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Pricing and Marketing Issues
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Commercial Cottonseed for Vegetable Qi:
Pricing and Marketing [ssues

Background to the Study

The Egyptian vegetable oil market is dominated by imports, with over 85% of
domestic Consumption being met by imported oils and oilseeds. Domestje production,

however, is not insignificant, with aboyt 90,000 tons of vegetable oil being produced
each year from domestic oilseeds with a value of almost 50 million dollars.

cottonseed oil.

Two years ago, serious problems emerged in the domestic oilseed marketing system.
The main seed used for oil --"commercial cottonseed" (to distinguish it from "seed -

policy reforms (“benchmarks”) agreed between USAID and the GOE under the APRP

Project. In response, RDI organized a small team of consultants to investigate the
issue in more detajl.

Objective of the Study-




Findings

How the Pricing System Works

the Ministries of Agriculture, Public Enterprise, Trede and Supply issue a joint decree
On cotton pricing. This decree specifies the official prices for commercial seed and
linters (scarto) as well as handling costs -. numbers to be used by CATGO in
conjunction with intemationaj lint cotton prices supplied by Alcotexa to calculate the
official prices that trading companies are 1o pay when buying “seedcotton” from
farmers. The pricing formula involves basically taking the world price for cotton lint,
adding in an officjal value for cottonseed and scarto, then subtracting out handling

costs. Figure 1 illustrates the marketing path and Annex I provides a detaijed
example of the pricing formula. ' '

prices of lint cotton change during a seasop — normally such changes shouid affect the
Alcotexa price and thereby affect the calculation of the officia] price to be paid to
farmers for seedcotton, However, the official pricing system does not allow for
flexibility when world prices of cottonseed ~ or similar oilseeds ~ change during a
season. The official price of cottonseed remains the same regardless of changes in

world prices. From August 1993 yntij August 1998 the official price was fixed at 80
LE per ardeb (120 kg.). ' ) ..

trading companies must se/J seed at the officia] buying price, however, in practice

they feel that they should, because any sales at lower prices would imply losses and
be badly viewed by government auditors,

How the System Resulted in Unsold Stocks

By the end of the 1997 ginning season, about 300,000 ardebs of seed were unsold and
had to be carried OVEr in storage at the gins. By the end of the 1998 ginning seas

=~



Figure i: Marketing Path
for Commercial Cottonseed
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Every month that this stock went unsold was costing the cotton trading companies
over 3 million LE in financing costs, and the oil content (value) of the seeds was

. . . . 2 .
diminishing as they aged.” Managers at the gins where the seeds were stored

complained that the stocks were hindering their ability to gin subsequent crops for
fear of contaminating new varieties with old seeds.

Reactions to the C risis

The public trading companies for cotton were the main financial losers from the
inflexible price system. Initially they — represented by their Holding Company —
insisted that the public companies for vegetable o] production should be forced to
purchase the stocks at the official price of 80 LE/ardeb (“otherwise our Company wil]
incur LE 48 million in losses.™). But the oi] production companies — represented by

the Holding Company for Food Industries - refused, and instead argued for price
reductions.

Private cotton trading companies were the first to accept selling seed at market prices
— that is at prices below the official cost price - in order to sell off their stagnating

60 and 70 LE/ardeb, ie., ataloss, but in way that would stop the hemorrhaging of
money through high monthly carryover costs.

The public trading companies began to realize that the oil companies were not
planning to buy their oid stocks of seed at 80 E/ardeb. Nonetheless, they held out a
few more months, hoping that the Government would tompensate them for the
difference if they were forced to sell at below cost. By the Fall of 1998, they realized
there would be no bailout, and the Holding Company authorized the affiliated -
companies to sell their stocks at the reduced price of LE 70/ardeb.

2 - - -
“Gins provide storage free of charge so there are no warehousing charges.

"A gin will not be licensed to begin ginning operations of a new variety if seeds of a different variety
remain in storage at that gin.



Figure 2: Timeline of Commercial Cottonseed Unsold Stocks Issue
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Official Prices Become Less Binding

Increased flexibility on the side of the trading companies and increased demand on
the side of the oil companies combined

to draw down the stock of carryover seeds
during the following months. By April 1999 the stock was down to 1.2 million ardebs,

but this still cost the trading companies almost a million pounds per month in
financing costs.

In August 1999 the three ministries announced a reduced price of 62.5 LE/ardeb in

their annual decree to determine seedcotton-purchasing prices. By February 2000 the

amount of commercial seed in stock fell to 216,000 tons and by the summer it was
virtually sold out.

