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Affordable wheat products are critical for Sudan to achieve political and
economic stability

Wheat and bread have played a central role in Sudan throughout the country’s post-independence
history. Wheat and wheat bread are not only the major food staples of urban households in Sudan, but
they are also politically important as evidenced by large-scale protests following changes in the
subsidized price of flatbread in recent years. In the past, the causes of high wheat flour prices and bread
shortages have been multi-faceted, including foreign exchange shortages that limited wheat imports, low
productivity of domestic wheat production, and increases in bread production costs for bakeries.
Recognizing the important role that wheat plays, wheat policies in Sudan have tried to meet the multiple
objectives of stabilizing wheat prices, providing incentives for domestic production, securing imports, and
subsidizing poor consumers through interventions along the wheat value chain, including controls on
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imports and on prices of wheat grain, wheat flour, and flatbread (D’Silva and Elbadawi 1988; Shugeiry
1990; Faki and Taha 2009). These policy objectives continue to be high priorities, and addressing these
challenges is perhaps more crucial than ever for Sudan to achieve political and economic stability.

Stabilizing wheat prices and securing imports has become more
complicated by challenging macroeconomic conditions

Approximately 85 percent of Sudan’s wheat supply has come from imports over the last decade, costing
the country about half a billion US dollars a year (FEWS NET 2015; World Bank 2020a). The cost and
profitability of wheat imports have fluctuated enormously, however, due to high macro-economic inflation,
rapid depreciation of the Sudanese pound, and substantial instability in the real exchange rate. In
February 2021, Sudan abandoned its fixed exchange rate regime and unified the official rate with the
black market rate, which was 370 SDG to 1 USD at the time (Mohiedeen 2021). This represented a 580
percent devaluation of the currency, fueling concerns about further inflation, which at the time was already
more than 300 percent for all consumer goods (Baldo 2021). The full removal of fuel subsidies in June
2021, which preceded Sudan’s receipt that month of debt relief from the IMF under the Highly Indebted
Poor Country (HIPC) scheme (Radio Dabanga 2021a), further increased production costs for farmers
and bakeries for non-subsidized items such as water, yeast, cooking gas, labor, and oil. As a
consequence, farmers faced higher input costs, including gasoline for machinery. Many bakeries went
out of business as the production costs increased more than the official sales price of flat bread (Figure
1).

Figure 1: Flat bread costs and sales prices in Khartoum, 2018-2021

120 -

100

80

o
©
)
& 60
o
-
G
[a]
w
40 f 1 A1
20
0 T
o © o =1 (=] [=] - -
-— -— - - (\Il o~ (2] o
c = c = c =1 c =
5 3 5 3 5 3 g 3
==\f/heat Flour Private Cost —Sales Price: Flat Bread
Cost of Flat Bread inc. Subsidies Cost of Flat Bread w/o Subsidies

Source: Dorosh 2021 based on Khartoum Bakers Association data, various news articles and authors’ calculations.



Demand for wheat will continue to increase, but wheat growing potential
remains limited

Wheat is the second largest source of calories in Sudan (530 calories/person/day), accounting for 20.6
percent of the estimated 2,576 total calories consumed daily. Demand for wheat has grown rapidly in the
last 15-20 years, mainly driven by population growth, urbanization and changing consumer preferences
for bread and other wheat products. Khartoum is the largest center for wheat consumption, but even rural
farm households consume wheat-based food, often selling sorghum and millet to buy wheat.

Domestic wheat production accounts for only about 15 percent of wheat supply in most years. Almost all
of Sudan’s domestic wheat is irrigated and production is predominantly concentrated in El Gezira state
in the Gezira Scheme, the world’s largest irrigation scheme encompassing about one million hectares of
land (Goelnitz and Al-Saidi 2020). Over time, land intensification, silt accumulation, and increased water
use has caused the performance of the El Gezira Scheme to deteriorate. Wheat is cultivated in Sudan in
the cooler winter months (planted November-December and then harvested in March). The average
national yield is low, around two tons per hectare (MoAF, 2021), and can frequently be lower (ICARDA,
2015). Increasing area cultivated of wheat is possible but would have important trade-offs with other
higher-value agricultural goods.

