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Reforming Fertilizer
Production and
Marketing Policies

May 1999

On March 13, 1999, APRP/RDI held a
workshop to develop and agree on fertilizer
production and marketing policy goals. The
workshop was aftended by forty policy-
makers from fertilizer producing companies,
private fertilizer trading companies, the
Ministries of Agriculture and Land
Reclamation (MALR), Trade and Supply
{MTS), Finance (MOF), Public Enferprise
(MPE), and MPE Holding Companies.

The participants were divided into four working groups—fertilizer fraders; Ministry of
Agriculture and the Holding Companies; the MTS, MPE and MOF; and fertilizer
producers. The conclusions and recommendations of each group are included below.

Fertilizer Traders

Fertilizer {raders proposed the following policy recommendations:

1. Abrogate tariffs on fertilizers that are not produced locally or in sufficient quantities
to fulfill domestic demand.

RDI Policy Brief is published occasionally by the Reform Design and Implementation Unit (RDI). which is a
component of the jointly sponsored MALR/USAID Agricultural Policy Reform Program (APRP). APRP works
to support Government of Egypt efforts to liberalize and privatize the country's agricultural economy. The RDI
Unit conducts studies, makes policy recommendations and helps implement those policies that the GOE
believes will contribute most directly and beneficially to agricultural development through liberalization
and privatization.
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2. For locally-produced fertilizers that cover or
exceed the domestic demand, the tariff rate must be
protective and not restrictive. it must not exceed
7.2% inclusive of sales tax and other charges.

Egypt is the only country that imposes a 39%
tariff, and other charges, on ferfilizer imports.

3. Strengthen the role of the Fertilizer Distributors
Union, and assist it in establishing an information
center, '

4, Enhance the role of the Egyptian Center for
Fertilizer Development at Talkha.

5. Improve after-sale services by:

Fertilizer Producers — Hold seminars and work-
shops for increasing farmer awareness of optimal
application rates, timing and techniques.

Fertilizer Distributors — Their role should be sim-
ilar to producers.

Ministry of Agriculture and Land Reclamation —
Use more electronic media to provide extension
advice.

6. Amend Law 53 of 1966 and the Ministerial
Decree of 1986 to insure elimination of tariffs {and
taxes) imposed on fertilizer imports and trade in the
issuance of permits and licenses.

7. Facilitate import operations by issuing temporary
custom clearances immediately, and make this ser-
vice available at seaports within a maximum of
seven days.

I

The private sector traders provided the following
rationale in support of these policy recommenda-
tions. '

* Fertilizer is not an end product. i is an input to
agricultural production.

. ]
The government imposes total tariffs, taxes and
other charges of about 39%, while the tariff
on imports of agricultural output
fe.g., wheat} is only 19%.

* Egypt's total production of nitrogen fertilizers is
about 8.1 million tons (15.5% Nitrogen), whereas
domestic requirements are estimated at 6.6 million
tons. However, the real-consumption volume has
never exceeded 5.6 million tons, which means that
the exportable surplus ranges between 2 - 2.6 mil-
lion tons.

Coordination between the public and private
secfors is essential fo ensuring sustainable
domestic supply and a profitable fertilizer

export industry.

* Though essential to rice and fresh produce planta-
tions, the domestic production' of Ammonium
Sulfate has not exceeded 75,000 tons {(20.6%
Nitrogen) annually. Yet the annual domestic con-
sumption is estimated at 250,000 tons. The tariff on
imports of this fertilizer is still at 10%, in addition to
other taxes and charges.

* Potassium sulfates are not locally produced.
However, the ftariff rate is still at 5%, plus other
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taxes and charges. Due to its relatively high price
{L.E. 900 per ton), farmers are disinclined to procure
and use it. It is believed that if a zero level tariff and
no taxes are applied to this fertilizer, the price will
fall to L.E. 750 per ton, and farmers will be more
inclined to use it for better yields.

MALR and Holding Companies

During the workshop working group activities, the
officials from the MALR and the holding compa-
nies agreed on the following recommendations.

1. Tariffs must be dynamic and flexible. Fertilizer
imports must not be prohibited but regulated in
order to avoid dumping.

2. Imposition of tariffs must take into account ade-
quacy of domestic fertilizer production and con-

sumption.

3. A stabilization fund is recommended in order for
the fertilizer producing companies to cover their
costs and achieve a reasonable level of profitability.

4. Product development centers {research and devel-
opment) are recommended, with a view fo improving
competitiveness through better quality and packaging.

5. Fertilizer producers should rationalize their spend-
ing, review their prices and frain their marketing
staff on assessing and solving fertilizer application

problems.

6. Production of compound fertilizers (NPK) should
be expanded together with micro-nufrients. The
Fertilizer Development Center/Talkha should be
enthanced so as to ensure, to the extent possible,
environment-friendly production.
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MALR and holding company officials provided the
following rationale in support of these policy recom-
mendations.

e Fertilizer requirements must be specific to zones
and crop varieties, based on soil analysis. Proper fertilizer
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application technigues and timing are also important
factors in increasing crop productivity.

» Calcium Nlitrate is necessary for apple and grape
orchards. It must be re-introduced into the Egyptian
fertilizer mix.

* To be competitive, fertilizer producers must
improve the physical and chemical properties of
their products.

* India, a country with similar circumstances, opted
for a fertilizer subsidy, which is less costly than food
import subsidies.

¢ Following the construction of the High Dam, soil
deficiency in micro-nutrients was estimated at 70-
80%, These elements need to be added to most

sandy and caicarious soils.

® Compound fertilizer imports, namely NPK, have
declined remarkably in recent years, despite evident
need.

e There exist about 245 fypes of fertilizers. The
Fertilizer Development Center at Talkha must con-
duct necessary research to identify which fertilizers
in this wide range are appropriate under Egyptian
conditions.

