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PREFACE 

Prior t o  1987, the Government of Egypt (GOE) subsidized most farm inputs and 
maintained controlled fa rmgate  prices for major commodities. These and other  policy 
measures discouraged production and caused inefficient allocation of resources within 
the  agricultural  sector ,  In 1987, under the  auspices of the  USAID-sponsored Agricultural 
Production and Credi t  Project (APC) in t he  Ministry of Agriculture, the  GOE embraced 
long-term policy reform goals. The GOE'S Agricultural Policy Reform Program cal ls  for 
the  removal of price and crop a r ea  controls, c rop  procurement quotas  and  fa rm input 
subsidies. To da te ,  t he  COE has eliminated domestic price controls on all. crops except  
cot ton,  r ice  and sugarcane. 

The Agricultural Policy Analysis Project,  Phase I1 (APAP II) provided a two-person 
t eam t o  assist  t h e  Ministry of Agriculture in fulfilling t he  Benchmark 6 ,  Tranche 111 
requirements of the  APC Project. This task entailed an  evaluation of t he  recen t  pr ice  
performance of both controlled and decontrolled crops, with emphasis on t he  t h r ee  major 
cash crops: co t ton ,  r i ce  and sugarcane. Specifically, world price equivalents a t  tho 
fa rmgate  were  calculated for each  commodity and compared t o  t he  ac tua l  prices 
received by the  fa rmers  for t he  1984185 - 1987188 period. This technical document is t h e  
result  of those effort$,  

Benchmark 6 is one of six components of t h e  Agricultural Policy Reform Program. 
The other  benchmarks include survey verifications t h a t  COE-endorsed agricultural  policy 
reforms were implemented, anidyses of t he  economic impact  of these  reforms, and 
agricultural  impact  studies of proposed policy reforms for t he  price controlled crops and 
the  farm input supply system. The final Tranche I11 report  synthesizes t h e  resul ts  of a l l  
six benchmarks. 

This repor t  was prepared by Dr. Martin E. Abel of Abel, Daft  & Earley, Ms. Theresa 
Bradley of Abt  Associates and Dr. Ahmed Abo-Rawash, Mrs. Azza  Emara,  and  Mr. Adnan 
Nassar, Economists in t he  Off ice  of t he  Undersecretary for Agricultural  Economics and 
Statist ics,  Ministry of Agriculture. Dr. Hassan Kheder, Undersecretary for  Agricultural 
Economics and  Statist ics,  Ministry of Agriculture, provided guidance and  supervision, and 
Dr. Mohammed El-Sentrecy of Ain-Shams University and Dr. Adel Beshay of t he  
American University of Cairo participated a s  advisors. Dr. Mohammed Omran, 
USAIDICairo, provided valuable assistance in the  conduct of t h e  study. 
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SUMMARY AND POLICY OVERVIEW 

Recent Price Performance 

Thc performance of domestic farm prices for major crops relative to  their world 
price equivalents was mixed during the 1984185-1987188 period. The crops examined 
were cotton, sugarcane, rice, wheat, maize, and soybeans, and their ratios of prices 
received by farmers to  their world price equivalents vall~ed a t  market exchange rates  a r e  
summarized in the following table. 

Cotton 
Extra-long s tap le  (ELS) 
Long s t a p l e  (Ls) 

Sugarcane - 11 1.17 1.01 .80 .64 

Sugarcane 2 1  - .48 .45 .44 .46 

I s  Rice 
Procurement Price 
Open Market Price 
Weighted Average Price 

Wheat .70 .87 .84 .79 

Maize -83 .94 1.20 1.01 

Soybeans .63 - 6 8  - 8 3  .86 

I /  Using actual  world prices of raw sugar. - 
2/ Using a 'bormal" world price of raw sugar of $265/ton. - 

The farm price of cot t sn  was extremely low and actually declined relative t o  the  
world price during the  four-year period when market exchange rates  a r e  used, and this 
was so despite the fac t  procurement prices were increased. Farm prices a r e  consistent 
with world prices only when one uses the official exchange rate.  Thus, i t  appears the  
government taxes cotton producers through capturing the difference between the  official 
and market exchange rates. 

For sugarcane, farm prices were above world prices measured in terms of the  
market exchange ra te  a t  t he  beginning of the period but declined t o  below the world 



price by the end of the fo~r -yea r  period. I-fowever, world sugar prices were abnormally 
low during the 1984185-1987/85 period. I f  a more representative long-term "normal11 
price is used for sugar, prices received by farmers for sugarcane were substantially below 
their world price equivalents. World sugar prices in early 1989 were nearly a t  this long- 
term "normal1' price level. 

The situation for rice was mixed. The government's procuremen t price increased 
during the  1984185--1988/89 period, but i t  was still well below the world price of rice. 
However, the  gap did narrow. On the other hand, the open market price of rice received 
by farmers was, on average, near the world price equivalent for the 1984185-1987188 
period. The weighted average of procurement and market prices was significantly below 
the world price, but by a smaller magnitude than for cotton and for sugarcane using a 
"normal" world reference price. 

Increases in domestic producer prices for wheat resulted in a slight narrowing of 
the gap between domestic and world prices. Farmer prices were about 15 percent below 
the lat ter  during most of the 1984185-1987188 period. This gap is certainly smaller than 
those for cotton, sugarcane, and rice, but i t  is still significant. There was nc tendency 
for the price gap t o  narrow during the  four-year period. 

Progress has been made in liberalizing domestic maize prices. In fact,  by the end 
of the four-year period domestic farm-level prices were well above world levels, 
representing a subsidy t o  producers. The main reason for this situation appears t o  be 
inadequate foreign exchange t o  support imports a t  a level necessary t o  equalize domestic 
and world prices. 

Steady progress throughout the  period was made in moving farm-level soybean 
prices to  world price levels. 

Projecting the  Impact of Price Liberalization 

Analyzing the  impact of complete price liberalization on production, consumption, 
and trade is a complex task. First, one needs an idea of where world prices will be in the 
future. They a r e  likely t o  be above the  1984185-1987188 levels for some crops such a s  
sugar, wheat, maize, soybeans, and rice, but possibly below for cotton. This would be 
especially t rue  for cotton if price liberalization in Egypt resulted in an expansion of 
cotton production and exports sufficient t o  negatively influence world prices. 

