.66 10.81 1.55% -. 64% .91%

1971 28.13 -6.34 21.78 2.26% -. 51% 1.75%

1972 24.02 -10.73 13.30 1.87% -.83% 1.03%

1973 -.45 -12.75 -13.19 -.03% -.81% -.84%

1974 68.32 1.31 69.63 2.13% .04% 2.17%

1975 82.25 5.63 87.88 1.90% .13% 2.03%

1976 166.51 1.52 168.03 3.96% .04% 3.99%

1977 104.00 -41.08 62.92 2.32% -.92% 1.40%

1978 36.43 -1.49 34.93 .69% -. 03% .66%

1979 27.20 -18.66 8.53 .41% -. 28% .13%

1980 66.73 -4.40 62.33 .88% -. 06% .82%

1981 256.53 .52 257.06 2.92% .01% 2.92%

1982 321.64 22.45 344.09 3.74% .26% 4.01%

1983 160.05 10.05 170.10 1.92% .12% 2.04%

1984 239.85 -.70 239.16 2.36% -.01% 2.35%

1985 246.39 -11.17 235.22 2.66% -.12% 2.54%
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Table 7.5. FOREIGN EXCHANGE EFFECTS OF REMOVAL OF TOTAL PRICE INTERVENTIONS ON SUGARCANE.

Output Effects (in Tons). Consumption Effects (in Tons).

Own-Price Own-Price

Sugarcane Sugar

1965 175,963 27,447

1966 N/A 44,411

1967 N/A 78,348

1968 N/A 44,225

1969 N/A 18,199

1970 N/A 20,037

1971 -931,253 5,614

1972 114,645 -14,320

19T3 381,486 18,836

1974 -181,653 -31,008

1975 574,043 -21,195

1976 518,141 -2,084

1977 306,533 35,086

1978 -493,208 37,287

1979 -419,829 -20,712

1980 274,646 -60,515

1981 628,603 -36,440

1982 380,103 7,624

1983 -203,667 2,492

1984 -353,720 5,262

1985 -1,585,055 3,122

Foreign Exchange Effects

Millions of USS Percent of Total Imports

1965 -3.15 -.33%

1966 -4.17 -.44%

1967 -7.65 -.80%

1968 -4.28 -.50%

1969 -2.27 -.24%

1970 -2.81 -.24%

1971 -5.30 -.43%

1972 4.42 .34%

1973 -2.38 -.15%

1974 11.57 .36%

1975 34.93 .81%

1976 11.72 .28%

1977 -5.02 -.11%

1978 -14.82 -.28%

1979 -2.09 -.03%

1980 61.66 .81%

1981 40.81 .46%

1982 3.99 .05%

1983 -3.82 -.05%

1984 -4.70 - .05%

1985 -13.89 -.15%

NOTE: N/A where border prices are negative.
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Analysis of Results. The overall results of Table 7-6

indicate that if total price intervention had been removed, the

annual improvement in the foreign exchange position of the country

would have averaged 22.75 percent of the value of total exports.

The improvement would have been substantial except for years in

which world prices were much above their historical trend. These

results were obtained with the elasticities in Tables 4-1 and 6-1.

We noted in chapter 6 that demand elasticities for cereals were

high. If lower demand elasticities for wheat and maize (0.13 for

each) are used, increased earnings average less than 20 percent of

total exports.

Still, even with lower response in demand, it appears that

the combined impact of removing intervention on all five crops at

the same time would have been substantial, especially during the

1974-75 period. However, these results are valid only for years

in which changes in nominal and effective rates of protection were

moderate. Price changes in many instances are not marginal

changes, because they sometimes exceed 100 percent, and in those

instances the computations become meaningless. 4 Between 1973 and

1974, for example, world prices of rice, wheat, maize, and sugar

increased by 229 percent, 185 percent, 90 percent, and 163 percent,

respectively, yielding increases in border-price equivalents for

producers of 98 percent, 160 percent, 68 percent, and 498 percent,

respectively.

4The same comment applies, of course, to the results in
chapters 4 and 6.
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Table 7.6. FOREIGN EXCHANGE EFFECTS OF TOTAL PRICE INTERVENTIONS.

--(in Millions of US$)-- --(in Percent of Exports)--

Own- Cross- Total Own- Cross- Total

Price Price Price Price

1965 212.48 -83.57 128.91 37.47% -14.74% 22.74%

1966 170.30 -59.14 111.16 28.53% -9.91% 18.62%

1967 136.43 -93.18 43.25 22.93% -15.66% 7.27%

1968 167.42 -81.22 86.21 25.21% -12.23% 12.98%

1969 214.18 -106.61 107.57 29.14% -14.50% 14.64%

1970 179.91 -91.17 88.74 22.02% -11.16% 10.86%

1971 199.51 -81.64 117.87 23.44% -9.59% 13.85%

1972 225.01 -94.69 130.32 27.68% -11.65% 16.03%

1973 301.11 -149.74 151.37 30.11% -14.97% 15.14%

1974 988.24 -280.36 707.87 59.11% -16.77% 42.34%

1975 1,009.35 -219.36 789.99 64.41% -14.00% 50.41%

1976 829.96 -176.93 653.04 51.58% -11.00% 40.59%

1977 768.71 -273.85 494.86 38.94% -13.87% 25.07%

1978 706.86 -207.75 499.11 36.45% -10.71% 25.74%

1979 658.24 -257.60 400.63 27.16% -10.63% 16.53%

1980 865.62 -215.92 649.70 22.46% -5.60% 16.86%

1981 1,217.65 -172.90 1044.75 30.45% -4.32% 26.13%

1982 1,262.57 -102.91 1159.65 31.43% -2.56% 28.87%

1983 930.51 -60.97 869.54 25.20% -1.65% 23.55%

1984 1,070.32 -101.81 968.51 27.70% -2.63% 25.06%

1985 687.55 257.73 945.28 17.92% 6.72% 24.64%

SOURCES for Tables 7.1.-7.6.

1) Border prices (producer and consumer) at E* from Appendices C and D (LE/ton).

Converted to USS at equilibrium exchange rate.

2) Value added/Farmgate price from Appendix F.

3) ERP* (Effective Rate of Protection for short run for total intervention

= (VA - VA*) / VA*, from Appendix F.

4) NRP* (Nominal Rate of Protection at consumption point), from table 3.5.

5) Production (in tons) from Table E.1.

6) Consumption (in Tons) from Table E.7. Raw Cotton converted to lint;

Paddy converted to milled rice; Sugarcane converted to refined sugar.

7) Exports (FOB) and Imports (CIF), in USS million, from Table 1.7.

8) Supply and Demand Elasticities from Tables 4.1. and 6.1.

NOTE: Figures refer to the short run effects of total price interventions

for cotton, rice, wheat, maize and sugar on foreign exchange earnings.

Cross-price effects do not include substitution in consumption.
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Foreign Exchange Effects of Cotton Price Policy. T h e

computations for cotton assume that Egypt faces a perfectly elastic

demand for its cotton exports. But because Egypt has some monopoly

power in the world market for extra-long-staple cotton, the FOB

price is not the appropriate reference price for calculating the

border-price equivalent. Liberalizing cotton prices would increase

output, reduce domestic consumption, and increase exports, thereby

increasing foreign exchange earnings. But, if the demand

elasticity facing Egypt is less than infinity, the world price will

fall (see Figure 7-1).

The true change in foreign exchange earnings therefore would

be Pw (dX + dC), where PwI is the price facing Egypt at the expanded

level of exports. The gain in foreign exchange would be overstated

by using Pw0 (the FOB price), and the effective rate of protection

used in the computations also would be biased upward, because P 0

is taken as invariant in the reference price.

Figure 7-1
WORLD MARKET FOR COTTON

Excess supply

PO Excess supply with
additional Egyptian

pWI supplies

| / --- World demand

- - - - - - - - - - - - - - - - - - - - - - - - - -
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The extent to which foreign exchange gains are overstated

depends on the excess demand elasticity for Egyptian cotton. The

excess demand elasticity is a function of Egypt's share of the

world market, of the supply elasticity in the rest of the world,

and of the demand elasticity for Egyptian cotton. The share of

Egypt in the world market was 43 percent for extra-long-staple

cotton in 1970-77. Monke and Taylor (1982) have estimated world

demand elasticity for Egyptian cotton as low in the short run

(-0.27) but as increasing in the long run (-1.69). They conclude

that markets for different staple lengths are not independent but

rather are a single market, because the premiums for different

varieties are relatively constant over time, which explains partly

the low value of the elasticity.

In conclusion, the results shown in Table 7-1 are overstated.

If price liberalization were to raise excess supply of Egyptian

cotton by, say, 45 percent, then the world price would be expected

to decline by 30 percent, assuming an excess demand elasticity of

-1.5. A first order correction would be to reduce the foreign

exchange gains by this amount. In general, the correction required

would be

5Monke and Taylor (1982) gave data for 1960-80 for long-
staple and extra-long-staple cotton; quoted in Chutikamoltham
(1985), "Cotton Pricing in Egypt." Chutikamoltham's review of
studies estimating world demand for Egyptian cotton indicates that
the long-run demand elasticity estimated by various authors is in
the -1.24 to -1.77 range. Monke and Taylor (1982) was the only
study reviewed that estimated the short-run elasticity of demand
for cotton.



- 184 -

((dX+dC)/E.) *100
dFX = dFX C (1 - -------------------

ex

where ex is the excess demand elasticity for cotton.

Foreign Exchange Effects of Food Aid. Liberalizing wheat

prices (assuming that the exchange rate is at its equilibrium value

and that there are no trade distortions), as the results in Table

7-3 show, would sharply increase domestic output and decrease

domestic consumption of wheat. In such a scenario, the demand for

wheat imports would be sharply reduced as a result of both supply

and demand effects. Because food aid shipments to Egypt were high

during the 1960-85 period, we must ask how food aid would respond

if prices were liberalized.6 Let us consider three possible cases.

Case 1: If all the adjustment took place in the form of

reduced commercial imports, the change in foreign exchange caused

by removing total wheat price intervention would be as measured in

Table 7-3--namely, dFXW = pw (dX + dC), where Pw is the average

import price paid by Egypt, dX is the change in production, and dC

is the change in consumption.

Case 2: With reduced need for imports, donors may reduce

their aid flows. This would lead to an adjustment in commercial

imports, so that the effect now would be dFXW = pw (dX + dC + AIDO

- AID1), where AIDo - AID1 is the difference between

6See Appendix 0 presenting the history of food aid during this
period.
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preliberalization and postliberalization levels of food aid.

Case 3: As a result of removing intervention, the domestic

price of wheat to consumers would rise, leaving some consumers with

lower real incomes. 7 Donors, in this scenario, are assumed to

respond to the need for support of low-income households to

compensate for the rise in consumer prices. In this case, the

level of food aid would increase. The result then would be dFXW =

pw (dX + dC + AIDO - AID,), but in this case, AIDO < AID1. This case

could arise as part of a negotiated package with donors in which

Egypt would agree to remove or reduce distortions in the wheat

market in exchange for increased wheat aid shipments.

In the absence of knowledge about the policy reaction of

donors, the results of Table 7-3 assume no change in aid flows

(Case 1) to calculate the foreign exchange impact of wheat price

liberalization. 8

EFFECTS OF CHANGES IN AGRICULTURAL INPUT PRICES

Several traded agricultural inputs, such as fertilizer,

pesticides, fuel, and machinery, are used in producing the five

crops considered in this study. Their import (or export in the

case of petroleum derivatives) is generally under government

7The true effect will depend on the incidence of the subsidy
cost.

8Case 1 (as well as Case 3) assume that there still would be
no rationing of wheat (bread)--that is, a continuation of the
policy pursued so far.
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control. As described in chapter 2, these inputs are largely

allocated administratively and, in some cases, at prices highly

subsidized to producers. Table 7-7 presents selected data on the

amount of input subsidies paid by the government.

At these subsidized prices there is rationing, so producers

are not on their input demand curves. Consequently, removing

price intervention on the demand side would not necessarily cause

the quantity traded (imported or exported) to vary greatly, and it

is not clear whether it would necessarily decrease or increase.

Thus, the foreign exchange effects of removing intervention on

agricultural input prices are uncertain and not likely to be large,

and therefore they have not been included in this study.

As an illustration of the general situation in agricultural

input markets, let us take the case of fertilizer, described

diagrammatically in Figure 7-2.
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Table 7-7
SUBSIDIES ON AGRICULTURAL INPUTS

(in millions of Egyptian pounds)
-----------------------------------------------------------------

Year Totala Fertilizerb Pesticidec

1965 -2 -1.7 n.a.
1966 -1 -1.0 n.a.
1967 -3 -3.1 n.a.
1968 -6 -6.4 n.a.
1969 -4 -4.1 n.a.
1970 -3 -8.8 11.6
1971 -4 -13.0 11.6
1972 12 0.8 11.7
1973 13 0.2 12.6
1974 12 0.3 11.5
1975 81.5 69.8 27.6
1976 34.2 32.9 20.0
1977 34.7 13.7 25.0
1978 38.3 n.a. n.a.
1979 101.1 n.a. n.a.
1980 119.1 n.a. n.a.
1981 227.9 n.a. n.a.
1982 159.1 n.a. n.a.
1983 142.2 n.a. n.a.
1984 135.2 n.a. n.a.

aData for 1965-74 are total agricultural input subsidies in the
government budget, from von Braun and de Haen (1983), p. 28. Data
for 1975-81 are subsidies paid by the Agricultural Stabilization
Fund (for fertilizers and pesticides), from World Bank (1983a), p.
140; data from 1983-84 from World Bank (1986a); 1984 data are
preliminary.

bSubsidies on locally produced and imported fertilizers are from
Cuddihy (1980), pp. 60, 152.

CSubsidies on pesticides for cotton are from Cuddihy (1980), p.
152.



- 188 -

Figure 7-2

THE MARKET FOR FERTILIZER IN EGYPT

pf

…

p~~~~~~~~~~~~~~~p

D (M4VP)

o Xf S1 S2 S3 DP

Domestic production of fertilizer, Xf, plus imports equals

the total quantity supplied. If total supply is, say, S2. then

world price Pw = MVP (marginal value product), and there is excess

demand at the subsidized producer price PP. Internal reallocation

of fertilizer through the black market will raise the effective

producer price until it reaches pw, corresponding to quantity S2'

The average price paid by farmers then will be between pw and PP.

The fertilizer subsidy pw - pP is simply a transfer to farmers who

have access to the input at price PP. Removing intervention (i.e.,

eliminating the subsidy) would not lead to foreign exchange savings

for the country because expenditures on imported fertilizer in U.S.

dollars would still be Pw(S2 - Xf).
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The only reason to expect a change in foreign exchange

earnings or expenditures on fertilizer would be if imports were

currently such that at the total quantity supplied, the MVP was

not equal to Pw. Let us examine two possible cases: First,

suppose that imports were (S, - Xf). Then Pw < MVP, and there would

be a shortage of fertilizer. Removing controls would lead to a

rise in imports by an amount S2 - Sj, as demand for fertilizer

expanded until pw = MVP. Second, the reverse would be the case if

imports were (S 3 - Xf).

In fact, a change in foreign exchange earnings can arise only

if the current level of imports is such that there is excess demand

at pw so that at Si the effective price on the black market exceeds

the world price (e.g., p1 > pw), or if there is excess supply

w 9(wastage) at S3 where P3 < p . One would expect political pressure

from farmers to lead to a level of imports close to (S2 - Xf). Any

divergence from that level will create pressure to increase or

decrease imports. Therefore, on the demand side, the foreign

exchange impact is likely to be small.

The discussion has centered so far on the effects of movements

along the MVP for inputs. The economic reasoning would not change

if the derived demand schedule for fertilizer shifted to the right

9Empirical observation suggests that Egyptian farmers
currently use excessive quantities of fertilizer at prices that
are below international equivalents. If subsidies were removed,
it is likely that waste would be reduced. Yields could increase
through improved cropping practices, as suggested by extension
advice. See International Fund for Agricultural Development (1986).
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as crop output increased as a result of crop price liberalization. 10

On the supply side, because fertilizer production is currently

subsidized (protected), removing subsidies or tariffs would mean

that producers would face the world price P'.11 If the current

system of protection was such that producers are off the supply

curve at P2, say, then again there would be no necessary change in

output and hence, in imports and in foreign exchange costs.

10Grant Scobie, in comments on an earlier draft, suggested
using the input coefficients in Appendix F to estimate the effects
of crop price liberalization on the demand for inputs, given the
output changes computed in chapter 4.

"The Egyptian government agreed in 1987 not to increase the
nominal value of input subsidies in the context of the Agricultural
Production and Credit Project (Project 263-0202) financed by USAID.
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Chapter 8

EFFECTS OF PRICE INTERVENTION ON THE GOVERNMENT BUDGET

This chapter treats the budgetary effects of pricing for

export crops and for import substitutes.

BUDGETARY EFFECTS OF PRICING POLICY FOR EXPORT CROPS

Cotton Pricing Policy. The evolution of government taxes

and subsidies related to cotton production for the period 1960-85

is shown in Table 8-1. Only budgetary revenues and expenditures

relating to seed cotton processed into lint are accounted for,

excluding the industrial transformation of lint into yarn.

The bulk of budgetary revenues are derived from cotton

exports. The government imposes an implicit export tax that is

equal, per unit, to the difference between the border-price

equivalent, converted at the official exchange rate, and the price

received by farmers.1

The protection of the textile industry also has budgetary

implications. Taxes or subsidies on cotton sales to the domestic

ginning industry, measured per unit by the difference between the

selling price to the industry and the price paid to farmers, have

fluctuated in accordance with the policy objectives of the

1The seed-cotton equivalent of lint is as follows: one ton of
seed cotton produces 0.356 ton of lint. See Appendix C, Table C-7.
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Table 8.1. TAXES AND SUBSIDIES ON COTTON, in LE per Ton.

Year EXPORT TAX ON COTTON. TAX (+) or SUBSIDY (-)

ON DOMESTIC USE OF COTTON.

(LE/ton) (LE/ton)

1960 28.96 25.58

1961 29.80 28.51

1962 21.52 26.86

1963 47.47 24.32

1964 30.39 -22.25

1965 49.84 13.87

1966 39.50 13.87

1967 94.37 7.61

1968 36.14 -4.50

1969 54.58 -7.29

1970 53.80 -7.59

1971 54.61 -15.79

1972 47.19 -27.85

1973 199.02 -6.00

1974 250.55 -2.96

1975 199.04 -11.09

1976 112.53 4.10

1977 209.60 3.12

1978 64.32 3.63

1979 320.51 .50

1980 314.11 .51

1981 243.39 .96

1982 104.25 1.02

1983 87.85 1.23

1984 206.95 1.52

1985 128.16 2.33

SOURCES: Same as Table 8.2.

NOTES: (1) Export tax measured by the difference between the border price

equivalent at official exchange rate and the procurement price.

(2) Tax/Subsidy on domestic use measured by the difference between

selting price to domestic ginning mills (Lint converted to seed-

cotton equivaLent) and the procurement price of raw cotton.
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government.2 From these taxes (or subsidies), one should subtract

(or add) the operating costs of the mills, which are highly

subsidized.3 Input subsidies in the ginning process in 1980

amounted to between £E 75 and CE 95 per ton of lint depending on

the technology of the firm, or approximately 11 percent of the

selling price of cotton to the mill, according to a survey of five

ginning companies in Daqahlia governorate (Khedr and Kheir-el-din

1982).

To these taxes or subsidies one could add the subsidies paid

by the government on pesticide, which is entirely imported (80

percent of it goes to cotton).4 However, given the externalities

involved in pesticide spraying, these subsidies constitute an

intervention of the government in the pricing process that

increases efficiency, and thus they have not been counted as net

costs.

The hypothetical budgetary effect of removing price

intervention for cotton that is exported or sold domestically is

shown in Table 8-2, in percentage of total government revenues and

of total government deficit. The short-run effect of direct price

2The agricultural cooperatives, acting as agents for the
Principal Bank for the Development of Agricultural Credit, collect
raw cotton from farmers and sell it to government-owned ginning
mills. The selling price to the ginning industry is given in Table
D-1.

3See column 8 of Table C-7 in Appendix C.

4See Table 7-7. See also the second section of chapter 2.
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Table 8.2. BUDGETARY EFFECTS OF COTTON PRICE POLICY.

