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How do we stimulate the domestic edible oil sector?

 Can tariffs be effective?

 Can taxes (or tax waivers) be effective?

Our Main Question



The Economic Question
 Price Sensitivity (Elasticity)
 Substitution (Cross-Price Elasticity)

Tanzania Demand
 Household survey data

Findings

Outline



Buyer's price-sensitivity dictate how price-based policies work

Own-price elasticity of demand
 If prices change, how much will demand change?

Cross-price elasticity of demand
 If prices for other items change, how will demand change?

Income elasticity of demand
 If income changes, how much will demand change?

The Economics of Policy Options



Demand is high and growing

Palm oil has the largest market share
>95% of palm oil used is imported

Sunflower oil is the leading domestic alternative

Tanzania Demand



Uses of Palm Oil



Detailed national survey at the household level

Daily records of spending in more than 200 narrowly defined 
product categories (coicop codes)

More than 80,000 edible oil purchase records.

8,900+ households with spending on edible oils.\newline

21 regions, 117 districts and 187 wards: rural and urban

Tanzania Demand: Household Level Data



Household Level Data: Coverage



We use the Quadratic Almost Ideal Demand-System 
(QUAIDS) approach to estimate:

 consumer's price-sensitivity for edible oils

 cross-price sensitivity between palm and sunflower oil

 income-sensitivity of edible oil demand

Analytical Approach



Edible Oil Buying Patterns



Urban vs. Rural By IncomeUrban vs. Rural By Income

Palm sold in 99.5% of clusters.
Sunflower in 62%
May have distribution challenges 



Main Findings



Simulation:18% VAT Waiver for Sunflower Oil



Simulation: 10% Price Increase for Palm Oil



Discussion and Conclusions
 Tariff/Rebate price changes unlikely to stimulate demand

 Urbanization and income play a large part in demand patterns

 Price patterns suggest consumer preferences for quality
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