Second, relative crop prices will be realigned by complete price liberalization. 
Using the  la t te r  part  of the  1984185-1987188 period a s  a reference point t o  illustrate this 
result, cotton, sugarcane, rice, and wheat prices would rise, maize prices would decline, 
and soybean prices would remain unchanged. Clearly, cotton, sugarcane, rice, and wheat 
prices would rise relative t o  those for maize and soybean. But cotton, sugarcane, and 
rice would also rise relative t o  wheat, and cotton and sugarcane prices would rise 
relative to rice. 

The impact of changes in both absolute and relative prices of the  major crops 
studied has also t o  be evaluated in terms of the  complex crop rotations Egyptian farmers 
follow for these and other crops such a s  berseem, other oilseeds (peanuts and sesame) and 
fruits and vegetables. Farmers ultimately look a t  profitability of their total farm 
operations and this profitability is influenced by both commodity prices and crop rotation 
considerations. 

Finally, inputs used to  produce some crops a r e  highly subsidized. If  price 



liberalization also involves eliminating input subsidies, the price and production effects 
of these actions also need to be considered. The impact of eliminating input subsidies 
will vary among crops in relation to relative input use intensity. 



I. INTRODUCTION 

This study examines the relationship be tween prices received by farmers for major 
crops and their world price equivalents over the l984/85- l987/88 period. These world 
prices a re  also called border prices and shadow prices by economists. The primary focus 
is on cotton, rice, and sugarcane--commodities whose domestic prices are still controlled 
in a major way--but prices of other major crops such as wheat, maize, and soybeans are 
also examined. The analysis provides a basis for evaluating recent agricultur;?l policy 
reforms, especially those aimed a t  increasing the domestic procurement or market prices 
of some crops and bringii~g them closer to their world price equivalents a t  farm level. 

The Egyptian economy still depends heavily on the agricultural sector to finance its 
development. During 1975-85, the transferred economic surplus from the agricultural 
sector to other sectors was estimated to Le approximately L.E. 300 million. Thus, 
agricultural policies a re  a key component in achieving the government's goal of 
improving the economic and social welfare of the whole Egyptian society. 

In order for the agricultural sector to play a positive role in the economy, its 
resources must be used efficiently. Because prices in a competitive economy respond 
quickly to  changes in demand and supply conditions, they transmit essential information 
to  market participants on how to  efficiently allocate resources in production and on how 
consumers should allocate their incomes among goods and services. When producers and 
consumers are  allowed to respond to competitive prices, resources are allocated 
efficiently and this enhances economic growth. Government policies can block this 
mechanism of signaling information, cause inefficient allocation of resources, and retard 
economic growsh. 

Over the past few years, land use devoted to  certain major crops has been 
- decreasing in response to  low farmgate prices relative t o  their world price equivalents 

and to  other domestic agricultural prices. The government has raised prices of cotton, 
rice, sugarcane and other crops to  reverse recent declining trends in plantings. To 
evaluate the effectiveness of these changes in price policy, one has to compare these 
movements in domestic prices relative to world market prices, and that is what study 
does. 

11. METHODOLOGY AND TOOLS USED IN THE STUDY 

Definition 

A world price equivalent, sometimes also called either a border or shadow price, 
represents the price of a commodity that would prevail in a country in the absence of any 
distortions or interventions in the domestic market. World price equivalents a re  used in 
economic analysis as a standard against which domestic prices are measured to 
determine the degree to  which the domestic market is distorted. When the ratio of the 

'~oharnmed M. Badr, ''The Impact of Cotton Price Liberalizationn, Zakazik University, 
presented to the Minister of Agriculture in January 1989. 



- domestic to the world equivalent price deviates from the value of one, this gap rneasurcs 
the net effect of all distortions in t h e  rnarket place, and not just govcr.nment price 
interventions. For instance, a distortion can be gerlera ted by government policy 
interventions such as tariffs or taxes, or by non-policy [actor.; such as nlonopolies or - incomplete markets. A ratio of domestic to world prices received by pruducers that is 
greater than one implies producers are being subsidized; a ratio less than me indicates - producers are  being taxed. 

a Although studying relative prices overtime is a useful policy analysis tool, it is a 
partial equilibrium technique since it only measure price distortions in a single market 
context. Another drawback of this technique is that the impact of some policy 
interventions are not incorporated into t h e  analysis. For example, governments often 
intervene in marketing activities through licensing, fuel subsidies and import 
restrictions. Some of these interventions affect all sectors of the economy. Some alsl:, 
affect goods and services which are not traded internationally and it is, therefore, not 
possible to derive world price equivalents for them. 

1 Procedure 

Chart 1I.A represents the procedure used to  calculate the world price equivalent at  
the farm level for a processed agricultural commodity produced in Egypt. Assuming that 
the agricultural commodity is processed into several joint products before trading on the 
international market, as in the case of cotton and sugarcane, the calculation begins with 
the world price of each joint product. If the border price a t  Alexandria is not available, 
the world price for the product, quoted a t  a price-competitive market outside of Egypt is 
used and adjusted for transportation cost (added if imported into Egypt; subtracted if  
exported) and for quality differences with the domestic commodity to  obtain the c.i.f. or 
f.0.b. border price a t  Alexandria. If  the joint product is not traded on the international 
market, its domestic price is used as a proxy for its world price. Given this border price, 
an exchange rate is used t o  express the price in domestic currency. In this study, 
calculations are  made using both official and market exchange rates. Ideally, all 
subsidies, tariffs, and intermediary costs such as transportation incurred between the 
import/export location and the processing location should be deducted to  arrive a t  the 
world price equivalent of the product a t  the processor. Similar adjustments should be 
made between the processor and the producer. In this study it has not always been 
possible to account for all of the subsidies or other distortions. 



CIIAR'P I' I' .A 
I'ROCRDUI1E TO CALCULATE 'I'llE WORI.1) PRICE EQUIVALENT AT FARM LI!Vl?L 

NET IMPORTER NET I!XPONTEK 

WORLD PRICE 
(Quoted at n location 

of o price-competitive market 
I 

TRANS PORTATION 
COSTS 

I 
QUALITY ADJUSTMENTS 

I 
I WORLD PRICE, ALEXANDRIA I 

EXCHANGE RATE 
I 

SUBSIDY/TARRIF OR TAX 
I 

INTERMEDIARIES: 
Transportation, 
Packaging Costs, 

Margins 
I 
I 

WORLD PRICE AT FACTORY 
(if processed prior to 

domestic sale or export) 

VALUE OF BY-PRODUCTS 

- PROCESSING MARGINS - 
I 

TRANSFORMATION RATIO 
x (Conversion from processed to unprocessed commodity) x 

I 

+ Domestic Market 
(Domestic ~rice)>k(Yield/Ton) 

I VALUE OF UNPROCESSED COMMODITY AT FACTORY 

Internationally Traded + 
(World Price at ~actor~)*(~ield/~on) 

I 
INTERMEDIARIES 

I 
TRANSPORTATION, 
PACKAGING COSTS 

I 
( WORLD PRICE AT FARM I 



Orlce this procedure is cornple tcd fc.r each of  I:he joint products, the  prices o f  joint 
products art: weighted by their ~x!spective yields to Get the processed value per unit o f  
raw products frern the f a rm  to the processing plant. 

