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EXECUTIVE SUMMARY

1990s Progress in Liberalization Compromised by Recent Developments. Rice market
liberdizationand reform were sgnificant and widely celebrated in Egypt duringthe 1990s. A lively free
market trade emerged after 1992, when the GOE beganto liberdizetherice market. Privateinvestors
rgpidly established alarge private milling capacity inthemid to late 1990s. Some of thisvery significant
progress may have been undercut somewhat, however, by GOE announcements in 1998/99 and the
behavior of the Holding Company for Rice and Flour Millsin 1999/2000.

The GOE, which stayed the reform course during much of the 1990s, hasintervened in waysthat have
negatively affected market performance during the past fourteen months. First, senior GOE officids
made announcements of minimum producer paddy prices and massive exports to Indonesia in late
1998, which inflated price expectations and contributed to driving up producer and export prices in
1998/99. At the beginning of the 1999/2000 marketing season, the RFM-HC helped the public sector
mills obtain large bank loansto purchase paddy at high early season prices. Private commercia millers
and exporters maintained only aminima market presence early this season, whilethe public millswere
buying large volumes of paddy at prices that opened at least one-third higher than in 1998/99. Totad
public sector purchases had reached about 490,000 mt by the end of November 1999.

GOE Contributesto RicePalicy and Trade Uncertainty in 1998/99. The 1998/99 rice production
and marketing season was characterized by agreater-than-usual seasond risein paddy and milledrice
prices. The GOE announced a paddy crop that was well in excess of its probable sze in late 1998.
Although estimates of planted area appear to have beenreasonably accurate and were lower than the
previous four years (at 1.225 million feddans), yied estimates appeared to have been inflated at 3.63
mt/feddan, a record high (prior to the forecast 3.74 mt/feddan of 1999). Producers and millers
reported that yields were poor in many areas in 1998 and that actua paddy output may have been
about 30 percent lower than MALR-announced estimates.  After 3-4 months of low paddy prices
falowing the 1998 harvest, paddy stocks began to tighten and into-mill wholesale prices rose quite
sharply. According to some sources, the GOE announcements of exports to Indonesia, widely
published in the media, encouraged speculative buying by traders, which further pushed up prices. In
addition, the Prime Minister’ sreported late December 1998 declaration of aminimum producer paddy
price of LE 600/mt raised producer and trader price expectations. In other words, GOE
announcements exacerbated the effects of the paddy production shortfall that participantsinthe market
were beginning to recognize by December 1998 and early 1999.

By May 1999, the Egyptian press proclamed a national rice criss. GASC advertised for tenders,
thoughit never imported paddy. Severd private firms, seeking to profit from the shortage and highrice
prices, imported Chinese rice in June-July 1999, even though they paid duties, sales taxes and other
fees of over 25 percent. By May 1999, Egyptian rice exports had virtualy ceased, as paddy prices
had risen to apoint where Egypt was no longer acompetitive exporter in regiond markets. Riceprice
rises were staled and dropped somewhat with the GASC announcements and the private commercia
importationof Chineserice. The GOE clamsthat it shook speculation out of the market, though MVE
has no data on paddy stock release from private storage (into mills) and flows of milled rice onto the



domestic market. Itismorelikely that knowledge of private sector imports of Chinese rice dampened
domestic rice prices.

The experience of 1998/99 suggests strongly that an important rolefor the GOE liesin generating more
accurate and timely paddy area and production forecasts and estimates, as well asin providing good
market information — not in making announcements that tend to destabilize the market or trying to
influence prices and the market behavior of private sector participants. Industry sources fed that
productionestimates are politically manipulated, and they do not rely on them. The public sectorisalso
not agood source of reliable or timey information on market prices a different levels of the marketing
system. MTS/GOEIC should be commended, however, for producing detailed reports on the volume
of rice exports, disaggregated by exporting firm and country of destination, at regular intervals (generaly
monthly).

Record 1999 Crop and a Resurgent Public Sector. The firg third of the 1999/2000 rice
production/marketing year has been completed. Paddy area planted and production in 1999 were
record highs, probably above the MALR-announced figures of nearly 1.6 million feddans of paddy
cultivated and 5.6 mmt of paddy output. In awell-functioning, private sector-led rice market, a crop
of thisszewould ordinarily push paddy pricesway down. Thiswasnot initidly the case, astheHolding
Company obtained finance that alowed the public sector mills to procure nearly haf a million tons of
paddy at pricesfrom LE 600/mt to LE 700/mt. At paddy procurement prices of LE 650/mt or higher,
Egypt can barely compete in export markets, whereit isfacing stiff competition directly fromthe U.S,,
Audrdiaand Chinain export of medium-grain rice and indirectly from Thailand and Vietnaminlong-
granrice.

In September and October 1999, the private sector feared that if paddy pricesdid not decline, Egypt’s
riceexportswould fall below last year’ s 308,223 mt, which was a 101,000 ton drop from the 409,193
mt of 1997/98, arecord export year. Paddy prices had begun to decline in November and reached
more reasonable levels by mid-December 1999, though they appeared to be rising again by late
January 2000. The risk appeared to be moderating of a scenario where exports fal below 200,000
mt, private sector participation is limited in milling for export and export shipping this season, and large
paddy stocks accumulate by the end of the 1999/2000 season. Nevertheless, there are informal
reports that the public sector mills have access to finance that will alow them to procure another half
milliontons of paddy. The early December merging of the Holding Company for Rice and FHour Mills
into the Food Industries Holding Company adds another element of uncertainty to public sector
participation in paddy buying and milling during the remainder of the 1999/2000 season. Observers
note the Food Industries Holding Company has been one of the most resistant holding companies to
privatization.

The impact of price and market developments from January to April/May 2000 will clearly affect
producer planting decisionsfor the summer 2000 crop. Thelevel and trend of producer paddy prices
and retall (consumer) rice prices right before planting time are likely to be mgor determinants of
commercidly oriented producers decisionsregarding summer crops. Market developmentsfollowing
Ramadan early in the new year will be important to monitor. The private trade expects paddy and
domestic rice prices to drop sgnificantly, as long as the public sector mills do not buy large volumes
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of paddy. Asof late January 2000, the public and ESA mills remained out of the paddy market (Snce
early December 1999), and into-mill paddy priceswererising from December 1999 lowsbut sill within
the competitive range for rice to be profitably milled and exported.

Theleadership role of the Holding Company for Rice and FHour Mills (HC-RFM) remained bewildering
and a source of gpprehension to the private sector during the first months of the 1999/2000 season.
One year the public sector mills were in the market in a sgnificant way (1995/96, 1997/98,
1999/2000); thefollowing year they werelargely out of it (1996/97, 1998/99). Public announcements
of privetization of public sector rice milling companies into ESA firmsin 1998 and 1999 led market
participants to believe that the GOE wasfindly getting out of the rice processing business. The actud
behavior of the HC-RFM and its affiliated companies invalidates that expectation and has introduced
consderable uncertainty into the Egyptian rice market. Egyptian commercid millers and exporters
expect internationa rice marketsto be volatile, particularly for thinly traded short- and medium-grain
ricetypes, and they are prepared to dedl with thisuncertainty. Uncertainty introduced by the GOE and
public participants in the market is not a welcome or predictable development, and it has left many
private sector traders, millers and exporters perplexed. The HC-RFM operated in a non-transparent
manner, did not provide information to the rice industry about its operations or plans, and gppeared to
be defending theinterests of public sector and ESA millsby securing financefor them. Note, however,
that the Holding Company did agree, in 1998 and 1999, to plansfor sx ESA millsto become privately
owned through employee and management buy-outs over 10-15 year periods.

The HC-RFM grudgingly accepted the existence of larger private sector commercid miills, though it
tended to underestimate their numbers and importance. At the same time, it criticized smdler scde
farakaasillegd (they are not dl registered), failing to operate in accordance with Minigtry of Industry
and other regulations, producing low-qudity rice with a high rate of brokens (20-30 percent),
competing unfairly (charging much lower rice processing fees), and generdly damaging the reputation
of the Egyptian ricemilling industry. Mogt privateindustry sources quietly notethat theonesingle public
sector development that would most benefit the industry would be the end to HC-RFM support to the
ESA mills, which is percelved as an unfair advantage. As long as the HC-RFM (or other public
company or agency) continues to retain control of the ESA mills and to obtain finance for them to
operate, these millswill operate as quas-public sector companies. One positive changeisthat the public
millsare paying the current market rates of interest of 12-14 percent, in contrast to bank loans obtained
at 10 percent by the HC-RFM in 1997/98. Nevertheless, privatization at this point gppears to have
been apaper transaction and the ESA mills gppear to be operating under continued Holding Company
management. Over the course of 10-15 years, however, the ESA millswill acquire more shares and
Holding Company control will diminish.

Industry Viewson Policy and Regulatory Priorities. The nascent Rice Federation has not yet been
legdly condtituted, dthough a number of prominent rice exportersand millers are able to expressthear
views through the Agriculturd Commodity Council (ACC), another work in progress. The ACC and
its sub-councils promise to provide the industry with a forma mechanism for voicing thelr questions,
concerns, and priorities. Until the commodity council system is fully operationa and its role is well-
aticulated (under the tutelage of a new Minister and Ministry), the private sector’s voice remains
somewhat muted. The Rice Branch of the Ceredls Industry Chamber of the Egyptian Federation of
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Indudtries is viewed in many quarters as a quas-governmenta body, athough its membership is now
virtudly entirdy private.

MVE presents a composite picture of the views of commercid millers and rice exporters, who lack a
clear and direct path to senior GOE policy-makers,. Their main recommendations are as follows:

Lower the Rice Tariff. Protection of over 25% percent makes rice imports prohibitively expensve
in most years. This contributesto high consumer prices, particularly inthe second haf of the marketing
year (April-August). Thishasan especidly adverseimpact on lower income households, for whom rice
isan important staple. Therice criss of the 1998/99 season could have been averted if rice imports
had been subject to no or low tariffsand taxation. Given the stronger than usua seasond risein prices,
private traders would have been aole to import rice earlier than they did in the mid-summer, a which
point prices were extraordinarily high and at least 34,000 mt of Chinese medium-grain rice were
imported (despite the high tariff, salestax and related charges).

The GOE Should Not Intervene in the Rice Market. GOE interventions tend to be destabilizing
rather than stabilizing, as witnessed by Minister Goudi’ s announcements of massive rice exports to
Indonesia and Prime Minigster El Ganzouri’s declaration of a mid-season minimum paddy price for
producers in December 1998. Both announcements influenced private trader expectations and
contributed to the unusualy strong increase in wholesde paddy prices.

Private traders, millers and exporters aso noted that the GOE, through the Holding Company and
public banks, should not intervene in financing public procurement of paddy in 1999/2000 or in doing
the actud procurement. Public announcements of Holding Company intentions in the press created
uncertainty in the marketplace. Other announcements by PBDAC and Minister Wally (see Annex 5)
a0 helped set expectations for high paddy prices. Paddy prices opened the season a much higher
levels—36 to 57 percent higher—than in 1998/99.

Generate Reliable Forecasts and Estimates of Rice Area Planted and Production. The
divergence between the MALR-announced rice production for 1998/99 and the industry’s lower
estimate, as well as the gap between the MALR forecast and unofficial estimates for 1999/2000,
suggest that published dtatistics are unreligble.  Private traders, millers, exporters and prospective
importers need reliable information on supplies (at aminimum, production, but so stocks) to runther
bus nesses effectively.

Consult thelndustry More Closely Before Making Major Varietal Changes. Largecommercia
millers and exporters voiced this recommendation most strongly, stating that phasing out of Giza 171
and 172 was detrimentd to the competitiveness of Egyptian rice in international markets. The short-
season varieties are not as preferred as the longer-season varieties for the key export markets,
particularly Turkey and Arab countries. Elimination of Giza 171 may hurt Eygpt’s reputation as a
supplier of the tastiest short-grain rice with the best cooking properties in Arab and Mediterranean
markets.

Strengthen Rice Situation and Outlook Reporting, I ncluding Reporting of Accurate Price
Information. Thereisared void of ussful information for theindustry here.  This contributesto the
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sentiment of many key industry informantsthat they act in anon-transparent market environment. Large
commerciad millers and exporters report that they have far better and more accurate information about
the international market than they do about the domestic market.

Devalue the Egyptian Pound. Accordingto DEPRA andyses, thered vadue of the Egyptian pound
has appreciated 69 percent againgt atrade-weighted basket of currenciessince 1991. Y et over much
of this period (since 1993), the nomina exchange rate to the dollar has been pegged in anarrow range
of 3.38t0 342 LE. Clearly, the competitivenessof Egyptian rice exportsisharmed by the overvaued
pound.

Maintaning an overvaued currency also makesit difficult to remove or reduce the 20% tariff (plus 5%
morein saestax, plusadditiona import fees). The overvaued pound not only pendizesrice exporters,
but it makesimports artificidly chegp inloca currency terms. The greater than 25% protection of the
tariff, sdestax and feesis dmost necessary to offset the degree of overva uation of the currency.

MVE concurswith these recommendations and urges the GOE to consider them serioudly.
It is essentid that the public sector respond to private sector concerns and develop a more open
(transparent) and stronger working relationship with industry partners.  Although a fundamenta
objective of the MALR is to reduce irrigation water use on rice in Delta command aress, the GOE
should not lose sght of thefact that avibrant commercia rice milling and export industry has devel oped
in Egypt in ardatively short period (3ncethe early 1990s). Thisindustry employs many people, earns
sgnificant foreign exchange, and has absorbed massive capitd invessment. MALR decisions about
promoting particular rice varieties need to take industry views (reflecting export market preferences)
into account. Furthermore, the GOE should reconsider its decision not to lower the tariff on imported
rice. Allowing chegper importsto enter the Egyptianmarket at alow tariff rate, particularly during the
later months of the marketing season when domestic consumer prices rise, would moderate seasona
price swings and benefit consumers, particularly poorer households and landless and rurd workers.

An Agenda for Further Monitoring and Evaluation. MVE plans to continue monitoring the rice
subsector and to produce an endline report during the 2001/2002 season. As amgor and profitable
fidd crop, rice employs many farmers, traders and mill workers, and generates a lot of revenue for
farmers, traders, millers and exporters. As an important export crop, it generates significant foreign
exchange—an estimated $135.6 millionin 1998. Furthermore, positive devel opments have taken place
with respect to water savings. Area planted to short-season paddy varieties exceeded 50 percent of
total area cultivated to paddy in 1998 and rose to around 70 percent in 1999. Thisis aremarkable
achievement in that area planted to short-season varieties covered only 5 percent of tota rice areaiin
1995. The shift to high-yielding, short-season varietieswill help to conserve somewater for useonthe
new landsin North Sinai and Toshka, with water savings on the areagrown to paddy of an estimated
13 percent (as reported in arecent MIWR publication).



MVE recommends further monitoring and analysis of the following issues afecting the rice
subsector:

C continued progress in introducing short-season paddy varieties, water savings to cultivating
these varieties, and changes in cropping patterns due to uptake of short-season varieties.

C inter-annual paddy and milled rice price variations and seasond price patterns,

C the dternative profitability of rice and other summer fidd crops (and rotations not involving
paddy), as well as paddy producers price responsiveness,

C the continued viability of Egypt as a rice exporter, given a possible second straight year of
declining exports (under the high domestic price scenario); and,

C the impacts of GOE interventions on the performance and viability of private paddy traders,
millers, and milled rice traders and exporters.

Asnoted a severa pointsin the paper, farm and trader surveys, carried out by MALR/CAAE, would
improve understanding of producers paddy sales and storage practices, as well as traders inter-
temporal paddy storage strategies and practices. Thereisno reliableinformation on thelevel of paddy
stocks at different pointsin time, the physica location of stocks (asswell asthe relaive proportions on
farm and in trader stores), and the typica length of storage. Rice supply and use tables suggest year-
end stockswere very high for severa years during the 1990s (1994/95 through 1997/98), though they
got drawn down to nearly zero by theend of 1998/99. Itisnot clear why farmersand/or traderswould
hold such high levels of paddy stocks from one season to another, however, even if paddy can be
stored with minima damagefor 2-3 yearsunder good conditions. The high year-end stocks cal culated
from available GOE datigtics cdls into question the underlying vaidity of thedataused in preparing an
internaly consstent set of supply and use estimates.



1. INTRODUCTION

The purpose of this paper isto complete the analysis of the 1998/99 rice marketing season begun in
the Rice Subsector Baseline Sudy, usng amore complete set of price and trade data, and benefitting
from dructured informa interviews with key informants done late in the season or early in the
1999/2000 marketing season. Among other things, the report attempts to explain factors behind the
soring 1999 rice criss, aswell as offer reasons for the sharp decline in rice exports as of May 1999.

