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MODERNIZING
THE SEED SECTOR

Recommended Steps to Increase
the Private Sector's Role in the
Production and Marketing of Seeds
for Wheat, Rice, and Faba Beans

April 2000

This policy brief summarizes the findings of RDI
Report #1071 Production and Marketing of Self-
Pollinated Seeds, writfen by Dr. James B. Fitch,
RDI consulfant, Dr. Abdel Salaam Gomaa and
Dr. Abd Rabboh A. Ismail, Agricultural Research
Center, Lawrence Kent RDI, and Sherif
El-Kerdany of the Egyptian Seed Association.

Egypt has made outstanding advances in the production of field crops during the past
two decades, mainly because of productivity increases from the expanded use of
improved crop varieties developed by the Agricultural Research Center. Improved
varieties have been introduced via the production and distribution of certified seed, and

through the MALR extension service.

RDI Policy Brief is published occasionally by the Reform Design and Implemenitation Unit (RDI), which is a
component of the joinily sponsored MALR/USAID Agricultural Policy Reform Program (APRP). APRP works
to support Government of Egypt efforts to liberalize and privatize the country’s agriculiural economy. The RDI
Unit conducts studies, makes policy recommendarions and helps implement those policies thar the GOE
believes will contribute most direcily and beneficially 10 agriculiural development through liberalization and
privatization.
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Figure 1: Evolution of Production Shares of Seeds
of Self-Pollinating Crops
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Initially, all certified seed was produced by a gov-
ernment agency. However, in 1981 the Govern-
ment of Egypt decided to allow private seed compa-
nies to produce certified maize seed, and, starting in
1994, to produce certified seed for the self-pollinat-

ing crops—wheat, rice and faba bean.

In 1999, the government asked the Egyptian Seed
Association (ESAS) and RDI to assess the capacity
of the private sector to take full responsibility for the
production of seeds of the self-pollinating crops.

Findings—Private Interest and

Capacity are Growing

Private sector production of seeds for self-pollinating

varieties {SPVs) has expanded significantly since it
was first allowed in 1994. More than twenty pri-
vate seed companies have begun to produce seeds
for SPVs in the past six years. The private sector
currently supplies about 30% of the requirements of
the national market for SPV seeds.

Initially, most privately produced seed had to be
processed in government plants, and private produc-
tion was limited by available plant capacity. Since
then, however, six companies have built their own
processing facilities, and two more private plants are
due to be completed this year, bringing total private
processing capacity to more than 35 tons per hour.
Wwith this capacity, private seed companies will be
able to produce an amount equal to 100% of the rice
seed and about 90% of the wheat seed demanded
by the market in recent years. Further expansion is
possible.

The private sector has rapidly established a system
for marketing the seeds that it produces. About
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74% of total private production is distributed either
through direct sales to farmers or through private

merchants. One private company, for example, has
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International Experience with
Seed Industry Development

International experience shows that national seed industries typically go through a series of development
steps. Initially, very few new varieties are available and farmers tend to save seed from one year for the
next. Next, plant breeding and research are usually assigned to a government organization, which
undertakes to produce seed of any new varieties that it develops. To encourage farmers to use the new
varieties, governments often begin by distributing seed at low, subsidized prices. As the use of improved
seeds expands, however, the costs of such systems become a serious drain on limited government

resources.

As improved, high-yielding variefies are developed, opportunities for private seed production emerge.
The production and marketing of hybrid maize seed is normally one of the first segments of the indus-
try to attract private companies, because of the profitability of the hybrid seed market. These same com-
panies then often move on fo the production of seed for self-pollinating crops because this gives them a
chance to get greater use out of their facilities and capitalize on the market position they have developed
for maize. Even if a typical farmer purchases new self-pollinating seeds only once every three years, the
overall market for such seeds can be very large.