This world farm price equivalent is cornpared to  the  domestic price paid to  the 
fa rmer  which is adjusted for any subsidies that have already been deducted in arriving a t  
the price farmers  receive. 

Several points should bc noted concerning the  specific methodology used. 

Exchange Rates: Both the  official and marke t  exchanges ra tes  were used in 
derivlng w o r l d ~ q u i v a l e n t  prices a t  the farm level. T!:ese ra tes  differ markedly. 
The market  excnange r a t e  more r~ear ly  approximates an  equilibrium r a t e  and is 
the one thbt  most a c c u r a t ~ l y  ref lects  equivalent world prices in the domest ic  
market. However, t he  official  exchange r a t e  is used by the  government in s cme  
instances where ~t controls  the marketing and processing of crops. When the  
official exchange r a t e  is highly over-valued, a s  in t he  ca se  of Egypt, domest ic  
prices will be  biased downward by a substantial  amount. 

Transportation Costs: - Domestic transportation cos t s  appear t o  be very low and t o  
ref lect  large fuel subsidies whlcr~ a r e  provided t o  the whole economy. 
~ r a n s ~ o r t a t y o n  cos t  es t i tnates  for dif ferent  commodities were obtained f r o k  
different  sources and  a r e  not necessz,rily consistent among commodities. 
However, these  dif ferences  a r e  probably not large enough to  fundamentally a l t e r  
the  results. 

Input Subsides: In t h e  case of some crops such a s  cot ton,  the  government provides 
farmers  with highly subsidized ferti!izer, pesticides, and o ther  inputs. The - - 
cot ton  prices fa rmers  received have been a d j x t e d  for some of these subsidy 
costs, but not a l l  of them. We have added these input (subsidy) cos t s  back into 
the  ac tua l  prices received by producers t o  g e t  a price tha t  is comparable  t o  t h e  
world pr ice  equivalent a t  t h e  farm level and t o  farm level prices for o ther  
commodities tha t  d o  not receive similar input subsidies. These adjustments  were 
made only for co t t on  where good information is available. They were not made 
for other  crops t ha t  also use subsidized inputs because the  necessary d a t a  t o  do  
so were not available. 

In addition, t he r e  a r e  genera! subsidies available t o  all  crops such a s  f r ee  
irrigation water. Not taking these subsidies into  account  results in prices 
actual ly  received by fa rmers  being below their  t r ue  value, and c r e a t e s  distortions 
among crops t o  t h e  ex t en t  tha t  the  intensity of use of subsidized inputs varies 
among crops. 

Use of Averages: Average prices were used in t he  analysis. Fur ther  analysis 
could adjust  prices for dif ferent  periods within a c rop  year  for specific locations 
and specific types and qualit ies of a commodity. 

Estimates: Da t a  were  not  available for some of t he  components of t h e  analyses. 
Thus, these  d a t a  were  es t imated  and such es t imates  a r e  indicated by an  as ter isk 
(*) in t he  tables  t h a t  appear  throughout this  report. 



Computerized Spreadsheets 

5 
The calculations for this study were made by using a spreadsheet format on an Apple 

computer. Use ~f computerized spreadsheets niinimizes the chances of errors in 
calculations; provides a convenient nie thod to revise t h e  analysis, recalculate results and 
expand the analysis to  other crops; and facilitates the development of grapllics to 
interpret various results. 

-- 

111. SPECIFIC CROP ANALYSES - 
A. Cotton 

1. Backeround 

W'thin the agricultural sector, cot ton is considered one of the  most important 
crcPsei Approximately one million feddans, which represents about 17 percent of the 

A total planted area  in Egypt, is devoted to  cotton production. The production value of 
cotton reached L.E. 700 million during the 1985186 season, and represented I 1  percent of 
total  agricultural production. 

Cotton plays an essential role in the Egyptian economy. As a main link among the 
agricultural, industrial, and commercial sectors, cotton production provides income 
either directly or indirectly to many Egyptians. For instance, in 1985-86 .the marketing 
of cotton and the manufacture of cotton products employed 500,000 workers. 

Cotton by-products a r e  also important. Cottonseed oil produced domestically 
accounts for 20 percent of total  vegetable oil consumption and cottonseed meal is an 
important animal feed. The textile industry uses about 265,000 tons of lint cotton 
annually to  produce about a billion meters of cloth. 

Finally, cotton is an important source of foreign currency. The revenue from 
cotton exports exceeded U.S. $420 million in 1985186. 

Tables III.A.1 - III.A.3 illustrate the  derivation of the world price equivalents a t  the 
farm level for extra-long staple (ELS) and long staple (LS) cotton varieties in the 
1984185-1987188 period. At  the  gin, one seed cotton kantar, which is equivalent t o  157.5 
kilograms, produces 50 kg of cotton lint, 105 kg of cottor; seed, 2 kg of scr ?o and 0.5 kg 
of dust, Thus, world price equivalents a t  the gin for all of these producLs which are  
marketed must be calculated and summed together, giving weight to  their respective 
yield. 

We begin with Table 1II.A. I which provides the  calculations used to ge t  world price 
equivalents for cottonseed a t  the gin. Since Egypt does not t rade cottonseed meal on the 
world market, the calculation for its world price equivalent a t  the  cottonseed processor 
is based on the  assumption that  Egypt would export it t o  the United Kingdom, which is a 
major importer of cottonseed meal, Thus, the  price for cottonseed meal is calculated by 

 or statistics reported in this section see Mohammed M. Badr, T h e  Impact of Cotton 
Price Liberalizationtt, Zakazik University, presented to the Minister of Agriculture in 
January 198% 



taking the U.K. price and subttact:ilig ocean transportation costs from A1exandri;l. 
Transportaticn costs from the processor to Alexandria ;ire deducted t o  arrive a t  the  
world price equivalent for cottonseed meal a t  t h e  procmsor. 