The paper dso provides some description and andysis of developments during the first few months of
the 1999/2000 production/marketing season. Thisdiscussion should betreated with caution, giventhe
usud lag in avalability of officd datisics and the difficulty in obtaining timely and accurate information
about the operations of the Holding Company for Rice and Flour Mills and its affiliated companies.

Note that thisreport is meant to be a sdective and not an exhaugtive update of developmentsintherice
subsector. MV E hopesand recommendsthat periodic (quarterly or semi-annua) reports on domestic
subsector and industry performance, as well as international market updates, will become a routine
output of theMALR. Thiswould benefit MALR, the Ministry of Supply and Home Trade, APRP, and
various private sector clients.

The organization of the subsector update report is asfollows. Chapter 2 presents data on the record
1999 paddy crop and pointsout divergencesin MALR and MPWWR figures. Chapter 3 documents
the impressive growth in cultivation of short-season, high-yielding varieties during the 1990s, as well
as providing the GOE and rice industry perspectives on thisgrowth and itsimplicationsfor rice milling,
trade and consumption. Chapter 4 takes an in-depth look at the performance of the rice market in
Egypt during the 1998/99 season, describing the spring 1999 rice criss and offering explanations for
itsoccurrence. A mgor part of this chapter is devoted to examining into-mill wholesde paddy price
and milled retal rice price increases, by presenting available empirical evidence. Chapter 5 assesses
Egypt’s rice export performance in 1998/99, earlier years, and the first quarter of the 1999/2000
marketing season. It andyzes this performance in light of world market trends and domestic market
developments. Chapter 6 examines Egypt’s competitive position in each mgor market during the
second haf of the 1990s, as well as future opportunities and threats to Egypt’'s market share,
paticularly in the Mediterranean and Black Seamarkets. Chapter 7 describes progress and post-
privatization problemsin the operations and Holding Company management of the ix ESA ricemilling
companies and the two remaining public sector mills. Chapter 8 details private rice industry viewson
GOE poalicies and regulations affecting the rice subsector.

Severa annexes provide supplementary information on rice production, milling and consumption in
Upper Egypt, production and trade statistics, recent investments in commercid rice mills, and press
clippings of important GOE announcements. Annex 3 atemptsafirgt cut at analyzing changing shares
of cropped areato rice and competing summer crops, as well as rice’s profitability relative to other
SUMMers crops.



2. AREA PLANTED AND HARVESTED IN 1999

Overdl| area planted to paddy increased by an estimated 20 percent in 1999/2000 to an estimated
1.559 million feddans from 1.225 million feddans (officia figure) reported for 1998/99. While GOE
redrictions on paddy cultivation were enforced in 1998, enforcement seemsto have been lax in 1999.
Some unofficid estimates of area cultivated to paddy in 1999 reach 2.0 million feddans, dthough this
figure appears exaggerated.! Preiminary indications are that the paddy crop will be larger than the
record 1997 crop of 5.42 mmt. Using the preliminary average yield estimate of 3.736 mt/feddan of
MALR, the estimated paddy crop size is 5.825 million metric tons.

2.1  Digribution of Paddy Area by Governorate and Variety in 1999

Nearly haf of the areacultivated to riceisfound in only two governorates. Dakhdia (461,260 feddans)
and Kafr El Sheikh (310,156 feddans), as shown in Table 2-1. Dakhdia aone accounts for 29.6
percent of the estimated paddy area. The estimated paddy area and yields for 1999 are shown by
variety for the seven mgor rice-producing governorates in Table 2-2. The area planted to the long-
season varieties, Giza 171 and 172, has dropped significantly to 318,072 feddans, only 21.5 percent
of total area cultivated to paddy in 1999, from an annua average of 852,500 over the 1995-1997
period. Estimated area planted to Sakha 101/102, introduced in 1997 on only 5,900 feddans, rose
srongly to 78,000 feddansin 1998 and nearly 420,000 feddansin 1999. In 1999, Giza177 and Giza
178 continueto beimportant varieties, grown on 18.7 and 23.5 percent of the area, respectively, inthe
mgor rice-producing governorates. Thisisrelatively unchanged from 1998.

1 See Annex 3 for adiscussion of shifts among the major three summer crops—rice, cotton
and maize—during the past ten years. Focusing on the seven magjor rice-producing governorates (six
in the Delta plus Fayoum), MALR reported paddy area for 1999, as shown in Table 2-1 was 1,476,985
feddans. By cross-checking paddy area cultivated with total summer cropped area and area allocated
to competing crops over the past several years, it is possible that paddy area was under-estimated by
MALR and was actually 10 percent higher than their estimate. |If this were the case, paddy areain
the seven mgjor rice-producing governorates would be 1,624,684 feddans. Adding the 82,110 feddans
grown (illegally) in “ Other” governorates (see Table 2-1) yields nearly 1.71 million feddans of paddy
area cultivated nationally in 1999. If MALR under-estimated area cultivated to paddy in Other
governorates, national paddy area could have been even higher. Assuming that MALR estimated this
Other area as only 50 percent of what was actually sown, national paddy area might have reached
1.788 million feddans. After performing these internal consistency checks, we think that it is unlikely
that paddy area exceeded 1.8 million feddansin 1999. For thisto have occurred, MALR would have
had to serioudly underestimate paddy area in both the major producing governorates and in areas
outside those zones where rice cultivation is not alowed, and area cultivated to other crops would
have had to drop precipitoudy.



Table 2-1: Prdiminary Estimate of the 1999 Summer Rice Crop

Area Percentage | Projected
Planted of Total Yield
(Feddans) (mt/feddan)

461,260
310,156
243,850
212,112
153,078
61,318
35,211
1,476,985
82,110
1.559.095

Projected
Production (mt)

Source: MALR/CAAES
2.2  Divergencein Various Estimates of the Paddy Crop Size

Table 2-3 shows MALR and MPWWR paddy areafor thelast 13 years. Notethat only the MALR
figuresare conddered as officid estimates, though the MPWWR estimates are ingructive in indicating
the possible range in the area planted and size of the paddy crop. From 1987 to 1990, the MPWWR
area estimate was 15-19 percent greater than the MALR estimate. The divergence was minima by
1996 and 1997, but someindustry experts and knowledgeabl e observers estimate that the paddy crop
was planted on alarger areathan MALR announced in 1999. As noted earlier, paddy areain 1999
might have reached 1.7 or 1.8 million feddans. If thiswereindeed the case, and if yiddswere ashigh
as projected at 3.736 tons per feddan, the paddy crop could have been as large as 6.35-6.72 mmt.

Numerous industry sources expressed dissatisfaction with the accuracy of MALR figures, particularly
in 1998 and 1999, which they consider as paliticaly manipulated. They date that they cannot trust
GOE estimates of area cultivated to paddy or paddy crop size. Poor knowledge of domestic
production, stocksand prices can hurt traders, millersand exporters and impede storage decisonsand
forward sdles. Thelack of adequate public market information contributes to a climate of uncertainty
surrounding rice marketing, milling and trade. Individua traders, millers and exporters operate in an
environment of incomplete information, which heightens risks and makes other countries perceive
Egyptian suppliers as unreliable trade partners.

A broad thrust of agricultura policy in Egypt isfor areacultivated to paddy to decline, idedlly to about

1.0 million feddans. Areaplanted to paddy is supposed to decline over time, not rise seadily, asit has
during the 1990s. MALR planners intend that nationa rice output will be maintained on a lower
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cultivated area through higher yields. MALR rice breeders and agronomigts report that the short-
season varieties are higher yielding than the longer-season



Table 2-2: Preiminary Projections of Area and Yidd for the 1999 Summer Paddy Crop



Table 2-3: MPWWR and MALR Estimates of Paddy Area Cultivated, 1987-1999

(areain feddans)

Sources: MPWWR and APRP/EPIQ, Report No. 6, June 1998.

MPWWR and Water Resources Strategic Research Activity, Report

No. 8, August 1996.

Notes: 1) The*“MPWWR” estimatesfor 1998 and 1999 are MV E estimates, based on informal industry
estimates (1998) and MVE's calculation of how large area cultivated might have been in 1999
(seefootnote 1, first page of this chapter).

2) The“dlowable area’ for 1998 and 1999 was assumed to be equal to the area alowed in 1996

and 1997.

MPWWR Estimates MALR % MPWWR

vear  Mlowable | Actual Per cent if'/:nrzf Misi'gaé;;n_
Area Area Difference

1987 1,146,740 981,060 16.9%
1988 966,137 837,050 15.4%
1989 1,162,223 977,144 18.9%
1990 1,217,151 1,036,345 17.4%
1991 1,222,057 1,099,659 11.1%
1992 1,315,617 1,214,527 8.3%
1993 1,052,039 1,328,263 26.3% 1,276,295 4.1%
1994 1,084,760 1,318,121 21.5% 1,377,710 -4.3%
1995 1,084,760 1,501,285 38.4% 1,400,020 7.2%
1996 1,086,530 1,418,287 30.5% 1,405,268 0.9%
1997 1,086,530 1,565,933 44.1% 1,527,519 2.5%
1998 1,086,530 1,500,000 38.1% 1,224,955 22.5%
1999 1,086,530 1,788,904 64.6% 1,559,095 14.7%

varigties. Asshown in Table 2-2, estimated 1999 yiddsfor dl the shorter-season varieties, including
Giza 178, Giza 181, and Sakha 101/102, are essentialy 4.0 mt/feddan or higher, while those of Giza
177 lag abit a 3.78 tons per feddan. This contrasts sharply with an estimated 3.09 for Giza171/172
and 3.21 for the popular reho, Giza173.

While the increasing paddy yields are touted as a MALR success story, some observers regard the
ever-increasing yields as unlikely and too good to be true. MALR has reported that yields have
increased in every year Snce 1985 but one. Most observersare convinced that yieldsdropped in 1998
and were not anything closeto the nationa average of 3.63 mt/feddan announced by the MALR. This
being said, yieldsmay again have atained record levelsin 1999, which was an excellent growing season

forrice.




MPWWR estimates of paddy area cultivated may adso be subject to some manipulation, though
observers think that the upward bias may beminima. MPWWR cd culates consumptive water usefor
different crops, and it controls irrigation water delivered by mgor irrigation channd to rice growing
areas. Although this processis becoming more scientific and precise over time, with innovations such
astelemetry, it has historicaly been crude and gpproximate. Water released from the Aswan High Dam
takes about 12-14 days to come down the Nile, work its way through elaborate Delta irrigation
channels, and end up in the Mediterranean. MPWWR needs to know the cropping pattern, whichis
now indicative rather than controlled by the GOE, in order to gauge water use requirements. Area
planted to paddy, a high water-consuming crop, is animportant variablein the equation for caculating
the volume and timing of High Dam water releases.  Since there is inevitably unaccounted for water
diverson and misuse, not fully captured in the MPWWR models, MPWWR probably hasan incentive
to overstate, dightly, rice area planted so that releases from the High Dam baance supposed crop
water use requirements.

Regardless of whichever setsof figures one choosesto believe, the accuracy and timeliness of etimates
of mgjor cultivated crop areas need to be improved. The large divergence between MALR and
MPWWR figuresin some years suggeststhat the current data collection system could be strengthened.



3. SHORT-SEASON VARIETIES

The MALR hasaggressvely expanded area cultivated to short-season rice varieties during the past few
years in an effort to conserve water for development of new irrigated lands in Northern Sinai and
Toshka? InaMALR/ARC paper (see Abde-Azim Tantawi, nd), the short-season varieties, which
are harvested in 25-30 fewer daysthan thelong season varieties, are reported to require 25-30 percent
lesswater. Thisclaim seemsabit exaggerated, asan MPWWR study (1999) showsthat water savings
were 13 percent in areas monitored by the Ministry and the EPIQ team in the summer of 1999 (see
MPWWR and Water Policy Reform Program, December 1999).

Asnoted in section 2.2, yieldsfor the short-season varieties are reported to be sgnificantly higher than
those for the older longer-season varieties. Averageyields of Giza 177 and Sakha 101/102 were 29
to 40 percent higher than those of Giza 171. Furthermore, the MALR/ARC reports milling yields of
72 percent for the short-season varieties, which are very good. Lagt, the short-season varieties have
short, round grainswith low amylose content, which correspondswith desired cooking attributes: short
time required for cooking; rice grains retain moisture after cooking and do not dry out or harden; ease
in reheating, particularly astheinterior ingredient in mahshi type cuisine.

3.1 Increasing Areato Short-Season Varieties

Asshown in Table 3-1 and the accompanying pie charts (Figure 3-1), the area planted to short-season
varieties increased from only 5.0 percent in 1995 to 52.6 percent in 1998. Preiminary data for the
mgor rice producing governoratesin 1999 (see Table 2-2) suggest that areacultivated to short-season
varieties reached 70.7 percent of totd area. This is a very dramatic shift in the space of four years.

3.1.1 Changesin AreaPlanted to Particular Varieties

Short-season, high-yielding rice varietiesinclude Gizas 177 and 178, aswell asthe Sakhaseries (101,
102, and 103). Introduced in 1995, Gizas 177 and 178 increased from a smdl cultivated base of
27,400 feddansin 1995 to 463,900 feddans by 1997, or 29.9 percent of total areacultivated to paddy
(see Table 3-1). In 1998, area expanded further to 563,400 feddans, or 46.0 percent of total
edimated area. Asshownin Table 2-2, prdiminary estimatesfor areacultivated to Gizas 177 and 178
for 1999 are 623,468 feddans, comprising 42.2 percent of total area planted to paddy (in the seven
mgjor rice producing governorates).

Sakha 101 and 102 were introduced in 1997 and cultivated on a small area of 5,900 feddans. The
ARC and MALR have pushed these newest short-season varieties hard, expanding area to 78,000
feddans in 1998 and an estimated 420,000 feddans in 1999. Area cultivated to short-duration,

2 These new irrigated lands will comprise about 240,000 feddans in North Sinai and 300,000
feddansin Toshka.



Table 3-1: Area Planted and Production by Rice Variety, 1995-1998



Figure 3-1: Area Planted to Long and Short-Season Varieties, 1995-1998
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high-yidding, and water-saving® varieties has increased dramatically to 1,043,449 feddans in 1999,
representing 70.6 percent of areaplanted to paddy in the seven mgjor rice-producing governorates (X
in the Ddlta plus Fayoum).

While short-season varieties have been expanded aggressively, areacultivated to long-season varieties
favored by exporters (Giza 171 and 172) have declined steadily (43.8 percent) from 904,700 feddans
in 1995 to 479,300 feddans in 1998. By 1998, Giza 172 had been essentialy dropped from the
varieta mix, being cultivated on only 13,700 feddans. By 1999, areaplanted to Giza171 and 172 had
further decreased another 35.2 percent from 1998 to an estimated 318,000 feddans. The MALR has
canceled these varieties, because of plant diseases (blast), low and declining yields, and high water
consumption per feddan cultivated. Farmersretain seed from the previous crop for planting Gizas 171,
172 and 173. Neither CASP nor the private seed companies are alowed to produce certified seed
for these varieties*

3.1.2 Industry Viewson Short-Season Varieties

Rice millersand exporters spesk favorably of Giza177 asaGiza171/172 replacement, asit produces
an export-graderice type. Giza 171 sill commanded an LE 40-55/mt premium over Giza 177 and
Giza 178 during the firg few months of the 1999/2000 season, though the premium had decreased to
LE 10-20/mt for Giza171 over Giza 177 by January 2000. Giza178 getslower marksthan Gizal77,
principdly because it has alonger and thinner grain which is more prone to break on milling. While
Giza 177 is considered nearly as good as Giza 171° as an export variety to Middle Eastern markets,
Giza 178 isdestined largely for local consumption and some export to Eastern Europe and the NIS
markets, which are highly price sengtive but less discriminating.

The Sakhavarietiesarelesswell regarded by therice trade, though most millersand exporters say that
the jury isdill out on thelr characteristics relaive to the long season varieties and Giza 177. Early in
the 1999/2000 marketing season, millerswere paying over LE 50/mt morefor Giza 177 than for Sakha

3 The average quantity of irrigation water saved by introducing the short-season paddy
varieties is about 2,000 cubic meters per feddan. This leads to water savings of 2.09 billion cubic
meters, equivalent to 3.8 percent of the annual quota alocated to Egypt (55.5 billion cubic meters).