TAXES (+) or SUBSIDIES t-)

REVENUES FROM EXPORTS RELATED TO DOMESTIC PRODUCTION NET EFFECT ON GOVERNMENT BUDGET

Year ---------------------- ------ ------------- ------------------ -

percent of percent of in in percentage of:

mill. LE revenue mill. LE expenditures mill. LE revenue deficit

1960 37.98 8.54% 1.75 -.44% 39.73 8.93% -84.53%

1961 27.71 5.13% 2.11 -.30% 29.83 5.52% 18.64%

1962 16.98 2.33% 14.66 -1.88% 31.65 4.35% 60.86%

1963 48.20 10.52% 7.24 -1.02% 55.43 12.10% 22.00%

1964 27.87 5.29% -11.55 1.29% 16.32 3.10% 4.42%

1965 51.77 8.66% 6.41 -.71% 58.18 9.73% 18.89%

1966 43.26 6.55% 2.69 -.26% 45.95 6.96% 12.69%

1967 88.11 11.70% 2.09 -.21% 90.19 11.98% 41.37%

1968 30.06 4.68% -1.70 .19% 28.36 4.41% 11.30%

1969 43.46 6.44% -4.98 .57% 38.47 5.70% 18.77%

1970 48.43 6.46% -3.83 .40% 44.60 5.95% 21.65%

1971 57.35 6.60% -5.81 .55% 51.54 5.93% 26.57%

1972 43.78 4.85% -13.77 1.13% 30.01 3.32% 9.53%

1973 168.26 16.53% -3.13 .22% 165.13 16.22% 42.78%

1974 183.30 15.48% -1.40 .07% 181.90 15.36% 20.46%

1975 116.05 7.61% -5.30 .18% 110.75 7.27% 7.43%

1976 58.56 2.91% 2.31 -.07% 60.87 3.02% 4.81%

1977 95.01 3.45% 2.52 -.06% 97.53 3.54% 6.90%

1978 26.93 .81% 3.49 -.06% 30.43 .92% 1.35%

1979 148.01 4.02% .51 -.01% 148.52 4.03% 4.35%

1980 162.32 2.20% .46 .00% 162.78 2.21% 5.96%

1981 136.12 1.64% .73 -.01% 136.86 1.64% 2.68%

1982 61.54 .63% .63 .00% 62.17 .64% 1.30%

1983 51.62 .50% .59 .00% 52.21 .50% .94%

1984 98.95 .87% .86 .00% 99.81 .88% 1.30%

1985 47.94 .41% 1.82 -.01% 49.76 .42% .60%

SOURCES: Computed from data from tables 1.8. (budget), C.1.(procurement price), C.7.(border price

at official exch. rate), D.1. (selling price to mill adjusted to farmgate), E.1. (production)

and E.3. (exports).

NOTES: (1) Border price equivalent (at Eo) minus procurement price, multiplied by the quantity

of exports in tons.

(2) Same as (1) in percentage of total government revenues.

(3) Selling price to domestic ginning mitLs minus procurement price, multiplied by domestic

consumption (in tons).

(4) Same as (3) in percentage of total government expenditures

(A negative sign indicates that taxes are negative expenditures).

(5) Columns (1) + (3).
(6) and (7) Same as (5) in percentage of government revenue and deficit.
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intervention is calculated, leaving out the effect of exchange rate

policy. 5

There are two distinct phases of the budgetary impact of

cotton price policy. Price intervention provided the government

with substantial export revenues until 1974. After that year, the

government increased prices to farmers, and cotton exports declined

as domestic consumption increased. This led to a decline in cotton

revenues. The sale of cotton to the domestic cotton industry has

produced small amounts of budget revenue (shown in Table 8-2 as

negative, when expressed as percentages of total expenditures)

except in 1964 and 1968-75, when it involved expenditures for the

government. As mentioned above, these results do not include the

cost of protection of the textile industry.

The policy of the government regarding cotton prices during

the 1960s was to stabilize both the selling price to the local

spinning industry and the buying price from farmers. The

government absorbed the fluctuations in export prices. However,

there was always a trade-off between the objectives of protecting

the domestic industry, enhancing consumer welfare, and maximizing

government revenues. During the 1960s, the volume of cotton

exports hovered around 300,000 tons of lint. In the early 1960s,

farmers received more for lint than the export prices and less than

5To get an estimate of total price intervention on the budget,
one would need to find out how exchange rate overvaluation has
affected cotton exports and to analyze the budgetary implications
in the cotton sector of liberalizing the exchange rate.



- 196 -

prices paid to domestic spinners. In the second half of the 1960s,

they received less than the export price and almost as much as paid

to the domestic spinning industry. Therefore, in the early 1960s,

the export price was lower than the do-mestic price, and the

domestic industry was disprotected. The effect of such price

differentials (in fact, they constituted a tax on inputs) was to

reduce the degree of protection granted to the industry (Ikram

1980, pp. 264-65). But protection increased after 1965. From

1965-66 onward, the export price was consistently higher than the

sale price to domestic spinners. The rationale of the policy was

to prevent a sharp rise in the cost of living, because cloth is an

important wage good. The burden is borne not by the government but

by the farmer, who receives much less than the export price for his

cotton.

From 1971-72 on, although producer prices were slightly

raised, farmers received somewhat more than the domestic selling

price but much less than the export price. This, however, did not

increase government revenues. Because of shrinking exports, 6 the

6Cotton Exports (Lint, in metric tons):

1960/61 344,500 1967/68 254,900 1974/75 191,200
1961/62 244,000 1968/69 236,700 1975/76 168,700
1962/63 296,300 1969/70 318,500 1976/77 131,900
1963/64 298,700 1970/71 304,200 1977/78 144,300
1964/65 339,200 1971/72 297,400 1978/79 153,100
1965/66 342,900 1972/73 302,000 1979/80 156,600
1966/67 310,800 1973/74 261,000

SOURCE: Cotton World Statistics, International Cotton Advisory
Committee.
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highest share of the income transfer from producers is no longer

a contribution to the general budget, as it was until 1974.

Instead, it covers an implicit subsidy of domestic consumers.

Rice Pricing Policy. Rice is the second most important

agricultural export of Egypt, but it is also an important food

item. Therefore, there is a trade-off between the objectives of

maximizing government revenues and consumer welfare in rice pricing

policy. Approximately 50 percent of paddy production has been

procured by the government during the 1970s and 1980s at a price

that corresponds roughly to the free market price. These procured

quantities are then milled and bleached in government-owned mills

and sold either abroad or domestically. Rice is sold at a

subsidized price and rationed in fixed monthly quotas at government

outlets. Additional quantities are available to consumers on the

free market at higher prices.

The government earns revenues from the difference between the

buying price from farmers and the export price, implicitly imposing

an export tax on milled rice. It incurs expenditures through the

subsidized rice program. This is shown, per unit of paddy

equivalent, in Table 8-3.7 The budgetary impact of government

exports and domestic distribution of rice is shown in Table 8-4 as

a percentage of total budget revenues (export tax), expenditures

(subsidy), and deficit. Consumer subsidy expenditures for the 1960s

7Prices for milled rice have been converted to paddy
equivalent and adjusted at the farmgate. Milling and marketing
costs are from Table D-2.
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TABLE 8.3. TAXES AND SUBSIDIES ON RICE, in LE per Ton.

Year EXPORT TAX ON RICE. CONSUMER SUBSIDY ON

RATIONED RICE.

(LE/ton) (LE/ton)

1960 7.00

1961 9.90

1962 18.69

1963 23.34

1964 29.45

1965 31.06

1966 27.51

1967 28.49

1968 40.87

1969 31.50

1970 15.20 -53.60

1971 11.40 -52.10

1972 13.00 -49.12

1973 52.20 -50.61

1974 243.70 -49.58

1975 183.60 -42.09

1976 87.10 -44.03

1977 39.60 -47.01

1978 51.90 -46.34

1979 145.10 -85.30

1980 152.55 -89.18

1981 213.39 -79.18

1982 222.36 -69.18

1983 107.77 -54.18

1984 66.81 -69.18

1985 41.90 -88.13

SOURCES: Same as TabLe 8.4.

NOTES: (1) Export tax is the difference between the border price equivalent

at the officiaL exchange rate, in paddy equivalent, and the

procurement price of paddy. Average farmgate prices used for 1960-69.

(2) Subsidy is the difference between the procurement price of paddy

and the price of rationed rice sold by GASC (in paddy equivalent).

Data for 1960-69 not availabLe.



- 199 -

TABLE 8.4. BUDGETARY EFFECTS OF RICE PRICE POLICY.

CONSUMER SUBSIDIES

EXPORT REVENUES ON RATIONED RICE. NET EFFECT ON THE BUDGET-

Year ----------------------- ---------------------- -------------------------------------

percent of percent of percent of:

mill. LE revenue mill. LE expenditures mill. LE revenue deficit

1960 2.92 .66%

1961 2.20 .41%

1962 4.01 .55%

1963 13.24 2.89%

1964 23.15 4.39%

1965 15.31 2.56%

1966 11.28 1.71%

1967 16.79 2.23%

1968 32.89 5.11%

1969 36.31 5.38%

1970 14.85 1.98% -6.75 .90% 8.10 1.08% 3.93%

1971 8.76 1.01% -15.23 1.75% -6.48 -.75% -3.34%

1972 8.40 .93% -15.63 1.73% -7.23 -.80% -2.29%

1973 22.78 2.24% -22.09 2.17% .69 .07% .18%

1974 49.56 4.19% -30.50 2.58% 19.06 1.61% 2.14%

1975 28.58 1.88% -39.95 2.62% -11.37 -.75% -.76%

1976 27.44 1.36% -31.50 1.56% -4.06 -.20% -.32%

1977 13.18 .48% -31.30 1.14% -18.12 -.66% -1.28%

1978 11.24 .34% -38.36 1.16% -27.12 -.82% -1.20%

1979 20.55 .56% -82.88 2.25% -62.33 -1.69% -1.83%

1980 20.25 .28% -89.64 1.22% -70.37 -.96% -2.58%

1981 27.56 .33% -81.98 .99% -54.07 -.65% -1.06%

1982 5.64 .06% -73.78 .76% -71.78 -.74% -1.50%

1983 2.25 .02% -59.51 .57% -58.41 -.56% -1.06%

1984 6.48 .06% -78.27 .69% -74.02 -.65% -.96%

1985 1.00 .01% -102.71 .87% N/A N/A N/A

SOURCES: Computed from tables 1.8. (budget), C.2. (procurement price and quota), C.8. (border

price at official exch. rate), E.1. (production) and E.3. (exports), and from

World Bank report 4498-EGT (rationed price of bleached rice), and von Braun/de Haen,

p.84 table 36 (quantity of rationed rice sold).

EXPLANATION OF COLUMNS:

(1) Border price equivalent (at Eo) minus procurement price, multiplied by

totaL rice exports (in tons).

(2) Same as (1) in percentage of total government revenue.

(3) Procurement price minus rationed price, muLtipLied by quantity rationed (in tons).

Expenditures for 1981-85 were estimated by assuming that rationed quantities

increased at an annual rate of 3 percent.

(4) Same as (3) in percentage of totaL government expenditures.

(5) Columns (1) + (3).

(6),(7) Same as (5) in percentage of total government revenue and deficit.

All relevant figures have been converted to paddy equivalent.

Average farmgate prices of paddy are used for 1960-64.

Data on consumer subsidies for 1960-69 not available.
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are not reported because data on subsidized price and rationed

quantities are not available. In any case, the amount of subsidy

involved during that period was minimal, unlike during the post-

1970 period (Alderman, von Braun, and Sakr 1982). Procurement

prices for the 1960-69 period are not available, and average

farmgate prices have been used to compute export taxes. 8

Therefore, this may underestimate the magnitude of the tax for this

period.

BUDGETARY EFFECTS OF PRICING POLICY FOR IMPORT SUBSTITUTES

Wheat Pricing Policy. Wheat, the main import substitute in

Egypt, is sold to consumers in the form of flour and bread at

subsidized prices in unlimited quantities. The wheat subsidy

program, of modest proportions before 1973, reached 15 percent of

total government expenditures in 1974 and has continued to put

enormous pressure on the government budget.

Government expenditures related to wheat price policy have

two components. First, the government buys part of the domestic

wheat output at fixed prices and sells it to consumers at

subsidized prices. On a per-ton basis, the net subsidy involved

was considerable starting in 1974-75 (see first column of Table

8-5). Quantities procured are small, however, so the impact on

government expenditures is also small (Table 8-6).

8See Appendix C, Table C-2.
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Table 8.5. TAXES AND SUBSIDIES ON WHEAT, in LE per Ton.

(1) (2)

SUBSIDY ON DOMESTIC SUBSIDY ON IMPORTED WHEAT.

PURCHASES OF WHEAT.

1965 3.43

1966 -.30

1967 -.17

1968 .78

1969 -.20

1970 -4.72

1971 -4.06 -.60

1972 -4.41 .30

1973 -3.77 -43.00

1974 -13.41 -69.30

1975 -20.96 -49.50

1976 -18.52 -32.30

1977 -20.06 -16.10

1978 -27.54 -27.30

1979 -40.68 -99.90

1980 -55.26 -124.30

1981 -38.70 -99.80

1982 -38.70 -103.20

1983 -52.00 -86.40

1984 -82.40 -93.70
1985 -22.80 -23.00

SOURCES: Same as tabLe 8.7.

NOTES: (1) The subsidy (-) on domestic purchases of wheat is measured as

the difference between the subsidized consumer price and the

procurement price paid to farmer. In 1965 and 1968, this difference

was positive, implying a tax (+). Data not available before 1965.

(2) The subsidy (-) on imported wheat is the difference between the

subsidized consumer price and the average import price paid by GASC.

Data before 1971 not available.
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TabLe 8.6. BUDGETARY EFFECTS OF WHEAT PRICE POLICY:

SUBSIDY COST OF DOMESTIC PURCHASES OF WHEAT.

Percent of total

LE mniLLion government

expenditures

1965 .78 -.09%

1966 -.08 .01%
1967 -.04 .00%

1968 .22 -.02%
1969 -.03 .00%

1970 -.86 .09%

1971 -1.16 .11%

1972 -1.06 .09%

1973 -1.06 .08%

1974 -4.80 .23%

1975 -7.97 .26%

1976 -5.55 .17%

1977 -2.76 .07%

1978 -3.46 .06%

1979 -11.70 .16%

1980 -6.85 .07%

1981 -5.25 .04%

1982 -3.12 .02%

1983 -8.30 .05%

1984 -8.97 .05%

1985 -2.99 .01%

NOTES: (1) (Consumer price - procurement price) x percent of wheat procured

x total wheat production. Data before 1965 not avaiLabLe.

There was no procurement in 1984 and 1985.

(2) Same as (1) in percentage of total government expenditures

(A negative sign indicates that taxes are negative expenditures).

SOURCES: Same as Table 8.7.
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By far the most costly component of the subsidy program is

the sale of imported wheat at subsidized prices. Before 1973, the

government was able to generate revenues from the sale of imported

grains. From 1973 to 1980, subsidies have increased on a per-ton

basis (see second column of Table 8-5) .9

To measure the magnitude of the budgetary impact of the wheat

program, we must make assumptions about the average price per ton

of aid shipments, because a large proportion of wheat imports come

in the form of food aid. Four possible estimates are presented in

Table 8-7. The first is computed under the assumption that all

wheat imports, commercial and concessional, are valued at the CIF

price converted at the official exchange rate. For the second

estimate, commercial imports are valued at the CIF price converted

at the official exchange rate, and food aid imports are assumed

obtained at no cost. The third estimate values all imports at the

CIF price converted at the official exchange rate, but the price

of imports obtained on a concessional basis is weighted by a so-

called grant element that takes into account a grace period and

interest rates during the repayment period.10 Finally, a fourth

estimate of budgetary costs values imports of wheat and flour at

9Subsidies on imported wheat in Table 8-5 represent the
difference between the price at which GASC sells wheat to consumers
and the average import price reported by GASC (see World Bank
1983a, p. 142).

10The grant element is estimated at 0.60 for the period 1960-
73 and at 0.66 for the period 1974-85. These estimates are from
Huddleston (1984).
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Table 8.7. BUDGETARY EFFECTS OF WHEAT PRICE POLICY:

SUBSIDY COST OF PURCHASES OF IMPORTED WHEAT

WITH FOUR ESTIMATES OF THE COST OF FOOD AID.

er -CASE 1. --------- -------- CASE 2. --------- - CASE 3. --------- -------- CASE 4. ---------

percent of: percent of: percent of: percent of:

LE million expend. deficit LE million expend. deficit LE million expend. deficit LE million expend. deficit

960 .18 -.04% -.38% .01 .00% -.03% -11.06 2.78% 23.52% N/A N/A N/A

'961 2.09 -.30% 1.31% .00 .00% .00% -13.74 1.96% -8.58% N/A N/A N/A

1962 -3.39 .43% -6.52% .00 .00% .00% -16.26 2.09% -31.28% N/A N/A N/A

1963 -27.20 3.83% -10.80% -2.91 .41% -1.15% -5.62 .79% -2.23% N/A N/A N/A

1964 -34.40 3.84% -9.32% .00 .00% .00% 3.60 -.40% .97/ N/A N/A N/A

1965 -13.63 1.50% -4.42% -3.49 .38% -1.13% -15.33 1.69% -4.98% N/A N/A N/A

1966 -11.74 1.15% -3.24% -4.51 .44% -1.25% -16.43 1.61% -4.54% N/A N/A N/A

1967 -16.31 1.68% -7.48% -15.70 1.62% -7.20% -16.50 1.70% -7.57/ N/A N/A N/A

1968 -6.15 .69% -2.45% -6.14 .69% -2.45% -6.16 .69% -2.45% N/A N/A N/A

1969 -3.02 .34% -1.47° -2.76 .31% -1.35% -4.25 .48% -2.07% N/A N/A N/A

1970 .75 -.08% .37% .67 -.077% .33% -.92 .10% -.45% N/A N/A N/A

1971 -14.77 1.39% -7.62% -12.08 1.14% -6.23% -15.56 1.46% -8.02% 4.46 -.42% 2.30%

1972 -10.05 .83% -3.19% -8.27 .68% -2.62% -10.67 .88% -3.39% 4.45 -. 37% 1.41%
1973 -21.39 1.52% -5.54% -13.42 .96% -3.48% -16.71 1.19% -4.33% -64.07 4.56% -16.60%
1974 -252.85 12.20% -28.44% -167.21 8.07% -18.81% -128.87 6.22% -14.50% -170.45 8.22% -19.17%
1975 -212.23 7.04% -14.23% -152.77 5.07% -10.25% -128.68 4.27% -8.63% -146.04 4.84% -9.79%

1976 -166.19 5.07% -13.14% -99.67 3.04% -7.88% -77.81 2.37% -6.15% -86.42 2.63% -6.83%
1977 -131.90 3.16% -9.33% -54.78 1.31% -3.87% -38.98 .94% -2.76% -40.53 .97% -2.87%
1978 -205.78 3.70% -9.13% -125.04 2.25% -5.55% -96.44 1.73% -4.28% -87.89 1.58% -3.90%

1979 -199.37 2.81% -5.84% -61.60 .87% -1.80% -1.00 .01% -. 03% -300.40 4.23% -8.80%
1980 -355.51 3.52% -13.02% -144.21 1.43% -5.28% -31.45 .31% -1.15% -321.81 3.19% -11.78%
1981 -672.14 5.00% -13.14% -446.99 3.33% -8.74% -337.93 2.51% -6.61% -497.72 3.70% -9.73%
1982 -794.60 5.47% -16.61% -570.05 3.92% -11.92% -461.60 3.18% -9.65% -559.26 3.85% -11.69%
1983 -750.76 4.72% -13.56% -584.76 3.68% -10.56% -510.24 3.21% -9.22% -491.27 3.09% -8.87%
1984 -898.32 4.73% -11.69% -760.95 4.01% -9.90% -695.72 3.66% -9.06% -607.90 3.20% -7.91%
1985 -446.53 2.22% -5.36% -378.50 1.88% -4.54% -374.62 1.86% -4.50% -167.19 .83% -2.01%

Government sells to mills at subsidized price and buys at CIF price,

but estimates of budgetary impact vary depending on valuation of food aid.

CASE 1: Food aid imports also purchased at CIF price.

CASE 2: food aid imports are obtained at no cost.

CASE 3: Food aid imports are valued at weighted CIF prices, where the

weight is the grant eLement of aid (from B. Huddleston, IFPRI report).

The grant element is .60 for years 1960-73 and .66 for 1974-85.

Commercial shipments are valued at CIF prices.

CASE 4: Imports of wheat and flour are valued at average

import prices reported by GASC for wheat and flour, respectively.

SOURCES: 1. Food aid, from Scobie, IFPRI Research Report No.29, p.68-69.

Data for 1980-85 food aid from USDA.

(Assumes that food aid is only PL480 shipments).
2. Quantity of imports from Table E.5.

3. Domestic selling prices from GASC.

4. Average import price (case 4) from GASC.

5. Border price equivalents at official exchange rate

(cases 1, 2, and 3) are from table C.9.
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average import prices (in local currency, converted at the official

exchange rate) reported by GASC, the importing agency, for wheat

and flour, respectively. This probably represents the "true" cost

of wheat and flour imports to the government budget, although the

average yearly prices published by GASC do not accurately reflect

the discount obtained on concessional imports.

Maize Pricing Policy. The objective of the government maize

program is to provide incentive to livestock production. Yellow

maize for feed is imported by the government and sold to farmers

at a subsidized price. In 1981, about 20 percent of the maize went

to private poultry breeders, and an equal percentage went to public

sector poultry. The remainder was fed to cattle destined for

slaughter or went to breeding farms (Alderman, von Braun, and Sakr

1983, pp. 31-32).