A similar calculation is done lor cottorlseed oil. Since Egypt imports cottonseed 
oil, its c.i.f. price, Alexandria, is calculated by adding transportation costs from 
Rotterdam to Alexandr~a to the reported Rot terdam price. Transportation costs from 
t h e  port to t h e  processor are  added to arrive a t  the world price equivalent a t  the 
processor. This analysis assumes that cottonszed oil is refined near seed processing 
facilities. There is vegetable oil refining capacity a t  Alexandria, but this is probably 
used mainly to refine imported oils. 

These two prices are  weighted by their respective yields from cottonseed to get a 
product value per ton of cottonseed, and the cottonseed crushing margin is subtracted to 
obtain the world price equivalent for cottonseed a t  the processor. Subtracting 
transportation costs from the gin to the processor gives the world price of cottonseed a t  
rhe gin. This information is used in the analyses for ELS and LS cotton presented in 
Tables III.A.2. and III.A.3. 

In the case of lint cotton, a border price, f.0.b. Alexandria, is calculated in pounds 
per metric kantar for lint cotton by averaging across varieties within both the ELS and 
LS categories. Transportation and marketing costs from the gin to the port are deducted 
to arrive a t  a world price equivalent for lint a t  the gin. Unlike cotton, scarto and 
cottonseed are not traded internationally. For scarto, its domestic price is used to 
approximate its world price equivalent a1 the gin. For cottonseed, the world prices 
derived in Table III.A.1 are  used. 

Next, the world price equivalent for seed cotton a t  the gin is calculated by 
summing the calculated prices for lint, scarto, and cottonseed, each weighted by their 
respective yields from seed cotton, and subtracting ginning costs. Finally, transportation 
costs from the farm to the gin are deducted to obtain the world price equivalents for 
seed cotton a t  the farm level. 

Given that input costs for the farmer are  heavily subsidized by the government, the 
procurement price for cotton is adjusted by adding to it the subsidy values for fertilizers 
and pesticides. Finally, we calculate the ratio of the adjusted procurement price to the 
world equivalent farm price for both the ELS and LS varieties of seed cotton. 

2. - Description of Results 

Cottonseed 

The derivation of the world price equivalents for cottonseed a t  the gin is presented 
in Table III.A.1 and these prices are  used to derive farm-level prices for seed cotton. 

Official data on cottonseed crush margins (line 46) appear to be unrealistically low 
by world standards. As an alternative, we have also used crush margins that more closely 
approximate world processing costs and these are presented in line 47. 

The derived world equivalent prices of cottonseed a t  the gin vary markedly with 
the exchange rate that is used. This is what one would expect given the large differences 
between the official and market rates of exchange. For consistency, world prices of 



cottonseed valued a t  tile official ~xChi.\~lgc rate arc r lwd  lo c:alculi~.tt:t tho world ~,ric:c: 
equivalent of seed cotton also valued ;it the of fick~l cxcharil;c rntc, ,md  tic pricw of  
cottonseed valued at t h e  tnarkc l cxchangc! r a  tc!; ;ire IJ: ; (~ to dcr ivc the world c q u i v i i l ~ ~ r ~ t  
prices of seed cot ton also valucd a t  the rrwkct cxchilnge ratcs. 

Finally, we have elected to use derived cottonseed priccs based on the highcr, rnorc 
realistic crush margin levels, i.e., the prices that appear in lines b l  and 62 in 'r;lblc 
1II.A. I .  

ELS and LS Cotton 

The derivation of the world price equivalents a t  the farm level for extra-long 
staple (ELS) and long staple (LS) cotton are presented in Tables III.A.2 and III.A.3, 
respectively. 

- - 
- 
A 

In the analysis of l i n t  cotton we have assumed the same product yield values from 

- 
seed cotton (lint, seed, and scarto) for both ELS and LS cotton. Yields probably vary 

I between the two types of cotton, but we could not obtain separate yield data for each 
type. However, our assumption probably does not alter the final results in any significant 
way. 

For both ELS and LS cotton, the procurement price adjusted for input subsidies 
closely apprcximates the world price equivalent a t  the farm level valued a t  the official 
exchange rate. This is not surprising since the government uses the official ra te  in 
valuing cotton domestically. 

- 
However, the adjusted procurement price of cotton is substantially lower in 

relation to the world price equivalent a t  the farm level measured with market exchange 
rates. During the 1984185-1987188 period, the ratio of the adjusted procurement price to 
the world price equivalent a t  the farm level averaged only .34 for ELS cotton and .39 for 
LS cotton. 

Furthermore, the domestic procurement price declined relative to the world price 
despite the fact  that the government increased its procurement price during the 1984185- 
1987188 period, i.e., cotton production became less profitable. Most of that 
deterioration was caused by the divergence between the official and market rates of 
exchange. The world equivalent prices a t  the farm measured a t  the official rate tracked 
procurement prices reasonably well so the ratio of these two sets of prices remained 
relatively constant. 

The relationship between domestic and world prices measured in term of both the 
official and market exchange rates are presented graphically in Chart III.A.1 for ELS 
cotton znd Chart III.A.2 for LS cotton. 

3. Policy Implications 

Clearly, the government has been taxing cotton production very heavily and this 
explains in large measure why cotton production has been declining. The mechanism for 
collecting this tax is the differential exchange rate system that is used. While the 
government increased the procurement price of cotton over the 1984185-1987188 period, 
the differential between the official and market rates of exchange increased and so, too, 
did the tax on cotton producers as measured by the relationships between procurement 
prices and the world equivalent prices a t  the farm level. 
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From a policy standpoint i t  is important to know i f  the four-year historical period 
being exarnined is reasonably representative of the longer-term Iwel of prices. Chart 
1II.A.3 presents annual Egyptian export prices for ELS and LS cotton since 1'110, It would 
appear that prices in the 1984185-19137'88 period were high relative to average prices 
over a longer period of time. In the 1984-87 period, Egyptian export prices for ELS and 

1 LS cotton averaged $3,164/ton and $2,833/ton respectively. The average prices for these 
two types of cotton in the 1983-1987 period were $2,836/ton and $2,38l/ton. Prices 
received by farmers in the 1984185-1987188 period were wel l  below the farm level 
equivalent of the lower average prices for the 1973-87 period. 

One can not ignore the impact on world prices of a major expansion in Egyptian 
production and exports due to domestic price liberalization, i.e., moving the farm price 
up to its world price equivalent. Egypt accounts for a large share of world ELS trade and 
a significant share of world LS trade. A large increase in Egyptian exports would, in 
themselves, depress world prices of these ,sypes of cotton. These price effects need to b e  
takcn into account since they will ultimately determine the equilibrium levels of cotton 
production in and exports from Egypt and foreign exchange earnings from this crop. 
Estimates of the price elasticities of export demand facing Egypt for ELS and LS cotton, 
price elasticities of domestic demand, and the production responses to prices are 
required to estimate the fuller implicaticns of decontrolling cotton prices. 