4 A private seed company, Misr Hi-Tech Company, obtained registered Giza 171 seed from
CASP and produced certified seed from it in 1999. Before the company could sell the certified seed,
the MALR canceled the variety, leaving the private company with unsaleable seed, unrecovered
production costs, and unreimbursed breeders royaltiesthat it had aready paid to the MALR. Hi-
Tech felt that this was unfair, as the MALR gave no advance notice of itsintention to cancel Giza
171,

® Thorough drying to 14 percent humidity or lessisimperative. If Giza 177 is harvested early
and not dried properly, its milling yield is lower and there is damage in milling. This was evidently part
of the problem with Giza 177 in 1998/99. There was damage to many rice grains during the grain-
filling stage, and high humidity in August-September 1998, coupled with early harvesting, resulted in
much of the harvested grain having high moisture content.
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101; by December 1999 that difference had narrowed to zero. Sakhayields were reportedly low in
1998, but are estimated to be much higher in 1999, topping 4.0 mt/feddan. There were some milling
problems with the 1998 crop, leading to a higher percentage of brokens than for other varieties and
some chalky grains. Thericetrade sfina appraisa of the much better 1999 crop will be important for
the commercid success of these varieties. It isinteresting to note that millers report that farmers refer
to the short-season varieties asthe government’ srice, while thelong season varietiesof Gizas 171, 172
and 173 arereferred to asthe“ people srice” If the Sakha series continuesto produce high yieldsand
milling out-turn improves, this perception should change over time.

3.2  Geographic Pattern of Introducing Short-Season Varieties

Short-season variety introduction istargeted to particular governorates. Asshownin Table 3-2, Giza
177 was grown primarily in Kafr El Shelkh (38 percent of the areagrown to Giza 177) and Dakhdia
(26 percent) in 1998. Giza 178 was produced predominately in Dakhalia (57 percent) and Kafr El
Sheikh (32 percent). Giza 171, introduced years ago, was cultivated on an dmost equa number of
feddans in four governoratesin 1998—in Dakhdlia, Beheira, Sharkiaand Gharbia. Farmersretain Giza
171 seed to plant during the following season; it isnot promoted and distributed by the MALR. While
area planted to Giza 171 in 1998 was only 23.5 percent of total rice areain Dakhdia (in comparison
to areas planted to Giza 177, 41.5 percent, and Giza 178, 18.9 percent), Gharbid sareacultivated to
Giza 171 was 83.5 percent of that governorate' s total area planted to rice. Sharkia farmers also
reserved 69.5 percent of their paddy areafor Giza 171 in 1998, and Beheira farmers dlotted 54.5
percent of their paddy areato that same variety. Rice millers and exporters confirm that the sought-
after export variety, Giza 171, is produced primarily in Gharbia, Beheiraand Sharkia

Prdiminary paddy crop area estimates for 1999 confirm asimilar pattern, though it is less pronounced
than in 1998, largely because Sakha 101/102 were expanded significantly in dl the mgor rice
producing governorates except for Fayoum and Damietta. Asshownin Table 2-2, the*old varieties’
of Giza 171/172 were ill prominent in 1999 in Gharbia (56.7 percent of paddy area in that
governorate) and Sharkia (48.1 percent of areain the governorate). Areato Giza 171/172 declined
precipitoudy in Beheira (16.5 percent of paddy areain that governorate) and Dakhaia (12.3 percent),
a driking change from 1998. The varieties that substituted for decreased area planted to the old
varietieswere primarily Sakha 101/102, which comprised 20.9 percent of total paddy areain Dakhdia
and 58.9 percent in Beheira. Paddy area cultivated to Sakha 101/102 dso expanded significantly in
Sharkia (30.0 percent) and Kafr El Sheikh (26.6 percent) in 1999.

Area planted to Giza 177, as a percentage of paddy area in a particular governorate, was most
prominent in Kafr El Sheikh (30.6 percent), Beheira (23.2 percent), and Dakhalia (15.6 percent). In
1999, Giza 178 wasthe most prominent variety in Dakhalia, planted on 45.5 percent of areacultivated
to paddy in that governorate, and in Beheira, cultivated on 31.1 percent of Beheira spaddy area. Giza
178 wasaso grown on 25.5 percent of Damietta spaddy area. The Sakhaseriesare being introduced
more evenly across governoratesin the Delta, with their greetest concentration in Beheira
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Table 3-2: Paddy Area by Variety and Major Producing Gover nor ate,
Summer Crop of 1998
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The shiftsout of Giza171/172 to other varieties, particularly the Sakha series, has been an impressve
achievement, orchestrated by the MALR’s National Campaign for Rice. ARC and the extension
sarvice can take most of the credit for these shifts. The short-season varieties are now more widdy
grown then Giza 171/172 within the principa six irrigation command areas where paddy is cultivated.
This has saved irrigation water for dternative uses and is an gppropriate adjustment as more new lands
come on stream.

3.3  Digtinguishing Characteristics of Egyptian Rice Varieties

Table 3-3 shows days to maturity for Egyptian rice varieties, as well as important grain qudity
characterigtics. Three key attributes of most Egyptian rice varieties are as follows:

C aratio of grain length to width of lessthan 3.0
C low amylose content of lessthan 19.0, except for Giza 172
C ahigh gd consstency rate, relative to long-grain rice varieties (such as IRR 28)

A low length to width ratio implies a rounder, shorter grain, preferred by most Middle Eastern
consumers. A low amylose content yields a stickier rice that Stays together in mahshi type cuisne
found in the Middle East.®

Note that Egyptian agriculturd scientists characterize many Egyptian varietiesas short-grain (lessthan
or equa to 5.5 mm in length), athough they can more correctly be typed as borderline short/medium-
gran. The Giza sariesof 171 to 178 and the Sakha series (101 to 104) fal inthe 5.3t0 5.7 mm range.
Most rice industry publications refer to Egyptian rice as medium-grain rice, which competes with
medium-grain U.S. rice, grown in Arkansas and Cdifornia, and Audtraian medium-grain rice.

Long-grain rice is essentidly no longer cultivated in Egypt, because it is not preferred in cooking in
Egypt and the Middle East region, and Egyptian milling equipment is not designed or calibrated to mill
thinner, longer grainswell. Millersreport that the grains of varieties such as Giza181 and IRR 28 often
shatter and turn to a chaky dust upon milling in Egypt. Giza 182, anew variety which hasardatively
high length to width ratio (see Table 3-3), has dso performed worse than other Egyptian varietiesin
tests of milling out-turn. The milling out-turn of 70.4 percent for Giza 178 isadso low reatively to the
other prominent short-season varieties

® Amyloseis one of two starches found in the rice grain. Mahshi type cuisine involves putting
fast-cooking, soft, and sticky rice inside tomatoes, peppers, grape leaves, eggplant, etc. The rice best
suited for this type of cuisine is short- to medium-grain japonica rice, including most Egyptian
varieties. According to Egyptian exporters and MALR rice specidists, long-grain rice is not suitable
for mahshi cuisine, because it takes longer to cook and cannot be quickly reheated (using conventional
ovens; this may not be true for microwave ovens). Long-grain rice also becomes harder than most
short- and medium-grain when it cools, which means that it takes longer to reheat than the vegetable
inwhich it is enclosed (Ieading to uneven cooking and food temperature). Some sources also think
that long-grain rice requires more water to cook and reheat than Egyptian short and medium-grain
varieties.
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Table 3-3: Grain Quality Characteristics of the Egyptian Rice Varieties
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of Giza177 (73.3%), Sakha 101 (73.9%) and Sakha 102 (74.4%).” A find reason for Egypt’s not
producing long-grain rice is that Egypt is not a competitive producer of long-grain rice in the world
market, where Adan countries (particularly Thalland and Vietnam) and the U.S. dominate in
internationa trade, so thereis no export demand for long-grain rice grown in Egypt.

" Note that these are experimental test results obtained using the Sataki rice mill at the Rice
Technology and Training Center in Alexandria. Millers report that Gizas 171, 172 and 177 have the
highest milling out-turn, although the RTTC test results do not bear this out. Perhaps the reason for
this divergence of opinion is due to the fact that alot of commercia mills use Chinese milling
equipment which does not yield the better results of the more durable, higher quality and more
expensive Sataki mills. Only the largest and best-funded commercia millers can afford to use costly
Sataki or Buhler equipment.
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4. PERFORMANCE OF THE RICE MARKET DURING THE 1998/99 SEASON

This section discusses the performance of the rice marketing system during the 1998/99 season and
offers some interpretation of recent developments in rice marketing during 1999/2000.

41  TheEarly Part of the 1998/99 Marketing Season

The Rice Subsector Baseline Sudy, published in March 1999, covered the 1998/99 rice marketing
season through the end of December 1998. Thefirgt part of the marketing season—from mid-August
1998 to late December 1998—was characterized by low wholesae paddy prices (LE 450-500/mt
into-mill up to December), and by extension, producer prices. The carryover socksfrom the 1997/98
marketing season were reportedly high at over 0.5 mmt of paddy. Note that the estimate from the
supply and use table (Table 4-1) is over one million mt for ending stocks in 1997/98. The fact that
ending stocks are calculated as greater than 1.0 mmt for four straight years, from 1994/95 through
1997/98, inthe supply and usetable (Table 4-1) suggest that paddy production is over-estimated, rice
consumptionisunder-estimated, or some combination of the two (plus other, more minor factors). The
public sector, which had bought 517,600 mt of paddy in 1997/98, largely dropped out of the market,
as the public sector mills (most of which have become ESA mills) processed less paddy in
1998/99—about 96,000 mt. Offsetting this declinein demand for paddy was the expectation among
many commercia millers and exporters that exports would rival or surpass the record 1997/98 level
of 409,200 mt. Large commercid millersbought significant quantitiesof paddy in anticipation of srong
export demand in 1998/99.

4.2  FactorsAffecting High Spring 1999 Rice Prices
4.2.1 GOE AnnouncementsContributing to Paddy Price Risesfrom December 1998 Onward

By the end of 1998, paddy and white rice priceshad beguntorise. Part of thispriceincrease appears
to have been triggered by GOE announcements. Prime Minister Kama El Ganzouri\ announced in mid-
or late December 1998 that the producer paddy price should be no lower than LE 600/mt (see August
1998 atidein Al Ahram with earlier announcement by Minister Youssef Waly in Annex 5).8 This
appearsto have been a GOE attempit to influence producer prices, which werelow prior to December
1998 and considered as unfair by some, given producers increasing costs.

8 MVE spent alot of time trying to get written evidence that former Prime Minister El
Ganzouri made the public announcement that paddy prices paid to producers should be LE 600/mt or
more. MVE checked APRP/RDI’ s weekly news summary, Al Ahram’s microfilm library, the
Committee for Agriculture and Irrigation of the People' s Assembly, and the Ministry of Supply and
Home Trade. No one has any record of this announcement, though participants in the rice industry
and noted analysts report that the former Prime Minister made such a statement, which did influence
farmer and trader behavior.
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A second group of GOE announcements by the Minister of Trade and Supply and the Prime Minister
in December 1998 (see newspaper articlesin Annex 5) concerning an anticipated large volume of rice
exportsto Indonesia—400,000 to 500,000 mt—al so stoked domestic demand for paddy. Indonesia
did enter world rice marketsin amagor way in 1997/98 and imported a record 5.9 mmt of whiterice
that year, followed by over two million tons in 1998/99. Indonesia approached the GOE in a
government-to-government dedl, asking Egypt to supply lower-grade medium-grain japonicarice, with
a broken percentage of 25-30 percent, in volumes that were equivaent to the entire quantity of
Egyptian rice exportsin 1997/98. While many larger exporters and millers regarded this as an order
that would never befilled, the announcement by Minister Goudi did influence the market, encouraging
some traders to buy paddy in anticipation of large price run-ups. Paddy wholesde prices did rise
strongly from December 1998 through February 1999.

4.2.2 GOE Announced Production Figuresvs. Industry Estimates

Another factor contributing to the stronger than normal seasond paddy price rise was the poor 1998
harvest. The GOE reported paddy output of 4.45 mmt on only 1.225 million feddans, where the
average yield was supposedly 3.6 tons/feddan. Virtualy everyone in the rice industry questions this
yield estimate, with some informants reporting 1998 paddy yields as more in the range of 2.2-2.4 mt
per feddan. Private sector informants aso dispute the low area estimate of 1.225 million feddans,
dating paddy was probably grown on about 1.4-1.5 million feddans. With ayield of 2.2-2.4 mt/feddan
on 1.4-1.5 million feddans, nationa output in 1998 was more likdy 3.1 to 3.6 mmt, 19 to 31 percent
below the MALR announced estimate.

One GOE rice researcher thinks that the total paddy crop of 1998 was closeto the MALR estimate.
He arguesthat rice consumption in rice-growing areas, particularly by producer households, increased
relative to earlier years, because producer priceswere o low after the harvest. Rather than sdll at low
prices, producers preferred to store paddy, mill it asthey needed it, and consume a higher proportion
of their own rice. Furthermore, because so much rice was prepared by rural consuming households,
there were | eftovers that were fed, in part, to livestock.

Another hypothesi s about the 1998 paddy crop, advanced by aprivate miller, wasthat much of it was
harvested moist (above the recommended 14 percent humidity rate). Any storage of too moist paddy
led to poor milling out-turn, with a higher proportion of immature and damaged kernds. Once milled,
rice with too high amoisture content does not storewell. Thismiller o believesthat physica losses
of paddy and milled rice in storage, handling and transport are high.®

Although MVE and the industry lack independent estimates of paddy area and yield, with which to
question the MALR figures, thereis concern that the GOE inflates areaand production figuresin some
years. A clear lesson from the 1998/99 rice production and marketing season isthat poor information
about the size of the paddy crop can exacerbate price volatility for producers, consumers and industry
participants. MVE is in the process of reviewing how the MALR makes its area and production

% Note that we assume paddy losses of 10% per annum, mainly in storage, during the 1990s in
the supply and use Table 4-1, as well as milled rice losses of 5% in storage, handling and transport.
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estimates for cotton and wheat. Given the large area planted to paddy during the summer season, and
the GOE’s expressed objective of lowering water use on riceimproving rice area and production
forecasts would appear to be a high priority for the GOE (and for MVE).

4.2.3 Higher Paddy Pricesand Alleged Hoarding of Paddy Stocks

Most public officids and some andydts atribute the strong rise in paddy prices from December 1998
on to “speculaive’ storage on the part of traders, both big and small.’° Most industry sources think
that the rise in prices was due more to the short crop of 1998 and alot lessto the storage behavior of
traders. Infact, speculative storage was insufficient in 1998/99 to prevent an unusualy strong cross-
seasond price rise. More trader storage of paddy, purchased after harvest and sold later in the
marketing season, would have dampened the seasona run-up in prices and forestalled therice “criss’
in May 1999.

Storage of paddy by traders plays an important part in smoothing inter-seasond rice price behavior.
By holding stocks for 4-10 months, private traders can release stored paddy on to the market as
supplies become scarce later in the marketing year (from April through August). Paddy prices are of
course higher later in the season than right after the harvest; this provides private traders with an
economic incentiveto store paddy. Storage of aperishable commodity hasred costs—physicd facility
rental fees, interest on the loan to purchase the paddy that goes into storage (or the opportunity cost
of traders own working capitd), and losses in storage. It is norma and desirable that traders (or
farmers, millers) receive a podtive return to storage; if not, they will not perform this important
marketing function, and seasond price swingswill be exacerbated. Unfortunately, there appear to be
quite afew GOE officias who do not understand these basic concepts of how private storage affects
the inter-seasond price behavior of a storable commodity such asrice, contributing to amore orderly,
stable and predictable pattern.

Itisasoimportant to point out that the obviousfact that paddy prices drop each September asthe new
crop isharvested providestraderswith every incentiveto liquidate their socks by July/August. Returns
to paddy storage are generdly postive within market years but likely to be negative across market
years, as storage costs and losses mount over longer periods. The only conceivable rationae for
haolding paddy stocks acrossyears (rather than within amarketing year) would beif farmersand traders
anticipated a poor harvest early in the growing season (June-Jduly). In a country where al rice
production isirrigated, such as Egypt, and irrigation water deliveries are rdiable, it is hard to imagine
a year when private agents would know in June or July that the rice crop would be poor. The one
exception would be if paddy area planted were judged to be unusudly low, though no one hasrdiable
access to national area estimates so early in the production season.