Wheat markets are often not well integrated requiring improvements in
institutions and infrastructure

The functioning of markets plays a key role for affordable food prices and food security. However, in
Sudan, agricultural markets are often adversely impacted by fragile political and economic
circumstances, a weak business environment, and a lack of market infrastructure, institutions, and
information (FEWS NET, 2015; IFAD, 2017; Dorosh, 2021; Resnick, 2021).2 Port Sudan is the country’s
main entry point for imported wheat and most milling companies have storage facilities there. Imported
wheat is typically transported to Khartoum where 80 percent of it is used by large processing firms, while
the remaining 20 percent is transported to the other milling firms elsewhere in the country.

Unlike imported wheat, locally produced wheat typically is traded between adjacent markets. However,
markets are often not well integrated (prices in different markets do not closely follow one another) and
production potential varies significantly among states (Table 1). Improving the functioning and efficiency
of markets requires region-specific market interventions and investments. In states with limited spatial
market integration, interventions may focus on developing market infrastructure, including connecting
markets with major cereal trading centers. These types of investments can also benefit remoter markets
such as markets in the Darfur region. In high production potential states, investments to boost wheat
productivity can only benefit households residing outside these states if complemented by additional
investments to facilitate market sales by wheat producers.

There is scope, however, to increase investments in infrastructure and agriculture. The 2021 fiscal year
budget only allocated 10 percent of expenditures toward economic affairs, inclusive of agriculture,
industry, and mining (MoFEP 2020). Additional investments in the broader agricultural sector would also

2 Agricultural markets in Sudan are also characterized by limited marketing opportunities, high transaction costs, and inequities in profit mar-
gins across value chain actors, which collectively limit smallholders’ bargaining power (IFAD, 2017).



benefit wheat production and wheat markets. This includes irrigation investments as well as in fertilizers,
seeds, pesticides, and agricultural extension.

Table 1. Wheat Production Potential and Market Integration in Sudanese states

Market Integration Source: Abay et al. 2021
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aiming to improve the functioning and efficiency of wheat value chains in Sudan.
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Improving the administration and targeting of bread subsidies

Managing the current wheat bread subsidy system requires periodic adjustments in administrative prices
and quantities of wheat imports, domestic wheat grain, wheat flour, and flatbread. Moreover, in recent
years, substantial macro-inflation has made the task even more difficult, requiring more frequent
changes, not only to prices along the wheat value chain, but also to exchange rates. However, as long
as there is a fixed administrative price for flatbread, further regular adjustments in the prices along the
wheat value chain will be necessary. Greater transparency regarding open market and administratively
set prices along the value chain could improve the efficiency of wheat and wheat product markets. In this
regard, publishing administrative prices, along with quantities of grain and flour bought and sold would
be a major first step. Regulations on wheat flour extraction levels and granulation properties are also
important options, in addition to enforcement of consumer protection and competition laws against
monopolies. There may also be a need for a more institutionalized monitoring system of wheat flour
distribution to prevent smuggling and improve the quality of regulation. In addition, there is scope for
improving the targeting of the bread subsidy as over half of the value of wheat subsidies is estimated to
be captured by non-poor households (defined as the upper 60 percent of the per capita expenditure
distribution). Calculations based on 2009 national household survey data and current 2021 prices and
wheat supply show that urban poor households annually receive slightly less from this subsidy than urban



non-poor households (18,900 and 20,800 SDG/capita). Rural poor households receive only 2,700

Urban Poor,

Rural Nonpoor, 52.9, 13.9%

123.5, 32.5%

Rural Poor,

28.6, 7.5% Urban Nonpoor,

175.3, 46.1%

SDG/capita (Figure 1).

Figure 2: Distribution of flatbread subsidies by household group, 2021 baseline (model estimates)

Source: Dorosh, 2021

Note: The values in the labels are the value of subsidy in SDG billion and the percentage share of the total subsidy received by the household
group.