8. Sugarcane 

1. Background 

Sugar is a significant food commodity for many countries, and it is traded 
worldwide. Sugar can be made from sugarcane or sugar beets, but cane is the primary 
source of sugar in Egypt. 

According to 1987188 estimates, 10.8 million tons of sugarcane were produced using 
about 260 thousand feddans and yields averaged 41.5 tons per feddan. Ninety five 
percent of the total crop land devoted to sugarcane is located in the five governorates of 
Kena, Aswan, Menya, Suhag, and Kalioubia. The Egyptian sugar and distillation company 
has eight factories in Abou Kerkas, Gerga, Deshma, Kous, Armet, Edfou, and Kom 
Embo. There is also a refinery in Hawandia in Giza, which is the only location in Egypt 
where sugar is refined. 

As illustrated in Chart III.B.1, one ton of sugarcane in Egypt produces 
approximately 110 kg of raw sugar, 33 kg molasses, and 260 kg of dry bagas. The 
mdasses is an input in the production of alcohol, acetic acid, and a number of other 
industrial products, is exported, and is used for feed. 

The world price equivalents for molasses a t  the sugar factory are  derived first. We 
start  with the world price of molasses a t  New Orleans, where molasses prices are 
regularly reported. Molasses prices in N.W. Europe are approximately the same as in 
New Orleans. Since most of Egypt's molasses exports are to  Europe, w e  can obtain an 
Alexandria price by subtracting ocean freight f r ~ m  Alexandria to Europe from the New 
Orleans price (same as N.W. European price). The world price in U.S. dollars is then 
converted to  Egyptian pounds using both the official and market exchange rates. Next, 
transportation costs from the sugar factory to Alexandria are subtracted to get a world 
price equivalents ex factory. Finally, since world prices are quoted for molasses of 52.5 
percent sugar content and Egyptian molasses contains 33 percent sugar, a conversion of 
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world prices to the Egyptian sugar con tcnt levcl it; rnadc, 

Egypt is a net importer of sugar. Thus, we star t  with Caribbean raw sugar priccs 
and add ocean fre.;ht to get to Alexandr~a. World prices a t  Alexandria 4i.e convcrtcd 
into Egyptian pounds, transportation costs from Alexandria to Hawandia, the only 
refinery, a re  added. Finally, transportation costs from the main domestic sugar 
producing areas to the refinery ?re subtracted from the world price equivalent of raw 
sugar a t  l-iawandia to get the world equivalent price a t  the factory level. 

Prices of the three joint products (raw sugar, molasses, and bagas) a re  weighted by 

I 
their respective yields from sugarcane to derive the world price equivalent of sugarcane 
a t  the factory measured in terms of product value. Processing margins arid 
transportation costs from farm tr? factory a re  deducted to arrive a t  the world equivalent 
prices of sugarcane a t  the farm level. 

Obtaining information concerning processing margins was difficult. Due to lack of 
data, this study obtained estimates of the processing margin for 1986187 from the World 
Bank study on import intensity and the 1987188 figure was estimated from information 
from une factory in Deshma. The 1984185 and 1985186 figures were derived by 
extrapolating backwards from the 1986187 data point using the wholesale price index 
(W.P.I.) for all commodities. 

Unlike in the case of cotton, the prices received by farmers for sugarcane have not 
been adjusted for input subsidies. We do not have a measure of the number of inputs used 
in sugarcane production that  a re  subsidized nor the subsidy level for each input. To the 
extent to  which there a r e  input subsidies, the prices received by farmers.for sugarcane 
used in this analysis a re  too low. 

While world prices of all commodities fluctuate over time, movements in sugar 
prices are  extreme as  shown in Chart  III.B.2. About every 7-10 years there is a very 
sharp increase in sugar prices followed by a fairly prolonged period of very low prices. 
For purposes of longer-run policy analysis one has to decide on what would be a "normalw 
level for sugar prices. 

I t  is clear in Chart  111.8.2 that the 1984-87 period corresponded to a period of 
extremely low prices in the sugar price cycle, averaging $12l/ton. Prices began to 
recover in 1988. From a longer-term planning standpoint, a price of $265/ton would be 
more reasonable. This is a price .chat would yield a normal ra te  of return over costs to 
many world sugar producers. 

Note also that  swings in molasses prices are  not extreme over time and that world 
prices (N. Orleans) in the 1984185-1987188 period used in this study are  not out of line 
with the longer-term average price. 

To help gain a better perspective in the relationship between sugarcane prices 
received by Egyptian producers and world prices, we perform two sets  of calculations. 
One compares prices received by farmers with actual world price equivalents for 
sugarcane in the  1984185- l987/88 period. The other derives world equivalent prices of 
sugarcane based on an average world price of raw sugar of $156/ton which is about where 
prices are  now. The lat ter  gives a truer representation of domestic sugarcane 
procurement prices relative to  world price from a longer-term policy standpoint. 



Molasses 

World rnolasscs priccs were rcla tively stable over the 1984185- l%'//H8 period. 
Translating thcsc prices into their cquivnlcnt v;llucs a t  thc sugar factory results in stable 
prices i f  one uscs the official eschmge ratc h u t  rising prices using rnarkct exctiangc 
rates (lines 35 and 36,  respectively, in T h l e  1II.fi.l). 

The world price equivalents of rnolasses at the factory are used in the analyses of 
sugar prices. For consistency doniestic rrlolasses prices valued at the official exchange 
rate are used to derive domcsiic sugar prices also using the official exchange rate. 
Similarly, molasses prices valued at  the market exrllange rates are used in the analysis of 
domestic sugar prices also valued a t  the market exchange rates. 

Sugar 

Because of the extreme volatility in world sugar prices, we have derived world 
price equivalents of sugarcane in two ways, as discussed earlier. One used actual world 
sugar prices in the 1984185-1987188 period, and the results are presented in Table 111.0.2 
and Chart III.B.3. An alternative set of calculations assumes a world price of sugar of 
$265/ton in all years, and these results are presented in Tables 111.0.3 and Chart 111.0.4. 

