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This policy brief bUl1ds on the findings of RDI 

Report # 78, The Impact Of Liberalization On The 

structure And Role Of Rural Organization: Policy 

Issues, written by RDI Unit of APRP, and 

Dr. Mohamed M. Sherif, in collaboration with 

Dr. Mohamed A Moselh;' Dr. Mohamed Yo Sultan­

Dr. Asma O. El-Belasy, and Richard Magnani ofRDI. 

Rural Organizations-Essential Institutions in a 
Free Market Economy 

The qovemment of Egypt (qOE) is striving diligently and successfully to create a more 

open market environment. The Ministry of Agriculture and Land Reclamation 
(MALRJ continues to lead Egypt into the free-market era, promoting the growth of pro­
duction, productivity, employment, incomes, and exports. 

In a free and open market, agricultural economic development relies on private busi­

nesses to provide goods and services. However, private markets do not always function 
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with impartiality to all. Farmers suffer from market 

imperfections, such as inadequate information, input 

and output monopolies, and extensive price and 

market risks. Transaction costs, including informa­

tion costs, negotiations, monitoring, coordinating 

and enforcing contracts, are usually substantial. 

These risks and costs may prove particularly onerous 

for small holders. 

In Egypt today, the TUral organizations dedicated to 

small holders-to improving their productivity and 

income-are cooperatives and water user associa­

tions (WVAs). Other TUral organizations-primari­

ly non-governmental organizations (NCjOs) regis­

tered under the Ministry of Social Affairs-provide 

community development assistance. 

How important are cooperatives, water user associ­

ations and other TUral organizations for small hold­

ers? They are essential institutions in a liberalized 

environment. Rural organizations can help address 

market inefficiencies and reduce transaction costs. 

They can also provide extension services, assistance 

with contract farming arrangements, crop inputs, 

and credit, and help manage land and water 

res6urces. 

Small Holders and 
Agribusiness will need More 
Services in a Liberalized 
Economy 
Egypt has a proud history of government services to 

fanners and agribusinesses, achieving some of the 

highest crop yields in the world. 

Egypt's official agricultural extension system­

based in several agencies of the MALR, the coop­

erative movement and in certain other public sec­

tor agencies-has proven itself effective in getting 

technical innovations into the hands of Egypt's 

farmers and other rural producers. This work in 

both crop and livestock' sectors has achieved 

notable results. 

Yet, liberalization and globalization are bringing 

new challenges. In Egypt, there are millions of small 

holders. With policy refonns over the last years, 

their cropping pattern is not mandated. Fanners can 

choose what to grow, how to grow it, and to whom 

to sell their crop. Market forces are taking hold, and 

new agribusinesses are emerging every day. The 

government cannot-indeed, no government in the 

world can-meet' all the needs of millions of deci­

sion-makers, In a fully liberalized economy, small 

holders and agribusinesses will need even more ser­

vices, and they will increasingly have the means to 

pay for these services. 

Four recent RDI studies* emphasize the need for 

more services for small holders and agribusinesses in 

a liberalized economy. The studies conclude that if 

Egypt is to create a competitive advantage for non­

traditional agricultural products, including horticul­

tural products, small fanners will need the support of 

production and marketing services-services that are 

currently in short supply. And if Egyptian processed 

horticultural exports are to be expanded, agribusi­

nesses will need marketing and other service 

providers. 

* Marketing Strategies for Food Exporls from Developing CounlrieS" with Recommendations for Egypt (RDI Publication #50, Dr. Kenneth Ci. 
Swanberg, JanudTY 1999, 20 pages), Horticulture Sub·Sedor Policy and Regulatory Constraints (RO! Publkation #57, Joseph Pietrus" january 

1999, 76 pagesh Hortkulture Competitive Analysis (Dr. Kenneth y. Swanberg pending publicafionjanuaJY 2000), and the study behind this 

policy brier; The Impact of Liberalization on the Structure and Role of Rural Organization: Policy Issues. 
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Cooperatives-A Transition to 
Private Sector Service 
Provider 
The agricultural cooperative is /he predominant ruraI 
organization throughout Egypt. These cooperatives have 

great potential to meet the expanding seJVice require­

ments of producers. But the cooperatives must successful­

ly complete their full transition to the private sector. 