Table 8-8 shows the cost of the maize program for the

government. The first column of the table shows the subsidy per

ton, which has increased considerably since the early 1970s. The

other columns show total maize expenditures in millions of Egyptian

pounds and as a percentage of total government expenditures and

deficit. Although outlays on imported maize have increased because

of increased import volumes and increased subsidies per ton, the

impact of this program on the budget has never been considerable.
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Table 8-8
GOVERNMENT EXPENDITURES ON IMPORTED MAIZE

-----------------------------------------------------------------

Total subsidy cost
paid by GASC

Percentage Percentage
Subsidy on imported maize of total of total

------------------------------- government government
Year in £E per ton in LE million expenditures deficit

-------------------------------------------------------- __-------

1974 -37.80 -14.68 .71 -1.65
1975 -25.80 -10.77 .36 -.72
1976 -20.40 -9.36 .29 -.74
1977 -9.30 -5.49 .13 -.39
1978 33.00 24.42 -.44 1.08
1979 -53.50 -26.42 .37 -.77
1980 -55.30 -32.97 .33 -1.21
1981 -84.60 -109.08 .81 -2.13
1982 -62.00 -75.27 .52 -1.57
1983 -65.05 -106.36 .67 -1.92
1984 -79.50 -125.77 .66 -1.64
1985 -65.60 -122.41 .61 -1.47

SOURCES: Computed from Table D-6 (GASC consumer ration price),
World Bank (1986a; GASC average import price), Table E-5 (imports),
and Table G-2 (government accounts).

NOTES: Column 1: Difference between average import price and
consumer ration price.

Column 2: Column 1 multiplied by import volume.

Column 3: Same as column 2 in percent of government
expenditures (negative sign indicates that a tax is a
negative expenditure).

Column 4: Same as column 2 in percent of deficit.
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Sugar Pricing Policy. Sugar for domestic consumption is

produced locally and imported, but sugar is not an import

substitute in the classic sense of the word. Although Egypt became

a net importer in 1973, it continues to export some refined sugar.

Consumers are supplied with rationed sugar at subsidized prices.

Additional sugar consumed by Egyptian households comes from the

open market, in which the government intervenes by selling

additional nonrationed quantities at higher than subsidized prices.

Consumer gains from the subsidized distribution therefore are

offset by open market sugar prices, which are frequently higher

than world prices.

The cost of the government's sugar operations has fluctuated

considerably, depending on world prices. The data is fragmentary

and is available only for the period 1971-81. The government,

acting through GASC (the public agency in charge of sugar

distribution) incurs expenditures from the sale of rationed sugar

but receives revenues from the sale of nonrationed sugar during

periods of low international prices. The net effect on the budget

of GASC sugar operations as a percentage of total government

expenditures and deficit is shown in Table 8-9.
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Table 8-9
BUDGETARY EFFECTS OF SUGAR PRICE POLICY

Budgetary effect
Rationed Sugar Profits on of both operations,
Subsidies on Nonrationed percentage of
Rationed sugar Sugar ----------------------

Total Total
Year (EE million) (£E million) expenditures deficit

-------------------------------------------------------- __-------

1970 n.a. 18.0 n.a. n.a.
1971 -8.0 6.4 .15 -. 82
1972 -6.0 22.6 -1.36 5.27
1973 -19.0 36.0 -1.21 4.40
1974 -68.9 0.0 3.32 -7.75
1975 -20.8 0.0 .69 -1.40
1976 -6.1 8.6 -. 08 .20
1977 0.0 26.1 -. 63 1.85
1978 0.0 0.0 .00 .00
1979 -6.5 0.0 .09 -. 19
1980 -224.0 0.0 2.22 -8.20
1981 -132.0 n.a. n.a. n.a.

SOURCE: GASC. Budgetary effect computed with data from Table G-2.
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Chapter 9

TRANSFER OF RESOURCES BETWEEN AGRICULTURE

AND THE REST OF THE ECONOMY

This chapter discusses price policy as it relates to resource

transfers between agriculture and other sectors of the economy

and examines the question of expenditure bias against agriculture

in Egyptian public policy.

PRICE POLICY AND TRANSFER OF RESOURCES

Government intervention affecting agriculture has resulted in

large resource transfers between agriculture and other sectors of

the Egyptian economy during the 1960-85 period. Price-policy-

related flows of funds are the consequence of price intervention,

direct or indirect, in agricultural output and input markets. In

addition, government policy, including investment policy in

agriculture, has directly induced other transfers not related to

price policy. Here, we seek to measure the magnitude of the flows.

We first estimate, in nominal terms, price-policy-related

transfers caused by direct and total price intervention on cotton,

rice, wheat, maize, and sugarcane. For crop i, the transfer caused

by direct price intervention is calculated as

(pi - Pi ') Qi (l)

and the transfer caused by total price intervention as

(pi - Pi*) Qi (2)
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where

Pi = the prevailing producer price
P.' = the producer price in the absence of direct
intervention

Pi* = the producer price in the absence of total
intervention

Qj = the level of output with intervention.

Table 9-1 presents the results for all five crops examined in

this study. It shows that intervention on output prices has

resulted in a substantial transfer of resources out of agriculture

during most of the period except in some years.

Total transfers caused by output price intervention on these

five crops (i.e., the sum of individual transfers in Table 9-1)

have been substantial, especially when world prices for those

products were high, as seen in the first two columns of Table 9-2.

Transfers caused by direct and total price intervention on

agricultural inputs, estimated in columns 3 and 4 of Table 9-2,

were more modest. Input subsidies resulted in negative flows for

agriculture (i.e., resource flows out of agriculture) from 1965 to

1971, but the flows became positive after 1971 and increased

significantly over time. The data on direct transfers refer only

to fertilizer and pesticides and are derived from government
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TABLE 9.1.

PRICE POLICY RELATED TRANSFERS FROM AGRICULTURE IN NOMINAL TERMS (LE million).

Price Interventions on Cotton, Rice, Wheat, Maize and Sugarcane.

COTTON RICE WHEAT MAIZE SUGARCANE

DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL

1960 -39.96 -148.58 -37.18 -69.04 -34.27 -51.90 3.13 -17.52 10.58

1961 -29.92 -96.25 -28.57 -54.52 -30.65 -43.93 -1.08 -18.74

1962 -28.73 -78.20 -56.93 -104.36 -40.08 -57.13 -3.31 -16.36

1963 -62.32 -101.21 -81.46 -114.41 -53.64 -63.21 -16.52 -26.06 -8.21 -20.04

1964 -43.64 -94.13 -84.21 -125.59 -21.44 -35.28 -13.40 -27.10 5.19 -5.53

1965 -74.81 -136.10 -47.19 -84.19 -7.88 -18.34 -20.70 -37.59

1966 -50.92 -105.56 -42.49 -77.61 -2.90 -15.50 -4.92 -24.16

1967 -114.00 -109.65 -53.54 -62.23 .90 1.58 5.86 6.90

1968 -43.74 -95.98 -74.91 -161.52 -.35 -11.42 -8.38 -24.58

1969 -80.78 -162.22 -103.05 -136.12 1.95 -8.10 -2.86 -22.50 15.52

1970 -75.54 -176.40 -90.43 -91.02 14.68 .48 .36 -24.06 8.95

1971 -77.43 -194.88 -38.47 -82.53 -.20 -22.65 -6.42 -35.66 -1.70

1972 -67.11 -164.67 -28.83 -77.57 -.22 -17.24 2.97 -20.29 4.68 -24.17

1973 -272.26 -225.06 -27.00 -95.47 -8.05 -1.23 -3.16 6.22 -2.60 6.63

1974 -301.66 -350.14 -98.81 -607.28 -117.84 -136.42 -14.86 -32.52 -125.64 -147.16

1975 -211.18 -311.23 -575.64 -584.75 -70.29 -109.49 -75.48 -119.32 -64.26 -107.66

1976 -121.99 -332.60 -399.28 -405.57 -48.12 -122.10 -99.79 -218.16 19.80 -47.62

1977 -264.09 -570.24 -182.03 -205.87 -11.13 -59.48 20.68 -53.48 58.09 10.24

1978 -88.82 -383.82 -55.34 -344.21 -8.02 -84.36 -1.20 -114.73 69.56 9.50

1979 -475.63 -657.63 -127.91 -471.92 -41.21 -68.30 -31.99 -67.13 -21.83 -58.37

1980 -442.27 -528.75 -308.12 -408.28 -124.66 -149.45 -75.01 -111.95 -302.53 -348.04

1981 -322.73 -587.25 -287.44 -674.65 -180.72 -283.73 -346.66 -521.11 -80.22 -176.82

1982 -126.24 -355.39 -407.62 -774.50 -203.18 -329.02 -228.59 -429.24 68.34 4.63

1983 -93.92 -342.32 -458.49 -494.83 -83.94 -202.24 106.79 -49.85 93.55 20.69

1984 -217.09 -806.14 -182.04 -484.41 -61.19 -262.80 -57.53 -485.56 157.45 58.80

1985 -148.16 -1225.36 65.07 -577.79 -1.36 -343.15 191.10 -299.06 99.68

NOTES: 1. Transfers due to sugarcane price policy not available for those years

in which border price equivalents are negative.

2. Minus sign (-) indicates transfers out of agriculture.

Plus sign (+) indicates transfers into agriculture.

SOURCES: Price and output data from Appendices C and E.
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TABLE 9.2.

PRICE POLICY RELATED TRANSFERS FROM AGRICULTURE IN NOMINAL TERMS (LE miLLion).

Price Interventions in Output and Input Markets.

TRANSFERS DUE TO TRANSFERS DUE TO TOTAL PRICE POLICY

INTERVENTIONS ON OUTPUT PRICES. INPUT PRICE INTERVENTIONS. RELATED TRANSFERS.

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

DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL

1960 -108.28 -276.46

1961 -90.23 -213.43

1962 -129.05 -256.04

1963 -222.15 -324.92

1964 -157.50 -287.64

1965 -150.58 -276.23 -2.00 -2.54 -152.58 -278.77

1966 -101.22 -222.83 -1.00 -1.30 -102.22 -224.13

1967 -160.78 -163.40 -3.00 -2.98 -163.78 -166.38

1968 -127.38 -293.50 -6.00 -7.68 -133.38 -301.17

1969 -184.74 -313.42 -4.00 -5.25 -188.74 -318.67

1970 -150.93 -282.05 -3.00 -4.21 -153.93 -286.26

1971 -122.52 -337.42 -4.00 -5.78 -126.52 -343.19

1972 -88.51 -303.94 12.00 16.37 -76.51 -287.57

1973 -313.07 -308.92 13.00 11.70 -300.07 -297.22

1974 -658.80 -1273.53 12.00 13.17 -646.80 -1260.36

1975 -996.84 -1232.45 81.50 101.44 -915.34 -1131.01

1976 -649.38 -1126.05 34.20 54.10 -615.18 -1071.95

1977 -378.49 -878.83 34.70 53.38 -343.79 -825.45

1978 -83.82 -917.62 38.30 65.18 -45.52 -852.44

1979 -698.57 -1323.35 101.90 120.98 -596.67 -1202.37

1980 -1252.59 -1546.47 119.10 130.29 -1133.49 -1416.18

1981 -1217.77 -2243.55 227.90 298.11 -989.87 -1945.44

1982 -897.29 -1883.52 159.10 217.76 -738.19 -1665.76

1983 -436.00 -1068.55 142.30 204.62 -293.70 -863.93

1984 -360.39 -1980.11 135.20 243.70 -225.19 -1736.41

1985 106.65 -2345.67 135.20 303.58 241.85 -2042.09

SOURCES: 1. Transfers due to output price interventions, from Table 9.1.

2. Transfers due to direct input price interventions, from AgricuLturaL Stabilization

Fund (see table 7.7). 1985 estimated. Data inctudes fertilizer and pesticides.

3. Transfers due to totaL input price interventions = direct transfers, corrected

for exchange rate overvaluation.

NOTES: Input price intervention data for 1960-64 not available.

Minus sign (-) indicates transfers out of agriculture.

PLus sign (+) indicates transfers into agriculture.
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budget figures. They do not take into account input price

intervention that is difficult to allocate on a crop-by-crop basis,

such as subsidies on water, research and extension, and credit.

No input price data were available before 1965. Total transfers

are calculated by adjusting the data on direct transfers by E*/EO

(ratio of equilibrium to official exchange rate) to correct for the

influences of the overvalued exchange rate and of trade policy

distortions.1

on balance, despite increasing volumes of input subsidies,

resource flows caused by both output and input price intervention

were negative for agriculture until 1984. This is seen in columns

5 and 6 of Table 9-2. In 1985, although sector-specific price

intervention resulted in net positive flows into agriculture,

economy-wide policies canceled this positive effect, and the flows

turned negative.

Measured in real terms, price-policy-related transfers show

a changing pattern over time. In Table 9-3, for crop i, direct

transfers in real terms are calculated as

(Pi * Q1 / CPI) - (P'1 * Q1 / CPI') (3)

and total transfers in real terms as

(Pi * Qi / CPI) - (P*j * Q1 / CPI*) (4)

where the price indices are those computed in Appendix L:

1Given the importance of subsidized inputs for agriculture, an
attempt was made to estimate transfers using value added data
instead of price data. The results are presented in Appendix P.
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CPI = the rural consumer price index
CPI' = the rural consumer price index without direct

price intervention
CPI* = the rural consumer price index without

total price intervention.

In Table 9-4, transfers caused by direct input price

intervention are deflated by CPI, and transfers caused by total

input price intervention by CPI*. The sums of all real transfers

are presented in columns 5 and 6.

Measured as a percentage of agricultural GDP and of total GDP,

price-policy-related transfers out of agriculture are significant.

Table 9-5 shows direct and total transfers in nominal and real

terms from Tables 9-2 and 9-4 expressed as percentages of

agricultural GDP and of total GDP.

Resource flows out of agriculture were on average 20.20

percent of agricultural GDP (5.01 percent of total GDP) for

transfers caused by direct intervention during the 1965-72 period.

They jumped to an average of 31.26 percent of agricultural GDP

(8.39 percent of GDP) for the 1973-79 period and fell to 13.88

percent of agricultural GDP (2.62 percent of GDP) in 1980-85.

Transfers caused by total price intervention were much higher, but

they followed the same trend.
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TABLE 9.3.

PRICE POLICY RELATED TRANSFERS FROM AGRICULTURE IN REAL TERMS (LE million).

Price Interventions on Cotton, Rice, Wheat, Maize and Sugarcane.

COTTON RICE WHEAT MAIZE SUGARCANE

DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL

1960 -117.68 -396.39 -97.33 -179.36 -89.71 -134.82 3.52 -49.24 26.46

1961 -86.68 -251.77 -74.54 -139.93 -79.95 -112.75 -6.77 -50.26

1962 -78.27 -179.81 -147.59 -256.89 -103.92 -140.62 -10.10 -35.13

1963 -123.90 -201.10 -192.56 -263.07 -126.81 -145.34 -31.17 -49.27 -16.70 -42.46

1964 -70.18 -164.17 -188.70 -271.73 -40.77 -65.96 -20.32 -44.75 14.13 -8.40

1965 -149.06 -285.68 -99.60 -181.58 -13.71 -37.08 -39.82 -77.61

1966 -102.10 -222.44 -87.53 -164.19 -4.37 -32.32 -7.55 -50.35

1967 -248.32 -258.08 -116.58 -146.20 2.24 .15 13.30 9.73

1968 -87.70 -196.85 -158.70 -342.48 1.92 -21.00 -14.53 -47.98

1969 -167.78 -328.45 -216.22 -278.73 4.78 -14.76 -4.79 -42.85 33.21

1970 -178.30 -376.51 -204.15 -194.18 27.82 .58 -5.35 -51.81 18.87

1971 -160.88 -372.67 -79.82 -157.90 -. 92 -40.17 -13.88 -64.54 -1.83

1972 -129.16 -288.02 -55.62 -137.51 .33 -26.10 7.04 -28.26 9.50 -42.55

1973 -439.35 -393.99 -39.23 -167.18 -7.13 -1.71 5.10 11.67 -1.84 11.83

1974 -251.95 -279.49 -73.88 -597.65 -91.26 -100.85 66.36 57.77 -117.95 -132.27

1975 -201.77 -262.61 -670.21 -594.83 -52.00 -72.80 -45.99 -66.40 -61.69 -94.48

1976 -122.60 -285.48 -495.24 -401.67 -47.44 -100.61 -104.38 -183.98 35.34 -29.61

1977 -322.45 -589.83 -222.02 -209.34 -13.89 -53.99 24.39 -33.42 70.44 19.70

1978 -79.26 -283.71 -49.45 -265.09 -7.02 -57.90 -. 72 -73.12 62.58 14.36

1979 -384.23 -498.49 -98.67 -379.67 -25.24 -41.17 -7.13 -25.93 -11.55 -38.15

1980 -237.33 -273.89 -184.50 -240.21 -59.83 -69.41 20.96 8.09 -201.19 -222.30

1981 -129.17 -225.44 -147.59 -333.00 -87.17 -122.01 -171.45 -227.04 -30.68 -71.41

1982 -30.60 -115.23 -206.77 -354.73 -102.61 -146.38 -93.90 -160.12 52.19 22.98

1983 -47.36 -148.45 -260.92 -237.47 -45.20 -90.85 71.45 15.58 56.75 21.76

1984 -112.91 -321.35 -94.98 -191.72 -31.55 -99.09 -28.34 -164.72 83.48 40.29

1985 -87.63 -426.07 19.04 -191.52 -8.71 -111.12 70.94 -64.45 52.69

SOURCES: 1) Price and output data from Appendices C and E.

2) Rural consumer price indices (CPI, CPI', CPI*) from Table L.2.

NOTES: 1) Real direct transfers = (Pa.Qa / CPI) - (P'a.Qa J CPI').

2) Real total transfers (Pa.Qa J CPI) - (P*a.Qa J CPI*).

3) Transfers due to sugarcane price policy not available for some years.

because border price equivalents are negative.
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TABLE 9.4.

PRICE POLICY RELATED TRANSFERS FROM AGRICULTURE IN REAL TERMS (LE miLlion).

Price Interventions in Output and Input Markets.

TRANSFERS DUE TO TRANSFERS DUE TO TOTAL PRICE POLICY

INTERVENTIONS ON OUTPUT PRICES. INPUT PRICE INTERVENTIONS. RELATED TRANSFERS.

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

DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL

1960 -301.20 -733.352

1961 -247.93 -554.716

1962 -339.88 -612.453

1963 -491.15 -701.239

1964 -305.84 -555.005

1965 -302.19 -581.949 -4.56 -5.58 -306.75 -587.53

1966 -201.54 -469.296 -2.14 -2.76 -203.68 -472.06

1967 -349.35 -394.398 -6.57 -6.76 -355.93 -401.15

1968 -259.02 -608.318 -13.40 -16.56 -272.42 -624.88

1969 -384.01 -631.573 -8.51 -10.90 -392.52 -642.47

1970 -359.98 -603.052 -6.36 -8.95 -366.34 -612.00

1971 -255.51 -637.104 -8.21 -11.41 -263.71 -648.52

1972 -167.90 -522.442 23.69 30.55 -144.21 -491.89

1973 -482.45 -539.374 22.91 20.54 -459.54 -518.84

1974 -468.69 -1052.48 18.34 13.78 -450.35 -1038.70

1975 -1031.67 -1091.11 125.92 110.82 -905.75 -980.29

1976 -734.32 -1001.34 49.28 58.97 -685.04 -942.37

1977 -463.54 -866.881 42.10 58.33 -421.43 -808.55

1978 -73.86 -665.465 34.45 52.82 -39.41 -612.64

1979 -526.82 -983.415 101.90 103.48 -424.92 -879.94

1980 -661.89 -797.731 107.74 89.87 -554.15 -707.86

1981 -566.06 -978.894 178.09 168.34 -387.97 -810.55

1982 -381.68 -753.478 107.03 113.43 -274.65 -640.05

1983 -225.28 -439.423 84.86 107.49 -140.42 -331.93

1984 -184.29 -736.594 71.65 109.09 -112.64 -627.51

1985 -6.36 -740.467 60.70 116.48 54.34 -623.99

SOURCES: 1. Real transfers due to ouput price interventions, from Table 9.3.

2. Real transfers due to input price interventions, from Table 9.2.,

deflated by CPI (direct) and CPI* (total).

Input price intervention data for 1960-64 not available.
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TABLE 9.5.

PRICE POLICY RELATED TRANSFERS FROM AGRICULTURE

as a percentage of GDP and agricultural GDP.

TRANSFERS IN NOMINAL TERMS TRANSFERS IN REAL TERMS

in percent of in percent of

Agricultural GDP. Total GDP. Agricultural GDP. Total GDP.

DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL DIRECT TOTAL

TRANSFERS TRANSFERS TRANSFERS TRANSFERS TRANSFERS TRANSFERS TRANSFERS TRANSFERS

1965 -24.93% -45.55% -6.52% -11.91% N/A N/A -4.90% -9.38%

1966 -16.80% -36.83% -4.13% -9.06% N/A N/A N/A N/A

1967 -26.75% -27.17%/ -6.49% -6.59% N/A N/A N/A N/A

1968 -20.70% -46.74% -5.10% -11.52% N/A N/A N/A N/A

1969 -27.42% -46.30% -6.66% -11.24% N/A N/A N/A N/A

1970 -19.74% -36.70% -5.03% -9.36% N/A N/A -4.97% -8.30%

1971 -16.34% -44.33% -3.90% -10.59%o N/A N/A -3.46% -8.50%

1972 -8.96% -33.66% -2.26% -8.48% N/A N/A -1.85% -6.32%

1973 -28.24% -27.98% -7.88% -7.81% N/A N/A -5.66% -6.39%

1974 -50.53% -98.47% -14.91% -29.05% -20.46% -47.19% -5.60% -12.91%

1975 -62.35% -77.04% -17.54% -21.68% -38.77% -41.96% -10.33% -11.18%

1976 -35.27% -61.46% -9.14% -15.94% -28.92% -39.78% -6.82% -9.38%

1977 -16.87/% -40.50% -4.12% -9.89% -18.30% -35.12% -3.87% -7.43%

1978 -1.99% -37.29% -. 46% -8.70% -1.62% -25.20% -. 33% -5.11%

1979 -23.58% -47.52% -4.70% -9.46% -16.80% -34.78% -3.34% -6.93%

1980 -34.08% -42.58% -6.54% -8.18% -20.80% -26.57X -3.86% -4.93%

1981 -26.45% -51.98% -4.91% -9.64% -14.70% -30.72% -2.51% -5.25%

1982 -16.96% -38.27% -3.17% -7.16% -10.10% -23.55% -1.67% -3.90%

1983 -5.70% -16.75% -1.07% -3.14% -5.06% -11.96% -. 81% -1.92%

1984 -3.67Y -28.32% -.69% -5.34% -3.96% -22.05% - .62% -3.47%

1985 3.56% -30.05% .67% -5.67% 1.91% -21.93% .30% -3.45%

PERIOD AVERAGES:

1965-72 -20.20% -39.66% -5.01% -9.85% N/A N/A N/A N/A

1973-79 -31.26% -55.75% -8.39% -14.65% N/A N/A -5.05% -8.82%

1980-85 -13.88% -34.66% -2.62% -6.52% -8.79% -22.80% -1.41% -3.63%

SOURCES: 1) NominaL transfers from Table 9.2.(C).

2) ReaL transfers from Table 9.4.(C).

3) GDP and agricultural GDP from Tables 1.3. and 1.6.

NOTE: Minus sign C-) indicates transfers out of agriculture.

Plus sign (+) indicates transfers into agriculture.
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BIAS IN PUBLIC POLICY AGAINST AGRICULTURE

Government Investment and Recurrent Expenditures in

Agriculture. Government investment expenditures and current

expenditures in agriculture are presented in Table 9-6. The first

three columns of the table show data on public investment in

agriculture, disaggregated by type of investment. The data

originate from the ministries directly concerned with those

investments. The first column refers to public investment in land

reclamation, the second column to investment in irrigation and

drainage.2 Data for 1962 actually refer to the period 1960-61 to

1962-63 and include investments in irrigation related to the

construction of the Aswan High Dam. They do not include the

investment cost of the dam itself, however. The third column

refers to data on investment expenditures by the Ministry of

Agriculture and covers investment expenditures in research and

extension and "other investments which aim at increasing yields"

(unspecified). Column 5 in Table 9-6 presents recurrent budget

expenditures related to the agricultural sector, provided by the

Ministry of Finance.

2Investment data from the Ministry of Irrigation is divided
into (1) public drainage, (2) horizontal expansion, (3) irrigation
program, (4) covered drainage, and (5) transformation of basin
irrigation to permanent irrigation. The data in column 2 of Table
9-6 include those five categories and exclude investment on the
High Dam, because the latter also benefits other sectors of the
economy.
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TABLE 9.6.

GOVERNMENT INVESTMENT AND CURRENT EXPENDITURES IN AGRICULTURE.

in LE million.

PUBLIC INVESTMENT EXPENDITURES. CURRENT TOTAL

EXPENDITURES.

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

1960 N/A N/A N/A 38.20 10.30 48.50

1961 N/A N/A 5.06 5.06 10.90 15.96

1962 N/A 132.00 5.85 137.85 26.50 164.35

1963 N/A N/A 6.84 6.84 20.80 27.64

1964 N/A 17.60 7.43 25.03 23.80 48.83

1965 N/A 21.20 8.29 29.49 25.00 54.49

1966 43.70 18.50 9.90 72.10 28.20 100.30

1967 43.60 23.40 6.53 73.53 28.80 102.33

1968 32.70 17.30 3.62 53.62 31.50 85.12

1969 30.20 23.90 5.41 59.51 35.80 95.31

1970 25.90 23.00 8.01 56.91 27.30 84.21

1971 23.20 19.00 8.57 50.77 38.50 89.27

1972 31.20 26.70 2.42 60.32 36.40 96.72

1973 23.80 15.00 12.26 51.06 34.80 85.86

1974 20.50 19.00 11.16 50.66 39.70 90.36

1975 28.60 33.60 21.29 83.49 47.30 130.79

1976 27.30 47.50 12.54 87.34 61.00 148.34

1977 29.10 56.00 26.03 111.13 62.00 173.13

1978 13.90 99.30 33.96 147.16 84.00 231.16

1979 77.10 143.00 51.70 271.80 98.00 369.80

1980 56.30 113.30 47.00 216.60 114.00 330.60

1981 87.40 170.50 47.00 304.90 171.00 475.90

1982 116.30 127.80 66.90 311.00 206.00 517.00

1983 96.60 157.10 86.00 339.70 233.00 572.70

1984 125.70 183.40 121.50 430.60 278.00 708.60

1985 112.60 188.50 144.40 445.50 320.00 765.50

SOURCES:

Column (1) Ministry of Land Reclamation. Data refers to

Investment in Land Reclamation.

Column (2) Ministry of Irrigation. Data refers to

Investment in Irrigation and Drainage.

Column (3) Ministry of Agriculture. Data refers to Investment in

Research, Extension, and so-calted Yield-increasing Technology.

Column (4) = (1) + (2) + (3).

Column (5) World Bank, report No.1815 for 1960-75, report No.4498 for 1976-81,

and report No.6195 for 1982-84. 1985 estimated. Data are from Ministry

of Finance (Current expenditures in the agricultural sector).

Column (6) = (4) + (5).
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Resource Transfers in and out of Agriculture. The data from

Tables 9-1 to 9-6 now enable us to examine total resource transfers

caused by price policy and investment policy in agriculture. This

government intervention in agriculture is summarized in Tables 9-7

and 9-8 by showing nominal and real transfers resulting from

government price policy and nonprice (investment) policy as a

percentage of agricultural GDP. Transfers caused by input price

intervention (columns 3 and 4 of Table 9-2) were not included in

the computations for Tables 9-7 and 9-8 to avoid double counting,

because these government expenditures are already included in

current expenditures (column 5 of Table 9-6).

The data in Tables 9-7 and 9-8 indicate that even with

investment expenditures taken into account, there was an outflow

of resources from the agricultural sector to the rest of the

economy throughout the 1960-82 period. After 1982, there was a

net inflow of resources into the sector not accounting for the

negative impact of exchange rate and trade policies. Taking into

account exchange rate policy and trade policy (total price

intervention), which generally discriminate against agriculture,

the outflow averaged 35.14 percent of agricultural GDP from 1960

to 1985. The outflow increased to 46 percent from 1973 to 1979,

largely because of particularly high outflows in 1974 and 1975

caused by a jump in world prices. From 1983 to 1985, the outflow

fell to approximately 14 percent annually.
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TABLE 9.7.
RESOURCE TRANSFERS DUE TO INVESTMENT POLICY AND PRICE POLICY IN AGRICULTURE.

in nominal terms.

------------ in LE million --------------- ------ in Percent of Agricultural GDP ------

Transfers due to Transfers due to Transfers due to Transfers due to

Direct Price Total Price Direct Price TotaL Price

Interventions, Interventions, Interventions, Interventions,

Investment and Investment and Investment and Investment and

Current Government Current Government Current Government Current Government

Expenditures. Expenditures. Expenditures. Expenditures.

1960 -59.78 -227.96 -14.84% -56.61%

1961 -74.27 -197.47 -19.86% -52.80%

1962 35.30 -91.69 7.66% -19.89%
1963 -194.51 -297.28 -40.44% -61.81%

1964 -108.67 -238.81 -19.54% -42.95%
1965 -98.09 -224.28 -16.03% -36.65%
1966 -1.92 -123.83 -. 32% -20.35%

1967 -61.45 -64.05 -10.04% -10.46%
1968 -48.26 -216.06 -7.49% -33.53%

1969 -93.43 -223.35 -13.57% -32.45%
1970 -69.73 -202.05 -8.94% -25.91%
1971 -37.25 -253.92 -4.81% -32.80%
1972 20.20 -190.86 2.36% -22.34%
1973 -214.22 -211.36 -20.16% -19.89%
1974 -556.44 -1170.00 -43.47% -91.41%

1975 -784.55 -1000.22 -53.44% -68.13%

1976 -466.84 -923.61 -26.77% -52.96%
1977 -170.65 -652.32 -8.37% -32.01%
1978 185.64 -621.28 8.12% -27.18%

1979 -226.87 -832.57 -8.97% -32.91%
1980 -802.89 -1085.58 -24.14% -32.64%

1981 -513.97 -1469.54 -13.73% -39.26%
1982 -221.19 -1148.76 -5.08% -26.39%
1983 279.00 -291.23 5.41% -5.65%

1984 483.41 -1027.81 7.88% -16.76%
1985 1007.35 -1276.59 15.80% -20.03%

SOURCES: Column (1): Sum of column (6) of table 9.6. and column (1) of table 9.2.
Column (2): Sum of column (6) of table 9.6. and column (2) of table 9.2.
Column (3): Same as (1) in percent of agricultural GDP.

Column (4): Same as (2) in percent of agricultural GDP.
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TABLE 9.8.

RESOURCE TRANSFERS DUE TO INVESTMENT POLICY AND PRICE POLICY IN AGRICULTURE.

in real terms.

------------ in LE million ---------------

Transfers due to Transfers due to

Direct Price Total Price

Interventions, Interventions,

Investment and Investment and

Current Government Current Government

Expenditures. Expenditures.

1960 -178.82 -681.91

1961 -219.98 -584.93

1962 109.14 -283.53

1963 -589.62 -901.13

1964 -293.38 -644.74

1965 -238.14 -544.51

1966 -4.46 -287.64

1967 -143.47 -149.54

1968 -98.36 -440.34

1969 -183.36 -438.35

1970 -133.82 -387.79

1971 -69.35 -472.71

1972 36.93 -348.85

1973 -377.57 -372.53

1974 -872.54 -1834.63

1975 -1133.77 -1445.44

1976 -619.50 -1225.64

1977 -205.42 -785.19

1978 202.83 -678.79

1979 -226.87 -832.57

1980 -678.81 -917.82

1981 -401.41 -1147.71

1982 -152.73 -793.24

1983 174.40 -182.04

1984 226.48 -481.53

1985 400.41 -507.43

SOURCES: CoLumn (1): Sun of column (6) of tabLe 9.6. and coLumn (1) of tabLe 9.2.

divided by CPI (from tabLe B.1). 1979 = 100.

CoLumn (2): Sum of coLumn (6) of tabLe 9.6. and coLumn (2) of table 9.2.

divided by CPI (from tabLe B.1).
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Public Investment and Expenditure Bias. To examine whether

public investment policy was biased in favor or against

agriculture, and to test whether the effects of public investment

tend to reinforce or counteract the effects of price policy, we

computed two coefficients.

Basic data on GDP, gross fixed investment, and government

expenditures in agriculture and in the economy as a whole are

presented in Table 9-9. Column 9 of Table 9-9 is a measure of GDP

in agriculture in the absence of direct intervention.

The two coefficients of bias in investment and current

expenditures are shown in Table 9-10. The coefficient of public

investment bias (GIB) is defined as

GIag / GI
GIB = --------

GDP gN / GDP

comparing the share of agriculture in public investment to the

share of agriculture in GDP. A value of GIB = 1 would indicate

that public investment policy is neutral with regard to economic

sectors.

Table 9-10 shows that throughout the 1965-85 period, except

in 1967, the GIB coefficient was below one, indicating a consistent

and pronounced bias in investment policy against the agricultural

sector. The GIB was greater than one in 1967 because of increased

investment in agriculture (land reclamation) at a time of decreased

overall government investment.
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TABLE 9.9.

GROSS DOMESTIC PRODUCT, GROSS FIXED INVESTMENT AND GOVERNMENT EXPENDITURES

IN AGRICULTURE AND IN THE ECONOMY AS A WHOLE (LE million, current prices).

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Glag. GI CGEag. CGE GEag. GE GDPag. NDTA GDPagNI GDP

1960 38.2 N/A 10.3 N/A 48.5 N/A 403.0 -59.8 343.2 1443.0

1961 5.1 N/A 10.9 N/A 16.0 N/A 374.0 -74.3 299.7 1461.0

1962 137.8 N/A 26.5 N/A 164.3 N/A 461.0 35.3 496.3 1513.0

1963 6.8 N/A 20.8 436.5 27.6 N/A 481.0 -194.5 286.5 1679.0

1964 25.0 N/A 23.8 527.2 48.8 N/A 556.0 -108.7 447.3 1881.0

1965 29.5 349.6 25.0 611.6 54.5 961.2 612.0 -98.1 513.9 2340.0

1966 72.1 329.4 28.2 721.6 100.3 1051.0 609.0 -1.9 607.1 2474.0

1967 73.5 266.0 28.8 700.2 102.3 966.2 612.0 -61.4 550.6 2523.0

1968 53.6 290.9 31.5 610.5 85.1 901.4 644.0 -48.3 595.7 2615.0

1969 59.5 312.9 35.8 561.9 95.3 874.8 688.0 -93.4 594.6 2834.0

1970 56.9 314.5 27.3 604.4 84.2 918.9 780.0 -69.7 710.3 3058.0

1971 50.8 325.0 38.5 661.4 89.3 986.4 774.0 -37.3 736.7 3241.0

1972 60.3 337.3 36.4 730.2 96.7 1067.5 854.0 20.2 874.2 3390.0

1973 51.1 424.4 34.8 764.8 85.9 1189.2 1062.0 -214.2 847.8 3644.0

1974 50.7 597.0 39.7 949.0 90.4 1546.0 1280.0 -556.4 723.6 4339.0

1975 83.5 900.0 47.3 1352.0 130.8 2252.0 1468.0 -784.6 683.4 5218.0

1976 87.3 979.9 61.0 1670.0 148.3 2649.9 1744.0 -466.8 1277.2 6727.0

1977 111.1 1548.9 62.0 1701.0 173.1 3249.9 2038.0 -170.7 1867.3 8344.0

1978 147.2 2311.4 84.0 2037.0 231.2 4348.4 2286.0 185.6 2471.6 9795.0

1979 271.8 2547.0 98.0 2495.0 369.8 5042.0 2530.0 -226.9 2303.1 12705.0

1980 216.6 3675.6 114.0 3792.0 330.6 7467.6 3326.0 -802.9 2523.1 17320.0

1981 305.2 4670.6 171.0 5089.0 476.2 9759.6 3743.0 -514.0 3229.0 20171.0

1982 311.0 5947.0 206.0 6177.0 517.0 12124.0 4353.0 -221.2 4131.8 23259.0

1983 339.7 6913.0 233.0 7609.0 572.7 14522.0 5157.0 279.0 5436.0 27488.0

1984 430.6 7783.0 278.0 8881.0 708.6 16664.0 6131.0 483.4 6614.4 32627.0

1985 445.5 8718.0 320.0 10234.0 765.5 18952.0 6375.0 1007.4 7382.4 36039.0

SOURCES: Column 1. Gross fixed investment in Agriculture from Table 9.6. column (4).

Column 2. Total gross fixed investment from World Bank, 1965-73: report 1815-EGT, p.25, and

1974-81: report 4498-EGT, p.143, and 1982-85 (estimates): report 6195-EGT, p.90.

Column 3. Current govt expenditures in agricuLture: table 9.6. column (5).

Column 4. Total current govt expenditures from World Bank, 1963-73: report 1815-EGT, p.57, and

1974-78 report 4498-EGT, p.137, and 1979-84 (estimates): report 6195-EGT, p.99.

Column 5. Government expenditures in agriculture = sum of columns (1) + (3).

Column 6. Total government expenditures = sum of columns (2) and (4).

Column 7. GDP in agriculture from WorLd Bank, 1960 and 1966-73, report 1815-EGT, p.23.

(Min.Planning); 1961-65, same report, p.85 (Ag. Value Added, Min.Agric.);

1974-80, report 4498-EGT, p.124; 1981-84, report 6195-EGT, p.86; 1985 estimated.

CoLumn 8. NDTA = Net direct transfers to agriculture, from table 9.7. column (1).

Column 9. GDP in agriculture in the absence of direct interventions = sum of columns (7) and (8).

CoLumn 10. GDP at current prices: 1960 and 1965-73, from World Bank Report 1815-EGT, p.22.

1961-64, Gross National Product from Scobie, IFPRI Report No.29, p.67.

1974-80, from World Bank Report 4498-EGT, p.124, and 1981-84 Report 6195-EGT, p.86.
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TABLE 9.10.

BIAS IN GOVERNMENT EXPENDITURES ON AGRICULTURE.

Government Investment Government Expenditures

Bias Index Bias Index

1965 .38 .26

1966 .89 .39

1967 1.27 .49

1968 .81 .41

1969 .91 .52

1970 .78 .39

1971 .69 .40

1972 .69 .35

1973 .52 .31

1974 .51 .35

1975 .71 .44

1976 .47 .29

1977 .32 .24

1978 .25 .21

1979 .59 .40

1980 .40 .30

1981 .41 .30

1982 .29 .24

1983 .25 .20

1984 .27 .21

1985 .25 .20

SOURCES: Same as table 9.8.

Data for 1960-64 not avaiLable.

NOTE: The indices are defined as

GI Ag./ GI

GIB = Government Investment Bias Index -----------------------

GDP Ag. (NI) / GDP

GE Ag./ GE

GEB = Government Expenditures Bias Index = ------------------------

GDP Ag. (NI) / GDP

where GI is government investment, GI Ag. is government investment in

agriculture, GE is government expenditures, GE Ag. is government

expenditures in agriculture, GDP is gross domestic product, and GDP Ag.(NI)

is Agricultural GDP in the absence of direct price interventions.
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The coefficient of government expenditure bias (GEB) is

defined, similarly, as

GEag / GE
GEB = ----

GDPag / GDP

and compares the share of agriculture in total government

expenditures to the share of agriculture in GDP.

Table 9-10 indicates the presence of an important bias against

agriculture in terms of public expenditures, both recurrent and

investment. During the period 1965-85, the bias was generally

consistent averaging 0.33. In recent years, the expenditure bias

has increased, mainly as a result of a positive resource flow into

agriculture (see Table 9-7, column 1) and thus an increased GDP

Ag.(NI).

The GIB and GEB coefficients give a general indication of the

pronounced bias against agriculture of public policy in Egypt.

However, the concept of government investment and expenditure bias

itself is a controversial one in the sense that GNP in agriculture

is not necessarily an appropriate basis of comparison. Agriculture

is inherently a private sector activity and one would expect the

bulk of investment and expenditure to come from the private sector,

unlike in sectors such as utilities or transport. Moreover, the

need for government investment in agriculture would vary over time.

The reason for the presence of an increasing bias from 1967 to 1985

may simply be that massive investments related to the construction
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of the Aswan High Dam were undertaken in the early 1960s. Besides,

many investments in road construction, health care, education, etc.

which have undoubtedly benefitted agriculture were not accounted

for in the calculations of table 9.10. Therefore, even though the

coefficients are meant to measure, on an annual basis, how neutral

with respect to economic sectors public policy has been, this

neutrality itself is not necessarily an indication that the

government discriminates against a particular sector. However

imperfect the measures may be, the data in the chapter dispel the

notion that agriculture would have benefitted from public

investment and expenditures vis-a-vis other sectors as a

counterweight to the suppression of price incentives for tradables.

Remarks on General Equilibrium Effects. We have now

completed our analysis of the effects of the price regime on

output, consumption, rural and urban incomes, the budget and

foreign exchange earnings. A partial equilibrium, comparative

static method was used to determine what the level of the latter

variables would have been in the absence of government

interventions. The point of the analysis was to provide for each

year of the period studied a non-intervention benchmark value

against which to compare levels obtained under actual price

intervention levels.