In the case of using actual world sugar prices, farm prices of sugarcane were more 
then three times world equivalent prices in the 1984185-1987188 period when measured a t  
the official exchange rate. When market exchange rates are used, however, the ratio of 
farm prices of sugarcane to their world price equivalents declined from 1.17 in 1984185 
to .64 in 1987188 despite the fact that prices received by farmers increased over the 
period. This increase, however, did not keep pace with the increase in world sugar prices 
and the depreciation in the market exchange rate, Thus, even in a period of low wor!d 
sugar prices, Egyptian sugarcane producers received significantly less than the world 
price equivalents for sugarcane during most of the 198418% 1987188 period. 

As one might suspect, the sitxition for domestic producers is much worse when one 
uses an average world price of raw sugar of $265/ton. As a matter of reference, world 
sugar prices have been near this level during the first part of 1989. 

The ratio of price equivalents measured a t  the official exchange rate increased 
from 1.22 in 1984185 to 1.87 in 1987188. However, when the market exchange rate is 
used, the price received by farmers was only about 46 percent of the world price 
equivalent, indicating that domestic prices were very low relative to a more "normal" 
world price and to where world prices have been in early 1989. 

3. - Policy Implications 

It appears sugarcane prices in Egypt have been significantly below world prices 
equivalents in recent years. This discrepancy is even larger in terms of a long-term 
world planning price. 
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WORLD PRICE FOR INEDIBLE MOLASSES [I] 
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" WORLD PRICE, M. ORLEANS 
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EXCHANGE RATES 
OkFlCIAL HATE L.E./U.S.$ 0.70 
MAHKET RATE L.E./U.S.$ 1.60 
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WORLD PRICE RAW, ALEX. 
O ~ C I A L  RATE LE./TON 88.55 
MARKET RATE L.E./TON 202.40 

TITLE 
WORLD PFIlCE RAW SUGAR, CAR1 [21 

TRANSPORTATION COSTS 
CARIBBEAN T O W ~ J ~  

TRANSPORTATION COSTS 
A M  TO HAWANDIA TO FACTOFIIES LEJTON 8.8 4 

ta- I 

I 
WORLD PRICE A? FACTORY 
OEnClAL RATE LE./TON 79.71 
MARKm RAE LEJTON 193.58 
RAW SUGAA W E W O N  SUWCANE YIELD/TON 0,l 1 
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U.S$TTON 

. U.S$TTON 

4 3 NET VALUE OF SUGAACANC 
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A a I 
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2!!i,OOi9 25,OOi' 30 001 

1 OR4105 
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5 6 Artlo of (Dom. Farm PI.) to (W. Pr. at Farm) 
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S 8 MARKET RATE RATIO 1.17 1.01 0.001 0.64 
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9 IWORLD PRICE RAW SUUAR, ALEX ~U.SSITON I 290.00 

- 1 0  
1 1 EXCHANGE RATES .-- 
1 2 OFFICIALRATE L. E.1U. S.$ 0 . 2  
1 3 MARKET RATE L. E./U.S.S 1 . 6 0  
1 4  
1 5 WORLD PRICE RAW, ALEX. 
1 8 O ~ C I A L  RATE LE./TON 203.00  
1 7 MARKETRATE - L.E./TON 484 .00  

i 1  n I  I I . - 
1 9 TRANSPORTATION COSTS - 2 0 ALEX TO HAWANDIA TO FACTORIES LE./TON 8.84 
9 I 
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2 2 WORLD PRICE AT FACTORY 
2 3 O ~ C I A L  RATE I-EJTON 194.18 
2 4 1 MARKFT RATE LEJTON 455.18 
2 5 I RAW S W  YlELD/TON SUCiAACANE YIELDflOM 0.1 1 
2 0 1  - - 
2 7 OTHER JOINT PRODUCTS 131 

, 2  8 INEDIBLE MOLASSES 
2 9 M O U S E S  M E W  SUQARCANE Yl ELDKON 0 . 0 3  
3 0 WORLD PRICE OF MOLASSES 141 
3 1 OFFICIAL RATE LEJTON 14 .48  
3 2 hAARKETR4TE LEJTON 42.74 
3 3 BAGASS 
3 4 W%SSMBD/TONSUGARCANE YlELDKON 0 .26  
3 5  DOMEmmEWBPCiASS LEJYON 5 .00  ' 
3 8 I - - ,  
3 7 IVALUE OF ALL JOINT PRODUCTS [Sl 
3 8 OFFICIAL RATE LEJYON 23 .91  

, 3  9 MARKFT RATE L E  JTON 54.60 
- 4 0 

J I 1 I I S 4 IOOUESTIC FARMGATE PRICE 
a m I 

ILEJYON I 
I 1 

I 

two crler,drr yearm. 
jolnt product of raw rugrr.  
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C .  Ric ... : -- 

In the 1984185- 1987-88 period Egypt planted an average of abour l,O5O thousand 
feddans to rice and production averaged about 2.4 trlillion metric tons. Yields are high at 
nearly 6 metric tons per hectare because over 95 percent of thc croF is planted to high- 
yielding varieties. 

Egypt is a net exporter of rice, but most of the crop is crcrwrned domestically. 
Exports have declined over time and have been low and erratic in recent years. During 
the 1984185-1987188 period annual exports ranged from 16,000 ( 3 lc)5,000 ton: and 
averaged 54,500 tons. The major export markets during this period were the Middle E a t ,  
Eastern Europe and non-EC countries in Western Europe. Exports LJ Eastern Europe and 
the USSR take place under special trade arrangements. 

Egypt produces and exports both long- and short-grain rice. Data for 1987188 
indicate that these two types of rice were exported in abour equal qu ntit ies with che 
price of short-grain averaging about $lO/ton more than long-grain rice! it is not clear 
whether or not this mix of exports by type of r ice is stable over time. 

Since Egypt's exports are relatively small, reported export prices may not 
accurately reflect world prices. First, the volume is probably not uniform enough over a 
crop year to  provide a good representation of the season average price. Second, the 
quantity involved in individual export sales varies significantly; e.g., a range of 20 to  
4,000 tons in  1987188 was indicated in a list of selected export sales. Sales of small 
quantities typically are made for higher prices which reflect added handling a.c..>,l shipping 
costs per ton. 

In order to get a reasonable approximation of the world price of r ice for Egypt, we 
have decided to start wi th the world price a t  Bangkok, Thailand since that country i s  
normally one of the largest exporters and its price closely approximates free market 
conditions. 

Since the Middle East is a major rice importing area and also a major market for 
Egypt, we have taken this market as a price reference point. Ocean freight from 
Thailand to the Middle East i s  added to the f.0.b. rice price in Bangkok. Then freight 
from Egypt to the Middle East is subtracted from the delivered price of Thai rice in that 

Part of this section draws upon John Parker, Egypt: Rice Market Fundamentals, 
Economic Research Service, US. Department of Agriculture, June 6 ,  1988. 