Returning to the dynamics of the 1998/99 marketing season, exportsgot off to astrong sart following
the harvest in anticipation of a second record-breaking export year. This contributed to brisk demand

10 MVE has copies of newspaper articles in its files that state that private “ specul ators’
(traders) were responsible for the spring 1999 run-up in paddy and rice prices. A senior GASC
officid aso expressed this view in a June 1999 interview with MVE.
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for paddy. Thelow paddy prices from September through November 1998 were due in part to the
large volume carryover stocks of therecord 1997 crop. Itisreported by some sources (though difficult
to substantiate ex post) that much of the paddy milled for export in the earliest part of the 1998/99
season was year-old stocks. By the time the preferred, longer season export variety, Giza 171, was
harvested, milled and ready for export (by late October/early November 1998), exports of other
varieties had dready reached significant levels™

Thereisno empirical evidence that large numbers of private traders hoarded paddy stocks during the
1998/99 marketing season. AsshownintheTable4-1 of the next section, it ispossiblethat rice stocks
were drawn down to near zero by the end of the 1998/99 marketing season, in large part becausethe
harvest was poor. Note that commercid millers and exporters have no financid incentive to hoard
milled rice stocks, becausethisties up scarce working capita, and the quality of milled rice deteriorates
quickly in storage. There il is awidespread belief among many public officias thet private traders
specul ate and de-stabilize the rice market.*? They argue that sudden priceincreases, perhaps spurred
by changesin fundamentd factors, induce speculative buying and further price rises. As evidence of
this phenomenon, some public officias point to what they cal adramatic declinein domestic milledrice
pricesinlate May and June 1999, following GASC' scall for tendersonriceimports. Retall rice prices
reportedly declined from LE 1.8-2.0/kilogramto LE 1.6/kg. Whilethe GASC announcement may have
shaken some speculation out of the market and contributed to amodest retail rice price declinein June
1999, the mgjor contributors to high rice prices in the spring of 1999 were the smdl 1998 crop and
limited paddy stocks—key fundamental factors. Note aso that the importation of some 34-37,000 mt
of Chinese medium-grain rice in July 1999 contributed to lower retall rice prices following the soring
rice criss.

It took exceptiondly high rice prices and a much stronger than usud risein rice pricesin 1998/99 to
induce large-volume imports.®® If the tariff on imported rice had been lowered from 20% to 10% or
lower, as had been agreed by the GOE and USAID under Tranche Il of APRP, risng domedticrice
priceswould havetriggered commercid riceimportsearlier, which could have dampened domesticrice
price increasesin the spring of 1999. Note that APRP/RDI prepared an internal memoranda urging
the GOE to reduce the tariff on rice, but that the GOE was unable to implement this benchmark.

11 Note that rice exports are typically reported in the aggregate and not disaggregated by
variety. In 1999, GOEIC tabulated, but did not publish (see Table 5-3), rice export data by type
(camolino, natural, cargo, 100% brokens) and grade.

12 A counter-argument could be that GOE announcements, such as the minimum floor price
announcement of Prime Minister El Ganzouri and Minister Goudli’ s announcement of massive rice
exports to Indonesia, do more to de-stabilize the market than the behavior of any private rice traders.

13 |mports of rice into Egypt were below 1,000 mt of specialty rice (typicaly basmati and
Uncle Ben's U.S. long-grain rice in retail boxes) for every other year during the 1990s.

141 awrence Kent of the RDI Unit prepared two excellent and incisive memoranda that
presented a cogent case for lowering the tariff on rice. These memos were sent to the attention of
Dr. Saad Nassar, who used them to convince the Ministers of Agriculture and Land Reclamation and
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The lack of empiricdly based information about farmer, trader and miller storage behavior makes it
difficult to arrive a an internaly consstent set of rice supply and useestimates. Aspart of developing
a Stuation and outlook reporting capacity in the MALR, it would be useful to do a survey of rice
farmers and traders storage and sales practices.™ If a basdine were established for, say, the first
quarter of 2000 (midway through the 1999/2000 marketing season), it could be periodicaly updated
to establish atime-series. Empirically based estimates of farmer and trader storage could be prepared
for MALR, The Ministry of Supply and Home Trade, The Holding Company, MEFT and private
Sector use.

424 GASC Call for Tendersin May 1999

GA SC announceditsfirst ever call for tenderstoimport 50,000 mt of long-grainricein late May 1999.
Offers to supply Asan rice fdl in the $234-254 per mt range, while American rice was quoted at
$354/mt. GASC did not accept any of the tenders, reporting that the offer prices were too high (for
the qudity of rice offered) and that only two of the suppliers met the required quality specifications (see
2 June 1999 Egyptian Gazette aticlein Annex 5).

Egyptian rice traders thought that GASC announced tendersin order to drive down domestic prices,
which were high and rising in the spring of 1999. GASC reported that hoarding of paddy by traders
underlay therice criss. GASC officias stated that the agency sgnaed that it might enter the market
in order to obtain information on world market prices. An underlying, unmentioned reason for the
tender announcement appears to have been to counteract speculative storage and reduce high-price
sdesin aperiod of perceived domestic rice shortage. According to the Vice-Chairman of GASC,
paddy wholesale prices dropped from 1,100 LE/mt to 900 LE/mt within a week of the GASC
announcement. Domestic paddy prices appear to have dropped on the expectation that the GOE
would import paddy to offset the rice shortage and force down the domestic price level.

4.3  RiceSupply and Usein the 1990s

The Rice Subsector Baseline report presented supply and use estimates from 1975/76 to 1997/98.
Table 4-1 presents amodified set of estimates for the period from 1990/91 to 1999/2000 (forecast).
This st of rice supply and use estimates differs from the baseline report estimates in severd respects.

C While MALR nationd average paddy yields are noted, MV E adjusts these downward by 10
percent to account for what we believeis a systematic bias towards MALR overestimates of
nationa paddy production. The paddy production figures shown in Table 4-1 are, therefore,
10 percent lower than the MALR published estimates.

Trade and Supply to support tariff reduction. Both Ministers sent letters urging reform to the Minister
of Finance, who did not take any action.

15 The National Agricultural Statistics Service (NASS) of USDA publishes Rice Stocks, a
quarterly bulletin on the levels of paddy and milled rice stocks (by type—whole kernel rice, second
heads, screenings and brewers' rice) held on farms, in mills and attached warehouses, in warehouses
not attached to mills, and at ports or in transit. NASS surveys cover Six mgor producing states
(Arkansas, Cdifornia, Louisana, Mississippi, Missouri, Texas).
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Table 4-1: Paddy Supply and Use Estimates, 1990/91-1999/2000
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C Edtimated paddy losses are assumed to be 10 percent, lower than the 15% assumed in the
basdline report.

C Average nationd milling yield is assumed to be 65 percent, below the 67% assumed in the
basdine.

The estimates presented for 1998/99 use a paddy production guesstimate of 3.5 mmt, well below the
officdd MALR estimate of 4.45 mmt. Using the MALR area estimate of 1.225 million feddans, this
lower production figure gives a calculated nationa average yield of 2.86 mt/feddan, which may srike
some readers as shockingly low. The 3.5 mmt paddy output estimate and the derived (or caculated)
yield of 2.86 mt/feddan are based on industry and farmer reports of poor paddy yieldsin 1998. The
officda MALR egimate of an average nationd yield of 3.63 is considered inflated by private sources.

The combined effects of the poor paddy harvest, continued risng nationa average rice consumption
(to 40.1 kg. per person), and strong exports of 308,200 mt led to a massive drawing down of paddy
gocksin Egypt. The estimated milled rice equivaent stocks were likely to be nearly zero by the end
of the 1998/99 marketing season. This contrasts sharply with ending stock estimates of over one million
mt (in milled rice equivaent terms) for the previous four seasons, 1994/95 to 1997/98, which are
actually 54 percent higher once converted to paddy equivaent terms (divided by 0.65).

The estimates presented in Table 4-1 need to be taken as illudtrative and indicative. It should be
stressed that no one in Egypt has rdliable estimates of paddy storage from year to year. Thisisavery
important variable that affects paddy and milled rice supply. Without solid, empirically based
information, commodity supply and use exercises are rough gpproximations of redity. The estimates
we present are more internally consistent than estimates arrived a by usng MALR production figures
(see Table 4-6ain theRice Subsector Baseline), but they can certainly beimproved upon. A first sep
intheimprovement process should be strengthening MALR areaand yield estimates. Periodic surveys
of rice producers and traders could aso be vauable in gaining a better understanding of their storage
practices and quantities of paddy in Storage a particular pointsin time.

4.4  Analysisof Seasonal Price Changesin 1998/99

As discussed a length in the Rice Subsector Baseline, GOE price data do not generaly show avery
pronounced seasona pattern for storable commodities suchasrice. Thislack of apparent seasondity
is counter-intuitive and does not follow what has been observed in many other countries. The careful
andys is drawn to the conclusion that officia price data are not very reliable, perhaps collected from
limited samples or by word-of-mouth and not through sitevisits. The most reliable monthly price data
are collected by CAPMAS, which obtains retail pricesin Cairo and Alexandria (unpublished) and in
rurd marketsin 17 governorates.
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4.4.1 Seasonal Variation in Paddy Wholesale Prices

Due to the absence of reliable wholesale price data, MVE has attempted to reconstruct, through
interviewswith traders and millers and consultation of Cered'sIndustry Chamber/Rice Branch monthly
meseting notes, a wholesale paddy price series for the 1998/99 season and the beginning of the
1999/2000 marketing season. These prices are shown in Table 4-2. MVE has more

confidencein theinto-mill wholesae pricesthan theretail price series generated by GOE agencies(see
section 4.6.2).1° The paddy wholesale prices, plotted by maor traded variety in Figure 4-1,1” show
apronounced seasonal rise. Notethat the prices of different varieties moved in tandem, with Giza171
commanding the highest pricesand Gizas 177 and 178 fetching lower prices. The premium paid for
Giza 171 ranged from aslittle as LE 10-20/mt over the shorter season varieties (Gizas 177 and 178)
in October 1998 to as high as LE 85-90/mt in December 1998.

As can be seen from the price indices, into-mill paddy prices increased 87 percent for Giza 171, 86
percent for Giza 177, and 89 percent for Giza 178 from October 1998 to June 1999. Paddy prices
more than doubled from October 1998 to the end of the 1998/99 marketing year in August. Pricesfor
July and August 1999 should betreated with caution, however, becausetraded volumeswere very thin
by that point in the marketing season. In the firgt two months of the 1999/2000 marketing season,
nomind prices were also 36-57 percent higher than they were at the outset of the 1998/99 season.
Note that early 1999/2000 paddy prices began high, dropped in November and December 1999 (10
percent for Giza 171, 18 percent for Giza 177, and 11 percent for Giza 178), and returned to higher
early season levels by January 2000.

Week-to-week price data might show larger discrete jumps or dropsin prices that correspond with
GOE announcements or proposed (threatened) interventions (see Amr Saleh, 1999) that change
farmers and traders perceptions overnight and lead quickly to changes in behavior. Note thet the
volume of into-mill transactions was greatest from mid-September 1998 through the end of December
1998, subgtantialy lower from January through April 1999, and limited from May through July 1999,
dedlining to very little a al in August 1999.28 In other words, the vast mgjority of the paddy moves
fromfarmersto millersin the 3-4 months following the harvest. By May or June 1999, traded volume
had declined grestly; the commercid rice market was very thin at that point.

16 The figures in Table 4-2 should be treated with caution. They are indicative, collected from
Rice Branch, Ceredls Industry Chamber meeting notes and generated from interviews with millers
and exporters. They are not a substitute for scientifically collected price data, using valid sampling
methods. In the absence of such data, they are better than nothing at all, however.

17 Although the paddy prices are reported as arange in Table 4-2, we plot the mean for
illustrative purposes. Note that actual farmgate (or producer) prices were likely to have been 10-30
LE/mt lower, accounting for transport and handling costs and a wholesaler net margin.

18 Most commercia mills close for about a month, typically in August, to perform a complete
overhaul and maintenance on their milling machinery. August is amonth of virtualy no activity in the
rice trade and milling businesses, so it is a good month to prepare for the coming peak processing
season (September-December).
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Table 4-2: The Range of Into-Mill Wholesale Paddy Prices, by Variety,
October 1998-January 2000
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Figure4-1: Into-Mill Wholesale Paddy Pricesfor Three Widely Traded Varieties, 1998/99
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MVE cannot stress enough the importance of good market information to inform policy-makers,
producers and private traders. We a so caution the GOE on making public announcements—that may
not be strongly empirically based or that may reflect more wishful thinking than actud market
fundamentdls or realities—that are ableto move markets.!® The politica economy of the food system
has changed significantly during the past decade. The GOE controls less of the trade and processing
of rice, maize and some other commoditiesthan it did during the 1980s. High-level pronouncements
dill carry alot of weight in Egypt, but they may be counter-productive and influence the market in
adverse, unintended ways.

442 Seasonal Retail Price Variation

Milled riceistypicdly not stored for long periods in Egypt, so price variaion in retall prices should
mirror paddy wholesale price variation. We present CAPMAS s monthly retail prices from January
1995 through May 19997 in Table 4-3. Note that the rural retail prices for the 17 governorates are
collected bi-monthly, so there are missing observations for haf the months. These prices should be
treated as indicative only, in part because they are collected bi-monthly, but aso because they show
rather less seasond variation than one would expect (see plot of rice prices in three governorates,
Figure4-2). Retail pricesrose steadily from the spring of 1995 through the end of the 1996/97 season,
ayear of aleged high paddy and rice prices and hoarding. Retall prices remained high in November
1997, asurprising finding following arecord paddy crop. Pricesthen dropped in many governorates
by January 1998, particularly sharply in Giza (12 percent). Thisiscounter-intuitive, becausethe month
of Ramadan coincided with most of January 1998. Prices rose back up to the pre-Ramadan
(November 1997) levels by March 1998 in nearly dl governorates and remained flat or increased
dightly to November 1998, before dropping again in January of 1999 (13 percent in Giza and 10
percent in Behera), again overlgoping in pat (firs hdf of January) with Ramadan. Retall prices
dropped again by March 1999 in 12 of 17 governorates, a finding which conflictswith trendsin into-
mill paddy wholesale prices, before risng sharply by May 1999 (13 percent).

Nationd average MTS minimum and maximum wholesde and retall prices for packed and unpacked
riceare shown for comparative purposesin Tables4-4aand 4-4b, with plots shown in Figures4-3 and
4-4. Packedricereferstoricein 25kg. (wholesae) and 5 or 2 kg. (retall) packs. Asdiscussedinthe
Rice Subsector Baseline report, MV E does not place much stock inthese M TS prices, for which data
collection has never been clearly defined.? Furthermore, it is

19 An October 1999 announcement by the new Minister of Supply and Home Trade to lower the
retail price of rice sold in GOE stores will probably not have much of an effect, because a low proportion
of riceis sold through public stores.

20 The fact that the most recent published CAPMAS retail prices were for May 1999 as of
December 1999 illustrates the long lag between data collection and their dissemination.

211t isnot clear if different MTS officesin different governorates apply the same methods in
collecting these prices. Are they gathered through field observations? Are they collected during the same
period of each month, or are they an average of minimum and maximum prices collected each week of
the month? These questions have never been satisfactorily answered. It is also not clear if any weighting
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Table4-3: CAPMAS Monthly Rice Retail Prices, January 1995-May 1999

of the data is done, based on market importance (relative volumes passing through governorate markets).
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Figure4-2: CAPMAS Retail Pricesfor Selected Governorates from
January 1995 to May 1999
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unconventiond to report minimum and maximum prices only and not to report a mean monthly price.
Price ranges may be reported, but a point estimate is necessary for plotting the data and doing price
andyss.

Despite these reservations about usng MTS data, they are presented as a consstency check against
the CAPMA S dataand MV E’ sown estimates of paddy wholesde prices. The MTSdata, particularly
the packed rice series, show high median consumer pricesin 1997, with prices dropping in 1998 and
remaning rdatively low through early 1999, but then a pronounced rise of 27.6 percent from March
to June 1999 (145 to 185 piasters per kilogram). Thewholesale pricesfor packed rice show asmilar
pattern, with a 48.7 percent seasona rise in median prices from October-November 1998 to May
1999 (113 to 168 piasters per kilogram). Note that the seasond upswinginrice pricesin 1998/9is
not quite as pronounced asisit for MVE' sinto-mill paddy wholesae prices (see Table 4-2 and Figure
4-1).

Another MTS source of data is minimum and maximum wholesale and consumer prices for four
governorates— Cairo, Giza, Alexandriaand Qaoubia—shownin Annex 2. Minimum consumer prices
for Giza rose 50 percent from December 1998 to July 1999, 50 percent in Cairo, 60 percent in
Alexandria, and 45 percent in Qaloubia. Theincreasein maximum consumer priceswas proportiondaly
less— 33, 13, 31 and 46 percent respectively. Thisperhapsreflectsthefact that these maximum prices
are collected in retall establishments where consumers areless price sensitive and are willing to pay for
better packaging and convenience. In other words, one would expect to see less intra-annud price
variability for rice sold in higher end stores and markets to consumers with higher incomes.