Supporting wheat imports and the food aid dilemma

Model simulations show that increased wheat imports, such as those financed by food aid, add to supplies
for processing into wheat flour, flatbread, and other wheat products, resulting in lower prices for
consumers and increased consumption, but also disincentives for production. A 300 thousand ton
increase in wheat imports, as occurred in early 2021, results in an estimated 8 percent increase in wheat
consumption and a 35 percent decline in the market price of non-flatbread wheat products. Hence,
production falls by 12 percent. Since flatbread prices are unchanged, wheat consumption of the urban
poor, for whom flatbread is the major wheat product consumed, increases by only 4 percent. The
arguments in favor of consumers in this classic tradeoff, known as the “food policy dilemma” (Timmer
2010), may be even stronger in the future, however, as water shortages and climate change make
cultivation of wheat less profitable than alternative higher-value crops, such as vegetables and fruits.

Gradual shift away from bread subsidies to broader food security and cash
transfers

A longer-term effort requires shifting the narrative about wheat and bread. Food security in Sudan long
has been equated with wheat sufficiency, discounting the important role of other cereal grains, particularly
sorghum, which can be more advantageously cultivated in Sudan’s drylands (World Bank 2015). Just as



changing consumer tastes drove greater demand for wheat bread, marketing and information campaigns
may encourage consumption of less-expensive, locally grown alternatives to wheat (Global Panel 2017).
In addition, replacing some of the flatbread subsidy with cash transfers® and better targeting of the
subsidy to needy households is likely to be more efficient in terms of costs and poverty reduction impact.*
The size of the cash transfer would need to be carefully calibrated and perhaps adjusted frequently, as
simulations show that raising flatbread prices by 30 percent without an offsetting cash transfer would
sharply reduce wheat consumption and real incomes of the urban poor. The urban poor would experience
the largest decline in total consumption of wheat (14 percent) and in total income (11 percent). Reducing
the flatbread subsidy without a compensating income transfer would significantly reduce the welfare of
the urban poor and likely threaten political stability. In addition, in the current high inflation environment
any effective cash transfer program would require regular increases in the size of the cash transfer to
offset the effects of inflation.

Addressing data gaps and need for capacity building

Accurate targeting of either cash or in-kind transfer programs would also require updated household
survey data — a high priority, not only for understanding wheat markets, but for better informed designs
of development and poverty reduction policies and programs. In addition, greater transparency, including
publication of quantities and prices of government purchases, sales of wheat and wheat flour, and
guantities and prices of subsidized flatbread across the country has the potential to significantly increase
the efficiency of the entire wheat sector.

A second major area of intervention involves public sector capacity building to increase the effectiveness
of standards agencies to enforce regulations for monitoring of wheat flour quality, ensuring competition
in wheat milling, and for the government to effectively manage a cash transfer program. Among other
innovations, public sector reform efforts in other African countries have included the creation of delivery
units that rely on a mandate from the chief executive to focus on a limited number of priority areas,
address obstacles that block progress, and build learning. Concretely, delivery units consisting of small
teams of experts located within the Office of the Chief Executive (e.g. president, prime minister, governor)
or the Ministry of Finance can help ensure access to high level decision makers, enable the unit to identify
bottlenecks and facilitate information flows and incentive structures (Barber, Kihn, and Moffit 2010;
Lindquist 2007). In the Sudanese context, creating such a unit that has the buy-in from all parts of the
government - and has goals for the agricultural sector that are mutually agreed upon and transparently
shared with the public - could create constituencies for reform among a broad swath of actors in the
political settlement.

3 As part of the IMF agreement in 2021, the government introduced the Sudan Family Support Program (Samarat), a cash transfer program
designed to serve as a safety net for poor households (FSTS 2021). The program provides transfers to selected families, including coverage
of service and banking fees associated with electronic and mobile money mechanisms (World Bank 2020b). The World Bank and the Sudan
Transition and Recovery Support Trust Fund (STARS), an umbrella of multiple bilateral donors, are the main funders of the initiative, which
has received about $820 million (Radio Dabanga 2021b). Samarat was on hold at the time of writing.

4 An example of the successful introduction of a cash transfer program is Egypt’s Takaful and Karama program (Breisinger et al. 2018) that
has shown that food subsidies and cash transfer programs can co-exist as a gradual shift towards cash-based transfers takes place
(Breisinger et al. 2021).
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