This statistic is based upon an incomplete time series collected by the Ministry of 
Agriculture over the 1984185-1987188 time period and may not ref lect the long term 
price differential. of short to long-grain rice in Egypt. 



The f~llowiril; ndjustmcn ts a r c  then rnade in the export  price f.0.b. Alexandria: 

- Trdn;portacion costs from the r ice  mill to Alexandria a r c  subtracted.  

- The value of rnillcd r ice  is combined with the value of r ice  husks (bran), with the  
la t ter  v a h ~ e d  in t e rms  of domestic prices. The two a r e  combined into a weighted 
average value using appropriate milling yields. 

- The cus t  of milling is subtracted from the product value ( r ice  plus husks) to  ge t  
the  value of rolrgh r ice  a t  :he mill. 

- Finally, subtracting transportation costs  for get t ing rough r ice  from the  farm to  
the mills yields the  world r ice  price equivalent a t  the  farm level. 

As with the  other  commodities, al l  of the above calculations a r e  done using both 
the  official and marke t  r a t e s  of exchange. 

Farmers  receive two prices for their rice. One  is a n  open market  price. The o ther  
is a price s e t  Lw the  government for the  r ice  it procures. Both prices a r e  reported a s  
well a s  z weighre ! average of the  two based on t he  proportions of t h e  c rop  purchased by 
t he  govzrnment and t ha t  sold into the  domestic market.  We have used prices for long- 
grain base only. The f r ee  market  price of rice is t he  s ame  for long- and short-grain 
varieties, but procurement prices differ slightly. Also, t he  percent  of each  type of r ice  
procured by t he  Government differs. The differences in procurement prices and the  
percent  of  the  c rop  procured between the two types of r ice  do  not appear  large enough t o  
significantly a f f e c t  our results by ignoring them. 

The government, open market ,  and weighted average producer prices a r e  compared 
with the  equivalent world prices a t  the  farm level. 

We have not adjusted t he  government procurement price of r ice  for input subsidies 
which producers receive for fert i l izer,  pesticides, and o ther  purchased inputs because i t  
was difficult t o  g e t  complete  da t a  on them, Thus, t he  reported government prices 
underestimate t he  real  value received by farmers  from government r i ce  purchases 
because important input subsidies a r e  not taken into account. 

2. Description of Results 

The results for r ice  a r e  presented in Table III.C.1 and Cha r t  III.Cl, and III.C.2. 

During t he  1984185 period both the government procurement and t he  open marke t  
price for r ice  increased substantially. 'The procurement pr ice  averaged about  55 percent  
of t h e  equivalent world pr ice  using the  market  exchange rates. On the  o ther  hand, 
marke t  prices for  r i ce  averaged about 107 percent  of world prices, being below world 
prices in some years and above in others. The weighted average price received by 
fa rmers  was sr!bstantially below the world price in 1984185 and  1987188 but nearly equal 
t o  the  world price in the  o ther  two years. 
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- Covernrncri t procuremcm t of r ~ c c  d i below wor Id prices li;is d(?l~r(!s!icd the ,iver,ige 
price rcccivcd by farrr~ors  sharply in :,orno yoars I1ut only r n o d c s t ! ~  i n  others. E l i r n ~ n ~ i t ~ n g  
govcrnrncnt procurcrncnt would help r e c t ~ f y  rhrs 4 tuil tion. 

- Rut there  is another considera tion as well as that indicated by the dornestic rnarkei 
price for rice. In sorue years the export  of r ice  by the government combined with 
inadequate impor ts has forced domcstic market  prices above their world price 
equivalerlts and below in other years. This seems t o  indicate tha t  coordination of imports 
and exports  is required to ge t  more congruence between domestic and world prices. 

D. Wheat 

1. Background 

Egypt is a major importer of wheat. Soft  red winter (SRW) wheat is a common 
variety imported. We use the U.S, Gulf price for SRW a s  an  indicator of world prices. 

- Ocean fre ight  cos t s  a r e  added t o  derive a c.i.f. price of wheat  a t  Alexandria. This pr ice  
is then converted into Egyptian pounds using both official  and marke t  exchange rates.  
Transportation costs  a r e  added to  the  Alexandria g r i c e  t o  arri,ve a t  a world pr ice  
equivalent a t  Cairo, the  single major consuming area.  

World equivalent prices at  Cai ro  a r e  then compared with the  average price 
- received by Egyptian producers. Since Cai ro  does not represent  t he  "centern of wheat 

production in Egypt, this comparison is not s,trictly correct .  For example, of  t h e  about  
1.2 million ac r e s  in wheat in 1986, 56 percent  was in Lower, 18 percent  in Middle and 26 
percent  in Upper Egypt. Thus, slightly more than one-half of t h e  wheat a r e a  was north 
of Cairo and slightly less than one-half was south of it.  The e r rors  caused by comparing 
two s e t s  of prices a t  a Cairo location a r e  not likely t o  be  large, however. The 
distribution of production suggests t h a t  the  farm price in t ne  Cai ro  a r e a  is slightly higher 
than the  national average farm price. 

- 
Another point t o  consider is how representat ive world prices of wheat and o ther  

major crops such as maize (corn) and soybeans in 1984185-1987188 were in relation t o  a 
longer-term perspective for  these crops. Prices fo r  these commodities for t he  1970-88 
period a r e  shown in Cha r t  III.D.1. I t  appears tha t  prices in t he  1984185-1978/88 period 
were  low relative t o  the  longer-term trend and they a r e  expected to  be  higher in t he  
future.  They may not  average as high a s  the  1988 c rop  year pr ice  shown in C h t r t  I1I.D. 1 
because t h a t  year  r2flects a n  ex t r eme  drought in t he  United S t a t e s  and Canada. 

The value of straw, a joint product of wheat used for fodder, was not es t imated  in 
this  analysis because we a r e  comparing the  domestic pr ice  of wheat  directly t o  i t s  world 
price. This omission is relevant t o  policy analysis only if one  is computing re la t ive  c rop  
values. 

For a discussion of price trends s e e  Martin E. Abel and John Beach, Calculating Border 
Pr ices  for  Grains, Oilseeds, and  Oilseed Products, APAP Staff  Paper  No. 22, Abt 
Associates, Washington, D.C., July I988 a s  updated. 
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3. Policv Irrlnlica tions 

It appears tha t  the  increases in prices received by farmers  for wheat during the 
1984185-1987188 period were able  to narrow the  gap between them and world prices 
somewhat. Still, government interventions have kept  the  farm price about  15 percent  
below its world price equivalent and this undoubtedly ac t ed  as a mild de te r ren t  to 
increasing wheat production. 

