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Improving the Production
and Marketing of Hybrid
Maize Seed
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This policy brief summarizes the findings of
RDI Report #61 Challenges in the
Liberalization of Seed Production and
Marketing in Egypt: The Case of Hybrid
Maize Seed, which was written by

Dr, James B, Fitch, RDI consultant, and
Dr. Abdrabboh A. Ismail, Retired Director
of the ARC Maize Program, under the
direction of Lawrence Kent and Mohamad
Zaki Gomaa of the RD! Unit

Hybrid Seed: The Key to a Production Boom

Maize is one of Egypt’s principal summer crops and is important to the national econ-
omy, both as a source of human food and as feed for livestock and pouliry. There has
been significant progress in maize production over the past two decades — maize pro-
duction per hectare has increased from 3.6 to 7.6 metric tons per hectare {Figure 7).

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 conducis studies, makes policy recommendations and helps implement those policies that the GOE
believes will contribute most directly and beneficially io agricultural development through liberalization and
privatization.
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Fig.1. Maize Production, Area, and Yield in Egypt, 1980-1998
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While there are many reasons for the country’s suc-
cess with increasing maize production, the corner-
stone of this achievement has been the introduction
and widespread use of hybrid maize seed. Currently,
59 percent of Egypt's maize area is sown with certi-
fied hybrid seed — a high level of coverage com-
pared to other developing countries. This accom-
plishment has been made possible by a successful
breeding and variety development program in the
Agricultural Research Center {ARC), in combina-
tion with the emergence of an expanding number of
private sector companies focused on maize seed pro-
duction and marketing.

The Private Sector Takes the
Lead in Seed Production

in 1980, due to technical difficulties faced by the
public sector in the production of hybrid seeds, the
Government of Egypt decided that maize seed pro-
duction would become the responsibility of the pri-

vate sector, while the public sector would focus on
research to breed new varieties. The ARC began to
sell parent seed to private companies, which used it
to produce certified seeds for sale o farmers. Since
that time, the production of certified, hybrid maize
seed has made significant advances. Production
exceeded 10,000 MT by 1985, which was more
than three times what had previously been achieved
by the public sector, and it exceeded 23,000 MT by
1991. By 1996, over fiffeen private sector compa-
nies were producing 90 percent of Egypt's hybrid
maize seed while the ARC was producing about 10
percent. Total production met and often exceeded
farmers’ demand for hybrid seeds, and companies
often had exfra, unsold stocks at the end of each
planting season.

The Public Sector Re-engages
in Seed Production
In the late 1990s, farmer's demand for a particular-
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ly productive “single-cross” hybrid maize variety —
called Giza 10 - began to expand. ARC maintained
a monopoly on this variety and did not release it o
the private sector for production. in an attempt to
respond to the growing demand, the ARC more
than doubled its own production of maize seeds in
1997.

in February 1998, a new element emerged. The
Minister of Agriculture and Land Reclamation
decided to transfer the certified seed production
activities of ARC to another government entity - the
Ceniral Administration for Seed Production
(CASP). As a result, CASP began distributing and
marketing the 3,443 MT of seed which the ARC
had produced in 1997, and it set about producing
seed on its own account in 1998, to be sold in 1999.
Moreover, CASP and ifs supervisory agency, the
Horticultural Services Unit (HSU), were given the
authorify to determine if and when the new maize
varieties developed by ARC would be released to
the private sector.

The Private Sector Complains

The recent decision to expand public sector involve-

ment in maize seed production has raised fear and
concern within the private sector about unfair com-
petition from the government. Among the concerns
are:

o Unsold sfocks, The government’s expansion in
production has exacerbated the problem of unsold
stocks — the market is flooded. Over 40 percent of
the seed produced in 1997 could not be sold in
1998. Five companies were unable to sell 60 percent
of the seeds they produced, resulting in large finan-
cial losses.

o Low prices. CASP announced that it would sell
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Giza 10 seeds at LE 7.5 per kilogram in 1999, sig-
nificantly lower than prevailing market prices.
Private companies view this as unfair, given that
CASP benefits from government support and there-
fore does not have to charge as much as private pro-
ducers to cover production costs.
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o Uncerlainty of the investment climate,
Companies invested in maize seed production
believing it was to be a private industry. Now, they
“are reluctant o make new investments, because they
fear government interference and subsidized compe-

tition. They also fear losing access to the new vari-
~ efies developed by the ARC.

Government Concerns
The government's decision to expand public sector

production of hybrid maize seed was made based on
several concerns:

¢ Concerns about potential monopoly power in the
private maize seed industry,

* Concerns that maize seed prices are "too high" for
farmers,

* Questions about seed quality produced by the pri-
vate sector, and

¢ The perception that private research for breeding
is inadequate.