The reduction in official prices played an important role in selling off the stocks, as
did an increase in demand related fo slight increases in world prices for alternative
oilseeds. Some observers feel that demand was also enhanced by the recent
establishment of new private vegetable oil producing companies (giving sellers an
alternative to the public companies); although only a few of these companies are

increased livestock production may have
enhanced demand for cottonseed oilcake.

Indeed by July of 2000, the small amoilnts of commercial cottonseed that were still

available on the market (mostly rejected planting seed) were being sold at competitive
market prices of up to 86 LE/ardeb.

Is the Pricing Problem Solved?

Many observers interviewed by the étudy team felt that the problem of unsold stocks
that peaked in 1998 was now largely solved, because:

¢ . Official prices have been decreased;
Demand has increased;

¢ Private trading companies are not bound by official prices when they sell
commercial seed;

¢ Public trading companies are learning to become more flexible in their selling
prices for commercial seed;

¢ Increasing difficulties in obtaining foreign exchange will increase the cost of
importing oilseeds and crude.

*

These factors have effectively solved the problem for the moment; however, the root

cause of the problem has not yet been tackled — officially decreed prices for seed
rather than a free market pricing system.

In August 2000 the ministries again issued their official joint decree on cotton

marketing and again announced an official price for purchases of cottonseed — this
time moving the price back up to LE 72/ardeb.

This new official price seems unlikel
constant throughout the upcomin
of international prices for vegeta

Y 1o cause problems if market conditions remain
g year; but no one can predict accurately the future
ble oilseeds and crude. [flater in the season

6



adequate to accomplish this simple reform.

3. A third potential reform worthy of consideration is the integration of more
internation pricing information and flexibility into the system of determining the

throughout the seed-marketing season to adjust official

these official prices should only apply to calculations of purchase prices and not to
sales prices (see recommendation #2).

Another Issue: Restrictions on Commercial Cottonseed Movements

The movement of cottonseed has been tightly regulated in Egypt for many years. In
1966 the current Agricultural Law (#52) decided among other things that:

¢ Commercial cottonseeds shall not be transported from gins without a prior
permission from the Ministry of Agriculture,

¢+ The Minister of Agriculture shall issue a decree definin

observed in delivery, receipt and transport of tradable cottonseeds between gins
and oilseed crushing plants; and determining tolerances in the weight to tradable

* The Minister is entitled to prévent transport of co

* variety from gins to crushing plants for a period
decree).

mmercial cottonseeds of any
to be specified (in a ministerial



¢ Commercial cottonseeds shall not be stored except in the internal basins at gins
and/or crushing plants, or in the Storage areas annexed to either of them as
licensed by the Ministry of Agriculture. . -However, the commercial cottonseeds
may with a written permission from the Ministry be stored unpacked in the
internal yards of the crushing plants if they were treated for killing embryo vigor.

¢ No oilseed crushing plant to extract cottonseed ojl shall be operated without a
special license from the Ministry of Agriculture

¢ Cottonseeds shall not be moved from the crushing plants except with a permission
(license) from the Ministry of Agriculture
The Ministry assigns two or three of its employees to be based at each cotton gin and
each crushing plant to ensure that the quantities of commercial cottonseed leaving the
gins is the same quantity that is delivered to the plants. These tight controls are all
designed to avoid any commercial cottonseed from being sold to farmers as *
seed.” The Government fears that any such “uncontrolled sales” to farmers could
threaten the national cotton variety zoning policy which requires that one and only
one specific variety be planted in each geographic zone designated by the Ministry.

planting

These heavy controls on commercial seed movements are inconsistent with the

normal principles of free trade in a market economy and therefore have been
questioned by several analysts:

¢ [fthe embryo of commercial seeds can be killed by heat treatment, isn’t the threat

of their misuse for planting greatly reduced thereby obviating the need for
movement controls?

+ Do these movement controls impose heavy costs in terms of keeping commercial

seeds from flowing quickly to the oilseed crushing plants or other industries (such
as animal fattening) that need them most?

To explore these questions the consulting team visited several trading companies that
hold title to commercial seed, a gin, an oil pressing company, and the Ministry unit

that implements these controls — the Central Administration for Seed Certification.
These visits and interviews led to these findings:

¢ Sterilization. Currently, all gins are required to subject commercial cottonseed to
hot air treatment at between 65 and 80 degrees Celsius for ten minutes to reduce
the viability of the embryos (sterilization). This treatment appears to be effective
in killing any insect infestations but is inadequate to completely sterilize the seeds..
In fact, recent research on this topic in Egypt found that “such treatment was
practically useless and might even improve seed germination and seedling
growth as a result of controlling the microorganism surrounding the seed.”*
CASC, fearing that the treated seeds might still germinat

e if they were diverted to
and planted by farmers, therefore maintains the tight mo

vement controls.