For much of the second half of the century, the gov­

ernment managed all agricultural input and output 
markets. Agricultural cooperatives became the gov­

ernment's main tool in implementing development 
objectives. They became the most important rural 

organizations in Egypt. The government taxed the 
agricultural sector to finance its industrial develop­

ment and to provide urban citizens with low-priced 
food. Agricultural cooperatives lost their voluntary 

character during this period-their main role was to 

transmit government orders to the farmer. 

However, under the current government's success­
ful economic reform program-particularly as the 

government withdraws from the market in the agri­

cultural sector-the environment in which coopera­
tives operate is changing. Cooperatives must also 

change if they are to support Egyptian farmers with 
the production and marketing services required in 

the new, more open market environment. They 

must lose the last characteristics of official organiza­
tions and become private sector service providers. 

... Cooperatives must relinquish the previous 
govemmental charader and become private 

sedor service providers. 

Legal. Political and other 
External Challenges facing 
Cooperatives 
The legal and political environment within which 
cooperatives and other rural organizations are oper­

ating gives rise to unclear, inconsistent signals for 

their operation and growth. 

The current legal environment hinders the develop­

ment of cooperatives and other rural organizations. 

Law No. 122 of 1980 still governs agricultural 
cooperatives. The new NCiO law (Law No. 153, 

June 1999) has now replaced Law No. 32 (1964), 
and although it is a real improvement it does not 

fully emphasize the voluntary nature of NCiOs. 

The bottom line is that under anrr?nt laws 
producers are not able to olganize voluntari­

ly into collective economic olganizations, 
independent of govemment supervision. 

But perhaps the greatest challenge faced by coop­
eratives is the new competitive marketplace. As 

a result of the economic policy reform program, 
major changes have taken place in the market 

structure for agricultural inputs and outputs. The 
private sector has taken over most marketing and 

distribution activities. This positive development 

has resulted in a rather weak pOSition for cooper­
atives, which previously enjoyed a monopolistic 

position . 

Other challenges facing rural organizations include 

misconceptions regarding the government's role in 
providing services to farmers and agribusinesses in 

rural areas; inappropriate internal structures in many 
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Overview of Agricultural Cooperatives in Egypt 
Agricultural cooperatives can be classified according to their services into two main types: multi-purpose 

cooperatives, and specialized cooperatives. 

Multi-purpose cooperatives include credit, agrarian reform, and land reclamation cooperatives (although the 

law classifies these latter two as specialized). They provide production and marketing services to their mem­

bers. Their activities include establishing investment projects and providing support services for their mem­

bers. Membership in agrarian reform cooperatives was obligatory for all farmers who benefited from land 

distribution under the Agricultural Reform Laws. Credit cooperatives were the sole sources for providing 

subsidized inputs to farmers. Vnder these circumstances, membership was not voluntary in the full sense of 

the word. Specialized cooperatives operate in more than thirteen different fields, including livestock, poultry, 

fruits and vegetables, agricultural machineJy, and specific field crops, 

There is one general cooperative society for each one of the three cooperative types-that is, credit, land 

reform, and land reclamation in addition to the specialized cooperative. The Central Agricultural 

Cooperative Vnion (CACV) comes atop of the agriculture cooperative movement. 

Agricultural cooperatives in Egypt totaled 6.528 in 1998-including 776 agrarian reform cooperatives and 

520 land reclamation cooperatives. The remaining cooperatives are credit cooperatives. The detailed struc­

ture of the cooperatives is presented in the following table. 

In 1998, NqOs registered 

within the Ministry of 

Social Affairs totaled 

14,600 in 1998, How­

ever, the number of 

NqOs operating in rural 

areas represents less than 

one-third of the total. They 

work in a limited range of 

Structure of Agricultural Credit Cooperatives in Egypt. 1998 

Credit Cooperatives Agrarian Land 
Level Refonn Redamalion Total 

Mulli-purpose Specialized Total Co-ops Co-ops 

Local 4263 732 4995 687 487 6169 
Joint 133 - 133 70 20 23 

Central 22 70 92 18 12 122 

qeneral 1 11 12 1 1 14 

Total 4419 813 5232 776 520 6328 

Most of the cooperatives (94.5%) exist at the local leveL denoting a wide-spread network throughout ruralEgypt. 

activities, including community development. A few associations have been recently established to advo­

cate agribusiness industry interests (Le., the Egyptian Seed Association, the Horticultural Export 

Improvement Association, etc). Other government-private councils and associations have been established 

through special laws promoting collaboration between the government, producers, traders and exporters of 

agricultural products. These unions are registered within the ministry to which their operation belongs. They 

include: the qeneral Vnion for Poultry Producers, the qeneral Vnion of Producers and Exporters of 

Horticultural Crops, the Alexandria Cotton Exporters Association; and Water Vsers Associations (WVAs). 

qovernment influence is an integral element of these unions and associations. 
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government offices and agencies, and the domina­

tion of infonnal over fonnal rules; and government 

bureaucracy, multiplicity of administrative bodies 

supervising and/or monitoring the same type of 

organizations. 