The research team investigated these issues by gather-
ing data on the seed industry and analyzing the resutts.

Is there Monopoly Power?

Monopoly power depends on several factors, espe-
cially on whether there exist barriers for new firms
to enter a market. If a single firm or a small group of
firms has monopoly power, it would be able to

restrict production in order to maintain high prices.

Evidence from the past few years shows that the
market for hybrid maize seed in Egypt is competi-
tive. There is no evidence of monopoly power.
Between 1993 and 1997, the number of new firms
more than doubled, suggesting that there are few
barriers to entry. Over the same period, total pro-
duction of maize seed increased almost three times,
from eight thousand metric tons to 22.5 metric tons.
In fact, there has been a problem in recent years of
over-production, which is not what would be
expected if monopolists restricted supply in order to
increase prices. (Table 7)

Are Seed Prices Too High?

The selling price of maize seed varies depending
on the type of hybrid, the variety, and the compa-
ny. In 1998, most "three-way cross"” hybrids were
sold at between LE 5,000 to 6,500 per ton while
most "single-cross” hybrids were sold at LE 9,000
per ton.

The study team’s survey of seed companies found
that the production cost of maize seed averages LE
4,685 per ton for three-way crosses and LE 8,665 for
single-cross hybrids.

These figures suggest that margins are thin and that
most seed companies are not making high profits
from maize seeds. Undoubtedly, some companies
are making money while others are losing. Overall,
prices are reasonable compared to costs,

Table 1: Hybrid maize seed: Number of firms and production levels, 1993 to 1997

1995

' Totagl pmdﬁction
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Another way to evaluate whether or not Egyptian
maize seed prices are too high is to draw interna-
tional comparisons. A recent analysis of maize seed
prices in developing countries found that in the sev-
enteen countries ranked highest in terms of yields
and proportion of crop area planted to hybrids, the
average price charged by the private sector for hybrid
maize seed was 27 times the prevailing grain price. ’

In Egypt, the average price for hybrid maize seed in
1998 was only 12 times the prevailing grain price
for three-way crosses and 18 times the grain price
for single-cross hybrids. Compared to international
norms, the prices of hybrid seeds in Egypt are low.

Concerns about Seed Quality

Both Government officials and private sector leaders
are concerned about seed quality probiems, which
they often blame on a number of small, "unquali-
fied" seed producers.

Concerns about seed quality were used to justify the
re-eniry of the ARC Seed Unit into the production
of certified maize seed in 1986-87. This may have
been justified at that time, given that there were
only three companies in production; they operated
under assigned markets; they were producing main-
ly ARC varieties; and a government agency
(PBDAC) was doing all of the distribution work.
There was not much competition among the com-
panies. Since all were producing the same varieties,
it was not always clear which company was respon-
sible for problems of quality.

Over the past decade, however, the industry has
expanded and gained considerable experience.

Competition has increased dramatically. Establish-
ment and defense of brand names has become more
pronounced. Competing companies strive for good
quality in order to protect the reputation of their
products. Eight companies have established their
own seed processing units, and three of these
include drying equipment.

The government's certifying agency, CASC, contin-
ues to upgrade its own capacity to promote and
enforce seed quality regulations and standards.
CASC has implemented new testing and labeling
requirements based on the recommendation of the
National Seed Council. CASC has tightened its
testing requirements for re-certification of seeds and
added a fest of vigor to the standard germination
test. Bagging standards have also been raised, and
seed must now be labeled for year of production.
Thus, quality standards have been raised overall.

Nevertheless, as many in the industry are quick to
point out, while government testing and certifica-
tion are an important element of quality control,
they can never be an absolute assurance of quality. It
is also important that the seed companies them-
selves exercise quality control, both through supervi-
sion of seed production in the field, and by adequate
supervision of processing and storage. it appears that
some companies -especially the smaller and newer
ones - may not have adequate staff for this. In some
cases, it appears that there may not have been ade-
quate screening to ensure that companies meet the
established standards and qualifications. Over time,
it is expected that only those companies that produce
quality seeds will retain their clients and their
market share.

1See Table 7.1 in Crull, C.E, J.M. Prescott, and C.W. Crum, "Seed Marketing and Distrdbution,” pp. 225-241 in Momis, M.L., ed.,
Maize Seed Industres in Develeping Countries, Bolder, CO, USA: Lynne Reinner Publications, Enc., in association with the Internationat Maize and

Wheat Improvement Center {CIMMYT), 1998.
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Concerns about Inadequate
Research

When the government transferred authority to pro-
duce seed and to control ARC varieties to CASP, it
cited concerns about the private sector’s research capa-
bilities. The head of the HSU indicates that the
ARC's single cross varieties are not being released to
the private sector companies, in an attempt to encour-
age them to develop their own breeding programs.