The main shortcoming of the method used in this section is

that it considers only imperfectly the dynamic interactions in



- 228 -

supply between price and nonprice variables. The long run impact

that non-intervention prices would have had on output levels via

their impact on private investment in fixed factors was, however,

taken into account in the calculations of chapter 4 to the extent

that a trend variable had been included in the system estimation

of the supply elasticities . 3

Another issue related to methodology is whether a general

equilibrium model would not be a more appropriate framework to

examine such effects given that important interactions between

tradable and non-tradable sectors and macroeconomic constraints

have significantly influenced the outcome of policy decisions.

Indeed, several authors have argued that, in the Egyptian case,

cnly a general equilibrium model can approximate the effects of

price distortions present in the economy. It was clearly outside

the scope of this study to estimate a dynamic, long run general

equilibrium model of the Mundlak (1979) vintage. An analysis of the

effects of agricultural price policy using a computable general

equilibrium model for the period 1979-84 (Dethier, 1985) shows that

increases in domestic prices have little impact on agricultural

growth in the short run and only have a positive impact in the long

run if there is technological change.

The study by Dethier (1985) shows that, in a general

equilibrium framework, price increases lead to a transfer of income

3 Esfahani (1987).

4 von Braun/de Haen (1983), Scobie (1983) and Alderman/von
Braun (1984) among others.
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from urban to rural areas, eroding the real incomes of urban

households. Because of the sluggish response of domestic output in

the short run, an increase in agricultural prices leads to

increased food imports. Increases in agricultural supply originate

in short run increases in factor use and/or changes in factor mix,

in increased capacity resulting from investment in that sector or

in shifts in the production function due to induced technological

change. In the short run, only hired labor can respond to higher

product prices. But the share of labor in agricultural value added

is small, as noted in chapter 3, and this limits the short run

possibilities of increases in production because the capital stock

is fixed. Production gains in agriculture have therefore to come

from increased capital formation and/or from technological change.

However, increases in domestic prices of agricultural products have

long run implications which are not favorable to agricultural

growth. When nominal investment increases, an increase in the price

of agriculture brought about by government policy or by market

forces leads to decreased investment in real terms in that sector

because 65 percent of investment goods in agriculture come from

agriculture itself.5 The consequence of low levels of real

investment is a lack of responsiveness of output in the long run

unless there is technological change.

One can argue that, over time, the share of agricultural

capital coming from the agricultural sector itself would decline

5 capital coefficients matrix estimated for 1979. Dethier
(1985), p.175.
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with technological progress. Similarly, productivity gains would

have resulted from investments in technology by the private sector

if price policy had not discriminate against agriculture.

The general equilibrium model results in Dethier (1985) also

show that the low supply response in the agricultural tradable

sector leads to increased food dependency. Imports of food rise in

response to the demand resulting from the strong income effect of

growth in other sectors of the economy, in particular in non-

tradable sectors. The rate of growth of food imports is higher when

the government fixes the domestic price of agricultural import

substitutes than when market forces, i.e. world prices, determine

the equilibrium price. Food imports are encouraged by the capacity

to borrow abroad. If there is a foreign exchange constraint, a real

devaluation brought about by policy changes reduces real incomes

and has a regressive impact on the distribution of income. With

flexible prices in agriculture, urban households lose in nominal

and in real terms, but farm households gain in nominal terms

although the gain may be eroded by the inflationary impact of

agricultural price increases.
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Chapter 10

DETERMINANTS OF PRICE INTERVENTION

In this chapter, the discussion focuses on world prices and

the international context of Egyptian government price intervention

for the main commodities and on the relationship between

intervention and variability of prices, output, and consumption.

GOVERNMENT INTERVENTION AND WORLD PRICES

To examine the main determinants of government price

intervention, we performed a regression analysis of factors

influencing prices. Border prices (producer and consumer) in real

terms, import capacity, and food aid were independent variables.

Four dependent variables for each crop were farmgate price (Pf),

consumer price (Pc) nominal protection coefficient at the producer

level (NPCp), and the nominal protection coefficient at the

consumer level (NPCC). We used the sample of 1960-84 price data.

Domestic variables were expressed in domestic currency at constant

1979 prices, using the nonagricultural price index as the deflator.

Foreign variables were expressed in constant 1979 U.S. dollars,

deflated by the U.S. Wholesale Price Index. The regression

equations for five crops are described in Appendix N. Equations

were estimated using Ordinary Least Squares, with both linear and

log-linear specifications. Where we found sufficient evidence of
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autocorrelation among the residuals, we used a first order

autoregressive correlation (Cochrane-Orcutt). Results are

presented in Table 10-1.

The results are helpful in clarifying the issue of the

relation between "external" variables, over which the government

has no direct control, and government behavior itself. Our

hypothesis was that pricing policy is responsive to changes in

world prices.

Determinants of Wheat Price Policy. Regression results

indicate that a 10-percent increase in the border price of wheat

translates into a 1.4-percent increase in the farmgate price. The

foreign variable is likely to be biased, because it does not

capture the simultaneous process of reserve adjustment and foreign

exchange allocation to wheat imports.1

An increase in import capacity and an increase in food aid

both result, unexpectedly, in an increased farmgate price.2 These

results seem to indicate the presence of multicollinearity because

1The simultaneity bias is discussed in Scobie (1981), Appendix
3. See also Grant Scobie and Alberto Valdes, "Modelacion de
Politica Gubernamental: El Caso de las Importaciones de Alimentos,
Politica de Precios y la Balanza de Pagos en Egipto," Cuadernos de
Economia 19 (December 1982).

2Import capacity in period t is defined as export revenues at
t plus reserves at t-1, deflated by the U.S. WPI. Food aid is
measured in metric tons.
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Table 10.1. LOGARITHMIC REGRESSIONS FOR PRICE INTERVENTIONS.

Period Constant PF/PNA PC/PNA Import Wheat Food Aid R2 D.W.

Capacity (metric tons)

WHEAT: 60-84 PF/PNA 2.66 .14 .089 .032 .54 1.44

(1.7) (1.2) (2.05)

60-84 NPC-producer 2.66 -.86 .089 .032 .89 1.44

(10.3) (1.2) (2.05)

60-84 PC/PNA 9.0 .15 -.76 -.015 .74 1.6

(1.38) (6.9) (.68)

60-84 NPC-consumer 9.0 -.84 -.77 -.015 .9 1.6

(7.4) (6.9) (.7)

COTTON: 60-84 PF/PNA 4.5 .17 -.0054 .79 2.3

(2.18) .04

60-84 NPC-producer 4.5 -.83 -.54 .85 2.3

(10.6) (.04)

60-84 PC/PNA 4.7 .21 .09 .69 2.06

(1.8) (.58)

60-84 NPC-consumer 4.7 -.79 .099 .83 2.1

(7.1) (.59)

RICE: 60-84 PF/PNA 4.2 .05 .85 1.44

(.77)

60-84 NPC-producer 4.2 -.95 .93 1.4

(14.7)

65-84 PC/PNA -.63 .11 .44 .88

(1.4)

65-84 NPC-consumer -.63 -.88 .93 .88

(10.8)

MAIZE: 60-84 PF/PNA -1.3 .3 .65 1.6

(1.8)

60-84 NPC-producer -1.3 -.69 .44 1.6

(4.14)

60-84 PC/PNA 2.4 .43 .53 1.6

(4.5)

60-84 NPC-consumer 2.4 -.57 .67 1.6

(6)

SUGAR: 60-84 PF/PNA -2.1 .06 .83 1.98

(.86)

60-84 PC/PNA 4.6 .15 .68 1.7

(3.5)

NOTES: (1) NPC = Noninal Protection Coefficient

(2) PF/PNA = Farmgate Price/Non-AgriculturaL Price Index.

(3) PC/PNA = Consumer Price/Non-Agriculturat Price Index.

(4) For sugarcane and sugar, wortd price is used instead of border price.

(5) T-Statistic in parenthesis under coefficient.

SOURCE: Appendix N.
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the correlation between independent variables is high . 3

A 10-percent increase in the border price results in an

increase in the nominal protection coefficient (i.e., in taxation

of producers of 8.6 percent). Although increases in the border

price do result in increases in the farmgate price, the increase

in the border price is greater than that in the farmgate price,

thus lowering the farmgate-price/border-price ratio.

On the consumer side, we found that a 10-percent increase in

the border-price equivalent results only in a 1.5-percent increase

in the consumer price. A 10-percent increase in import capacity

reduces the consumer price by 7.6 percent. Food aid is not

significant in explaining changes in real consumer prices.4 An

increase in the border price, however, increases the overall

subsidy to consumers, reflecting the policy of insulating

consumers.

We compared our results with those of Scobie (1981), who

developed a much more extensive model of the wheat market in Egypt.

Scobie found that as the capacity to import rises, the producer

price of wheat falls, thus reducing the incentive for import-

substituting production. A rise in import capacity, he found, also

results in a higher real subsidy to domestic consumers.

3CORR (border price, import capacity) = .67 and CORR (border
price, food aid) = .36.

4on the consumer side, there is also a problem of
multicollinearity, as shown by the T statistic for the border price
at the consumer level. See Appendix N.
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Scobie saw food aid flows as highly responsive to the world

price of wheat: a 10-percent increase in the world price of wheat

reduces aid shipments by 6.5 percent. Scobie claimed that food

aid does not make any net addition to total supplies but rather is

converted to income by an offsetting reduction in commercial wheat

imports.

Like our single-equation results, Scobie's model results

indicate that an increase in the world price of wheat results in

increased consumer and producer prices of wheat, but with a greater

increase in the consumer price than in the producer price. Scobie

found consumers to be slightly less insulated from world prices,

however: a 10-percent increase in the world price yields a 5-

percent increase in the consumer price (evaluated at sample mean).

Determinants of Cotton Price Policy. A 10-percent increase

in the border price of cotton yields a 1.7-percent increase in the

farmgate price in our regression analysis. When the NPCp is taken

as dependent variable, a 10-percent increase in the border price

is accompanied by an increase in taxation of producers of 8.3

percent. Thus, increased rents caused by higher prices are almost

fully extracted by the government's trading agency. Scobie (1981)

also found that rents from higher world cotton prices were almost

fully extracted by the government. But his results indicate that

an increase in import capacity increases the cotton export tax by

lowering the real producer price.

The same increase in border price results in a 2.1-percent

increase in the price paid by the industry using cotton as an input
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and in an increase of 7.9 percent in the subsidy to the industry.

Exports of cotton seem to be more related to domestic

objectives than to foreign exchange needs. We found the import

capacity of the country an insignificant variable in explaining

changes in producer prices of cotton. This is partly a problem of

multicollinearity, because the correlation between import capacity

and the border price is 0.55 (on the producer side) and 0.6 (on

the consumer side).

Determinants of Rice Price Policy. A 10-percent rise in the

border price produces a 9.5-percent decrease in the nominal

protection coefficient for producer prices (i.e., an increase in

taxation) and an 8.8-percent decrease in the nominal protection

coefficient for consumer prices (i.e., an increase in subsidization

of consumers).5 The regressions for rice indicate that government

policy has been highly unresponsive to world price trends in

setting producer and consumer prices for rice.

Determinants of Maize Price Policy. To examine producer price

policy for maize, we used the border price of maize and the

farmgate price of wheat (wheat straw competing with maize in its

5Border prices (producer and consumer) are the only
independent variables used in the rice regressions. They are
regressed on domestic prices (producer and consumer) and the
nominal protection coefficients. In the regressions with consumer
prices, the sample period is 1965-84. All the regressions exhibit
a high degree of autocorrelation, indicating that the functions
are misspecified and that the border price alone is not sufficient
to explain pricing policy. In the regressions in which the
producer price or the consumer price was the dependent variable,
after correcting for autocorrelation, the border price became
nonsignificant.



- 237 -

use as animal fodder) as independent variables. The farmgate price

of wheat was found to explain more of the variation in domestic

maize prices than the world maize price. The two independent

variables are highly correlated. A 10-percent increase in the

farmgate price of wheat results in a 10-percent increase in the

farmgate price of maize. We found that the world maize price, run

in a regression with domestic wheat prices, was not a significant

variable because of multicollinearity.

A 10-percent increase in the border price yields an increase

of 6.9 percent in the implicit taxation of maize producers.

consumer prices of maize increase by 4.3 percent when world prices

increase by 10 percent. The subsidy to consumers increases by 5.7

percent. Of the five crops, maize reflects the highest influence

of world prices on consumer prices.

Determinants of Sugarcane Price Policy. Because border prices

for sugarcane are negative for many years, we used the world price

(in U.S. dollars and deflated by the U.S. WPI) in lieu of the

border price. As expected, there is no noticeable correlation

between the world price of sugar and the farmgate price of

sugarcane, reflecting the government policy of shielding producers

from world price fluctuations.

We did find, however, a significant relation between the world

price and the consumer price, albeit a small one. A 10-percent

increase in world sugar prices yields a 1.5-percent increase in

domestic consumer prices.



- 238 -

GOVERNMENT INTERVENTION AND PRICE VARIABILITY

The Egyptian government uses price instruments to achieve

several objectives. One of the declared objectives is to insulate

the economy from exogenous price shocks, protecting consumer

purchasing power and preventing the effects of excessive

variability in agricultural output from being transmitted to

consumers. Here, we first examine the variability of prices,

comparing domestic and world prices, to determine whether policy

intervention has successfully reduced domestic producer and

consumer price fluctuations. We then examine fluctuations in

output and consumption levels.

Price Fluctuations. In real terms, producer prices of the

five crops analyzed have been lower but much more stable than their

border-price equivalents during the period 1960-85. Most striking

is the stability of producer prices during the 1974 grain price

shock and the stability of producer prices of sugarcane during the

1970s despite large fluctuations in world prices. The graphs in

chapter 3 (Figures 3-1 to 3-10) show the differences in

fluctuations of domestic (producer and consumer) prices and border

prices .6

Domestic consumer prices, like producer prices, have been

generally more stable than their border-price equivalents. In

6The figures in chapter 3 graph the evolution over the 1960-
85 period of domestic producer and consumer prices and of border-
price equivalents at the official exchange rate and at the
equilibrium exchange rate, deflated by the nonagricultural price
index, PNA' for the five crops.
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fact, domestic consumer prices for rice and wheat actually declined

in real terms during periods of world price hikes (see Figures 3-4

and 3-6). Producer prices, in contrast, increased gradually during

these periods, as government procurement prices were raised (see

Table 2-3).

The variance of producer and consumer domestic and world

prices in real terms is presented in Table 10-2. For all five

crops, real producer prices have a smaller variance than do real

border prices at official exchange rate. Real consumer prices also

have a smaller variance than do real border prices at the official

rate. The differences in the variances are quite significant.

Domestic producer and consumer prices thus have been significantly

more stable than their border-price equivalents when the latter are

measured at the official exchange rate.

Border-price equivalents have a smaller variance valued at

the official exchange rate than valued at the equilibrium exchange

rate. The only exception to this is cotton, which shows a greater

variance at the official exchange rate. The only difference

between PI PNA and P*/PNA is E*/EO, because both variables have the

same denominator.7 Also, whereas the difference between

7The equilibrium rate, E*, has a slightly higher variance
(0.022, with a mean of 0.58) than the official rate, E. (variance
= 0.017, with a mean of 0.48).
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TabLe 10.2.

MEASURES OF VARIABILITY OF REAL PRODUCER AND CONSUMER PRICES.

PRODUCER PRICES IN REAL TERMS. CONSUMER PRICES IN REAL TERMS.

---------Variance---------- ---------"Z ------------- ---------Variance---------- ---------"Z"-------------

Pp P'p P*p Pp P'p P*p Pc P'c P*c Pc P'c P*c

COTTON .23 1.28 1.28 .07 1.23 1.13 2.08 11.36 10.66 .92 10.00 9.23

RICE .03 .70 .76 .01 .60 .71 .02 .84 .92 .01 .77 .91

WHEAT .01 .11 .12 .01 .09 .11 .01 .10 .11 .003 .09 .11

MAIZE .05 .08 .10 .04 .06 .08 .02 .07 .09 .01 .07 .10

SUGAR .0007 .017 .018 .0004 .023 .024 .14 1.07 1.18 .08 1.04 1.11

-----------Mean------------ ---Coeff. of Variation- ------------ Mean------------ ---Coeff. of Variation---

Pp P'p P*p Pp P'p P*p Pc PIc P*c PC P'c P*c

COTTON 2.31 3.65 4.34 .21 .31 .26 6.82 10.69 12.75 .21 .32 .26

RICE .57 1.35 1.62 .33 .62 .54 .77 1.84 2.13 .20 .50 .45

WHEAT .64 .81 .94 .15 .41 .37 .42 .73 .86 .26 .44 .39

MAIZE .72 .80 .92 .31 .36 .34 .71 .86 .99 .18 .32 .31

SUGAR .10 .11 .14 .28 1.15 .96 1.84 1.32 1.53 .20 .79 .71

SOURCES: comiputed from data in appendices B, C and D.

NOTES; (1) ALt prices are deflated by PNA (1979 = 100) and divided by 100.

(2) Producer prices for 1960 - 1985, except sugarcane (1972-1985).

(3) Consumer prices for 1960 - 1985, except rice (1965-1985) and

maize (1970-1985).
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Var (PWP NA) and Var (P*/PMA) is minimal, the difference

between either of these and Var (P/PNA) iE, quite large. The same

applies to real consumer prices.

It seems that direct price intervention plays a much more

important role in preventing the transmission of world price

variability to domestic prices than does indirect intervention

(exchange rate and trade policies).

The variance of real consumer prices cannot be compared

directly to that of real producer prices :Ln the case of processed

crops (cotton, wheat, and sugarcane) because prices apply to

commodities at different stages of process:Lng. It should be noted,

also, that time series on producer and consumer prices for all

crops except wheat cover different periods (see notes in Table

10-2). To assist comparison, the coefficient of variation (the

standard deviation over the mean) has been computed for real

producer and consumer prices in Table 10-2).

For all crops except wheat, the coefficient of variation of

PC/PNA is smaller than P/PNA' indicating that consumer prices were

kept more stable than producer prices. The coefficients of

variation for wheat indicate a greater variation of consumer prices

than of producer prices, in real terms. Yet, in the case of wheat,

while consumer prices were more variable that producer prices, the

difference, as noted earlier, is caused by a decrease in the real

consumer wheat price.

Differences in variance can be misleading, because the

variance measures the average distance from the mean of a variable.
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In principle, a government is more concerned about annual

fluctuations in price than about deviations from the mean.

Therefore, we use an alternative metric to the variance, the "Z

statistic," which measures yearly fluctuations. It is defined as

SUM (Xt - Xt-1)
Z - -- - - - - -- - -

n --

where t = year of sample period, and n = number of observations on

variable X. The Z statistic compares each price at time t to the

previous year's price. Because E* has a higher variance than Eo

despite a large devaluation in Eo in 1979, our computed Z

statistics reflect similar differences in prices than those we

obtained by calculating the variance. Moreover, because Z for the

variable (P*/PNA) is greater than Z for (PI/PNA)I this confirms

that E* fluctuated more than Eo on a yearly basis and that it

exhibited a larger deviation from the mean (higher variance).

Fluctuations in Output and Consumption Levels. The relation

between government price intervention and fluctuations in output

of traded crops is complex. In the case of nontraded crops, output

shocks will cause changes in consumer prices or in stocks, or

rationing must occur. In the case of traded crops, adjustments in

trade flows will clear markets. We examine here the relations

between output, consumption, and consumer prices for the five

tradeable crops under study.
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The government has attempted to maintain stable consumer

prices in the face of output shocks. The correlation coefficients

between output per capita and the consumer price are low for all

five crops. When regressing real consumer prices on output per

capita, we find that the standard errors of the slope of the

regression indicate that the hypothesis that the slope is equal to

zero cannot be rejected. This is shown in Table 10-3, where the

variance and mean of output and consumption for each crop are also

indicated.

As to the relation between output ancl consumption, also given

in Table 10-3, maize recorded the highest correlation between

output and consumption per capita. This reflects an increasing

consumption of meat and a high demand for livestock feed. This

demand has been partially met by imports of yellow maize. Imported

maize has a moderating influence on prices because of the increased

supply and because of the subsidized price at which it is sold.

For wheat, the lack of a statistically significant correlation

between output and consumption reflects the importance of import

policy for that crop: output shocks have had little bearing on

consumption.

There are two distinct groups of commodities to notice when

we examine the variance of output and cor,sumption on a per capita

basis. Output of cotton and rice has been much more variable than

consumption. But for wheat, maize, and sugar, consumption has been

much more variable than output. These le,st three commodities all

experienced significant increases in consumption beginning in the
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Table 10.3.

FLUCTUATIONS IN OUTPUT AND CONSUMPTION PER CAPITA.

-------Output and Consumption Per Capita--------

Qd/L = A + B Qs/L ) Cotton Rice Wheat Maize Sugar

Correlation Coefficient = .01 .21 .07 .54 .44

SLope (B) = -.07 .29 -1.5 2.3 1.1

Standard Error of (B) = .27 .24 2.25 .90 .58

--- Output Per Capita and Real Consumer Price-----

Pc/Pna = A + B Os/L ) Cotton Rice Wheat Maize Sugar

CorreLation Coefficient = .21 0 .24 .15 0

SLope (B) = -.08 0 .01 .02 0

Standard Error of (B) = .70 .01 .01 .02 .01

Variance and Mean of Output and Consumption Per Capita.