These same data show that the minimum wholesde prices for rice rose 75 percent in Cairo over the
same period (December 1998 to July 1999), 50 percent in Alexandria, and 67 percent in Qaloubia.
Both these MTS wholesde and consumer price data show plausible levels of cross-seasond price
vaiahility, athough the variahility is more pronounced in the MVE into-mill paddy wholesde series.
These M TS series show rather flat pricesfrom November 1998 to March 1999 in Cairo and Giza, with
the most pronounced risesin May 1999.
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Table4-4a: MTSMonthly Wholesale & Consumer Packed Rice Prices, 1997-1999
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Table4-4b: MTS Monthly Wholesale & Consumer Unpacked Rice Prices, 1997-1999
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Figure4-3a: MTS Packed Rice Prices, 1997-1999
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Figure 4-3b: MTS Unpacked Rice Prices, 1997-1999
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5. RICE EXPORT PERFORMANCE

Egypt’ s performance as arice exporter from the 1980s through 1997/98 is described in detail in the
Rice Subsector Baseline Sudy (March, 1999). This section will present final 1998/99 export data
and provide afew observations on the opening months of the 1999/2000 season.

We a so present some CAPMAS data on rice export quantities, total vaues, and unit valuesfor 1995
to 1998. Note that the CAPMAS reporting year (January-December calendar year) does not
correspond with how the export volume data are reported by MTS/GOEIC, which is by marketing
year—now September 16 of oneyear (e.g., 1998) to September 15 of thefollowing year (e.g., 1999).

The calculated export unit vaues, presented in Annex 2, show in some cases that rice shipped to
countries with higher incomes and ability to pay for higher qudity rice commands higher prices (unit
vaues). For example, the average declared unit value of rice shipped to Saudi Arabiawas $559/mt
in 1998. Thisis likely premium camolino rice, grade 1, milled in the mills with the most modern
Japanese (Sataki) and Swiss (Buhler) machinery.?? Moderatdly demanding importing countries, such
as Turkey, Syria, and Jordan, obtained rice exported from Egypt a average prices of $333-343/mt
(FOB) in 1998. Rice shipped to these destinations is usualy camolino, grade 2. Lower volume
importers with high incomes, such as Libya, Lebanon and Kuwalit, obtained Egyptian rice a higher
prices, $371-388/mt. They probably purchase mainly camolino, grade 1. Lower-income, less
discriminating customers such as Romania, Sudan, Ukraine, Russia, and Bulgaria, imported rice from
Egypt priced (FOB) at generaly less than $300 per mt ($306/mt on average for Romania). Thisrice
waslikdy camolino, grades 3to 5, or natura rice, grades 3 and lower.

Despite average unit vauesfor exportsto many foreign markets which correspond to our expectations
and knowledge that certain types of rice are shipped to those destinations, there are anomdiesin the
some of the data. For example, the average unit vaue of rice exported to Spain is reported as $186,
$432 for Pdestine, and $379/mt for Albania. MV E knowsthat some of the rice exported to Spainwas
cargo in 1998, athough CAPMAS reports that only milled white rice was shipped. The main
conclusion to bedrawn hereisthat export va ue dataare not collected with sufficient attention to detall.
In particular, rice shipped as cargo often isrecorded aswhiterice, which yields export unit values that
are too low to be plausble for milled rice. Other anomalies, such as seemingly too expensive rice
shipped to Palestine, cannot be explained. Some price differences may reflect the fact that the rice

22 These mills aso typically have a sortex type of machine that sorts out discolored grains,
immature grains, chalky grains, and impurities as afina step in the milling process. Sortex is the name
of the English company that produces such amachine. A cheaper, smilar type of machine is made by
the Japanese. According to one commercia miller, quite afew smaller commercia mills have
purchased sortex type machines that cost as much as the entire (remaining) investment in milling
equipment. These smaller mills are supplying rice to large exporters who demand quaity and that
product specifications are met. Thisis a positive development, showing that smaller private mills are
increasingly responsive to exporters quality specifications and price premia paid for higher grades.
The investment in sortex machines goes against the Holding Company’ s contention that most private
mills cannot meet export market standards.
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offered ismilled from different paddy varieties (Giza171-based camolino ismore expendvethan Giza
177 or 178-based camolino). Furthermore, cusomsmay makerecording errors, particularly in noting
the correct type of export rice (camolino, natural, cargo or paddy).

51  1998/99 Marketing Season
5.1.1 Exportsby Destination

Rice exports declined 24.5 percent from 408,193 mt in 1997/98 to 308,223 mt in 1998/99. Strongly
risng wholesale paddy prices led to a sharp decline in export volume after March 1999.2 Asin
1997/98, Turkey remained the largest Single export market for Egyptian rice, importing 66,899 mt (see
Table 5-1), or 21.7 percent of total Egyptian rice exports.2* Traditiona Arab markets Syriaand Jordan
continued to be key Egypt destinations for Egyptian rice, with exporters shipping 58,161 mt to Syria
and 19,735 mt to Jordan. Exports of Egyptian rice to Romania exceeded 50,000 mt for the first time
(52,380 mt, dightly higher than the 49,321 mt of 1997/98). A minor market for Egyptian rice before
1995/96, Eastern European and NIS countrieswere the export destination for nearly as much Egyptian
rice as the traditiond Arab customers in 1998/99 (see Arab 1 in Table 5-1). The former countries
received 86,623 mt of Egyptian rice, while the four mgor Arab markets (Syria, Jordan, Lebanon,
Paegtine) imported 93,561 mt. African countries, particularly Sudan, Kenya, South Africa, and
Senegdl, imported 35,973 mt of Egyptian rice, nearly 12 percent of total exports.?®

5.1.2 Export Market Sharesby Company
The largest private exporters in 1998/99 were El Fostat and Wakaex, who shipped 54,690 mt and

49,294 mt respectively. Their combined export market share was 33.7 percent in 1998/99 and 40.1
percent in 1997/98. These two exporters have held the number one and two spots since

23 Total export shipments increased from 283,353 mt as of 20 May 1999 to 308,223 mt as of
15 September 1999. Hence, 91.9% of export shipments for the 1998/99 marketing year had been
made by mid-May 1999.

24 Export volume data, broken out by exporting company and export destination, are published
by MTS/GOEIC. There appears to be about a two-month lag in the publication and distribution of the
export data.

25 This was the first time during the 1990s that African countries took over 10% of Egyptian
rice exports. This has some symbolic importance, because the GOE is trying to promote trade with
COMESA countries. Nevertheless, most exporters do not think that countries such as Kenyawill be
good export prospects in the medium term, because rice importers want to import cheap, low-quality
rice with a high proportion of brokens. Most of the rice exported from Egypt is high-quality camolino,
grade 2 rice, not natura rice with a high proportion of brokens. This being said, the 15,575 mt of rice
exported to Kenya in 1998/99 was natura rice, grades 5 and 6.
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Table 5-1: Egyptian Rice Exportsby Country of Destination
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1995/96.26 Mabrouk continued as the number three exporter, shipping 27,205 mt of rice, mainly to
Eastern European markets. Mabrouk is aso now the largest private commercid rice miller in Egypt,
having increased processing capacity to 300 mt of paddy per day in January 1999.

Public sector companies continue to play an export role, albeit aminor one, having shipped 33,676 mt
or 10.9 percent of total exportsin 1998/99. The exports of public companies dropped from 89,339
mt in 1997/98, amarketing season during which public sector companies bought 517,600 mt of paddy.
Purchases by the public sector companies in 1998/99 were far lower (only about 96,000 mt by one
account).

As shown in Table 5-2, the top five private exporters shipped 51.5 percent of total rice exportersin
1998/99, avirtually identica proportion to 1996/97 (52.6%) and 1997/98 (51.0%). The shippedrice
proportions of the second five (#6-10) and next ten (#11-20) private exporters were roughly
comparable to those in 1996/97 and somewhat higher than in 1997/98. Over 60 private companies
exported rice during the 1998/99 marketing season, which resulted in a workably competitive rice
export business.

5.1.3 Egyptian Rice Exportsby Typeand Grade

Although GOEIC does not report its rice export statistics by type and grade in its periodic reports
during each marketing season, it did prepare a summary table for the 1998/99 season.?” MVE was
able to obtain these data for the 1998/99 marketing season only. The distribution of Egyptian rice
exports by type and grade is shown in Table 5-3. Three-quarters of Egyptian rice exports were as
camolino rice, whichistreated with paraffin oil. Thisgivesnatura rice asheen or brightnessthat most
Middle Eastern and Mediterranean customersdesire. Fifty-three percent of dl rice exports (and 70.7%
of tota camolino exports) were as camolino grade 2. Only 6.5% of Egypt’'s exports were as
camolino grade 1 (and 0.2% as grade 1 natural rice), while 13.8% were as camolino grade 3.

In addition to camolino, Egypt exports natural rice (16.8%), 100% brokens (3.2%), and cargo or
brown rice (4.9%). Naturd ricefals predominantly into three grades, #2-4. The 100% brokens are
shipped to lower-income, Sub-Saharan Africancountries, such as Senegal .2 Exporters shipped low-
grade naturd riceto Kenya. Cargo is shipped to Romania, where there is no duty on importing cargo
but a high duty (15%) on importing milled rice. The cargo is further processed a mills owned by

%6 1n 1996/97, Kamitrade was the number two exporter and Wakaex was the number three
exporter, based on incomplete data (149,132 mt vs. the later reported total of 166,163 mt).

2! GOEIC s Alexandria office told MVE that this is the first year that it has tabulated rice
exports by type and grade.

28 100% brokens are shipped by large volume exporters to African countries. They collect
the brokens from a large number of mills that have sorting equipment that separates out the broken
grains. No rice millsin Egypt are designed to produce 100% brokens as their primary output.
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foreigninvestors (including one Egyptian company and another firm based in Lebanon, that exportsrice
from Egypt and other producing countries to Romania).

Table5-2: Export Sharesof Private and Public Rice Exporters
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Table 5-3: Egyptian Rice Exports by Type and Grade, 1998/99

Per cent Volume Per cent Per cent
Brokens Exported of Total of Subtotal
1 19,573.6 8.6%
2 < 6% 160,076.7 53.1% 70.7%
3 <12% 41,443.3 13.8% 18.3%
4 < 20% 5,008.0 1.7% 2.2%
5 < 30% 200.0 0.1% 0.1%
226,301.7 75.1% 100.0%
1 < 3% 612.2 0.2% 1.2%
2 < 6% 10,084.5 3.3% 19.9%
3 <12% 21,775.7 7.2% 42.9%
4 <20% 15,828.0 5.3% 31.2%
5 < 30% 2,330.0 0.8% 4.6%
6 < 40% 100.0 0.0% 0.2%
50,730.4 16.8% 100.0%
100% 9,522.9 3.2%
14,646.0

301,200.9 100.0%

Source: GOEIC, MEFT.
Notes: 1) Camolinoisnatural rice treated with 5 liters of paraffin oil per ton.
2) Cargo isdehusked, brownrice. Itistypically further dehulled & polished to produce whiterice.
3) These data cover exports through 31 July 1999 and are not complete for the entire season
(to 15 September 1999).

5.2  Beginning of the 1999/2000 Export Marketing Season
5.2.1 High Early Season Paddy Prices

The prospect of avery large paddy crop is good news for Egyptian rice exporters, though wholesale
paddy prices remain high relative to opening 1998/99 levels. Exporters maintain that

paddy prices cannot exceed LE 700/mt if they are to remain internationally competitive, and & levels
over LE 650/mt margins are thin. Paddy prices ranged from about LE 630 to 720 per mt in the early
1999/2000 marketing season. As long as the public sector mills are actively buying paddy, most
informants believe that prices will remain high. Once these mills' funds are exhausted, traders and
exporters anticipated that paddy priceswould drop. Thisdid happen in December 1999, though into-
mill prices appeared to be rising to higher leves that threatened Egypt’s competitiveness as a rice
exporter in January 2000. Exportersand large commercid millersbought less paddy in thefirst quarter
of the 1999/2000 season than they did in the early 1998/99 season. A good rice production year
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worldwide, particularly medium-grain rice production in the U.S. and China, is keeping internationa
market conditions soft, as described below.

5.2.2 RiceExportsLower than in 1998/99

Export figures from GOEIC, now part of the MEFT, for the first month of the 1999/2000 export
marketing season show that 17,751 mt were shipped from mid-September to mid-October 1999, 31.6
percent less than the 25,940 mt exported during the first month of the 1998/99 season. By the end of
the firgt quarter of the export marketing season (through 31 December 1999), rice exports till trailed
the pace set by first quarter 1998/99 exports (132,216 mt vs. 119,732 mt in 1999/2000).
Extrapolated over the entire season, this lower exported volume would lead to reduced exports of
about 280,000 mt for 1999/2000.° Thisfigureis consistent with exporters’ informal projections for
this season, which range from 200,000 to 300,000 mt.

Rice exports during the first quarter of the 1999/2000 season were destined mainly for Romania
(17,098 mt or 14.2%), Syria (31,724 mt or 26.5%), and Turkey (21,704 mt or 18.1%). The three
countriesreceived 58.5 percent of Egypt’ s exports during the first quarter of the season. JordarvIraqg,
importing 9,795 mt, and Sudan, importing 9,469 mt, were dso important customers.

Muchof therice shipped to Romaniaiscargorice. GOEIC does not differentiate between milled white
rice and cargo, which is semi-processed brown rice, in its export figures. According to unpublished
GOEIC 1998/99 rice export data (see Table 5-3), 14,646 mt of cargo were exported from Egypt.
Assuming this cargo was shipped entirdy to Romania, 29% of Egypt’s exports to Romania were as
cargo in 1998/99.

5.2.3 Early Season Export Prices

Early season (mid-September to mid-November 1999) export prices were high relative to cheaper
Adanrice. One public sector trading company exported camolino grade 2 to Turkey at LE 1075/mt,
equivaent to $315. Public millers quoted pricesin the $360-370 range as being necessary to recoup
costs, so saesat pricesbelow thislevel would appear to be subsidized. Anecdotd market intelligence
fromthe Mediterranean region suggests that a Saudi company shipped 12,000 mt of Thai riceto Syria
at $288/mt C& F in October 1999, and that Libyaimported 12,000 mt of Chineserice at $230-240/mt
in October 1999 aswell. C&F price quotes for medium-grain Chineserice remained low a $250/mt
C&F Mediterranean ports as of late January 2000.

While private sector sources report that their export prices for camolino grade 2 fell in the $300-
330/mt range in 1998/99, FOB prices were higher in October 1999. One exporter quoted prices of

29 Using the latest export figures, through 30 January 2000, exports this season of 132,640 mt
appear to be trailing 1998/99 exports of 189,747 mt (as of the same point in the marketing season) by
awider margin. Extrapolating from these figures, exports in 1999/2000 would end up at about 215,500
mt.
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$345/mt for camolino milled from Giza 178, and $350-355/mt for camolino milled fromGiza177.%
Arkansas medium-grain rice was sdling for $340-350/mt, delivered to Mediterranean ports, and
represented a competitive threat. Another exporter quoted a C& F, Syriaprice for riceimported from
Egypt as $350/mt.

A rice industry newdetter quoted Egypt’ s export prices, fob Alexandria, for the first haf of October,
asfollows

Table 5-4: Egypt’s Early 1999/2000 Season Rice Export Prices

Grade % Brokens Camoalino Natural
1 3% $381 $375
2 6% $363 $356
3 12% $346 $340

Source: London Ricebrokers Association Newdletter, 2 October 1999
Note: These quotations are FOB prices, Alexandria. They are higher than quotes obtained by MVE.

Exporters reported that into-mill wholesale paddy prices could not exceed LE 700 mt for them to
export and make some money. Taking milling costs and conversion rates, domestic trangport and
handling costs, and amodest profit into account, thistrandatesinto gpproximeately L E 1200, equivalent
to $348-352/mt FOB, depending on the exchange rate used ($1.00 = 3.41-3.45). If export prices
exceed $350/mt, Egypt’ s rice exports will drop significantly.

By January 2000, Egyptian rice export price quotes appeared to be below the $350/mt FOB range.
Indicative ranges of export price quotes from severa exporters are shown in Table 5-5.