As the private sector develops and expands, the public sector role in the actual production of certified
seed decreases and eventually disappears. Public production and marketing of seeds comes to be con-
sidered as unfair competition to private companies, particularly since public production is tikely fo be sub-
sidized from the government budget. Thus, it is important that the government cease to be a producer
and marketer,

Although the government will no longer produce certified seed, this is not to say that its presence in the
seed secfor is no longer needed. There may be value in the government continuing to do breeding
research for many years, at least until the private sector is able to develop strong breeding programs of
its own. Seed certification is another area that may require continued government involvement, Fur-
thermore, there may be need for the production of basic seeds—that is the successive generations of
breeder seed and foundation seed which precede registered seed-to continue under the government man-
agement, perhaps as a part of the plant breeding research organization. At some point, however, it is
normal for the production of the registered seed itself to be faken up by the private sector. This is the
step in seed muitiplication that proceeds the actual production of certified seed.
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established ten regional offices to handle direct sales

to farmers and retailers in the governorates.

The balance of the private sector’s seed is distributed
through cooperatives, Agricultural Councils, and
the Principal Bank for Development and Agricultur-
al Credit {PBDAC). Experience to date with maize
seed and other inputs such as fertilizer and chemicals
suggests that the private sector is capable of rapidly
expanding its marketing efforts to serve the national
market for SPV seeds.

But Policy Constraints
Persist...

The private sector’s share of the market for SPV seed
has been limited by several factors:

e Each year there is uncertainty about how much cer-
tified seed will be produced by the government’s seed
agency—the Central Authority for Seed Production
(CASP). This uncertainty has been a serious con-
straint fo the private sector. Companies are reluctant
to expand production because they fear that CASP
will continue to supply the market with large quanti-
ties of seed at subsidized prices and little information is

made available about CASP’s production plans.

* Private companies continue to depend on the gov-
ernment fo supply them with the basic seed that
they multiply to produce certified seed for sale to
farmers. However, the government is usually
unwilling to provide foundation seed; instead, it
provides only registered seed and not always in the
quantity or varieties that the private companies

want. This constrains their production.

s CASP allocates the registered seed once it has

been produced. But CASP is a direct competitor
with the private sector in the seed market. Conse-
quently, private companies cannot always get the
registered seed they need. CASP’s control of the
allocation of private seed represents a conflict of

interest.

o Due to its dominant size, CASP's seed prices play
a dominant role in setting the market price. Private
companies must sell at similar prices or lose market
share. But the procedures used by CASP to set its
prices do not take into account all production costs,
particularly financing and depreciation costs. Low
prices mean that profit margins are thin, limiting the
incentive for private companies to enfer the market
or expand investment in equipment, research, and

quality confrol.

Recommendations—A Phased
Transfer of Responsibility to
the Private Sector

The study team recommends that the Ministry of
Agriculture and Land Reclamation take the follow-
ing eight steps to increase the private sector’s role in

seed production for self-pollinating varieties:

1. The responsibility for allocating registered seed
should be transferred from the CASP to a neutral body
at the Agricultural Research Center (ARC)—for
example, to the ARC Cereals Council. This council
should have both public and private sector

members.

9. A body of the ARC, such as the Cereals Coun-
cil, should be used to plan the production and allo-
cation of registered and foundation seed in such a

way that responsibility to produce all certified seed is
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Why Expand the Private Sector's Role
in Seed Production?

There are a number of advantages to private seed industries, as compared to the government seed sec-

tor they replace:

* Private companies are typically more efficient at seed production, processing and marketing, which
means that they are able to produce equal or better quality seed at a lower cost.

* Competition among private companies can serve as the incentive to develop and introduce more
varieties than might result from a government program alone.

* Competition among private companies to preserve the reputation of their company name and brands
often proves to be a more effective safeguard and assurance of quatity control than is possible to obtain
in a seed industry that is run by a single government agency.

* Private companies are more likely to access the best new varieties available in the world, through
alliances with international seed companies.

* When the private sector handles production, the government can better focus on basic research and
enforcing standards through certification and plant variety protection systems.