E. Maize 

1. Background 

Egypt produces about  4 mi!lion tons and imports about 2 million tons of maize 
annually. Total maize a r e a  was about 1.15 million ac r e s  in 1986. Of t h a t  to ta l ,  64 
percent was in Lower, 24 percent  in Middle and 12 percent  in Upper Egypt. 

The procedure for arriving a t  world price equivalents for maize in Egypt is similar 
t o  that  for wheat. We s t a r t  with t he  U.S. Gulf maize  price, add ocean freight t o  
Alexandria, convert  t h e  Alexandria price t o  Egyptian pounds using both official  and 
market  exchange rates,  and add transportation cos t s  t o  g e t  world equivalent prices for 
t he  Cairo a r ea  which is  a major consumption center .  The derived world prices a t  Cairo 
a r e  then compared with t h e  average price received by farmers. However, one  needs t o  
recognize tha t  Cairo is no t  really a t  t h e  cen t e r  of maize  production and t he  world 
equivalent prices for  maize and those received by fa rmers  a r e  less congruent than  in the  
case of wheat. However, t h e  analysis is not likely t o  be biased in any large way because 
internal transportation costs  a r e  low rela t ive  t o  t h e  world price of maize. Still, the  
distribution of production suggests t ha t  t he  fa rm pr ice  in t he  Cairo a r e a  should be  above 
t he  national average. 

2. Analysis of Results 

The average ma ize  pr ice  received by fa rmers  increased consistently in :he 1984185- 
1 1987188 period. Producer prices were near  o r  above world price equivalents using the  

marke t  exchange r a t e  for most of the  period (Table II1.E.I and Char t  III.E.1). 
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Egypt produces and irnports soybeans. Crushing fx i l i t  ics are located irl the 
Alexandria area where the soybeans are imported. 

Production of soybeans takes place all up and down the Nile. In 1986 about 110 
thousand acres were planted. Of this total, 33 percent was in Lower, 57 percent in 
Middle, and 10 percent in Upper Egypt, Minya is the largest producing governorate 
accpunting for 116 percent of national area. 'Therefore, w e  use Minya as our proxy for the 
center of national production. 

World prices of soybeans are  derived by adding appropriate ocean freight costs to 
U.S. Gulf prices. The Alexandria price is then converted to Egyptian pounds. World 
equivalent prices a t  Minya are derived by subtracting transportation costs from that 
point to Alexandria where the crushing facilities are located. 

2. Analytical Results 

During the 1984185-1987188 period the world price of soybean* was high in the first 
year and significantly lower in the last three years of the period. At the same time, the 
average farm price of soybeans rose consistently over the four-year period. 

The ratio of farm prices to  their world price equivalents increased steadily from 
0.63 in 1984/85 to .86 in 1987188. 

3. Policy Implications 

It appears that the government has allowed market forces to increasingly 
determine soybean prices. This policy trend resulted in soybean prices received by 
farmers by 1987188 being nearly consistent with world prices. 
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' l l i i ! ,  f,t~tcly tii~;tili~;ti~,:, 1 1 1 ,  vorr11111~xi lit!:; of' dt~rivi~ng world pr I(.(* ~ ! r ~ ~ ~ i v ~ ~ l c r ~ t : ;  ;I I. t . h b  

f i ~ r r l i  I(!vc:l for ;lgric~ 111.1 tri11 ( .  1111ocli t i e i ,  c:;pcc:i;tl l y  lor Iho!i(l wtii!r~.t joinr product!; ,ire 
involved. !:or ttxarr~plc, (-:;~I(:~.tl;~~illg tlw wor Id pr ic(: c:rpiv;.tli'ri~ far I I I ~  to pr ~ C C  of raw 
c:otton rcq~irr::, '1 thoro~tl;h ~.mdcrstanding of th i>  rri;lrl(c:ls of cottonseed oil, cottonsc!c?d 
~ - f i i ~ i l l ,  l i n t  cot tori, ;lnd :;car to, ;I low quality l i r i  t .  Morcovc!r, conduc t irig the analysis m d  
intcrprcting tho ritsults require:; itn understanding of both t h e  world and dornestic 
I-nsrkets of each commodity. 1:or t h e  case uf sugarcane, results and their policy 
implications differ significantly i f   he analyst uses the actual scrics of world prices for 
sugar, which is very sensitive to temporary rnarltet shocks, or i f  a rriore appropriate 
!;cries based on long-term trends in the world market is used. 

Given the cstirriate of the r;ap between the actual and world price equivalent 
farmgate price for each commodity, the next step in the analyses is to project the 
impact of price liberalization on production, consumption and trade. I-fowever, because 
domestic and international commodity markets are complex, this is a difficult task. 
First, one needs an idea of where world prices will  be in the future. They are likely to be 
above the 1984/85-1987/88 levels for sorne crops such as sugar, wheat, maize, soybeans, 
and rice, but possibly below for cotton. This would be especially true for extra long 
staple (ELS) cotton i f  price liberalization in Egypt resulted in an expansion of cotton 
production and exports sufficient to negatively influence world prices. 

Second, relative crop prices wil l  be realigned by complete price liberalization. 
Using the latter part of the 1984185-1987/88 period as a reference point to illustrate this 
result, cotton, sugarcane, rice, and wheat prices would rise, maize prices would decline, 
and soybean prices would remain unchanged. Clearly, cotton, sugarcane, rice, and wheat 
prices would rise relative to those for maize and soybean. But cotton, sugarcane, and 
rice would also rise relative to wheat, and cotton and sugarcane prices would rise 
relative to rice. 

The impact of changes in both absolute and relative prices of the major crops 
studied has also to be evaluated in terms of the complex crop rotations Egyptian farmers 
follow for these and other crops such as berseem, other oilseeds (peanuts and sesame) and 
fruits and vegetables. Farmers ultimately look a t  profitability of their total farm 
operations and this profitability is influenced by both commodity pr,ces and rotation 
considerat ions. 

Finally, inputs used to produce some crops are highly subsidized. I f  price 
1i.beralization also involves eliminating input subsidies, the price and production effects 
of these actions need to be considered as well. The impact of eliminating input subsidies 
will vary among crops in relation to relative input use intensity. 

This report can serve as a foundation for a study of price liberalization effects both 
as a methodological and conceptual framework, and as a guide to realistically calculate 
the farm-level equivalent of world agricultural commodity prices. 
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