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We start from demand and supply in proportional change. The demand equation is
Ay =1n Py

The supply equation is
dr =17¢-Pr

And market clearing condition requires that

A

Qu = dF
By substitution the market clearing condition will be:
NPy =N -Pe (i)

Using ad valorem tax assumption in the paper, the relationship between farm price, pr, and market
price, py, is:

Pe =S.Py
where s > 1 denotes the subsidy. Totally differentiate:
dp. =ds.p, +dp,.s

Divide both side by p., or S.p

pe _ds*p, _ dp,*s
Pe S.Py S.Py
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Pe S Py

Re-writing in proportional change:
pe =8+ By 0
Re-write (i) using (ii),

A

My Py :UF(§+ ﬁH) (i")
Re-arranging:

Mn-Pu =1eS+1e Py

1S =1 Py — 775 -Pu

_77F§:(77F /" )ﬁH

A

Py = (e =1 )1 (=5) (1)