Cotton Rice Wheat Maize Sugar

Variance Qs/L = 78.81 122.33 32.19 20.76 446.63

Mean Qs/L = 37.4 63.2 47.7 72.7 195.9

Variance Od/L = 32.94 50.09 980.66 203.04 1206.43

Mean Qd/L = 14.4 51 132.5 85.2 205.7

NOTES: (l) Qs = Output.

(2) Qd = Consumption.

(3) L = Population.

(4) Pc = Consumer price.

(5) All output and consumption correlations are for years 1960-85 except sugar: 1960-81.

(6) Output and price correlations for cotton, wheat and sugar: 1960-84; those for maize

and rice: 1965-84.

SOURCES: (1) Output and consumption from Appendix E.

(2) PopuLation from Table 1.1.
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1970s. The huge variances for wheat and sugar consumption reflect

the skyrocketing consumption of those crops. The Egyptian

government has tried not to use consumer prices to balance domestic

supply and demand. Rather, trade instruments (levels of imports

and exports) have changed, reflecting output variations. For rice,

increased consumption has resulted in a reduction of exports. For

wheat, sugar, and maize, increased consumption has meant more

imports and, at times, balance of payments problems. Rationing on

the consumer side has also been used to moderate maize and sugar

imports.
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Chapter 11

CONCLUSIONS.

This concluding chapter presents a political-economic analysis

of direct and indirect government price intervention, summarizing

the interest-group and policy factors that have shaped Egyptian

agriculture in the period 1960-85. In addition, the final section

analyzes the reform attempts of the past decade.

A POLITICAL-ECONOMIC INTERPRETATION

The political economy of agricultural prices in Egypt has two

distinct dimensions: a sector-specific dimension and a macro-

economic dimension tied to exchange rate and trade policy, and to

the food subsidy issue. Both dimensions will be examined in turn

in this section, which summarizes the main conclusions and

interprets them in a historical perspective. The previous analysis

reveals fairly weak links between consumer price policy and

producer price policy, which may translate into only marginal

supply effects, at least in the short run.

The taxation of producers' output over the period 1960-85 has

lead to a lower level of profitability for agricultural tradables

than would have been the case with liberalized prices, and hence

to a dichotomy between low growth rates for tradables and high

growth for non-tradables, in particular for the berseem/livestock

subsector. The taxation of the agricultural sector as a whole was

partially compensated by the subsidization of inputs, mainly water,
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pesticides for cotton and fertilizer. The protection of meat and

dairy has also reduced taxation (Table 5.8) . During the 1970s gains

in real farm incomes have come mainly from the production of non-

tradables. Rural wage incomes have experienced large increased as

a result of labor shortages. During the 1980s, rural classes were

able to benefit from policies more favorable to their interests.

The subsidies on inputs after 1974 have reduced the taxation of

agriculture on a crop-by-crop basis.

The second dimension corresponds to the subsidization of food

("cheap food policy") which has lead in the 1970s to growing import

requirements and, when macroeconomic (budgetary and balance of

payments) constraints were binding, to repeated reform attempts.

Reform efforts, however, have constantly been thwarted for

political reasons by the groups that would be losers in a reform

of the system and that are politically important to the regime.

Economic pressure has lead policy-makers to alter policies, but for

mainly political reasons, major policy reforms, overdue since more

than a decade, were never achieved. That postponement of

ztdjustments was possible until the mid-1980s is largely the

consequence of the financial suppoit from bilateral and

multilateral donors from which Egypt has benefitted.

Over the period 1960-85, the relative power of rural groups

has slowly changed. In the 1960s, the government's policies had a

strong urban, import substitution bias. As agricultural growth and

rural incomes declined, the political hostility of the rural

classes toward the regime grew. The government responded not by
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liberalizing agricultural markets, but by reorienting the

politicization of the allocation of resources. Input subsidies

compensated for procurement of major crops at low prices.

Subsidized inputs, in short supply, were diverted towards

profitable crops. Farmers were able to evade controls without great

risks of being penalized. Food subsidies were extended to rural

areas in the late 1970s reaching landless and poor households more

than during the late 1960s and early 1970s. The government,

however, has made no concessions to rural groups in terms of

exchange rate and trade policy. While the rural middle class has

been able to influence direct interventions in specific markets

(sectoral policy), it has had no influence on the conduct of

macroeconomic policy and, therefore, on the level of total price

interventions.

The Political Economy of Direct Interventions. After 1973,

stability became a particularly important objective of government

policy when international commodity prices fluctuated widely. The

government, more accomodating than during the 1960s toward the

rural middle class, started a more liberal agricultural price

policy raising producer prices closer to international levels and

subsidizing inputs.

A continuation of the food subsidy policy toward

consumers was also necessary for political reasons. The weak

performance of the cereals subsector, high population growth and

high income growth in the late 1970s led to an increase in imports
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of most basic food items. The food subsidy system did not originate

in a policy decision taken in 1973, but it was then that the

massive fiscal expenditures required to finance the system began.

UInwilling to embark on radical reforms, the government found itself

burdened by a heavy heritage. The system of prices had to evolve

from existing agricultural and consumer price policies that were

in effect a long time before when development objectives were

different. These policies included transfers of income from

producers to (mostly urban) consumer^s, i.e. implicit food

subsidies, to finance the cheap food policy and export taxes on

cotton and rice to finance the industrialization strategy of the

government.

We have seen in chapter 2 that agricultural policy in Egypt

has two main objectives. The first one is to provide adequate basic

foods to all population groups, including the poorest. The second

is to become self-sufficient in all food commodities, except wheat

which has been traditionally imported. The political importance of

those policy goals cannot be underemphasized. The desire for

political stability, on the one hand, arid the desire for external

independence of the country on the other have guided policy in

Egypt since 1952 and go a long way toward explaining why policy-

makers have been so reluctant to change the system in the direction

of increased efficiency.

In hindsight, it appears that theret was an inherent conflict

between these two policy objectives and that the government has

still not been able to resolve this dilemma. Stabilizing the
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consumer price of subsidized and rationed commodities was an

objective that was attainable, given the instruments at the

disposal of the government during the 1960s by increasing taxation

of the agricultural sector and, thus, by reducing budgeted subsidy

expenditures. However, since it was politically necessary for the

government both to increase agricultural output in the name of

self-sufficiency and to obtain the political backing of rural

classes, a decrease in taxation of the sector was necessary,

leaving an increase in explicit food subsidies as the only possible

outcome. After 1974, in the euphoria of Infitah, the government

inaugurated its "new" agricultural price policy which consisted in

raising producer prices and financing explicitly consumer

subsidies, leading to rising budgetary expenditures.

The income loss in farm production has been reduced, as shown

in chapter 5. This reduction is the result of changes in

procurement policies, adjustment of prices and value added ratios,

policy changes in agricultural trade (in particular, cereals import

policy), and of rising prices in non-tradable markets. The burden

on the income of farm producers was not reduced mainly by

streamlining price distortions in agriculture. The composition of

the burden on the sector changed, partly because of increased

subsidies on inputs, so that implicit net taxation of crops was

reduced, and partly because livestock production was increasingly

protected.

The taxation-cum-subsidization of agriculture created major

inefficiencies in the form of black markets for inputs, diversion
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of subsidized inputs to profitable crops ayid policy-generated rents

unrelated to productive activities for a few farmers, as is the

case with fertilizers or with credit for tractors. By protecting

certain sectors (livestock and berseem) and taxing others (cotton),

the government was coopting rural interests but also creating

additional distortions in the allocation of resources.

The political influence of producers on sector-specific

policies depends to a large extent on the strength of their

connections, more than on political associations. In Egypt, these

associations are public or parapublic and have been manipulated by

private individuals. The strength of the association depends on the

positive inducements they can offer and cn coercion. Coercion was

exercised during the 1960s in various forms. During the 1970s,

rural elites were freer to use public institutions to further their

private aims. Public goods provided by local cooperatives and

village banks were appropriated by the rural elites. Springborg

(1982) in his monograph on Sayed Marei, who "reigned" over

agricultural policy over most of the period until the late 1970s,

vividly demonstrates the role of shilla Iclientelism), family and

kinship, and regional ties in the appropi-iation and reorientation

cf public resources to serve private interests.

On the output level of traditional crops, the impact of this

mode of resource allocation has been felt strongly. The index of

gross agricultural output has fallen consistently since 1974. Since

1.980/81, agricultural output has stagnated. The production of

industrial crops -- cotton, rice, and sugarcane -- was lower than
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it was in 1979/80. Wheat is below its level of 1977/78. During the

past 15 years, demand for agricultural products has grown very

rapidly, so that the agricultural trade deficit has worsened. The

agricultural trade balance recorded a deficit of 2.6 billion US$

in 1984/85, not counting imported inputs.

Cotton has ceased to be Egypt's main export. Cotton

production, which had increased substantially after 1978 to reach

a peak of 530,000 tons in 1980/81, declined to only 398,000 tons

in 1983/84. The fall in output was a combination of both yield and

area decreases and reflected the rapid rise in costs of production,

particularly labor, relative to procurement prices. In response,

the government raised cotton prices by about 28% in late 1984. The

area planted went up by about 10%, and production rose to 447,000

tons for 1984/85.

Cereal production had shown a positive response to the

government's renewed efforts to improve varieties and to improved

producer incentives in the early 1980s. But from 1983 to 1985 it

experienced a fall. Wheat production fell from over 2 million tons

in 1981/82 to 1.8 m. tons in 1983/84 and 1984/85. The government

raised the average wheat procurement price by about 20% in 1984.

Wheat consumption, by contrast, is estimated to be increasing 5%

annually and the official subsidy on wheat and wheat products is

estimated to have been at least 1.2 billion US$ in 1983.

Incentives to rice producers have not lagged as far behind

the costs of production as cotton and wheat. However, although rice

yields have increased through the introduction of an integrated HYV



- 253 -

p:rogram, output has remained stagnant at. about 2.2.-2.4 million

tons because of acreage decreases. Maize production has experienced

steady increases in both area and yields, through the introduction

of HYVs. In addition this trend reflects the higher profitability

of maize relative to other summer crops because of its use as a

feed for livestock. Use of maize for feed has grown rapidly and

maize availability is reported to be a constraint to livestock

production. In 1986, however, maize prodEction fell sharply.

The livestock and fruits and vegetables sub-sectors, which

are less controlled, continue to be the most dynamic because of

their generally higher profitability.1 overall, for the period

1980-85, the evolution of the profitability of agriculture has

largely followed the expected pattern. The relative profitability

cf major controlled crops (cotton, wheat and sugarcane) has

deteriorated. The relative profitability of other important field

crops (maize and rice) has remained unchanged. The relative

profitability of berseem, onions, and fruits and vegetables has

improved. Trends in output and cropping pattern reflect these

changes in relative profitability.

1 Among other field crops, beans production has shown an
impressive increase of over 45% between 1981 and 1985, in part due
1:o an important research and extension program (the Vicia Fava Nile
Valley Project) and also because procuLrement prices have kept
better pace with costs than wheat, the other major winter crop.
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Consumer Subsidies and the Political Economy of Indirect

Interventions. During the 1960s, the objective of food policy was

not for the government to obtain food cheaply, or else it would

have bought inexpensive wheat on the world market. But this would

have required foreign exchange needed for the investment program.

The goal of the policy was rather to secure deliveries from

Egyptian farmers, hence the compulsory delivery and fixed price

system. Food subsidies and rationing were guided by social equity

considerations in the context of Nasser's planned economy. As the

degree of self-sufficiency in food products decreased, Egypt moved

to an explicit food subsidy scheme. This was the only option

available to the government, unless the latter were to modify its

overall policy objectives. A major change in consumer price policy

would have had to occur for Egypt not to have drifted toward an

explicit subsidy scheme. Until 1973, consumers were subsidized by

implicitly taxing producers. After 1973, consumer subsidies were

financed directly out of the government budget. Government

expenditures on subsidies increased sharply in 1974 and 1979. Prior

to 1975, direct subsidies were included in the various sections

of the budget. In 1975, a Special Fund for Subsidies was

established.

During the 1970s, the agricultural sector financed low

consumer prices less and the general taxpayer financed it more.

This was facilitated first by high levels of foreign assistance and

of food aid, then by the increase in government revenues due to the

high growth rates experienced in the economy at the end of the
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decade. The sharp increase in subsidy costs is due mainly to world

price increases in 1973-74, and much less to an increased volume

of imports. The government did not want to transmit this increase

in world prices to consumers, because it would have jeopardized the

cpening up of the economy (Infitah). During the 1970s, insulating

d.omestic producers and consumers from world-wide inflation was one

of the main objectives of the policy. The other objective of the

rLew agricultural policy was to increase government procurement

prices and reduce controls in order to improve agricultural

performance in the medium term, generate more foreign exchange from

agricultural exports and reduce the increasing food import bill.

A policy of heavy subsidization of food, although it achieves

its objective of supplying food at low prices to the vast majority,

makes the fiscal system dependent on fluiztuations in world prices

and on other exogenous influences over wh:Lch it has little control.

The government of Egypt has successfully stabilized prices since

L973 as chapter 10 shows, but at a high nacroeconomic cost. It has

:Lead to an increased allocation of foreign exchange to food imports

and to severe problems of deficit financing.

Food price policy overall has only partly achieved its welfare

objective: price policy for food has had a progressive effect on

the distribution of income but food distribution directly

controlled by the government has had a regressive effect. Increased

meat consumption in high-income groups ]has basically established

the progressiveness of price policy for income distribution: the

net sum of consumer gains decreases by 4 percent as income levels
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decrease by 10 percent (Alderman and von Braun, 1984). We have seen

that transfers from rations decline as income increases, but

transfers from purchases at cooperatives and subsidized bakeries

and flour shops increase. The richer households gain more in the

aggregate than the poor. A 10 percent increase in income yields a

0.42 percent increase in income transfer incorporated in the

directly managed distribution system.

There has also been an important change in the bias implied

in food policy, largely for reasons of political support. The

overall effects of the food price and subsidy policy around 1980

show a rural bias, whereas subsidies transferred by government-

controlled food marketing show a moderate urban bias. The overall

effect of the subsidy and price system is to equalize incomes and

to bias the system towards the rural population. The inhabitants

of big cities (greater Cairo and Alexandria) were not more

subsidized by the system than people in villages. This finding is

surprising given the "riot syndrome" that one detects in policy-

making circles after the food riots of 1977. Net transfers received

by people living in remote areas of the country are somewhat

smaller than those received by people in more accessible areas, but

this is largely an effect of the prices on the open market,

although the government system balances a good deal of this

comparative disadvantage. The income transfer accrued by non-

agricultural wage earning households was significantly higher than

the transfer accrued by those that do not earn wages.

It should also be mentioned that, ideologically, during the
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Sadat and Mubarak years, the dominant inf luence of food security

('Amn el-cieza'i) on agricultural strategic thinking is probably

irn large part due to the favorable attitude towards such a policy

of a wide constituency. Food security and self-sufficiency is a

urnifying theme, capable of grouping Nasserists, fundamentalists,

the Wafd Nationalists, and official pzLrty supporters and of

blurring political differences.

Food aid flows to Egypt, in particular from the United States,

have been considerable and have reduced balance of payments

pressures. PL 480 wheat shipments to Egypt rose rapidly from $2.6

million in 1974 to $287 million in 1981. Since 1981, the value of

food aid to Egypt has slightly declined. Since world wheat prices

have also declined, the actual tonnage of wheat sent to Egypt under

the PL 480 program has remained roughlyr the same. Over $2.5

b:illion has been obligated to Egypt under PL 480 Title 1 from 1973

to 1986. Since 1981, the program has only included wheat and wheat

f:Lour (Dethier and Funk, 1987).

Commercial shipments on concessional. terms have replaced PL

4130 shipments. Since the early 1980s, competition in world markets

has increased and the US has been fighting with the European

Community for the Egyptian market. The US share of Egypt's

agricultural imports averaged nearly 40 percent during 1974-76. But

by 1983 it had declined to 28 percent. In 1983, the US tried to

break the EEC stranglehold on the Egyptian market with 600,000

m,etric tons of highly subsidized wheat f'lour and sales of wheat

under the Blended Credit program. As a re,ult, US exports of wheat
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flour rose to about 1.5 million tons in 1983, against 657,000 tons

the previous year, while France's exports of wheat flour fell. But

overall, US exports to Egypt continued to decline until 1985 as EEC

exports have increased. Egypt has benefitted from the fierce US-

European grain competition. As a direct result of it, the price has

been steadily falling for the seven million tons of wheat and flour

Egypt imports every year. The falling price, however, also makes

it more attractive to give up local production.

The overall evolution of macroeconomic policies during the

1960-85 period have resulted from the interaction between the

economic development model deliberately pursued by the State and

from the opportunities and constraints present in the domestic and

international economy. The groups in control of the State and the

ideology of policymakers have shaped development strategy. Both

have changed significantly during the Nasser and Sadat/Mubarak

regimes. The rural classes have never had any major influence on

development policy. The latter was the work of government policy-

makers and ideologues with an urban bias, careful however not to

lose the support of rural classes. As a result of their lack of

involvement in economy-wide policy, rural classes passively watched

the State transfer considerable sums to public coffers through the

mechanisms of unfavorable exchange rate and trade policies.

Essential also to an understanding of the changes in

development policy is the role played by international donors

which, since the late 1970s, have put pressure on the government

to operate policy reforms in view of the increasingly unsustainable
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macroeconomic situation in the country. This situation was

characterized by massive foreign and domestic borrowing required

to finance the fiscal deficits due to food subsidies. As the public

sector dominates economic activity 2, there is a strong link

between the budget and monetary growth. The expansionary effect of

the budget on money supply has tended to generate and sustain

st:rong inflationary pressures in the economay. Foreign borrowing and

the use of reserves have been an important mechanism of adjustment.

The expansion of money supply linked to deficit financing has led

to an excess supply of money balances and an excess demand for

domestic and imported goods. The deficit has increased the rate of

i=nflation, and the excess demand for foreign currency has increased

its price on the free market. Another ef:fect of the food subsidy

system was to transmit much of the instability in the foreiqn

exchange sector to the import of industrial inputs and capital

goods, because the political commitment to food imports is such

that, if the supply of foreign exchange falls, no adjustment takes

pLace in the allocation for food imports.3 Thus the full social

opportunity cost of foreign exchange used in acquiring imported

food has not been reflected in explicit subsidy costs.

2 Total budgetary expenditures exceed half of GDP; budgetary
revenues are about one-third; and the overall fiscal deficit
exceeds one-fifth of GDP.

3 The only foreign exchange "saving" associated with food
iimports are due to the fact that Egypt, now the second or third
largest importer of wheat in the world depending on the year,
benefits from the competition between major grain exporters and
obtains substantial concessional terms on its wheat imports.
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RECENT REFORM ATTEMPTS.

The economic history of Egypt in the past ten years has been

a history of hesitant attempts to reform the economic system. The

policies, aimed at reducing the pressure associated with the

deficits, when they have been implemented in a sustained way, have

reduced inflation, slowed down the depreciation of the Egyptian

pound and halted the decrease in foreign assets. Food subsidies are

only one contributing item of the deficit, even though it is the

major one, and cuts in other expenditures also reduce the effects

on inflation, the exchange rate, and the balance of payments in the

short run.4 Aware of this fact, the government has avoided making

drastic changes in the food subsidy system during the 1980s,

because widespread riots had followed such an attempt in 1977.

Faced with growing budgetary and balance of payments problems,

the government attempted a major change in consumer price policy

in January 1977 by presenting a budget in which subsidies were cut

by 35 percent. But, following mass disturbances, the government

rescinded the budget cuts and continued the same policy. In fact,

the government even reduced the subsidized price of wheat in the

following years. The domestic selling price of wheat by GASC was

reduced from 30 LE/ton in 1977 to 24.7 LE/ton in 1978 and 1979, and

22.3 in 1980, while the average GASC import price increased from

75.2 LE/ton in 1977 to 90.8 in 1978, 95.4 in 1979 and 117.3 LE/ton

4Price distortions in agriculture are less important than in
other sectors of the economy. Policy changes in other areas,
specifically in energy pricing, would probably have more impact on
the macroeconomy than policy changes in agriculture.
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in 1980. As the GASC import price continued to increase to 198

LE/ton in 1981, the selling price to mills was increased in 1981

to 41.3 LE/ton.

During the period 1977-79 the Egyptian pound was gradually

devalued to 50% of its previous value. ALl imports were phased in

at the new official exchange rate, althougjh essential food imports

remained at the parallel rate until January 1, 1979. The increased

cost of paying for imports at a higher exchange rate were

equivalent to higher subsidy costs. A funi was established in 1977

to ease the effect on domestic prices of commodities imported at

the parallel rate: 124m. in 1978, and ltOm. in 1979 going to the

GASC, which can be considered as additional subsidies.