‘Elemcry. M.I. “Effects of Different Treatments on Viability and Chemical Composition of Conon

Seed,” Egyptian Journal of Applied Sciences, Vol. 14, July 1999,



Research on other methods to sterilize cottonseeds has been conducted at the

Agricultural Research Center but has not yet yielded a practical solution that will
maintain the oil value while sterilizing the seed,

¢ Movement Licenses. The CASC inspection systems in the mills involve some

paperwork and delays for the issuing of movement licenses; however, this
paperwork is not considered a significant problem by the trading companies, gins,
and oil press managers who have 8rown comfortable with the system. The cost of
maintaining CASC inspectors at every gin and oil press does not seem to be an

issue of concern to the officials involved. This may change if the number of
private presses continues to grow.

the purchase of cottonseed, unless its price is
Animal Production Research Institute of the
conducting research on this topic, with initia
buffalo diets but at relatively high costs. Int

difficulty in obtaining permission to procure
needed for its research.

discounted due to its age. The
Agricultural Research Center is

! findings suggesting benefits to
erestingly, the Institute reported great
the small quantity of cottonseed it

Summary of Findings and Recommendations

I. The relatively high official purchasing price for commercial cottonseed
resulted in large unsold stocks in 1997 and 1998 because oilseed-crushing plants.

competitive, but public sector companies were reluctant to sell below cost and
thereby accumulated stocks that were costly to finance,

2. Only when the official price was lowered, demand increased, and managers of
public trading companies leaned to be more flexible in their pricing of seed, did
the problem dissipate.

4. A sub-committee composed of representative of the relevant ministries and in
possession of international price data for soybeans and crude oils should meet
periodically throughout the seed-marketing season to adjust official prices as



5.

necessary. Of course these official

purchase prices and not sales prices.

Research should be intensified in
practical method to sterilize cottons
of using cottonseed in animal fatten
should be simplified for obtaining p

prices should only apply to calculations of

the ARC to (a) find a more effective and

eed, and (b) investigate the economic viability
ing. Ifthe latter is promising, procedures
ermission to use cottonseed as feed.
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Annex I: An Example of the Use of the Official Formula
to Calculate Official Prices for Seedcotton

on seedcotton marketing.

The official cost numbers for commercial seed, scarto, domestic marketing expenses, and conditioning for export {fobing)

are announced in the decree.
The internationa) price is provided by Aicotexa.
The tumnout rate is provided by CATGO based on testing of samples from delivered seed cotton.

One kentar of seedcotton is 1 57.5 kg.
At a tunout rate of 100% this yields 50 kg of lint, about 95 kg of seed, and a few kg of scarto

Below is an example of calculating an official purchasing price for the Giza 70 cotton variety in 1'999-2000.

Lint value

if the international price for Giza 70 variety lint is announced by Alcotexa at 100 ¢ents/pound,
then the official number for fobing costs (10 cents) are deducted to get 90 cents/pound. -

Multiplied by 2.204 pounds/kg gives 6.744 LE/kg.
At a turnout rate of 100% there are 50 kg of lint/kentar.
S0 kg multiplied by 6.744 LE/kg yields LE 337.3 fora kentar of fint.

Marketing costs
The officially decreed cost of marketing is LE 50.

This is subtracted from LE 337.3 to calculate net revenue from lint at 287.2 LE/Xentar.

Turmout muitiplier -
If the turnout rate is 115%, the 287.2 is muitiplied by 115% to abtain an official buying price of 330.395 LE/kentar of lint.

Seed value

The seed value is assumed to be 90 kg/kentar of seedcotton or 34 of an ardeb.
At 62.5 LE/ardeb this means 46.875 LE in sead value per kentar of seed cotton.

Scarto value
The value of the scarfo is announced in the decree to be LE 10/kentar of seedcotton.

Official purchasin tice

This is calcuaited by adding the multiplier-adjusted net revenue from lint {330.395 LE) and
the calculated value of seed (46.875 LE) and
the announced valye of scarto (10 LE)

to yield an official purchasing price of 387.27 LE/&xentar of seedcotton.

