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Historical Overview

Egypt has ended a 35 year state monopoly by allowing private sector shareholder companies,
individuals and co-operatives to conduct fertilizer distribution and trade activities. Before 1961,
international and domestic trade in fertilizer was open — producers and traders were performing
according to market forces.

Key historical points can be summarised as follows:

+ Before 1961, the fertilizer market was run by the private sector, either agents or dealers. The
Agricultural and Co-operative Credit Bank, which in 1976 was named the PBDAC, also had
a share of the market, to provide fertilizer to farmers as credit-in-kind.

o Between 1961-1980, the market was totally controlled by the government. Fertilizer was
subsidized, as were other agricultural inputs such as seed and pesticide. All fertilizer production
companies were nationalized, and PBDAC, as a parastatal institution, was acting as their sole
agent.

e In 1990, at the urging of USAID and the World Bank, private firms were invited to participate
in domestic fertilizer marketing. Within two years, private sources provided over 90% of the
fertilizer bought by Egyptians farmers.
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e During 1994-95, an international shortage in nitrogen fertilizer led to dramatic price increases
and consequent increases in Egyptian fertilizer exports at the same time when technical
difficulties slowed Egyptian production. This situation led to a serious nitrogen fertilizer
shortage in Egypt, a sudden price rise, and a government decision to return all fertilizer
marketing to the PBDAC and to the agricultural reform co-operatives and co-operatives in the
land reclainted areas.

The decision to blame the private fertilizer distribution subsector for the fertilizer crisis was
unjustified but popular with the government and the press.

The Current Situation

As a result of the decision to return fertilizer distribution to the PBDAC and co-operatives,
farmers must travel to a few central locations to get their stock. They have no choice in fertilizer
purchasing because the PBDAC gives them an allocation based on their planned cropping area and
pattern. There is no competition in price, service or quality. The bureaucratic transaction costs in
obtaining fertilizer are high, and the quantities are limited. Most farmers would prefer to buy from
the private sector if prices were comparable.

Rapid reconnaissance research by the APRP in the 1996/97 cropping season showed that the
private sector was already distributing a large portion of the country’s supply of nitrogen fertilizer,
despite the PBDAC’s official monopoly. Many farmers who received their fertilizer from BDACs
resold their stocks to private dealers, who then resold to other farmers.

In addition, many public sector dealers who bought from and for the PBDAC had no retail outlets
to distribute their products. They resold their stock to the private sector at a small mark-up, took
their profits, and left the fertilizer. This pattern increased costs to farmers without any consequent
improvement in quality or service.

The government learned of this situation and issued new regulations to address these issues. The
PBDAC official share was reduced to 49%, and an obligation to further reduce this aliocation was
also undertaken.

Domestic products are sold to the PBDAC at fixed, government-controlled prices. Delivery and
unloading costs to the governorate-level warehouses, or district shonnas, are met by PBDAC.
Transportation within governorates are assumed by BDACs. Retail sales to farmers are made by

Village Banks at fixed prices according to rational crop quotas controlled by means of the “Heyaza
Cards.”

Due to the accumulated stocks of nitrogen fertilizer at PBDAC stores, farmers are allowed to get
as much as twice their needs. Farmers also are required to buy fertilizer amounting to 50% of the
credit they may obtain from the BDACs, and accept whatever quantities are available at the village
bank stores. The PBDAC encourages farmers to buy fertilizer by granting them a discount of LE 5
per ton to get rid of the high inventory at the village bank stores.



Beginning in 1998

As of January, the PBDAC share has been reduced to 25%; co-operatives and private sector
traders can now distribute 75% of the local production. The PBDAC has said informally, however,
that they will not take more than 10% from the producers because of their existing high inventory in
the PBDAC and the governorate BDAC stores throughout the country - which have accumulated
1,400,000 tons of various fertilizers over the last four years. This high inventory has impacted
negatively on the financial situation of the bank.

Fertilizer is well known as a fast moving commodity which should not be stored for a long time.
Fertilizer hardens after prolonged storage, a situation exacerbated in Egypt because the majority of
the stores are not following appropriate storage procedures. Exposure to sun and weather alone
destroys at least 10% of the fertilizer produced.