Following a decline in oil revenues from their 1980/81 peak,

the overall fiscal deficit reached 25% of GDP in fiscal year

1981/82. A large part of the deficit was financed through

borrowings from the banking sector. The budget deficit narrowed in

1982/83, falling to 21% of GDP, thanks in part to a decline in

expenditures on consumer subsidies aided by low import prices.

B3anking sector financing of the budget deficit fell from 8% of GDP

in 1981/82 to 5% of GDP in 1982/83.

The 1983/84 budget sought to further improve the fiscal

situation and the overall deficit fell slightly to 20% of GDP.

Revenues were increased, and expenditures were curbed by

restraining both current and investment outlays, and by reducing

subsidies by implementing a substantial increase in the price of

bread.
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Following the national elections in May 1984, the Government

decided to delay presenting the 1984/85 budget to Parliament until

September in order to allow the new Cabinet and Parliament

sufficient time to discuss the new budget. The budget was approved

by the Parliament in October 1984. Major policy initiatives

included a partial increase in the price of bread and increases in

the price of selected public enterprise commodities. The overall

and net fiscal deficits were projected at 16% of GDP and 4% of GDP

respectively. But the outcome was much worse: the overall deficit

was 24% of GDP and bank borrowing was 10% of GDP.5

The Government presented an ambitious budget to the People's

Assembly for 1985/86. The budget was based on measures to reduce

the deficit to 14% of GDP and bank borrowing to only 3% of GDP.

The revenue measures were designed to raise an additional LE 1.5

billion, of which LE 600 million from raising energy prices. The

goal for expenditure measures was to decrease the nominal cost of

Government by 5% by restraining the growth of the wage bill and

reducing subsidy expenditures. Only a small portion of these

measures were implemented. Only the electricity and gasoline prices

were raised as planned. There was some effort to reduce the access

to subsidised goods, particularly maize, and the supply of some

other consumption goods were diverted to the private sector.

In March 1986, the Government introduced a package of measures

to the People's Assembly that included some of the ones originally

5 World Bank (1986).
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planned and some new ones.6 Expenditures were to be reduced by 5%

for public investment and current expe:riditures, except wages,

pensions and debt service. The fiscal measures were designed to

avoid affecting lower income groups. In 1985, the price charged to

mills by GASC, the government agency handling wheat, substantially

increased to 97.20 LE (compared to 37.60 LE in 1984). However, the

impact of the measures actually implemented in 1985/86 was small.

Some of the March 1986 measures, such as the custom duty reforms,

were not implemented until early in 1986/87. The budget deficit

ended up close to 22% of GDP and bank borrowing over 9% of GDP. The

1986/87 deficits could reach the same levels as in 1985/86 without

additional measures, due to the impact of the fall in the price of

oil on the budget, the inelastic nature of the revenues and the

growth of expenditures not constrained by these measures. The World

Bank and the International Monetary Fund considered that the nature

of the measures taken would not bring about major improvements in

efficiency.

In the agricultural sector, progress was achieved in reducing

sector-specific distortions. This was a reflection of the change

6 Most of the revenue increase was to come from a variety of
taxes and elimination of custom duties exemptions, from raising
tariffs on luxury goods and from using a higher exchange rate (LE
0.83/$ rather than LE 0.70/$) for valuing imports for custom
cluties. In addition to these, the Goverrnment introduced a series
of measures to ease the balance of payments deficit. The Government
issued dollar bonds with an attractive interest rate. Non-Egyptians
were allowed to buy residences in )Egypt. Foreign exchange
expenditures were to be cut by reducing the foreign exchange
component of public investment by 10%. The balance of payments
measures were meant to yield US $1.3 billion.
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in the philosophy of the government concerning the role that prices

should have in agriculture. The Minister of Agriculture under

President Mubarak, Youssef Wally, made the following statement in

February 1982. "The agricultural pricing policy resulted in

distributing the income in a way which was against the interest of

the agricultural sector. Preferential pricing policies resulted in

low prices for the farmers, and reduced their real incomes in favor

of other sectors as well as the urban population. The next phase

will witness a change in the way the State regards agriculture,

designing pricing policies that aim at redressing the distribution

of income in the rural sector in order to narrow the internal gap

between the rural and urban communities." (Wally, 1982).

By 1986/87, these policies were being slowly implemented. With

the important exception of cotton, rice and sugarcane, most price-

related controls have been dismantled. Procurement quotas and price

controls for wheat and for the five other affected crops (beans,

lentils, sesame, onions and peanuts) have been eliminated. A

gradual removal of the PBDAC subsidy on imported maize was

completed in mid-1988. Jointly with a removal of price controls

over privately imported maize in 1986, this has led to a surge in

private imports of maize in 1987 and in 1988. The abolition in 1986

of the interministerial Import Rationalization Committee removed

the major constraint to imports of feed and meat. But the change

in the foreign exchange system that took place in 1987 limited the

availability of letters of credit for private importers of those

products.
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In the markets for the three major industrial crops, however,

there has been no progress. Prices paid for rice and for cotton

are still controlled and below their borcler price equivalent. The

government is clearly reluctant to introcluce price policy reforms

for cotton, rice and sugar because they would have severe

implications for the public sector enterprises that process these

crops and for employment in the regions were they are grown and

processed. At the end of 1988, the Ministry of Supply was still

controlling private milling of over-quota rice (which is prohibited

for five months per year), stocks held by private farmers and

transportation of rice. An overhaul of the price policy for these

three major agricultural tradables, in orcder to be effective, would

have to take place jointly with reforms Ln public enterprise wage

and employment policies and with legislative changes allowing for

Et greater participation of the private sector.



- 266 -

REFERENCES

Abdel-Fadil, Mahmoud. 1983. Informal Sector Employment in Egypt.
Employment Opportunities and Equity in Egypt Technical Paper no.
1. Geneva: International Labour Organization.

- -. 1980. The Political Economy of Nasserism: A Study in
Employment and Income Distribution Policies in Urban Egypt, 1952-
1972. Cambridge University, Department of Applied Economics,
Occasional Paper 52. Cambridge Univ. Press.

-------. 1975. Development, Income Distribution and Social Change
in Rural Egypt. Cambridge University, Department of Applied
Economics, Occasional Paper 45. Cambridge Univ. Press.

Abdel-Khalek, Gouda. 1982. "Foreign Economic Aid and Income
Distribution in Egypt, 1952-1977." In The Political Economy of
Income Distribution in Egypt, ed. G. Abdel-Khalek and R. Tignor.
New York: Holmes and Meier.

Abdel-Malek, Anwar. 1968. Egypt. Military Society. New York: Random
House.

Abdel-Youseff. 1981, June. "The Role of Government in Setting the
Prices of Agricultural Crops" (in Arabic). El Ard El Tayebba
(publication of the Arab Union of Agricultural Workers).

Abdou, D., B. D. Gardner, and R. Green. 1986. "To Violate or not
Violate the Law: An Example from Egyptian Agriculture." American
Journal of Agricultural Economics 68 (February): 120-26.

Adams, Richard H. 1986. Development and Social Change in Rural
Egypt. New York: Syracuse University Press.

Ahmed, Sadiq. 1984. Public Finance in Egypt. World Bank Staff
Working Paper no. 639. Washington, D.C.

Ajami, Fouad. 1982. "The Open-Door Economy: Its Roots and Welfare
Consequences." In The Political Economy of Income Distribution in
EcvPt, ed. G. Abdel-Khalek and R. Tignor. New York: Holmes and
Meier.

Alderman, Harold. 1987. "Allocation of Goods Through Non-price
Mechanisms: Evidence on Distribution by Willingness to Wait."
Journal of Development Economics 25 (February): 105-124.

-------. "Food Subsidies and State Policies in Egypt." In Food,
States, and Peasants. Analyses of the Agrarian ouestion in the
Middle East, ed. Alan Richards. Boulder: Westview Press, 1986.



- 267 -

Alderman, Harold, and Joachim von Braun. 1986. "Egypt's Food
Subsidy Policy: Lessons and Options." Food Policy 11 (August):
223-237.

------. 1985, April. Egypt's Food Subsidly Policy: Evaluation of
Effects and Policy Options for the 1980s. Report submitted to
USAID.

------. 1984, July. The Effects of the Egvptian Food Rationing
and Subsidy System on Income Distribution and Consumption.
International Food Policy Research Institute Report no. 45.
Trashington D.C.

------. 1983, November. The Effects of Food Price and Subsidy
Policies on Egyptian Agriculture. Int:ernational Food Policy
Research Institute Report no. 42. Washington D.C.

Alderman, Harold, Joachim von Braun, and Sakr Ahmed Sakr. 1982,
October. Egypt'I s Food Subsidy and Rationing System: A Description.
International Food Policy Research Institute Report no. 34.
Washington D.C.

Amin, Galal A. 1987. "Adjustment and Development: The Case of
Egypt." In Adjustment Policies and Development Strategies in the
Arab World, ed. Said El-Naggar. Washington, D.C.: International
MIonetary Fund.

linderson, Kim, and Yujiro Hayami. 1986. The Political Economy of
]gricultural Protection. Sydney: Allen & Unwin.

Ansari, Hamied. 1986. Egypt: The Stalled Ssocietv. Albany: SUNY
Press.

Baker, R.W. 1978. Egypt's Uncertain Revolution Under Nasser and
Sadat. Cambridge: Harvard Univ. Press.

B3ale, Malcolm, and Ernst Lutz. 1979. Price Distortions in
Agriculture and their Effects. World Bank Staff Working Paper no.
:359. Washington, D.C.

]3aumgarten, Klaus. 1979. "Zuckerwirtschaift in Aegypten." Zucker-
industrie 104(9): 854-859.

]3inder, Leonard. 1978. In a Moment of Enthusiasm: Political Power
and the Second Stratum in Egvpt. Chicago: Univ. of Chicago Press.

Boutros-Ghali, Youssef. 1980, January. "Foreign Exchange, Black
Markets and Currency Substitution: The Case of Egypt."
Massachusetts Institute of Technology. Mimeo.

Bruton, Henry. 1983. "Egypt's Development in the Seventies."
Economic Development and Cultural Change 31 (July): 679-704.



- 268 -

Burns, William J. 1985. Economic Aid and American Foreign Policy
Toward Egypt. 1955-1981. Albany: SUNY Press.

Caselli, Clara. 1982. L'Internationalisation Bancaire en Egypte.
Milan: Giuffre Editore.

Choksi, Armeane M., Alexander Meeraus, and Ardy J. Stoutjesdijk.
1980. The Planning of Investment Programs in the Fertilizer
Industry. A World Bank Study. Baltimore: Johns Hopkins Univ. Press.

Chutikamoltham, Siriwan. 1985, October. "Cotton Pricing in Egypt."
World Bank, EMENA Region. Mimeo.

Clark, Paul. 1984. "Step-by-step Liberalization of a Controlled
Economy: Experience of Egypt." In Economic Structure and
Performance, ed. M. Syrquin et al. New York: Academic Press.

Commander, Simon. 1987. The State and Agricultural Development in
Egypt since 1973. London: Overseas Development Institute/Ithaca
Press.

Cooper, Mark. 1982. The Transformation of Egypt. Baltimore: Johns
Hopkins University Press.

Crouch, Luis, Gamal Siam, and Osman Gad. 1982, December. "A
Descriptive Analysis of the Egyptian Agrarian Structure."
Agricultural Development Systems Project, USAID, Cairo. Mimeo.

Cuddihy, William. 1980. Agricultural Price Management in Egypt.
World Bank Staff Working Paper no. 388. Washington, D.C.

Diaz-Alejandro, Carlos. 1982. "Exchange Rates and Terms of Trade
in the Argentine Republic, 1913-1976." In Trade Stability,
Technology and Eguity in Latin America, ed. Moshe Syrquin. Orlando:
Academic Press.

Dervis, K., J. de Melo, and S. Robinson. 1982. General Equilibrium
Models for Development Policy. A World Bank Study. New York:
Cambridge Univ. Press.

Dethier, Jean-Jacques. 1985. "The Political Economy of Food Prices
in Egypt." Ph.D. dissertation, Department of Agricultural and
Resource Economics, University of California, Berkeley.

Dethier, Jean-Jacques, and Kathy Funk. 1987. "The Language of Food:
P.L. 480 in Egypt." MERIP Middle East Report, no. 145
(March/April): 22-27.

Dornbusch, R. 1986. "Multiple Exchange Rates for Commercial
Transactions." In Economic Adiustment and Exchange Rates in
Developing Countries, ed. S. Edwards and L. Ahamed. Chicago:



- 269 -

NBER/Univ. of Chicago Press.

1978. "The Theory of Flexible Exchiange Rates, Regimes and
Macroeconomic Policy." In The Economics of Exchange Rates, ed.
Frenkel and Johnson. Reading, Mass.: Addison-Wesley.

DRTPC (Development Research and Technology Planning Center), Cairo
University. 1982, January. "Economy-wide 1M'odeling Project, Working
Paper No. 3." Cairo.

Egypt, Ministry of Agriculture. Various years. Unpublished data.

Egypt, Ministry of Agriculture/USAID/USDA. 1982, May. "Strategy
for Accelerated Agricultural Development in Egypt." Report of a
Presidential Mission. Cairo.

Egypt, Central Agency for Public Mobilization and Statistics. 1979.
Statistical Yearbook. Cairo.

Egypt, Central Bank of Egypt. 1976. Annual Report. Cairo.

Esfahani, Hadi. 1987. "Technical Chanqe, Employment, and the
Supply Response of Agriculture in the Nile Delta: a System-wide
Approach." Journal of Development Economics 25 (February): 167-96.

---.- 1984. "A System-wide Analysis of the Impact of Policy on
Agricultural Performance in Egypt." Ph.D. dissertation, Department
of Economics, University of California, Eerkeley.

Fitch, James, and Nabil T. Habashy. 198L. Egypt's Agricultural
Cropping Pattern. Micro-Economic Study of the Egyptian Farm System
Project Research Paper no. 4. Cairo: Ford Foundation.

Gardner, George, and John B. Parker. 1935, August. Agricultural
Statistics of Egypt. 1970-84. USDA Economic Research Service,
Statistical Bulletin no. 732. Washington, D.C.

Gardner, George, and John B. Parker. 1985, September. Egypt: An
Export Market Profile. Washington, D.C.: USDA Economic Research
Service.

Ghatak, S., and K. Ingersent. 1984. Agriculture and Economic
Development, Baltimore: Johns Hopkins Univ. Press.

Goueli, Ahmed. 1981. "Food Security Program in Egypt." In Food
Security for Developing Countries, ed. A. Valdes. Boulder: Westview
Press.

Habashy, Nabil, and James Fitch. 1981. Egypt's Cropping Pattern:
A Review of the System by Which it is Managed and the Relationship
to Price Policy. Macroeconomic Study of the Egyptian Farm System
FProject, Research Paper no. 4. Cairo.



- 270 -

Habib, Nagy M. 1981. "Structural Changes in a Developing Economy
and Monetary Control: The Case of Egypt." Ph.D. dissertation,
Indiana University.

Hansen, Bent. 1968. "Planning and Economic Growth in the UAR
(Egypt), 1960-65." In Egypt Since the Revolution, ed. Vatikiotis.
London: Allen & Unwin.

-------. 1969. "Employment and Wages in Rural Egypt." American
Economic Review 59 (June).

-------. 1987. The Political Economy of Poverty. Equity and Growth.
Egypt. Unpublished Draft. October.

Hansen, Bent, and Girgis A. Marzouk. 1965. Development and Economic
Policy in the UAR (Egypt). Amsterdam: North-Holland.

Hansen, Bent, and Karim Nashashibi. 1975. Foreign Trade Regime and
Economic Development: Eaypt. New York: National Bureau of Economic
Research.

Hansen, Bent, and Samir Radwan. 1982. Employment Opportunities and
Equity in Egypt. Geneva: International Labour Organization.

Hindy, Mohamed K. 1975, May. "A Short Note on the Agricultural
Prices and Subsidies in the Arab Republic of Egypt." Ministry of
Agriculture, Agricultural Research Center, Cairo. Mimeo.

Hinnebusch, Raymond A., Jr. 1985. Egyptian Politics Under Sadat.
Cambridge: Cambridge Univ. Press.

Hopkins, Raymond F., and Donald J. Puchala. 1980. Global Food
Interdependence. New York: Columbia Univ. Press.

Huddleston, Barbara. 1984, January. Closing the Cereals Gap with
Trade and Food Aid. International Food Policy Research Institute
Report no. 43. Washington, D.C.

Hufbauer, G.C., and J.J. Schott. 1985. Economic Sanctions
Reconsidered. Washington, D.C.: Institute for International
Economics.

Ikram, Khalid. 1980. Egypt: Economic Management in a Period of
Transition. World Bank Country Economic Report. Baltimore: Johns
Hopkins Univ. Press.

International Fund for Agricultural Development. 1986, December.
Egypt, Minya Agricultural Development Prolect: Mid-Term Evaluation
Report. Report no. 0036-EG. Rome: United Nations.

International Monetary Fund. Various years. International Financial
Statistics.



- 271 -

1987, 1985. Exchange Arrangements and Exchanae
Restrictions. Annual Reports.

Ismail, S., B.D. Gardner, and D. Abdou. n.d. "The Distribution of
Consumption of Biasic Food Commodities in the Urban and Rural Areas
of Egypt." Department of Agricultural Economics, University of
California, Davis. Mimeo.

Issawi, Charles. 1963. Egypt in Revolution: An Economic Analysis.
London.

el-Issawy, Ibrahtim H. 1983. Employment Inadequacy in Egypt.
Employment Opportunities and Equity in Egypt Technical Paper no.
3. Geneva: International Labour Organization.

1983. Labour Force, Employment and Unemployment. Employ-
ment Opportunit:Les and Equity in Egypt Technical Paper no. 4.
Geneva: International Labour Organization.

-------- 1982. "Interconnections Between Income Distribution and
Economic Growth in the Context of Egypt's Economic Development."
In The Political. Economy of Income Distribution in Egypt, ed. G.
Abdel-Khalek and. R. Tignor. New York: Holmes and Meier.

de Janvry, Alairi, Gamal Siam, and Osman Gad. 1983. "The Impact of
Forced Deliveries on Egyptian Agriculture," American Journal of
Agricultural Economics 65 (August): 493-501.

Kalecki, Michal. 1976. "Observations on Social and Economic Aspects
of Intermediate Regimes." In Essays on Developing Economics.
(Place?): Harvester Press.

Kaufman, Burton. 1982. Trade and Aid: Eisenhower's Foreign Economic
Policy 1953-196:.. Baltimore: Johns Hopkinis Univ. Press.

Khaldi, Nabil. 1984, December. Evolving Food Gaps in the Middle
East and North Africa: Prospects and Policy Implications. IFPRI
Research Report no. 47. Washington, D.C.

laedr, Hassan. 1981, December. Choice of Technicrue Under Price
Distortions: Case Example of a Jeopardized Aqricultural Sector.
ADS Working Papoer, Cairo.

ihedr, Hassan, and Paul Clark. 1979. "Po:Licy Study of Pricing and
T'axation of Major Alternative Agricultural Crops." Ministry of
Economy, Economic Studies Unit. Cairo. Mimeo.

Khedr, Hassan, and Hanna Kheir-el-Din. 1982, December. Economic
Efficiency of Cotton Production and Ginning in Egypt. ADS Working
Paper no. 105. Cairo.



- 272 -

Kheir-el-Din, Hanna A. 1982, January. A Model of the Egyptian
Labour Market. Population and Family Planning Board Project EDCAS
2000 Working Paper no. 17. Cairo.

Kleeman, Robert. 1982. "Suspension of P.L. 480 Aid to the United
Arab Republic in 1965." In Economic Coercion and U.S. Foreign
Policy: Implication of Case Studies from the Johnson
Administration, ed. Sidney Weintraub. Boulder: Westview Press.

Krueger, Anne 0. 1983. Exchange Rate-Determination. Cambridge:
Cambridge Univ. Press.

Krueger, Anne O., Maurice Schiff, and Alberto Valdes. 1988.
"Agricultural Incentives in Developing Countries: Measuring the
Effects of Sectoral and Economywide Policies." The World Bank
Economic Review. vol.2, Nr.3 (September).

Lenczowski, George. 1980. The Middle East in World Affairs. 4th
ed. Ithaca: Cornell Univ. Press.

Levy, Victor. 1983. "The Welfare and Transfer Effects of Cotton
Price Policies in Egypt, 1965-78." American Journal of Agricultural
Economics XX (August): 576-580.

Lewis, W. Arthur. 1954. "Economic Development with Unlimited Supply
of Labour." Manchester School Journal of Economic and social
Studies 22 (May): xxx-xxx.

Mabro, Robert. 1974. The Egyptian Economy. 1952-1972. Oxford:
Clarendon Press.

-------. 1967. "Industrial Growth, Agricultural Underdevelopment
and the Lewis Model: The Egyptian Case, 1937-1965." Journal of
Development Studies XX (July): 322-351.

Mabro, Robert, and Samir Radwan. 1976. The Industrialization of
Egypt. Oxford: Clarendon Press.

de Macedo, J. Braga. 1982. "Currency Diversification and Export
Competitiveness: A Model of the Dutch Disease for Egypt." Journal
of Development Economics 11 (December): 287-306.