I
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Annex 2:
Total Production, Total Consumption, Food Gap Per Thousand Ton,
Percentage of Self-Sufficiency, Average Per Capita Consumption in Kg., Imported Quantities per
Thousand Tons and the Average Import Price per Ton in U.S. Dollars for Edible Oils during the period 65/66 — 97/98

Production . : Percentage | Average Imporied verage
65/66 | 149.0 149 186 37 80 %
1972 136.0 136 263 127 52 7.8
80/81 82.3 9.4 0.4 92 454 362 20 11.0 320 703
81/82 85.0 11.0 0.6 97 485 388 20 11.5 387 656
86/87 82.9 37.3 15 122 605 -] 483 20 12.5 414 511
87/88 87.0 25.4 1.7 114 550 436 21 11.1 416 686
88/89 84.0 22.1 1.9 108 609 501 18 11.9 526 643
89/90 750 | 23.0 2.0 100 585 485 17 11.2 565 536
90/91 73.0 11.6 6.2 91 464 373 20 8.5 477 662
91/92 50.0 18.0 5 3.9 77 428 351 18 7.7 414 661
92/93 78.0 35.0 5 5.0 123 461 338 27 8.1 537 466
93/94 94.0 14.0 6 6.9 121 466 546 26 8.2 352 454
94/95 58.0 16.0 4 6.0 84 674 590 12 11.4 364 670
95/96 49.0 36.0 11 12.9 109 709 600 15 12.0 429 672
96/97 78.0 24.0 16 11.0 129 890 761 14 14.7 598 620
9798 | 800 | 18.0 7 9.0 114 726 612 16 11.9 684 | 536

- Note: Production of cottonseed oil js all from domestic seeds, but soybean oil, sunflower oil, and maize oil is produced
mainly [rom imported oilseeds.
- Note: Imported quantities are dominated by crude palm oil and crude soybean and sunflower oil, which are locally refined.

Seurce ; Compiled and computed from:

= Fawzy Halim Rizk (Dr.), Economic Reform Policies of Food Subsidy in Egypt, The Lgyptian Socicty of Political Lconomy, Statistics and Legislation,
Contemporary Egypt No. 449-450 Cairo, January and April 1998, '

Sl = Records of Ministry of Agriculiyre and Land Reclamation. - Records of Ministry of Supply and Home Trade.



Annex 3: Production of Major Oilcrops in Egypt

Cottonseed production Cottonseed Soybeans Qily Sunflower Totat in Cottenseed
in ardebs in thousand tons  in thousand tons inthousand tons  thousand lons as % of total
1665 8.009 S61 61 100%
1970 7,363 884 384 100%
1980 7,146 858 92 S50 0%
13981 5,750 810 130 840 85%
1982 §.149 738 166 04 B82%
1983 5,456 655 162 817 80%
1984 5301 636 143 779 82%
* 1985 5913 710 140 850 84%
1986 5.612 673 133 806 24%
1987 4,884 588 134 720 31%
1988 4,453 534 128 : ‘ 563 81%
1988 4,141 497 113 ) 14 624 80%
1980 4,198 504 126 22 852 7%
1991 4.025 483 127 30 640 75%
1992 4,759 571 59 38 668 85%
1993 5,407 649 50 42 741 88%
1994 3.423 411 87 18 496 %
1895 3167 380 63 29 472 81%
1996 4,598 552 40 25 617 89%
1997 4,643 557 35 12 804 92%
1988 3210 385 48 7 440 88%
1989 3,125 375 19 2 396 35%

Source: Compiled and computed from Recards of Ministry of Agricuture and Land Reclamation
- Fawzy Halim Rizk, "The Fixed Farm Prices of Egyptian Field Crops, which are Supplied to Gevernment”
The Egyptian Society of Paliticai Economy, Statistics and Legislation, Contemporary Egypt. No. 356, Apnl 1984,
- Abd El hamid Fawzy El Atar and Fawzy Halim Rizk, "Sluy of Production Economics of Oil and Cotton Seed Cake”
The Egyptian Society of Political Economy, Statistics and Legislation, Contemporary Egypt, No. 355, Apnl 1974,
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Annex 5:

Memoranda from the Chairman of the Holding Company
for International Cotton Trading
(January 1998 and November 1998, in Arabic original and
translations into English)
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Cotton and International Trade Company
Board Chairman’s Office

Situation of Cotton Seeds’ Disposal

* On09/20/93, a meeting was held under the chairmanship of the Prime

Minister. Among other things, the meetings decided the cotton seed procurement
price for 93/1994 at L.E. 80/- per ardab.

* The Ministerial Committee approved the same price in 1997 season,

* Edible Oil companies, affiliated to the Holding Company for Food Industries
were committed to receive the commercial seed at that price until 96/1997 season.
* Starting from 96/1997, the oil companies were reluctant to receive the
commercial seeds from the gins, thus leading to backlog of seed stocks. Some of _
those gins.were to stop operation in the beginning of this season 97/] 998 due to
changes in the varietal map. A letter was sent to H.E. the Deputy Premier and
Minister of Agriculture, asking him to intervene towards moving commercial seed
stocks carried over from the previous season especially at the gins here the variety

assigned has been changed. He has issued his instructions to the Holding
Company to evacuate the gins from seeds stocks.