Table 5-5: Egypt’s January 2000 Rice Export Prices

Paddy Into-Mill Wholesale Ex-Mill Rice FOB Price C&F Price
Variety Paddy Price (LE/mt)  Price (LE/mt) ($/mt) ($mt)

Gizal71l 690-750 1050-1150 $329-358 $374-383
Giza177 680-730 1040-1060 $326-332 $351-357
Giza178 630-660 1020-1050 $320-329 $345-354

Source: industry key informants, January 2000

Notes. Price quotes are for camolino, grade 2. First-quarter 1999/2000 export year statistics show that
68.3% of Egyptian rice exports had been camolino, grade 2. The official exchangerate of $1 =
3.42 LE isused to convert pricesin LE to FOB prices.

30 Export prices are typicaly not quoted by variety of paddy input, but rather by type of milled
rice output and grade, based on the percentage of brokens.
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Another exporter, taking world market prices asapoint of departure, states that Egyptian rice can be
competitive in Mediterranean marketsonly if it ispriced 10-15 percent below U.S. medium-grainrice.
Cdifornia medium-grain rice had dropped from $518/mt in July-August 1999 to $445/mt in November
and December 1999 and $441/mt in January 2000; this exporter anticipated that prices would drop
further following completion of quota sales to Japan and the coming on stream of rice milled from a
large U.S. crop, harvested from a record high area, by December 1999. Early 1999/2000 season
price quotationsfor medium-grain Arkansas paddy were aslow as $122/mt, equal to LE 421/mt—well
below Egypt’s paddy prices, with Turkey having reportedly imported some U.S. paddy to mill for its
domestic market. Cdiforniamedium-grain prices, C& F Mediterranean ports, were reportedly in the
$370-395 range as of late January 2000 (though this is over 10 percent lower than the USDA/ERS
guote noted above).

Augradian medium-grain rice was reportedly priced at $365/mt C& F, Mediterranean ports, in May
1999, after the Aussie harvest. Audtraian exports were quoted as priced in the $360-370/mt range
inJanuary 2000. Thehighest Egyptian export price on ashipment to Turkey in 1998/99 was $385/mt,
but prices generdly are not greater than $360-365/mt. Egyptian export pricesarelowest after the Giza
171 is harvested in October, the peak supply period. One exporter reported buying 15,000 mt of
Cdrose for shipment to Turkey in 1997/98 when its price was lowest, & $370/mt. This was a bulk
shipment, whereas virtudly al rice exported from Egypt is shipped in 50 and 25 kg. bags® This
exporter thinksthat LE 550-600/mt isafair pricefor producers. At that price, exportsof up to 1 mmt
arepossible. Thislevel of producer pricestrandatesinto an into-mill price of no morethan LE 650/mt,
leading to awhite rice price of LE 1000/mt. Adding some LE 70 or $20, plusa$5-10 profit markup
yiddsan export price of $325-330/mt for grade 2 camolino, whichisinternationaly competitive. Add
or subtract $10/mt for each higher or lower grade.

Another large-volume exporter quoted the late September 1999 rice export pricefor grade 2camolino
as $363/mt, FOB Alexandria. He arrived at this asfollows:

1100 LE/mt - camolino, grade 2, ex-mill, 5% brokens

75 LE/mt - bags, ingpection, trangport, handling

1175 LE/mt = $345/mt &t ER of $1=3.4

+ $5/mt - 1.5% finance charge asinterest on loan to exporter
$350/mt ($353/mt actually quoted)

$10 = profit margin

$360-363/mt - final FOB price

5.3  Recent Trendsin Egyptian and World Rice Prices

Table 5-6 presents monthly prices for some types of internationdly traded rice—both long-grain or
indica, whichistraded infar larger volumesthan japonica rice, and short/medium-grain, which includes
Egyptianrice. Plots of sdected traded rices (in Figure 5-1) show that nomina prices for most types

31 This exporter also reported shipping Calrose in bags to Turkey at $385/mt in 1997/98.
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of rice were highest in 1995/96 and 1996/97. Prices declined or remained flat for dl typesof ricein
1997/98, with some strengthening of Asianrice pricesin the second half of that marketing year. During
1998/99, pricesfor themain Asan traded rice declined 20-30 percent from August 1998 to April 1999
and have remained week into the early months of the 1999/2000 marketing season.

While Cdiforniamedium-grain rice prices soared in 1998/99, Egyptian export prices began at very low
levels (average export unit values of $255/mt in October 1998 and $228/mt in November 1998), rose
into the low $300s/mt for much of 1999, but did not increase too much by the end of the marketing
season.  There gppear to be some anomaliesin the CAPMAS data (seethe last column of Table 5-6),
and the low cdculated unit vaues for rice exportsin much of 1999 do not match miller and exporter
reports of strongly risng into-mill wholesde paddy prices and higher milled rice export prices in the
second half of the 1998/99 marketing season.®* Cdifornia rice prices began to decline during the
opening months of the 1999/2000 marketing season and stood at $441/mt in January 2000 (the lowest
level since the 1997/98 season), while Egyptian rice prices were reportedly heading in the opposite
direction (though the CAPMAS unit vaue of $278/mt for October 1999in Table5-6 ispuzzlingly low).
If Egyptian export prices were relatively high in late 1999, as reported by exporters, Egypt's
competitiveness as a rice exporter in the remaining two-thirds of the 1999/2000 marketing season
would be cdled into question. While both into-mill paddy prices and milled rice prices began to drop
by mid-November 1999, they gppeared to strengthen again by late January 2000. The overal export
price outlook is uncertain for Egypt, with no clear consensus over trends during the remainder of the
1999/2000 season.

32 The explanation of this apparent contradiction may be that large commercial millers bought
large stocks of paddy from traders earlier in the 1998/99 season (September-December 1998) when
prices were relatively low. These stocks exceeded their early season milling requirements, but they
then drew down on this (cheaper) paddy as they milled rice for export in 1999. Hence, much of the
rice exported from Egypt in the second haf of the marketing season (March to mid-September 1999)
was probably milled from paddy bought during the first half of the marketing season. This alowed
Egyptian exporters to hold prices down relative to rapidly escalating into-mill paddy prices and
domestic retail prices during the second half of the marketing season. Nevertheless, afew exporters
reported that they lost money on some export shipments later in the marketing season, because they
were forced to purchase paddy to have custom-milled at high prices, when they had made earlier
commitments to supply foreign buyers milled rice at prices below what they would have needed to
charge to recover their (later higher than anticipated procurement) costs. All private informants
report that millers bought very little paddy after March 1999 and exports stalled by May 1999.
Probably only a handful of the largest-volume exporters continued to export rice (and sometimes incur
losses in the process) in order to honor contracts. Exporters: commitment to honoring contractsis a
positive development in Egypt’ s rice trade, even though some firms lost money in the short run.
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Table5-6: Monthly Pricesfor Different Typesof Internationally Traded Rice,
August 1995 to December 1999

45



Figure 5-1: Prices of Selected Internationally Traded Rices, August 1995-December 1999
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54  TheFutureof Egyptian Rice Exports

The marketing season for 1999/2000 could be a pivota year for rice exports. As noted earlier,
commercid millers and exporters were rather pessmistic about rice exports early in the marketing
season (September-November 1999) when the public and ESA mills were buying large quantities of
paddy, but their views were mixed by late January 2000. GOE officids are more optimistic, pointing
to avery large crop. The private sector thinks that a significant part of this large crop may remainin
storage and be carried over into 2000/01. Despite this view, quite a few private rice exporters and
millersthought, in late 1999, that domestic rice priceswould drop early in the year 2000, following the
year end holidays and Ramadan. If public sector millsrun out of fundsto buy paddy or smply chooses
not to re-enter the paddy market, this will contribute to a price decline. If prices decline sgnificantly
and private buyers enter the market to buy at more atractive prices, commercia milling and exports
could pick up. Chegp into-mill prices could stimulate exports, assuming there are supplies of unsold
paddy available on the market. This assumption may not be vaid if producers, who held their paddy
onthe expectation of astronger than usual paddy pricerise (asoccurred in 1998/99), and traders, who
may have aso bought large quantities of paddy speculating on abig price increase, face lower prices
in 2000 than (or smilar prices to those that) prevailed in the immediate post-harvest period
(September-December 1999).

While forecasting what will happen in the medium term is a risky business, the long-run trend for
Egyptian exports will probably be down. Population isincreasing steadily at 2.0% or more, and rice
isanimportant staple. The expenditure eadticity of demand for riceis positive (0.22 for urban and 0.27
for rurd consumers a the nationd leve) as wdl, meaning that rice consumption per capitawill expand
asincomesrise. Predictably, the demand of poor consumers (the lowest 40%) for ricein both urban
(0.32) and rural (0.40) areas is more income eastic than the demand of the non-poor. Using rice as
aprincipa starchy staple could aso expand in some Egyptian households, particularly in Upper Egypt,
dthough thereis evidence that it has dready expanded sgnificantly sncethe 1970s. Although therate
at which rice consumption will expandintheearly 21% century will likely decrease, relaiveto the 1980s
and 1990s, aggregate domestic demand for rice will continue to expand in Egypt a a higher rate than
population growth.

Reduction of area planted to paddy could aso lower quantities of rice available for export. 1n 1998,
the GOE effectively enforced areaplanting restrictions, and the areacultivated dropped to an estimated
1.225 million feddans. These restrictions appear not to have been enforced in 1999, when area
cultivated was certainly over 1.5 million feddans and may have reached 1.8 million. If arearedtrictions
are enforced for the summer crop of 2000 and beyond, rice output could decline sgnificantly, and
exportswill drop.

Another factor that could affect demand for Egyptian rice exportsisthe vaue of the pound relative to
other currencies. If the pound is not devalued, Egyptian exports will be pendized, as the current
nomina exchange rate facing foreign importersistoo high (i.e., they receive too few Egyptian pounds
for each unit of foreign exchange). If the Egyptian pound were deva ued, importers could obtain more
pounds per unit of forex, and Egyptian rice would be more competitively priced on the regiond and
world markets.
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Another factor affecting Egyptian rice exports, discussed in the next section, isthe continued presence
of Chinese medium-grainrice in regiond markets, especidly in the Black Sea but dso satisfying the
needs of poorer consumers in Mediterranean markets. Production levels for U.S. and Audtrdian
medium-grain rice will also affect the competitiveness of Egyptian ricein regiond markets. Thesetwo
ricestypicaly command apremium over Egyptian short and medium-grainrice®® Astheir pricesdrop,
astook place for Augtralianricein thelate spring of 1999 or U.S. ricein 1999/2000 relative to earlier
years, Egyptian export prices will have to drop aswell. U.S. rice, Cdifornia medium-grain (number
1, 4% brokens), appearsto play the price leadership rolein world marketsfor short- and medium-grain
rice. Other rice exporters discount their rice exports with reference to U.S. medium-grain. Egyptian
exporters state that rice exports must not exceed $360-370/mt to remain competitive,

One exporter, whose export shipments have declined steadily since the mid-1990s, noted that the
1996/97 marketing year was a harbinger of things to come. Domestic prices were high, rdative to
world prices, and exports plummeted to 166,000 mt from 355,000 mt in 1995/96. He exported far
lessthat year than in 1995/96 and made a Strategic decision to diversfy his export product mix. In
some respects, 1999/2000 began by following a similar pattern. Farmer and trader storage is
reportedly high, as they anticipate higher prices. Exports started dowly, though they picked up after
the first couple months, and commercia millers were not buying as much paddy as in 1998/99.
Carryover could be large going into 2000/01, especialy if the crop is as big or bigger than estimated
by MALR.

33 Over the period August 1995 to August 1998, California medium-grain rice commanded an
average premium of 21.6% over Egyptian rice in fob terms. In the July-September 1999 period, the
price of Californiarice was 59-77% above the price of Egyptian rice, though the premium had
dropped to just under 40% in November 1999-January 2000, closer to the recent historica average.

In making these comparisons, MVE calculated export unit values for Egyptian rice prices, usng GOE
trade data. These unit values are an average across all types and grades of Egyptian rice exports, so
they need to be treated with caution. They are probably somewhat lower than the actua prices for
camolino 2, the export grade that is nearly equivalent to California medium-grain, no. 1. Camolino 1
is the equivalent to California medium-grain, no. 1 in qudity, but it is exported in such limited quantities
compared to camolino 2 (8.6% of exports in 1998/99 vs. 76.1%--see Table 5-3) that grade 2 serves
as a better benchmark price for Egyptian exports. Note aso that there is no published monthly export
price series for Australian medium grain rice. The Leeton Ricegrowers Cooperative in New South
Wales, Australia regards this information as proprietary.

Note that Egyptian medium grain rice typicaly is dightly more expensive (4.4% from August 1995 to
August 1998) than 100% grade B, Thai long-grain rice. In the September-November 1999 period, this
premium had widened to 25-36%, which is unsustainably high.
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6. RECENT DEVELOPMENTSIN THE INTERNATIONAL AND
REGIONAL MARKETS

6.1 General World Market Developments

Following the Asan economic crigsin 1997, world rice prices declined to exceptiondly low levelsin
late 1997/early 1998. Pricesfor main traded types of rice strengthened throughout 1997/98 marketing
season and re-attained pre-summer 1997 levels by April-June 1998. Prices for most types of
internationally traded rice began the 1998/99 season quite strongly but softened over the course of the
marketing year. By mid-season (March-April 1999), most world prices were below thelevesof the
height of the Adan economic criss, withthe exception of U.S. medium-grain rice, whose pricewas as
high as it had ever been, and Egyptian rice, where exports were greatly reduced by high wholesde
paddy (into-mill) prices. From 20 May 1999 to the end of the marketing season (nearly four months
later), EQyptian exports were only 24,868 mt or 8.1 percent of the year’ stotal. In other words, 91.9
percent of the rice was exported during the first two-thirds of the 1998/99 marketing season.

By the beginning of the 1999/2000 season, world rice prices were still weak, but U.S. medium-grain
rice prices actudly had risen further to astronomica levels of over $500/mt on thinly traded volume
(June-September 1999). Mogt industry observers thought this would be a short-lived phenomenon,
drivenby short U.S. pre-harvest stocks (dueto last year’ spoor rice harvest in Cdifornia) and fal 1999
guotasaesto Jgpan. After these sdes were completed, and once the 1999 medium-grain rice crop
was harvested, milled and ready for export (by December 1999), U.S. pricesdropped. By October
1999, Cdifornia medium-grain rice prices had dropped ten percent from September to $458/mt.
Quotesfor November and December 1999 priceswere even lower ($445/mt).>* By January, Egyptian
exportersreported that Cdiforniarice was delivered at $380-395/mt, C& F to Mediterranean markets.
These sharply lower U.S. rice prices are putting downward pressure on Egyptian rice prices. If the
world market prices, reflecting high levels of world rice production and stocks, are not transmitted to
Egypt, particularly down to the producer and first handler transaction level, Egyptian exporters could
be congrained by high domestic paddy prices. Thiscould lead to asignificant buildup in stocks by the
end of the 1999/2000 season (> 900,000 mt of paddy, asshownin Table4-1). Whether this scenario
playsis uncertain; Egyptian paddy prices dropped with public sector mills' cessation of buying paddy
on the domestic market in late November 1999, but they wererising in January 2000.

6.2 Regional Market Developments
Egypt continued to be a prominent exporter in Mediterranean regionad markets in 1998/99, and

1999/2000 appears to be promising, athough exports during the first quarter reached 119,7323 mt,
dightly behind the 1998/99 pace (of 132,126 mt). Egypt isfacing tougher competition from American

3 Pricesfor Thai and Vietnamese long-grain rice were also soft at the start of the 1999/2000
season, as they had been since March-May 1999. Prices for most long-grain varieties were as low as
they had ever been during the 1990s.
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medium-grain ricein the Turkish market in 1999/2000,% though first quarter exportswere at the same
level as1998/99. Egyptian exports to Turkey have vacillated a lot since 1993/94, when 72,514 mt
were shipped. Exportsthen dropped to 17,307 mt in 1996/97, the lowest level sincethe early 1990s,
beforerising to arecord 117,868 mt in 1997/98. The last four-year average was 61,206 mt. Turkey
was once again aleading export destination for Egyptian rice in the first quarter of the current export
market year (15 September-31 December 1999), receiving 21,704 mt, marginally lower thanto Syria,
which received 21,724 mt.

Syria has been the number two market during the past four years, importing an average of 58,593 mt
of Egyptianrice. Syrian consumers have astrong preference for Egyptian short-grainrice, and severa
Egyptian exporters have established a strong commercid relaionship with the Syrian Ministry of
Supply. Firs-quarter 1999/2000 exportsto Syria, 31,724 mt, were actually greater than they had been
in the first quarter of the two previous years.

Exports to Jordan have fluctuated greatly during the 1990s, averaging 29,425 mt, while exports to
L ebanon have been more stable at 10,236 mt per year on average since 1995/96. During the first
quarter of 1999/2000, Egypt shipped 9,795 mt of riceto Jordan (and Iraq) and 4,185 mt to Lebanon.