The study team reviewed the private sector’s capa-
bilities, including ifs program for breeding research.
The review found that most of the older companies
have professional seed breeders on sfaff or under
contract as consultants. Seven of the 22 companies
producing seed in 1997 had such breeders, and eight
had established research farms used for breeding.
Four companies have managed to register a total of
15 varieties, which are currently being marketed.
However, almost all companies still rely upon ARC
for at least some of their foundation seed, and ARC
continues to play a key role in providing germplasm
for the private breeding programs.

The pattern for many companies is to first start pro-
duction by using varieties developed at the ARC. In
time, after they have gained experience and devel-
oped the financial capacity, they then proceed with
establishing their own programs of breeding
research.

Conclusion

The study found that many of the concerns that
motivated the GOE to re-engage in hybrid maize
seed production are no longer valid. Currently, thkre
are no signs of monopoly power in the industry.
Production levels exceed demand, and prices are rel-
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atively low. Private firms are expanding their invest-
ments in breeding, and seed qualify is improving,
due to competition and improved certification proce-
dures, although further improvements certainly can
be made.

The study found that the concerns of the private sec-
tor about unfair competition from the government
are genuine. Cost analysis indicates that CASP sells
the seeds it produces at a price below full production
costs. The doubling of government production in
1997 and further expansion in 1998 has hurt private
sector sales and led to unsold stocks and financial
losses throughout the industry. Private companies
alone can produce more than enough seeds for
national demand. Recent decisions to increase gov-
ernment production and put limits on the private
sector’s access to foundation seeds have created
uncertainty in the investment climate, which is
likely to slow the modernization and expansion of
the industry.

The study also found that there is a need to improve
the marketing practices of the private companies.
While some companies have developed extensive
dealer networks, set up demonstration plots, and
held field days, others have not done so. There has
been a tendency for many companies to work
through traders, agricultural cooperatives, and the
Principal Bank for Development and Agricultural
Credit (PBDAC), rather than to develop systems of
reaching the farmers more directly and providing
them with good technical support.

These conclusions lead to the following recommen-
dations to both the Government of Egypt (GOE)
and the Egyptian Seed Association (ESAS) which
represents the private sector

Improving the Production and Marketing of Hybrid Maize Seed . ot
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Recommendations

Regarding Production, Marketing and Variety Release

® The GOE should stop production of certified maize seed by CASP and other government
entities after the current (1999) production year. The sale of the resulting seed would then

be completed during the following year (2000).

* CASC should improve its procedures for collecting and reporting sfatistics and other infor-
mation about the seed secfor. These data should be shared freely with the private sector to
allow for better planning for production.

¢ The ARC should establish a clear policy for the release of foundation seed for new and
existing varieties in a competitive and transparent fashion, rather than allowing CASP and
the HSU to control their use. This is particularly important for the single cross hybrids.

o The private sector should accelerate its efforts to develop marketing systems that reach the
farmers more directly and provide them with good technical support.

Regarding Quality Control
® CASC should continue to strengthen its certification procedures to ensure quality, and
improve the enforcement of established qualifications for company registration.

* ESAS should convey to CASC its members’ concerns about the certification process and
work with CASC to improve this process.

* ESAS should work with its members to improve their own internal quality control sys-
fems.

Regarding the Expansion of Demand

The Ministry of Agriculture reports that about 48 percent of the land sown to maize in
Egypt is still sown with non-certified and non-hybrid seeds. This situation represents both
a challenge and an opporfunity. The challenge is to gain a better understanding of why
many farmers are not using hybrid maize seed. The opportunity is the considerable poten-
tial to expand coverage and increase sales of hybrid seed. In this context, the team recom-
mends the following:

e Rather than directly increasing the supply of seeds {many of which go unsold}, the GOE
should focus on ways to help the private sector expand the demand for hybrid seed.

7

Improving the Production and Marketing of Hhirid Maize Seed



Improving the Preduction and Marketing of Hybrid Maize Seed 4 Issue 14

* Both the GOE and the private sector should continue to support the
National Maize Campaigns, which are conducted each year. The farmer sur-

veys conducted in conjunction with these campaigns should be redesigned so

that they lead fo a better understanding of the constraints in demand for

hybrids.

* ESAS and the government should work together to identify constraints to

increased farmer demand for hybrid seed, and then support the seed compa-

nies in improving their marketing and promotion activities.

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)
National Consulting Firm (NCF)
Cargill Technical Services (CTS)
Purdue University

University of Maryland

Development Associates

The Services Group (T5G)

Address: 7, Nadi El-Said Street, Dokki, Giza.
Tel.. (202) 337-5709/5712

Fax: (202) 336-2009

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