Of course, the profit motive is the incentive for the private sector to pursue the seed business. There
are often concerns that, in the pursuit of profit, private companies might charge prices that are too high
and could reap monopolistic profits. Indeed, this could occur if there were only one or a few seed com-
panies selling a limited number of improved varieties. However, certain conditions will limit the

potential for monopolistic pricing:

* Allowing easy establishment of new seed companies can increase the level of competition in the
industry—competition on both price and quality.

* The entry of international seed companies, either directly or through affiliations, can serve both to
expand the number of companies and the number of varieties available, thus increasing competition.
* Gyovernment breeding programs can make the varieties they develop available fo a number of com-
panies, or they can make exclusive releases of similar varieties to various companies.

‘* Private companies can develop their own breeding programs, thus increasing the number of new
varieties that are available.
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transferred to the private sector over a three year

transition period.

3. The quantities of foundation and registered seed
available to CASP, and CASP's targets for the pro-
duction of certified seed, should be announced well
before the planting time for each crop, so that the
private sector can develop its plans and requests for

seed accordingly.

4. The Council’s plans for foundation and registered
seed production should be based on written requests
from private companies and CASP, as well as on the
recommendations of plant breeders and extension

specialists for each variety.

5. Qualified private companies should be allowed to
purchase foundation seed from the ARC in order to
produce registered seed under the breeders’ supervi-
sion. This will give private companies more control
over the most important input of their production
process. The government can determine which
companies are qualified to receive foundation seed
on the basis of inspections of operations and clear

selection criteria.

6. A system of exclusive releases should be considered
for new varieties of wheat and other crops to be released
in the upcoming years by the ARC. This will encour-
age companies to take "ownership” of new varieties and
market them more vigorously. The ARC can call for

proposals from companies seeking exclusive licensees,
then select those with the best marketing plans, based
on transparent selection criteria.

7. The Ministry should make sure that the prices set
by CASP for its seeds include all costs—including
financing and depreciation—to ensure that the mar-
ket price is adequate to motivate increased private
investment in this sector, particularly in equipment,
research, and quality control.

8. The government plans fo privatize CASP. This pri-
vatization should be implemented as soon as possible.
But CASP should be broken up info smaller-sized firms
during the privatization to avoid creating an overly-large
private company that can monopolize markets and
dominate prices by virtue of its size (remember CASP
still sells 70% of all certified seeds for SPVs).

These findings and recommendations were dis-
cussed during workshops with private companies
and public officials in February 2000. Members of
the Egyptian Seed Association (ESAS} met to dis-
cuss the report and then transmit a summary and
endorsement to his Excellency, the Minister of Agri-
culture and Land Reclamation, on February 27. Fol-

low-up advocacy work is ongoing.

Report #101, Production and Marketing of Self-Pol-
linated Seeds, and the Arabic Executive Summary
are available through RDI.




Modernizing the Seed Sector ¢ Issue 20

New RDI Policy Briefs

Policy Brief # 16: Woman and Agriculture— Policies and Axctions for
change in a liberalized economy. Proceedings from workshop on
Woman and Agriculture held May 19th, 1999, (6 pages)

Policy Brief # 17; Strengthening Associations — Facilitator Guidelines
for Conducting Workshops, Wilma Gormley and Fatma Khattab,
RDI Unit, Aprp. September 1999, (6 pages)

Policy Brief # 18: Rural Organizations in Egypt. Dr. Mohamed M.
Sherif, in collaboration with Dr. Mohamed A. Moselhi, Dr.
Mohamed Y. Sultan, Dr. Asma O. El-Belasy, and Richard Magnani
of RDL September 1999. (6 pages)

Policy Brief # 19 Fisheries Development in Egypt. Dr. Ahmed Barra-
nia, Mr. Robin Rackowe, Dr. jane Gleason, Dr. Sayed Hussein, and
Dr. Medhat A. Aal. October 1999. (6 pages)

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
Sfollowing subcontractors:

Training Resources Group (TRG)

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

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

Development Associates
The Services Group (TSG) L

Purdue University
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