Table 6-1 presents some datathat provide ingghtsinto the characteristics of key marketsfor Egyptian
rice, dividing theimportersinto severd categories Mediterranean Arab, Mediterranean non-Arab, Gullf,
Black Sea (Eastern Europe and theNIS), and Africa. Thisbreakdown iscongstent with our reporting
of the export datain Table 5-1. The key markets for Egyptian rice are further described below. The
data appearing in Table 6-2 are averages for the 1995-1997 period (three caendar years), unless
otherwise noted.

Table 6-2 highlights features of the same sets of markets that would be of interest to an Egyptian rice
exporter, notably total imports, Egypt’s share of those imports, and per capita rice availability. Low
levds of rice consumption do not necessarily indicate an unpromising foreign market; countries that
consume limited rice may be good candidates for export promotion. This depends on their income
levels, the income dadticity of demand for rice (in comparison to other staple foods), and consumer
tastesand preferences and any recent shifts. Anunderstanding of thesefactors, and how they interplay
inindividua target markets, can be obtained through in-depth forelgn market research, which isbeyond
the scope of this update. Some brief comments are offered below, however.

6.2.1 Mediterranean Arab Markets

3 Turkey is dso a key export market for American rice. U.S. exports to Turkey (all types of
rice) were 366,300 mt in 1994/95, when Turkey was the number one destination for American rice
exports. Turkey was the number two destination for U.S. rice in 1995/96 (220,600 mt) and 1996/97
(227,600 mt). U.S. exportsto Turkey fell to 101,300 mt in 1997/98 and 89,300 mt in 1998/99. The
U.S. export marketing season is August to July of the following year. Data are from USDA/ERS.
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These countries, Syria, Jordan, Lebanon, Libya, and Paletine, are non-producers whose popul ations
and rice consumption levels are modest. These countries depend entirely on
Table 6-1: Characteristics of Marketsfor Egyptian Rice
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Table 6-2: Egypt's Share of Rice Importsin Major Marketsand Estimated Per
Capita Rice Availability
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imported milledrice(i.e., they have no milling capacity), and Egypt’ smarket shareissignificant, ranging
from ahigh of 38.2 percent in Syriato 7.6 percent in Libya over the 1995-1997 period.

These markets demand high qudity camolino rice, typicaly grade 2. They prefer short to medium-
grain rice, especidly Egyptian types that suit their cuisne. Austrdian and American medium-grainrice
are suitable subdgtitutes, especialy when their prices are cyclicaly low, as they are in the 1999/2000
season.  Egyptian exporters quoted C& F Mediterranean prices for Augtraian rice as $360-370 for
camolino type rice, grade 2, and $370-395 for Carose US medium-grain in January 2000. Egypt
supplied 28.6 percent of the imports from 1995 to 1997. Turkey is reported to have milling capacity
of about one million mt (of paddy) per year, near Mersin, a port on the southern coast.

Asamiddleincome country (average GDP of $3,160 in 1998), Turkey imports high qudity camolino
rice, again typicaly grade 2. Some exporters report that poorer regions of Turkey, particularly the
south, will take lower grade rice (such as camolino or natural type, grade 3 or 4) than the more
urbanized and higher income north.

Ity and Spain are two European producers of rice that also import some rice. Their exports,
however, exceed their imports. Spainimported an average of 211,000 mt per year over the 1995-97
period and exported an average of 229,000 mt. Spain imported an average of 3,519 mt per year from
Egypt over the same period, so Egypt is a minor supplier. Itay imported 70,500 mt per year from
1995 to 1997, with Egypt supplying only an average of 613 mt. Italy isamuch larger producer than
Spain, averaging 931,000 mt from 1995 to 1997, while Spain averaged 412,000 mt.

Opportunities for Egypt to ship rice to European countries are limited by tariff barriers. Severd
exporters referred to high “landing fees” whicharein essencetariffs, of some $100/mt. The end uses
of imported Egyptian rice in Spain and Itay are unknown. Perhaps such riceis destined for the lower
end of the consumer market or for an dternative end use.

Israel isaminor market for Egyptian rice, with an average of 683 mt shipped over the 1995-97 period.
In the early 1990s (1991/92 to 1994/95), Egypt exported an average of 3,468 mt per year to Isradl,
but exportsdropped precipitoudy following thisperiod. In contrast, exportsto Paesting, first reported
in 1995/96, averaged 3,628 mt through 1998/99. 1t may be that exports reported as shipped to I srael
before 1995/96 werelargely destined for Palestinian consumers. If thiswere the case, Palestinewould
have been an important export destination for Egyptian rice throughout the 1990s.

Note that Egypt’s strategy in the short run is to preserve its sgnificant market share in the highly
competitive Turkish market. This share may decline in 1999/2000, as U.S., Audraian, and perhaps
some Chinese rice out-compete Egyptian rice on price.

6.2.3 Gulf Arab Markets

These markets are characterized by very high incomes, no paddy production, and astrong preference

for high-qudity long-grain and basmati rice. Egyptian rice competes with Augtraian and American
medium-grain rice for that segment of the market that prefers the short to medium-grain rice. Saudi
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Arabia, with apopulation of closeto 20 million inhabitants, imported an average of 4,255 mt per year
from 1991/92 to 1995/96. Thisdropped off steeply to 1,563 mt per year during the past three export
market seasons. The Saudis imported an average of 619,100 mt from 1995 to 1997, and most
Egyptianexporterscurrently refer toit asan import market of about 700,000 mt. Egypt’ smarket share
is clearly insgnificant and probably will not expand, given Saudi tastes and preferences. Eygpt's
exports to Saudi Arabiain the first quarter of 1999/2000 were 975 mit.

UAE is now amore important export destination for Egyptian rice, taking an average of 3,732 mt per
year since 1996/97, and likely to import 225,000 mt overall in 1999 (December 1999, Rice Outlook,
USDA/ERS). UAE and Omani imports of Egyptian rice reached 2,586 mt in the first quarter of the
1999/2000 export marketing year. Kuwait is a minor recipient of Egyptian rice, receiving only an
average of 810 mt from 1995 to 1997. The Gulf markets, never very important markets for Egyptian
rice exporters, will probably remain inggnificant over the medium to long term. They will continue to
be minor niche markets for high-end Egyptian commercid millers and exporters.

6.2.4 Black Sea Markets

The Black Sea markets have become key strategic markets for Egyptian rice. These markets are
Eastern European countries and former Soviet republicsthat al have Black Seaports. Their incomes
are modes, in the lower end of the middle income range, but their populations are quitelarge. These
countries are modest producers of rice (dthough Russaaveraged amore significant 262,000 mt over
the 1995-97 period). Theirimportsare generdly larger than their production and exportsare negligible.
Per capita consumption tends to be low, asrice is not amajor staple but rather a speciaty or specid
occasion grain.

Because of income congraints, these countriesimport lower gradecamolino and naturd rice (typicaly
grades 3 or lower). Romania imports a sgnificant quantity of cargo, because of tariff barriers on
imported whiterice. Three Middle Eastern companies (one Egyptian and two L ebanese) haveinvested
in rice mills in Romania to further process imported cargo. They are reportedly importing cargo
medium-grain rice from Chinaand Egypt to further process (polish and whiten) at their mills.

All the Eastern European and NIS markets for Egyptian rice (beyond those countrieswith Black Sea
ports) imported only an average of 7,119 mt from Egypt from 1992/93 to 1994/95. This changed
virtudly overnight, as these countries imported 106,675 mt in 1995/96. Egyptian exports to these
markets averaged 87,061 mt during thelast three export marketing years. Thiswasonly dightly below
the 91,684 mt exported to the traditional Arab Mediterranean dlients (excluding Libya). The former
COMECON country consumers are less discriminating than the Mediterranean markets. While the
prized Egyptian rice varieties, especialy Giza 171, 172, 173 and 177, are reserved for the more
demanding Mediterranean consumers, Egyptian exporters usualy ship less desired varieties, such as
Giza 178 and the Sakha series, to the Black Seamarkets, where consumers are more price sengtive.

Egyptian rice had captured a very high share of the Romanian import market (approximately 70
percent) by 1998/99, and important shares of the Bulgarian and Ukrainian markets. The chalengefor
Egypt will beto maintain large sharesin these Black Seamarketsin theface of afar chegper dterndive,
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Chinese medium-grain rice, quoted a $250/mt C& F in Mediterranean and Black Sea ports. Russa
appearsto beamarket for potentia export expansion, as Egypt hasavery small share (2%) yet overal
Russanimport volumeisashigh as Turkey's. Russiaislikely to be amuch more price-conscious and
quality-insengtive market than Turkey, however.

6.2.5 African Markets

These countries are generally characterized by relatively large but poor populations, whose rice
purchases are greatly constrained by very low per capitaincomes. They import lower grade natura
rice or brokens from Egypt which cannot be sold on other markets. Sudan is the most important of
these markets for Egypt, having imported 17,534 mt per year from 1995/96 through 1998/99.
Comparing Egyptian export data with FAO aggregate import figures, Egypt is Sudan’s predominant
supplier of rice, having supplied an average of 86.3 percent of Sudan’ simportsfrom 1995 to 1997.%
Egyptian exporters had shipped 9,469 mt of rice to Sudan during the first quarter of 1999/2000.

Egypt isaminor supplier of other African markets. FAO reports that Kenyaimported an average of
only 41,000 mt of ricefrom 1995t0 1997. Egypt’ sfirst exportsof riceto Kenyacamein 1998/99 and
were asurprisngly high 15,575 mt of natura typerice, grades 4 and 5. MVE was not able to learn
who shipped thisrice to Kenyaand how Egypt would be competitive in the Kenyan market. Exports
to Kenya during the first quarter of 1999/2000 were 1,249 mit.

Senega imports massive quantities of 100% broken rice at rock bottom prices (Bangkok fob prices
of $170/mt in October 1999 and $173/mt in November 1999), largely from Asia. One Egyptian
exporter reported shipping 7,300 mt of 200% broken rice, collected in smal quantities from numerous
mills, to Senegal in 1998/99.*"

The North African countries of Tunisiaand Morocco have imported very smal quantities of Egyptian
ricein only afew years. Tunisaimported 3,250 mt in 1993/94 from Egypt, and Morocco imported
100 mt in 1996/97 and 220 mt in 1998/99. These countries, in addition to Algeria, are big wheet
consumers (bread, cous-cous and pasta) and minor rice importers. Their preferenceis for medium-
gran rice, probably coming from European producers such as Spain and Italy. Rice in the North
African countriesis prepared occasiondly, typicaly afew times amonth, as a dish with vegetables®

% Note that Egypt’s export market years are not directly comparable to calendar import
years. Egypt’s export market year now runs from 16 September of one year through 15 September
of the following year. The standardized way to report national trade statisticsis by calendar year.

3" The official GOEIC statistics show that 3,300 mt of rice were shipped to Senegal. There
may be areporting period error, as the exporter noted that his shipments of 4,000 mt and 3,300 mt fell
within the Egyptian export market year.

38 This information, obtained from a key informant from North Africa, is sketchy and needs to
be improved upon with site visits and market research.
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In recent years, EQypt has also exported rice to Cote d' Ivaire, shipping 4,501 mt in 1997/98, and to
South Africa, shipping areported 4,000 mt in 1998/99.

Egypt islikely to remain aminor shipper to these countries, other than Sudan, whereit has historically
dominated the import market. These countries have low per capitaincome and will buy the cheapest
source of supply, which bodesill for Egypt. Sudan appears to have been a market where Egyptian
exporters dispose of low-quaity stocks. Much of the Chinese medium- grain riceimported into Egypt
in the summer of 1999 was reportedly re-exported to Sudan, because many Egyptian consumers
rejected it.

6.3  Chinese Rice Exports

China is the largest producer of rice in the world, and its 1.2 billion inhabitants consume the vast
majority of the crop. In many years, particularly during the early 1990s, China was deficit inriceand
had to import large quantities to satisfy its domestic consumption requirements.  Since the 1995 and
1996, when China was a net importer of rice, its net exports averaged 2.157 million mt 1997 to 1999
(where the 1999 egtimate is preiminary). China's exports reached 3.734 mmt in 1998 and are
projected to be 2.75 mmt in 2000 (USDA/ERSforecast). 1n 1999, Chinawason track to export 2.8
mmt (December 1999 Rice Outlook, USDA/ERS). Imports averagedl1,041 mt over the 1995-97
period and are mainly japonica rice (short- and medium-grain), though they dropped to 260,000 mt
in 1998 and an estimated 200,000 mt in 1999. China produces virtualy every type of rice known to
man, and it exports both long- and medium-grain rice (which it cdlsindica and japonica). Over the
past couple of years, Chinahas exported more medium-grain rice and has become acompetitive threat
to Egypt, particularly in its Black Seamarkets.

All rice trade in China is government-controlled. There are a handful of state grain exporting
companies, and export price data are not published. Some information about Chinese rice prices can
be obtained from USDA/FAS attache reports, aswell as privately published newdetters®* MVE was
able to obtain someinformation about rice pricesfrom aprivateinternationd trader, aswell as Egyptian
exporters. Somemonthly observationsfor pricesof Chineserice, comparedto U.S,, Thai and Egyptian
rice, are shown in Table 5-6. Clearly, China has been able to undersdll other exporters or short- and
medium-grainrice, particularly in the price sengtive Black Seamarkets. Thetwo Egyptian companies
that have established mills in Romania shifted from Egyptian to Chinese cargo rice in August-October
1999, because of the steep premiumsthat Egyptian rice commanded in the latter months of the 1998/99
marketing year and in the early months of the 1999/2000 export marketing season.

Egypt aso imported an estimated 34-37,000 mt of Chinesericelatein the 1998/99 marketing season,
when domestic prices spiked. By most reports, this was not a positive experience. Even though the
Chinese rice was priced at LE 1.3-1.4/kg. on the Egyptian market, chegper than Egyptian rice priced

39 One Chinese consulting group publishes aweekly newsletter on grains that reports on
weekly japonica and indica export (FOB) prices. This service costs $300/month. Two other well-
known newdletters are published in the U.S. (weekly) and the U.K. (monthly) and are far less
expensive. They do not focus on the Chinese market or exports, however.
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a LE 1.6-2.0/kg., consumerslargely rejected thelower quality Chineserice. Importersreportedly held
large stocks that they re-exported to less discriminating markets, particularly Sudan. The Chineserice
was probably old stock, milled months before shipment to Egypt, and it had been stored as milled rice.
It was also rather dark and smelled badly, in addition to being characterized by too high a proportion
of brokens, discolored and immature grains.

Mogt of the Chinese rice was imported by inexperienced Egyptian traders who normaly specidizein
importing other foodstuffs, such as lentils and beans. The larger volume exportersreport that Chinais
cgpable of shipping higher-quality medium-grain (jgponica) rice, but they differ in their opinions about
its suitability and paatability for Egyptian consumers. Most exporters think that Chinesericeis not a
good subdtitute for Egyptian rice in the domestic market, athough they fear that the former may make
deep inroads into Egypt’ s Black Sea markets.

Theimportation of lower grade and qudity rice from Chinainto Egypt was aflawed experiment in the
summer of 1999. It would beinteresting to do consumer pand taste tests, where Egyptian consumers
would taste quality samples of competing short- and medium-rice varieties (Chinese, Egyptian,
Audrdian, American). The litmus test of the acceptability of different rice types would be actua
imports, in the case where tariff barriers were modest. The current 20 percent tariff, plus 5 percent
sdestax and other miscdlaneous entry fees, effectively prohibitsriceimportsinto Egypt, except inyears
of extremely high |ate season domestic rice prices, such as 1998/99. Aslong as Egypt maintainsahigh
level of protection, foreign competition will not be an issue in the domestic market.
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7. AN UPDATE ON ESA RICE MILLS

Thissectionwill discussbriefly MV E observations on the privati zation process, where public sector rice
mills are operating as ESA-run (employee stakeholder associations) mills. 1t will provide limited
information about the activities and performance of these millsaswell. Note that MVE has had great
difficulty, during the past severd years, in obtaining timely and accurate informationfromthe Riceand
Hour MillsHolding Company (RFM-HC). Perhgpsaccessto information will improve with the recent
incorporation of the RFM-HC into the Food Industries Holding Company.

7.1 Privatization in Name, Not Yet in Fact

On paper, six of the eight public sector rice milling companies were privatized in 1998 and 1999 and
now operate under Law 159. These companieswere sold to the Employee Stakeholder Associations
(ESAS). Gharbiaand Rashid rice milling companies continue to operate as Law 203 companies.