* Such a delay was conducive to financial problems for the ¢

otton companies, let
alone damage to and dehydration of the commercial seed,

* The remaining stock from 96/1997 is 200,000 ardabs. This season’s output

(97/1998) is estimated at 4.6 m, ardab, i.e. total supply is 4.8 m. ardabs, worth of
L.EE.384m. -

* According to the Deputy Premier’s decree No. 1675 of 1997 varieties wil] be
changed in 2 number of gins. Stocks have t i i i

backlog. MALR refuses to license gin operation if there were

* InJan, 11" 1998 the Holding Company for Food Industri
which concluded that an economically viable price is L.E. 7
light of the world prices of edible oil. )

es conducted a study
0 per ardab, in the

®  Our company (CIT) has paid L.E. 80 / per ardab of commercial seed to the
cotton producers.

[ am writing this memo to Your Excellenc

¥ to issue your instruction to the Holding
Company to pay L.E. 80 per ardab or our

company will incur L.E. 48 m. in losses.

)



I therefore, suggest the following:

l. Precedence should be given to the oil extracted from cotton seed. A time-

schedule must be agreed upon between MoTS, CIT and the Holding Company
for Food Industries.

2. Oil processing plants must be instructed, within the Optional Marketing

System, to receive the commercial seeds, Just like the cotton trading companies.

3. MALR should agree to crushing the seeds under its supervision for use in the

production of animal feeds or for exportation,

Board Chairman
Nabil EI-Marsafawy

Jan, 18, 1998

/1
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Cotton and International Trade Company
Board-Chairman’s Office

* Due to the presence of carry-over from 97/1998 season and to the siow
withdrawal of adequate volume thereof by the oil companies, especially from
gins where the variety assigned has been changed: and

* Based on MALR’s instructions to evacuate the gins of the carry-over, as a
preliminary step for disinfecting on the set Date.

A letter has been sent to Eng. Adel El Shehawi, Board Chairman of the Holding
Company for Food Industries, to this effect.

C I T has favorably responded to the oil companies’ request for applying the actual
weight rather than a seed sack’s weight of 121.5 kgm. Likewise, the oil companies
have been given facilities for payment, extending up to 10 months.

Despite all this, the carry-over stock from 97/98 is estimated at 900,000 ardabs. The
output from this current season is estimated at 3.2 million ardabs, thus making the
total supply within the domain of 4.1 miilion ardabs.

I would like to invite Your Excellency’s attention to Article (4) of the Joint
Ministerial Decree No. 1048 of 1998, duly signed by your goodself, the Deputy
Premier and the Minister of Trade and Supply, which reads as follows:

*“ Oil presses of the subsidiary companies of the Holding Company for Food
Industries shall be linked / assigned to specific gins, as was the case in the past,
wherefrom they shall receive the output of the cotton commercial seed on regular
basis. They also obliged to provide intact sacks to reduce losses”.

The 15% of April has been specified as a deadline for the receipt of the entire stocks

by weight. A special committee (representing the oil press, the gin, MALR at gins and

the company holding title deed to the commercial seed) shall set the rules of seed
delivery and receipt.”

The Holding Company for Food Industries has enumerated the following reasons for
the sluggish withdrawal of seeds in 97/ 1998:

1. Low production of feed concentrates due to low demand.
2. Increasing stock of the cotton seed cake at the presses caused the pressing
operation to fall down.

3. High stocks from 96/1997 (1 m. ardabs) mostly withdrawn during the
ongoing season.

Under the best scenario, the oil companies will only need no more than 2.5 m. ardabs

in 98/1999. The set price is L.E. 70 per ardab, 10 pounds less than the previous
seasons.

EVIR

A
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3.
4.

5.

We therefore propose:

Linking the oil presses to specific gins according to the Jjoint Ministerial
Decree 1048 of 1998,

Ministry of Supply should give precedence to oil produced from the local
cotton commercial seed, according to a time-schedule agreed upon between
MoTS, CIT and HCFI.

Permit exportation of Commercial Seed under MALR Supervision.

MPES should either prohibit or reduce importation of crude oil or seeds from
which oil is extracted.

Oil companies are obliged to receive the carry-over stock at L.E. 80 per

ardab, which is the price paid to producers. The cotton companies should not
incur loss for no mistake of them,

Board Chairman
Nabil El-Marsafawy

Nov. 5 1998
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