Internal Challenges facing 
Cooperatives-Redefining 
Roles and Financing 
Cooperatives-if they are to successfully transi­

tion to the private sector and contribute signif­

icantly to the liberaliZing environment-will 

need to begin by redefining their roles and 

solving their financial and management prob­

lems. 

Cooperation, as experienced in Egypt for the last 

40 years, is not a voluntary, self-governed, demo­

cratic movement. Fanners had to become mem­

bers in order to have easy access to subsidized 

agricultural inputs and services. Cjovernmental 

employees still help manage the agriculture coop­

eratives. 

The APRP IRDI study team found that cooperatives 

are in a much better situation with financing than 

the many NCjOs registered under the Ministry of 

Social Affairs. All sampled cooperatives realized 

profits. The study team survey revealed that credit 

and agrarian refonn cooperatives depend for their 

finance on fees collected from services provided, 

undistributed dividends, returns from productive 

projects, and members' share purchases. Loans 

obtained from PBDAC represented the main source 

of finance for land reclamation cooperatives. 

However, the sampled cooperatives also cited the 

need for more financing-especially in providing 

credit to members-if they are to expand their activ­

ities. 

Management problems were also identified as fac­

tors behind the current stagnation of agricultural 

cooperatives. They included lack of appropriate orga­

nization and division of labor, the absence of unity 

in command and control, lack of awareness among 

managers and members of boards of directors 

regarding their responsibilities, lack of professional 

managers, and low levels of loyally by members 

towards the cooperative. 

Water User Associations-
A New Organization for a New 
Role 
Vnlike the cooperative movement, Water Vsers' 

Associations (WIJAs) represent a new organiza­

tional arrangement started in the mid-1990s to: 

• Improve water delivery into mesqas. 

• Operate and maintain improved mesqas. 

• Improve on-fann water use efficiency. 

The number of registered WVAs reached 2900 in 

1999. 

A survey of association members revealed that 

WVAs have achieved equity in the distribution 

of irrigation water while reducing the cost of 

irrigation. Moreover, the regulation of irrigation 

improved the soil and increased crop productiv­

ity. Farmers stated they finally receive the 

extension service in water use that they had 

lacked. 

The establishment of water user associations offer a 

success story for an institutional arrangement that 

can contend with the problem of using common 

property: irrigation water. 
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Conclusions and 
Recommendations 
Cooperatives and water user associations-as well 
as producer, exporter, and marketing unions and 

associations-could potentially provide farmers 

with many of the production, marketing and other 

services that are sertously lacking in rural areas. 
They could enable farmers to improve their techni­

cal and economic efficiency, manage market forces 
to their benefit, and correct market imperfections. 

Yet, many of these organizations-in their present 

form and within the present legal and political envi­
ronment-have difficulty in performing their 

expected roles effectively and efficiently. 

The following recommendations, if implemented, 

could help these organizations successfully meet the 
needs of farmers and agrtbusinesses in Egypt's liber­

alizing policy environment: 

1. Allow producers and agrtbusinesses to organize 
voluntartly into economic organizations, indepen­

dent of government supervision. 

2. Educate producers and agrtbusinesses on the mer-

its of formal and informal production and marketing 
organizations. 

3. Provide Cooperatives' board members and man­

agers with adequate training in management, 
financing and marketing under free market mech­

anisms. 

4. Publish market information including input and 
output situation and outlook reports to help rural 

organizations plan their activities. 

5. Improve qOE inspection and certification ser­

vices for all input suppliers, to reassure farmers and 

eliminate unreliable sellers of inputs. 

6. Carry out a public awareness campaign to show 

producers, rural organizations, exporters, processors, 
and traders the new model contracts approved in 

1999 by the MALR, and train cooperative and 
other rural organization staff on how to establish, 

supervise and enforce contracts between producers 
and those who buy their output. 

The complete study is available through 
APRP/IW/. 
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