Maciejewski, Edouard B. 1983, September. Real Effective Exchange
Rate Indices: A Re-examination of the Major Conceptual and
Methodological Issues. IMF Staff Papers, vol. 30, no. 3.

Middle East Economic Digest, London. Various issues.

el-Miniawy, Ahmed Mahmoud. 1988, November. The Egyptian Rice
Market: A Model Analysis of the Effects of Government Interventions
and Subsidies. International Food Policy Research Institute. Draft.
Washington D.C.



- 273 -

Mitra, Ashok. 1977. Terms of Trade and Class Relations. Frank Cass.
London.

Monke, Eric, ancL Lester Taylor. 1982, December. Government Policy
and International Trade in Cotton. ADS Working Paper no. 113.
Cairo.

Moursi, Tarek. 1986. "Government Intervention and the Impact on
Agriculture: The Case of Egypt." Ph.D. dissertation, Department
of Agricultural and Resource Economics, University of California,
Berkeley.

Mundlak, Yair. 1985, September. The Agaregate Agricultural Supply.
Center for Agricultural Economic Researcht Working Paper no. 8511.
Rehovot, Israel.

------- 1979, February. Intersectorcal Factor Mobility and
Agricultural Growth. International Food Policy Research Institute
Report no. 6. WaLshington, D.C.

Nassar, Saad, et al. 1981. Determinants of Agricultural Price
Policy in Egvpt. ADS Working Paper, Cairo.

Nassef, Abdel-Fattah. 1983. Demographic Developments in Egypt,
1960-1976. Employment Opportunities and Equity in Egypt Technical
Paper no. 2. Geneva: International Labour Organization.

Nelson, Joan M. 1984. "The Political Economy of Stabilization:
commitment, Capacity, and Public Response." World Development, vol.
12, no. 10.

Nerlove, Marc. 1958. The Dynamics of Supply Estimation of Farmers'
Response to Price. Baltimore: Johns Hopki.ns Univ. Press.

New York Times. 1985. "Egypt Faces Crisis as Currency Falls."
September 24.

O'Brien, P. 1965. Revolution in Egypt's Economic System. Oxford:
Oxford Univ. Press.

Paarlberg, Robe:rt L. 1985. Food Trade and Foreian Policy: India,
the Soviet Unicn, and the United States. Ithaca: Cornell Univ.
Press.

-------. 1984. "U.S. Agriculture and Th:Lrd World Development:
HBarmonies or Disharmonies of Interest?" In Agriculture. Stability.
and Growth, ed. C. Curry and W.P. Nichols. San Francisco: Curry
Foundation/Associated Faculty Press.

-.- . 1984, January. "U.S. International Agricultural Policy."
Options." Paper' prepared for the Center for National Policy,



- 274 -

Harvard University Center for International Affairs.

Page, John M. 1982. Shadow Prices for Trade Strategy and Investment
Planning in Egypt. World Bank Staff Working Paper no. 521.
Washington, D.C.

Pick's Currency Yearbooks. Various years. New York: Pick
Publishing Co.

Radwan, Samir. 1977. Aqrarian Reform and Rural Poverty: Egypt.
1952-1975. Geneva: International Labour Organization.

- -. 1974. Capital Formation in Egyptian Industry and
Agriculture, 1882-1967. London: Ithaca Press.

Radwan, Samir, and E. Lee. 1979. "The State and Agrarian Change:
A Case Study of Egypt, 1952-1977," In Agrarian Systems and Rural
Development, eds. D. Ghai, E. Lee, and S. Radwan, New York: Holmes
and Meier.

-------. 1986. Agrarian Change in Egypt: An Anatomy of Rural
Poverty. London: Croom Helm.

Riad, Hassan (Samir Amin). 1964. L'Egypte Nasserienne. Paris:
Editions de Minuit.

Richards, Alan. 1982. Egypt's Agricultural Development 1800-1980.
Boulder: Westview Press.

Richards, Alan, and P. Martin, eds. 1983. Migration.
Mechanization, and Agricultural Labor Markets in Egypt. Boulder:
Westview Press.

Rivlin, Paul. 1985. The Dynamics of Economic Policy Making in
Egypt. New York: Praeger.

Sadowsky, Yahya. 1987, March. "In the Wake of the Achille Lauro:
Deterioration of the Egyptian-American Axis." Washington, D.C.:
Carnegie Endowment for International Peace. Mimeo.

------. 1987. "Egypt's Islamist Movement. A New Political and
Economic Force." Middle East Insight 5 (November-December):
37-45.

------. 1987, August. The Politics of Egyptian Agriculture:
Bibliography Updated to 10 August 1987. Washington, D.C.: Brookings
Institution. Mimeo.

------. 1987. "The Sphinx's New Riddle: Why Does Egypt Delay
Economic Reform?" Washington, D.C. The Brookings Institution.
Mimeo. (Forthcoming in Arab American Affairs.)



- 275 -

Sah, R.K., and J. Stiglitz. 1984. 'The Economics of Price
Scissors." American Economic Review 74 (March).

Sarris, Alexander, Hadi Esfahani, Mahmoud Mansour, and Fathia
Moustafa. 1982, August. "Evolution of Crop Pattern, Yields, and
Profitability :Ln Egyptian Agriculture." Giannini Foundation of
Agricultural Economics, University of California, Berkeley.

El Salmi, Aly. 1983. Public Sector Management: An Analysis of
Decision-Making and Employment Policies and Practices in Egypt.
Employment Oppcrtunities and Equity in Egypt Technical Paper no.
15. Geneva: International Labour Organization.

Scobie, Grant M. 1985, November. Food Subsidies and the Government
Budget in Egypt. Working Paper on Food Subsidies no. 2. Washington,
D.C.: International Food Policy Research Institute.

------. 1983, August. Food Subsidies in Egypt: Their Impact on
'Foreign Exchanqle and Trade. International Food Policy Research
Institute Report no. 40. Washington, D.C.

------ 1981, December. Government Policy and Food Imports: The
Case of Wheat in Egypt. International Food Policy Research
Institute Report no. 29. Washington, D.C.

Springborg, Robert. 1982. Family, Power, and Politics in Egypt.
Saved Ben Mare:L - His Clan. Clients, anld Cohorts. Philadelphia:
lJniversity of Pennsylvania Press.

-------. 1987. "The President and the Field Marshall: Civil-
Military Relations in Egypt Today." ME3IP Middle East Report 17
(July-August): 4-11.

-------. 1988, The Political Economy of Mubarak's Egypt.
Mimeographed draft.

Starr, Gerald. 1983. Wages in the Egyptian Formal Sector.
Employment Opportunities and Equity in Egypt Technical Paper no.
5. Geneva: International Labor Organization.

Taylor, Lance. 1976, August. "Notes on the Egyptian Monetary
Situation." Massachusetts Institute of Ilechnology. Mimeo.

'Thomson, Anne M. 1983. "Egypt: Food Security and Food Aid." Food
Policy 18 (August).

el-Togby, H.A. L976. Contemporary Egyptian Agriculture. Cairo: Ford
Foundation.

Toma, Peter A. L967. The Politics of Food for Peace. Arizona: Univ.
of Arizona Press.



- 276 -

United Nations, Statistical Office. 1968. A System of National
Accounts. Reference ST/STAT/SER.F/2/REV.3. New York.

U.S. Agency for International Development, Cairo. 1986, March.
Economic Profile of Egypt.

-------. 1985, August. PL 480 Self-Help Report 1985.

------. 1982, February. Agricultural Prices and Policies in EgyPt.
1974-81: Country Development Strategy Statement.

U.S. Department of Agriculture, Foreign Agricultural Service.
Various years. Food for Peace. Annual Report on Public Law 480.

-------. 1986. World Production and Trade. Weekly Roundup. WR42-
86, October 22.

------. 1986, September. Foreign Agricultural Circular. Grains.
ExPort Markets for U.S. Grains and Products. EMG-9-86.

------ 1986, September. Foreian Agricultural Circular. Grains.
World Grain Situation and Outlook. FG-11-86.

U.S. Department of Agriculture, Economic Research Service. 1986,
September. Wheat Situation and Outlook Report. WS-276.

-------. 1986, April. Middle East and North Africa. Situation and
Outlook Report. RS-86-1.

------. 1986, April. Provisions of the Food Security Act of 1985,
by Lewrene K. Glaser. Agricultural Information Bulletin no. 498.

------. 1985, November. Food Needs and Availabilities: 1985
Update.

------. Various years. Annual Situation Report. Cairo, Egypt:
American Embassy.

-------. 1986, March. Annual Grain and Feed Report. Report no. EG-
6017. Cairo, Egypt: American Embassy.

U.S. Embassy, Cairo. Various years. U.S. Agricultural Attache
Report.

U.S. General Accounting Office. 1985. Transportation of Public
Law 480 Commodities: Efforts Needed to Eliminate Unnecessary Costs.
Report GAO/NSIAD-85-74, June 18.

------. 1985. The U.S. Economic Assistance Program for Egypt Poses
a Management Challenge for AID. Report GAO/NSIAD-85-109, July
31.



- 277 -

------. 1981. U.S. Assistance to Ecgyptian Agriculture: Slow
Progress after Five Years. Report ID-81-19, March 16.

------. 1979. Meeting U.S. Political Obyjectives Through Economic
Aid in the Middle East and Southern Africa. Report ID-79-23,
May 31.

Valdes, Alberto. 1986. "Impact of Trade and Macroeconomic Policies
on AgriculturaL Growth: The South Americ-an Experience." In Inter-
American DevelDpment Bank, Economic and. Social Progress in Latin
America. 1986 Report. Washington, D.C.

------. 1973 "Trade Policy and its Effect on the External
Agricultural 'Prade of Chile, 1945-1965." American Journal of
Agricultural Economics 55 (May).

von Braun, Joachim. 1987. "The Impact of Dairy Surplus Countries
Trade and Aid Policies on Dairy Production and Consumption in a
Developing Country: Egypt." Paper presernted at IFPRI workshop, The
Economics of Dairy Development, Copenhagen, January 6-8.

von Braun, Joachim. 1984. Ernaehrungssicherungspolitik in
Entwicklungslaendern: Oekonomische Analvse am Beispiels Aegyptens.
Kiel: Wissenschiaftsverlag Vauk.

von Braun, Joachim, and Hartwig de Haen. 1983, November. The
Effects of Food Price and Subsidy Policies on Egyptian Agriculture.
International Food Policy Research Institute Report no. 42.
Washington D.C.

Wall Street Journal. 1983. "US Will Subsidize Wheat Sales to Egypt
to Protest European Farm-Export Policy." January 19.

Wally, YousseE. 1982, February. "Strategy of Agricultural
Development in the Eighties." Paper submitted to the Conference on
the State of thne Economy, Cairo.

Waterbury, John. 1983. The Egypt of Nasser and Sadat: The
Political Economy of Two Regimes. Princeton: Princeton Univ. Press.

Weibaum, Marvin G. 1986. Egypt and the Politics of U.S. Economic
Aid. Boulder: Westview Press.

World Bank. 1986a. Arab Republic of Egypt: Current Economic
Situation and Economic Reform Program. Report no. 6195-EGT, October
22.

------. 1986b. Commodity Trade and Pri-e Trends.

------. 1986c. World Development Report.



- 278 -

- -. 1984. Arab Republic of Egypt. Agricultural Data Base,
compiled by S. Sriram. EMENA Region, October 15.

------. 1983a. Arab Republic of Egypt: Current Economic Situation
and Growth Prospects. Report no. 4498-EGT, October 5.

------. 1983b. Arab Republic of Egypt: Issues of Trade Strategy
and Investment Planning. Report no. 4136-EGT, January 14.

------. 1983c. World Tables.

-------. 1980. Arab Republic of Egypt: Domestic Resource
Mobilization and Growth Prospects for the 1980's. Report no. 3123-
EGT, December 10.

------. 1979. Arab Republic of Egypt: Recent Economic Developments
and Capital Requirements. Report no. 2738-EGT, November 12.



Distributors of World Bank iPublications
A RGENTNA FINLAID MALAYSIA SRt LANKA AND TtHE MALDIVES

Calkcsllfcid, SEL Akateinetijakaupp ULniveryityfaM. ly. Cooperative Lakel-fouseiokahop

Grlt. Gurr P.O. RBx 128 BSkhpt Lmited P.O. Bx 244

l'IrLa 165,4th Roor-DOf. 453/465 SF40101 P.O. Box 1127, Is man PntisiSaro , Sir ttaclttpm A. Gardiner

1333 Ruo Air Helatoid 10 Rals, tamp' Mawatnlv
Cotombo 2

AuUSTRALIA, FAPUA NEW GUINEA, FRANCE MmEICO
P131L SOLOMON ISLANDS, Wrld Sank icaliea INPOTEC Et

'lANUATU, AND WESTERN SAMOA 66,oedIra - d&AaUdo P- Fa2t2l

DA. So. joifla- a 75116 Pariso 14060TImI,phtoDD. Prt -F 12x Sfor 16356

11-13 SteeIst SotretI c 65

lictamans 3132 GERMANSY, FEDERlAL REPUBUC OF MOROCCO Sleo103 totit 5

VIdtdA UNO-Velag Sote dEtod Maketg Marocafne

PFppodod.r All_ SS 12 mue Mt. B ed. d'Afa For a" 1 soem

AUSrRiA D-ESX0E on I Caablancc WemnergruWilltanitA3

GeoldadCo. Rba 3t4

Gaben 31 GREECE NETEURLANE S S-104 2 Stiodhim

A-1011 Wies KEME nOr-Pbktka bv.
24, Ippdmou Street Plat PIstia P.O. Eb- 14 SWITPZERAND

'AERAIN A 1hens,1l635 7242 3 BA tI Forste i

'Wahrdl Rerch ad Coo.ltancy Ultadrie Paq

,as-odiLd HONG KONG, MACAO N3WZEALAND 6nrCreGs,

P.O. Bo 22103 Akea 2it lid. EDIf bLDry t Iiforaton Service C,epia 381

W-anaaTown 317 6 F, 146 Prince Edward Rood, W. Prvate ,s CH 1211 Geneva 11

Kowtron New Mat

BANGLADESH Hong rKeg Auenid Faesc,*Loarts

Sidr. tndartriee Oevdelopnsrt Laiwrte PFart

bance Sid-ty I'j1AS) HUNGARY NIGERIA Servicde dAbonmenatts

Ho.e 56, Road7A KZAt- University p nmI ted C pc 3312

nha,ondi R/Area PfO BoD 139 TimtipPro. leudinm]ecidC Ca Dstl2tne

ihaa 1209 1389 Budapot 62 Private Mail Ba; Sl9S

Ibadan TANZANIA

BEL_jiUM INDIA OardUstUvrsityPresa

Publicationa des Nation Unies Allied Publihe Pri-vte Lid. NORWAY PD. Box5399

Avd. Ruai 202 751 Mont Rod Norve en.iths on Cater DreSds

1060 Br,-rdi Madra - 60002 Barand Narve est ved 2
P.O. Bx 6125 Etertad THAILAND

BRAZrL N-602 Oslo 6 Centeal Dqetmlt Stoe

PublicacoesTecnica Intenacinaa 15JN. HerediaMag 3D6 511c, Road

Id.. Bilard atete OMAN Bangkok

Ra Pehotoomnidc 209 S-by -40 053B MEMRB b ntu anon Sevices

1409 Sao Paulo, SP P.O Box 1613,1 teebAtport TRINIDAD &TOBAGO, ANTIGUA

13/14Af AluiAtR.d Must SAItIUDA,E ARBADOS.

CANADA New Ddht - 110 022 DOMiNICA, GRENADA, GUYANA,

i Liffur FAKISTAN JAMAICA, MONTSERRAT, Sr.

CP. 85,1501B rueAnp2re 17 Chitartnjm Avenue AirzauB.&Agmy rrIITTS & NElS, ST. WCLC4

Bc-i-vllr, Qeb Caloutta -700072 65, SF h rah.Cuaid-eAza ST. VINCENT & GRENADINES

4411SE6 PDO Box Nc n72s St uliessUnit

J]yadrva1etd Bilding Lshoe3 SSEa_snMr nRosd

CHINA Sih Main Road Gadidhngar Curepe

Chi,a Finandal & Econoik Publhing angare -56009 PERW Trnidad, Wet Indis

House Editorial Dessn .o,SA

8,DF PSiDongJie 3-5-119 Kadiguda Crss Road Apradn 324 TURKEY

Beotng Hydratad -S50027 Litm Haae Kitpert AS.
=tCsddedNo t469

COLOMBIA Prha a, 2nd Flocr PHItLINES Byqo,u

Eniace td. NearThkoreBug Navrsgpura Npt-al BorAt Ite Itt

Apariado Aeo 34270 Ah.nedabd --38009 701 tRa Averse

SqgriD.E. PO. Box 1934 UGANDA

Fl tala House MetroMsrdb Uganda Bo .p

COSiTARICA 16-AAalmokMarg PQ Box 7145

Ut,eeiaTrrjo Lcknow -2260t1 pOLAND Kapala

Ca11e11-13 ORPAN

Av Fernandez C-ue1 iNDONESIA Pt Krdtury Nxukl UNI) ARAB EMILATES

San_ los Indira LUnied (0 t Ww.smta MEMRSGulfCo.

Jl. Sa Ratdlagi 37 P.O. BY 6097

CONE DYtVOIRE Jakusai PORTUGAL Sharjoh

C-Lr,ed'Editi etrde Diffuion P.O Boo 1Bl Lva Prxtugi

Aticaines (CEDA) Rs Do Carno 70-74 UNIrTD KINGDOM

04 S.P. 541 IEELAND 1200 Ustob MitcInoo LAd.

Abir 1jn04 PIato TDC Publih P.O. Bo 3

12 North Predick Streee SAUDI ARAB: A, QATAR Alt, HampdreGU34 2PG

CY1RUS Duldin I JoirB-kSt Erglasd

MEERB InforationhS..vn P.O. Bo 3196

PDO Bo20M9 ISRAEL Riydh 11471 URUGUAY

Nic- TheJerustmaln Poe htsdoft NacaN dde 1bro

TheJauraltanPost Building SiNGAPORE, rAIWAN, BURMA, Sas Jo 1116

DENMARK PO. nb SI BRUNEI Mambevide,

S-rhrds.Utier.a R-o.er ,Jerunale 9100D ioenntion Pu ficadena

R-KnnernsaA111l Paivat lit VENEZUlELA

DK-1970 Fsederikbeeg C tTALY 02-061st Fl. P-e P hidustr tbrerl del EBte

Uiosa C.....a...o S... SPA 014 Apido. 60337

DOMINICAN REPUBLUC Via B-edetto Fotint 120/10 24New htdu 1.dtRoad Ccas1060A

Edior Taer, C. p A. Cala Poaleb 552 S 1963

Resurdon e Isabd I Catocha 309 31125Ficv-m YUGOSFAVIA

Apttado,Portal2190 SOUTH AFRICA Jualo t Keiga

S-,. ngoD.ng. JAPAN For.gftkiaks YU-lltitbdgradeTrg Republike
Eatem Ebok S-rioe Oxf-d Urdvem ity Preee Scuffiern,

EL lALVADOR 37, Hogo 3ChOne, Bekyokul 113 A ZIMBABWE

F-sde Tokyo P.O. Box 1141 Lagr snZimbabwe

Avenida Manusd EnriqueAra4jr 03530 CmpeTon0 P.O. Box ST12 i Sndherton

Edtido SISA, In. P5 KENYA Havnre

San Salvado Afrtica Book ServiceEA.)Li FLrtdti rei

P.O. Box 45245 Internatioal Stiptivn Savior

EGtPT, ARAB REiUBLIC OF Nair P.O. Box 41095

AlAhibrn Cgthal
Al (Gaa Stret KOREA REPUNUCOF JotabMmS t024

Caihn PFm Komn Book C-poraiba
P.O. Boo 101, Kwangwhamun SPAIN

The Middle East esver Set Madi-PreFs.a LUhr SAI

8 Ciwarhi Street Caetel 3O7

Cato KUWAIT 7MI Madrid
MFMRB
P.O. Box 5465



I I I



-~~~~~~~~~~~~~~~~~~~~~~ I



The World Bank

Headquarters European Office Tokyo Office U
1818 H Street, N.W. 66, avenue d'lena Kokusai Building
Washington, D.C. 20433, U.S.A. 75116 Paris, France 1-1 Marunouchi 3-chome

Telephone: (202) 477-1234 Telephone: (1) 40.69.30.00 Chiyoda-ku, Tokyo 100, Japan
Facsimile: (202) 477-6391 Facsimile: (1) 47.20.19.66 Telephone: (3) 214-5001
Telex: WUl 64145 WORLDBANK Telex: 842-620628 Facsimile: (3) 214-3657

RCA 248423 WORLDBK Telex: 781-26838
Cable Address: INTBAFRAD

WASHINGTONDC

ISBN 0-8213-1222-7