Economic Development — Now A Global Methodology

Economic development in general is now a global methodology. It is based on several factors:
policies — economic and monetary; technologies available in the country; privatization and
liberalization; and institutions. These general factors, of course, also apply to agriculturai
development.

The more specific factors affecting agricultural development include:

» technologies (up-to-date and appropriate);
¢ extension services;

o credit services; and

* institutions. '

Institutions are research institutions (resources for technology); extension institutions; credit
institutions and market institutions. Market institutions are classified by two forms of markets:
input markets (fertilizer, seed, pesticide, etc.); and output markets.

The requirements of agricultural development are strong and efficient institutions, and strong

and efficient systems. Applicable systems for transferring technology throughout the agricultural
and rural areas is greatly needed.

These factors affecting agricultural development are strongly integrated. If success is to be
achieved, agricultural development programs in Egypt need to focus on them.

Need for Greater Market Efficiency |

Fertilizer is one of the major components in the package of technologies requires by farmers, but,
as noted above, success inreaching and benefiting the farmer is dependent on efficient and strong
systems and institutions - for research, for extension, for credit and for marketing.

The market efficiency of fertilizer is based on seven factors:

* Production
¢ Price



¢  Promotion

» Packages

¢ Finance (credit)
e Information

¢ Distribution

For 35 years, these factors were controlled by the producers and the one customer that they
marketed their products through — the PBDAC. The input market was not existing under
nationalisation.

The components of a fertilizer market are producers and middlemen — agents, dealers,
wholesalers, retailers. Under nationalization, these components were in the PBDAC. They were
the market. The Government used this parastatal organization to achieve its controlled policies.
The Ministry produced seed, and PBDAC distributed. Fertilizer was produced in plants — Abu Keir,
Talkha, Suez, Kafr El Ziyat, Abou Zabal, Aswan (Kima) — and distributed by the PBDAC. They
were the sole market. PBDAC was taking the responsibility of traders, dealers, wholesalers, and
retailers — a parastatal organisation controlled by government using a bureaucratic, primitive
distribution systems. Even the stores were primitive and undeveloped.

As aresult of this system, the required seed and fertilizer — the right quality and quantity — were
not available to farmers at the right time. Even imports were in the hands of the MALR, which had
the responsibility of importing fertilizer.

When privatisation started, the factories did not know how to create a free market. Any market
depends on wholesale and retail markets. Egypt does not have these markets. Factories should be
advertising requests for dealers and agents in the various governorants. These agents should take
the role of wholesalers who then contract with retailers. The private sector has started to respond,
but as yet is unorganised.

Fertilizer as an essential commodity in food production should have an efficient market system
of wholesalers and retailers. A very simple indicator of efficiency in marketing fertilizer is how far
the farmer is required to travel to get fertilizer. This travel distance is especially critical for the
small farmer who is reliant on animals for transportation. In these cases, the travel distance should
not be more than 1-2 kilometres.

Previous studies, however, have shown that the average distance the farmer goes for fertilizer is
as follows;

¢ Upper Egypt 20 - 30 kilometres
o (Old Delta 5 - 15 kilometres
¢ West Delta and new areas 30 - 40 kilometres

Clearly, these travel distances adversely impact the small farmer.

More private sector wholesalers and retailers will assure greater access by the small farmer to
fertilizer - a commodity essential to their livelihood.



Taking the Steps to Establish Input Marketing Institutions and Systems

Now within the liberalization and privatization processes, all the parties — producers,
government, public and private sector — will have to co-operate to establish a real, free and liberal
market. Each company should have its own dealers and agents, and these dealers and agents should
have their own wholesalers, and these wholesalers should have their own retailers. All these players
are consistent with the channels of the liberal market.

These input markets should be the same as the output markets. Why is there such a difference?
Crops have wholesale markets. Even the tea and biscuit market is stronger than the input market.

Yet no one is taking the steps to establish input market institutions and systems. The private
sector, as noted earlier, is still too fragile and scattered to achieve this transition on its own.

Only by bringing these key parties together in seminars, training courses and workshops will we
find the way to establish the marketing systems and institutions required to meet the input needs of
small farmers.
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