» Nitrogen is a mobile fertilizer element, i.e. plants
benefit less from it in cases of rainfall. In the past,
the application rate was increased by 50% under
these circumstances. However, further studies are
needed to define the increase in the rate of applica-
tion (by type of soil}.

® Research findings indicate that 57% of wheat pro-
ductivity is attributed to proper fertilization.

Ministries of Trade and

Supply, Finance. and Public
Enterprise

Workshop participants representing the Ministry of
Trade and Supply (MTS}, the Ministry of Finance
(MOF) and the Ministry of Public Enterprise
(MPE) agreed on the following recommendations.

1. Imposition of tariffs for each type of fertilizer must
be based on its level of availability in the domestic
market,

2, MOF does not determine tariff rates alone. Other
ministries are involved.

3. Tariff amendment would be in the interest of the
Egyptian farmers who currently pay more than the
export price for the same fertilizer products (a sub-
sidy to foreign farmers}.

Fertilizer Producers

Fertilizer producers agreed on two key recommenda-
tions related to tariffs:

1. For domestically-produced fertilizers that meet or
exceed domestic demand, the current tariff rate must
remain intact,

9. For fertilizers produced abroad, or inadequately
produced locally, the current tariff rate should be

abrogated.

Fertilizer producers also recommended additional
policy reforms.

3. Lower the prices of energy used as an input to the
fertilizer industry.

This reform measure is intended to enable fertilizer
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producers to lower domestic prices. According to
producers, it is noticeable that there exists no rela-
tionship between domestic energy prices (natural
gas and electricity) and international prices. Energy’s
international price changes are not transmitted to
the domestic market. When oil prices declined inter-
nationally, the domestic price of natural gas was, to
the confrary, increased by 15%.

4. Eliminate sales taxes on fertilizers and transport
services estimated at 10%.

5. Reduce rates charged by PBDAC for fertilizer
storage, in view of seasonal peaks in fertilizer sales.

6. Activate the Agricultural Price Stabilization Fund
to safeguard farmers from input and output price
fluctuations.

Summary of
Final Recommendations

After plenary presentations by the four working
groups, workshop participants reached the following
points of agreement:

1. Tariffs should be classified by the level of domes-
tic fertilizer production:

{a} Fertilizers that are not produced domestically,
i.e. all requirements are imported:

* A zero tariff rate should be applied, or a min-

imum of 1% as in the case with wheat imports.

{b) Fertilizers that are produced locally but af lev-
els that do not meet domestic demand:
» The current tariff level has to be reduced.

(c) Fertilizers that are locally-produced with an
exportable surplus:

® The tariff rate has to be reduced.

2. Sales tax on fertilizer and transport services has fo
be eliminated.

3. The price for natural gas, as an input to the
fertilizer industry, has to be reconsidered.

4. Fertitizer producers, distributors and exporters
need to attend more to after-sale services.

5. New compound fertilizers, including micro-nutri-
ents, should be infroduced.

The need to differentiate between explicit and
implicit costs is important, according to workshop
participants, when considering the share of fertilizer
in production costs. While fertilizer accounts for
almost 50% of the explicit costs, it only represents
15% of the total costs.

It was also stressed that farmers’ inability to apply
the fertilizer recommended rates should not be
attributed to the increase in fertilizer prices alone.
Other factors include lack of liquidity, since the
farmers first spending priority is his household
needs before anything else.

Paticipants also stressed the need to prepare for the
year 2002 when all tariffs on fertilizers will be elim-
inated. They noted that the Arab Free Trade Zone
will reduce tariffs by 10% annually until it reaches
zero level.

Continual protection is not in the interest of
the Egyptian fertilizer industry, Protection
is only justifiable as a femporary
anti-dumping measure.

Reforming Fertilizer Production and VMarketing Polities 5
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Other participants indicated that any amendment in the currently applied tariff
rates and taxes would require a Presidential decree or a new law to be issued by
the People’s Assembly, They particularly recommended that the Egyptian Tax
Authority review the overall tax system and explore new sources of revenues to
the State’s treasury.

In summary, the final workshop recommendations were as follows:
1. Abrogate sales tax on fertilizers and transport services.

9. Gradually reduce tariffs on Urea and Ammonium Nitrate until it reaches
10% over three years.

3. Exempt Potassium Sulfate and Calcium Nitrate from tariffs.

4. Reduce energy prices {natural gas} prices to their international level.

The March 13, 1999, Fertilizer Workshop was designed by Dr. Samy El-Filaly,
Undersecretary for Soil, Water and Environment, MALR, Dr.Yousef Hamdi,
Former Deputy Director, Agricultural Research Center, Fng, Mahmoud Nour,
APRP Coordinator, and Dr. fbrahim Siddik, Dr. Max Goldensohn, Dr. Edgar
Ariza-Nino, and Dr. Magdi El Gindy of APRP/RDI.

RDI is sponsored by the MALR and USAID under the umbrella of the Agricultural Policy Reform
Program (APRP). RDI is led by Development Alternatives, Inc. (DAI), and includes services from the
following subcontractors:

Training Resources Group (TRG)

Office of Studies and Finance (OSAF) Addbress: 7, Nadi El-Said Street, Dokki, Giza.
National Consulting Firm (NCF) Tel.: (202) 337-5709/5712
- Cargill Technical Services (CTS) Fax: (202) 336-2009

E-mail: First initial last
Name@agpolicy.com (i.e., Max Goldensoln
University of Maryland would be mgoldensohn@agpolicy.com)

Purdue University

Development Associates
The Services Group (TSG)
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