In practice, however, the Holding Company continuesto control the operations of the ESA mills. The
employees do not yet own the ESA milling companies, they are buying stakes (or shares) of these
companies on an ingalment plan over a ten to thirteen year period. Privatization can, therefore, be
considered as only partid. Hence, MVE will refer to both the sx ESA mills and the remaining two
public sector milling companies as public mills, sncethey operate under HC control. The Chairman
of the HC-RFM was chairing regular meetings of the public mill chairmen to coordinate paddy
procurement, milling, and export activities up to early December 1999, when the HC-RFM wasfolded
into the Food Industries Holding Company. How these mills will operate under the new Holding
Company remains unclear as of late January 2000.

One positive development was reduction of the historical debt of the public sector millsto zero. The
Holding Company paid the commercia banks some LE 600 million in accumulated debt as part of the
restructuring process of those companies. One-third of the revenue from sale of public sector
companies to ESAs goes to the HC. Revenue from such sdes helps to finance restructuring of
remaining public companies and early retirement programs.

Note, however, that the rice milling company ESAshave paid no cash upfront, and they are buying their
companies on long-term ingtalment plans. The payments are made over a period that ranges from 8
to 10 years, after a grace period that ranges from 2-3 years, depending on the financid satus of the
company. The ingalment payments bear an interest rate of 5%.

The ESAs buy 90% of the company's shares, while the other 10% are divided between the Holding
Company and some or dl of the Board members in their own names. The reason underlying this
ownership gructure is basicdly alegd one; i.e., the operative company law 159 stipulates that the
ownership structure should comprise at least three individuas or entities.

Employment at the ESA rice millsis now about 25 percent lower than before the conversion from Law
203 status to Law 159.
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7.2 Public Sector Rice Mill Procurement in 1998/99 and 1999/2000

Although the public rice millswere largely out of the rice market during the 1998/99 marketing season,
purchasing only 96,000 tons of paddy,*° they were back in the market this year (1999/2000), having
bought an estimated 490,000 tons early in the season (September to early December 1999). Early
Season paddy purchases (first 250,000 mt) by variety, shown in Table 7-1, reved that public sector

mills bought mainly Gizas 178 and 177 at prices ranging from LE

Table 7-1: Paddy Purchases By Public Rice Mills, September-Early December 1999

Variety

Quantity (tons)

Price Range
(LE/ton)

Starting Date of
Purchase

Gizal78

150,000

620 — 640

15-09-1999

Gizal77

63,000

610 — 630

15-09-1999

Sakha 101

20,000

620 — 630 *

10-09-1999

Sakha 102

10,000

610 — 620 **

10-09-1999

Reho

5,000

680 — 700

20-10-1999

2,000

680 — 690

20-10-1999

Notes: * Sakha 101 market priceis closeto G. 178.
** Sakha (102) market priceiscloseto G. 177.

610-640/mt. Smdller volumesof Giza 171 and Reho (Giza173) were aso purchased at higher prices
of LE 680-700/mt. Procurement of 490,000 mt was made possible by HC-RFM provision of credit
to those companies, enabling them to get the working capital required to buy paddy and export rice.
The Holding Company has obtained a reported LE 1.3 billion from the public sector banks on
commercid terms (at interest rates of 12-14%).

Many private sector commercid millers and exporters were out of the market or bought very smal
quantities, while the public sector mills purchased large volumes of paddy at whét the private sector
consdered unsustainably high prices. Private firms cite the record large paddy cropin Egypt in 1999
and soft regional and world demand for traded rice as reasons for why public sector paddy
procurement prices were too high . A number of private millers and exporters thought that domestic
prices would drop significantly once the public sector stopped buying paddy. They thought that this
would happen early in the new year (2000), following Ramadan and November-December purchases
of medium-grain rice, particularly Carose and Audtrdian rice, by the Japanese under their agreement
to buy foreign rice. Egyptian paddy pricesdid actualy declinein December 1999, but they appeared
to be rising back to opening levels of the 1999/2000 season (September-October 1999) by late
January 2000.

40 Of this 96,000 mt of paddy, 86,400 or 90% was reportedly destined for export markets.
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7.3 SharkiaRice Milling Company: Activities of the First ESA

Thefirg public ricemill soldto an ESA, Sharkia Rice Milling Company, operated quasi-independently
as of the 1998/99 season. It appearsto be performing well below capacity, which is 660 mt of paddy
per day, equivaent to 165,000 mt/annum (assuming 250 days of annual operation). In 1998/99,
Sharkia bought about 18,000 mt of paddy, or 19 percent of thetotal procured by public sector mills.
Inaddition, themill had acarryover of about 28,000 mt of paddy from the 1997/98 marketing season.
The company purchased paddy last season during a three-month period: September to November
1998. Theaverage purchase price of paddy was L E 500-540/ton in 1998/99, asshownin Table 7-2.

Table 7-2: Sharkia Rice Mill Paddy Purchase Quantities and Prices,
by Variety, in 1998/99

Average Price Time of Purchase
(LE/ton)

G171, G177 Aug. - Sept. 1998

G171, G177, G178 Oct. - Nov. 1998

The company exported about 42,000 mt of ricelast year (1998/99), 30% of which weredirect exports
and 70% of which were via other exporters, as shownin Table 7-3.

Table 7-3 : Sharkia Rice Company Exports, 1998/99

Price Sales
(LE/ton)

Domestic
Oct. - Nov. 1998 | Camoalino (2)

Jan. - Mar. 1999 | Camoalino (2)

Jan. - Mar. 1999 | Naturd (4), (5), (6)

Jan. - Mar. 1999 | Camoalino (2)

Rice salesin both the domestic and export markets were completed in 1998/99 and the carryover of
milled rice was zero by the end of the season.

Direct exports by the ESA company were destined for Syria, Lybia, and Turkey and amounted to

about 10,000 mt. Meanwhile, about 30,000 mt were exported by private exporters, namely Wakaex,
El Fodtat, and El Waha
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The company’s 1999/2000 strategy is to buy about 120,000 mt of paddy at an average price of LE
600/ton in order to fulfill both domestic and export market targets. As of early December 1999,
Sharkia Rice Milling Company had bought 50,000 tons of paddy(or 42 percent of the target), mainly
Gizas 171 and 177 asshown in Table 7-4. This table shows sgnificantly higher procurement prices
than in 1998.

Table 7-4: Sharkia Rice Milling Company Paddy Purchases, 1999

Price (LE/ton)

October 1999 November 1999

Giza 177 620-640

Giza 178 1,500 600-620 570
Sakha 101 1,000 600-620 570
Sakha 102 2,000 620-640 620

Gizal7l

650-680

As of early December 1999, Sharkia Milling Company had sold 2,500 mt of camolino rice as grade
2 (1,500 mt at LE 1025 /mt) and grade 3 (1,000 mt at LE 1,000/mt). Export market sales have been
asfollows

C 1,500 mt of camolino grade 1 to Turkey at LE 1,150/mt ($ 337/mt)
C 1,000 mt of camolino grade 2 to Jordan at LE 1,000/mt ($ 293/mt)
C 1,500 mt of cargo at LE 900/mt to Romania ($ 264/mt)

Although the first ESA rice mill and the most diversified and financidly stable, Sharkia sl operates
under the overall direction of the HC-RFM.

7.4 Holding Company Export Market Strategy and Prices

Informants in the public/ESA mills report that the HC plans to have the mills procure 960,000 mt of
paddy and export about 300,000 mt of milled rice in 1999/2000. Export levels will be attained only
if paddy procurement prices drop to a reasonable level of under LE 600/mt. After the public mills
pulled backed from the market in late November, paddy prices did appear to be dropping. At the
early public buying prices of LE 620-700/mt, the HC and public mills will have troubles exporting
competitively. At those procurement prices, Egypt riskslosing key traditional markets such as Syria,
Jordanand Turkey. Itisreported that a Saudi company shipped Thai riceto Syriaat $288/ton, C&F,
in October 1999, aworrisome development. Another important Egyptian rice customer, Libya, dso
imported 12,000 mt of Chinese rice in October 1999 at a price somewhere between $230-240/mt.
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Note that the Holding Company announcement of public sector custom milling charges of LE 35/mt
of paddy appears to goply only to producers and consumers milling for their persona consumption.
Exporters, who are usualy not millers (with the exception of the Mabrouk Company), are supposed
to pay a higher price of LE 65/mt of paddy, which is on the very high end of what private sector
commercid mills charge private dients.  To obtain thismilling charge, dientsmust have at least 1,000
mt processed. It isnot clear to what extent private exporters are using this milling option. If private
exporters are usng this option, the public mills are charging them a rate which is below recently
reported public sector milling costs (of at least LE 120/mt). Private traders have not depended upon
the public sector mills to supply white rice in recent years, though some of the large ones do
occasiondly contract with public mills to process their paddy for export.**

7.5 TheFutureof ESA Mills: What Rolefor the Public Sector in Rice Milling in Egypt?

Through thefirst months of the 1999/2000 rice marketing season, the RFM-HC |eadership of the ESA
mills and more importantly, the HC' s ahility to obtain finance for the ESA miills, set the tone for the
marketing year. Procuring nearly haf amillion mt of paddy from traders, the public sector and ESA
mills hed re-asserted themsdl vesinto amarket dominated by private rice traders and millers during the
previous three years. Not Snce 1997/98 had the * public sector mills” asthe private trade regardsthe
remaning two public mills and the Sx ESA mills, entered the market so early with so much available
finance. The most notable difference this season isthat the public and ESA millswill pay market rates
for their working capital from banks, whereasthe bank rateswere lower (about 10 percent on average)
in 1997/98 condtituting subsidization. Fush with fundsfor procurement, the public and ESA millshad
bought 490,000 mt of paddy by early December 1999 at into-mill pricesranging from LE 600 to nearly
700/mt. As noted earlier in this report (see section 4.4.1), wholesale paddy prices were well above
1998/99 levels in early 1999/2000.

The very prominent market presence of the public and ESA mills raises aseries of questionsthat can
only be answered with better access to information about thesemills' activities. The private sector has
been skepticd about the longer-run financid viability of the ESA mills, particulary when these mills
began the season paying high prices for paddy in a year of low world market prices. Some of the
guestions that need to be answered in order to evaduate the ESA mills' performancethis season are as
follows

C Will the ESA mills be ableto sdl their milled rice at a profit (given high procurement prices)?

C What arethe ESA mills' production costs at thispoint (now that their work forces have been cut
back through early retirement programs and attrition)?

41 During the initial years of rice subsector liberdization (1992-1996), large private exporters
did use public sector mills to mill much of their paddy or they purchased white rice from public mills.
During the last 3-4 years, private exporters have relied mainly and increasingly on private commercial
mills to supply their needs.
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C At what levels of capacity have the different ESA mills been operating? Are some operating at
much higher capacity levels than others, and hence more likely to succeed in competition with
privete commercia mills?

C Who arethe ESA mills customersin 1999/20007? What proportions of their milled ricewill be
exported directly, sold to private exporters, and sold in the domestic market, and at what price
levels?

C Are ESA millsdoing any milling of paddy for private exporters (custom hire)? If so, what are
the terms and conditions of these arrangements, and how prevaent isthisactivity for ESA mills?

C Are ESA mills exporting directly or reying mainly on companies specidized in exporting
(whether public or private sector owned)?

C Will the Food Industries Holding Company (FIHC) be committed to allowing the ESA millsto
operate more autonomoudy than the RFM-HC?

C If ESA mills suffer losses on their rice milling accounts in 1999/2000, will the GOE (through the
FIHC or other means) cover the losses? If the ESA mills carry lossesinto the 2000/01 season,
will they be able to operate on the same scale as in 1999/2000?

Many other questions could be asked, though these are some of the key ones.

The RDI Unit of APRP continues to work closdy with the ESA mills through a series of focused
workshops on issues of stakeholders (mainly employees) rights and responsibilities (orientation),
corporate governance, and organizational development. As a follow-up to the workshops on
organizetiona development, which will be completed in early 2000, RDI may do further work with the
ESAs on finance and marketing strategies, though this would be in the context of each ESA mill’s
organizationd development plan. A noted Egyptian expert in privatization through ESAs and post-
privatization support to ESAs, Abdel-Ghani Hassan, is akey resource person in this process.*? The
completion of the organizationa development workshops has been delayed by the ESA mills, who
asked to postpone any further work with RDI until the most intensive period of their paddy
procurement and milling year (September-December 1999) was over.

RDI isserving the MPE/PEO in holding these workshops, dthoughit isunderstood that turning around
al of the ESA milling companies will be adifficult task. Working with al six ESA milling companies
necessarily dowsdown the ddlivery of workshopsand RDI gtrategic inputs, perhaps M PE should have
ranked the mills and ingtructed RDI to work withasmdler group of priority mills, so RDI could focus
its efforts on the mills with the best financid position, equipment, [abor force, and long-run prospects
for survival.

42 Abdel-Ghani Hassan is the vice-chairman of ADALA, an NGO that supports ESA
companiesin Egypt. Heisaso amember of the Board of Directors of the Agricultural Devel opment
Holding Company.
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MVE is concerned that the RFM-HC appeared to be micro-managing the finance and paddy
procurement practices of these companies in the first four months of the 1999/2000 marketing and
milling season, after privatization. With the folding of RFM-HC into the Food Industries HC, MVE
is guardedly optimigtic that RDI assstanceto the ESAswill strengthen their organization, management
and performance in atimely manner. Some of the mills may not endure over the long term and
liquidation may be a better option, however. Although their pre-1999/2000 season debt has been
written off, the ESA millsface higher operating costs than private commercid mills (and smaller village
mills), as well as redundant labor. Dealing with these issues may require taking hard decisonsthat do
not please everyone. Given the heavy private sector investment in chegper, smaller and more efficient
commercid mills, perhaps only 2 or 3 of the ESA mills will be able to survive, even with sgnificant
restructuring.
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8. INDUSTRY VIEWSON POLICIESAND REGULATIONS

Rice industry sources, spesking off the record, offered policy and regulatory suggestions in severd
aress.

Lower theRice Tariff. Protection of over 25% percent makes rice imports prohibitively expensve
inmost years. Theend of the 1998/99 season was an exception, with privatetradersimporting at least
35,000 mt of Chinese medium-grainrice. The experience with these imports was mixed. While the
importing firms did not admit having trouble sdling the Chinese rice, they did note that they were
required to re-export some of it (quantity unknown) and severd thousand tons were dill in storagein
Qayoub as of late September 1999.

The GOE Should Not I ntervenein the Rice Market. GOE interventions tend to be de-stabilizing
rather than sabilizing, as witnessed by Minister Goudi’s announcements of massive rice exports to
Indonesia and Prime Minister EI Ganzouri’ s declaration of a mid-season minimum paddy price for
producers in December 1998. Other announcements by PBDAC and Minister Wally (see Annex 5)
aso helped set expectations for high paddy prices. Both announcements contributed to the unusudly
strong increasein wholesae paddy prices, although market fundamental's (shorter crop than expected)
were the underlying key factor.

Private traders, millers and exporters aso noted that the GOE, through the Holding Company and
public banks, should not intervene in financing public procurement of paddy in 1999/2000 or in doing
the actud procurement. Public announcementsof GOE intentionsin the press have created uncertainty
in the marketplace. Paddy prices opened the season a much higher levels than in 1998/99. The
private sector thinks that these prices will probably drop, given the large paddy crop, but that public
sector buying of paddy will keep paddy prices higher than in 1998/99, which could hurt the
competitiveness of Egyptian rice exports.

Generate Reliable Forecasts and Estimates of Rice Area Planted and Production. The
divergence between the MALR announced rice production for 1998/99 and the industry’s lower
edimate, as well as the gap between the MALR forecast and MPWWR unofficid estimates for
1999/2000, suggest that published statistics are unreliable. Private traders, millers, exporters and
prospective importers need reliable information on supplies (at a minimum, production, but aso
induding stocks) to run their businesses effectively. Key rice industry informants say that the size of
the 1999 crop is anyone' s best guess at this point.

Consult thelndustry More Closely Before Making Major Varietal Changes. Largecommercia
millers and exporters voiced this recommendation most strongly, stating that phasing out of Giza 171
and 172 was detrimenta for the competitiveness of Egyptian ricein internationd markets. The short-
season varieties are not suitable for the key export markets, particularly Turkey and Arab countries.
Intheir interactionswith an ARC officia in ariceindustry forumin Nasr City in March 1999, exporters
fdt that he was somewhat defensive about the new varieties and not very receptive to industry input.

Strengthen Rice Situation and Outlook Reporting, I ncluding Reporting of Accurate Price
Information. Thereisared void of useful information for the industry here. This contributesto the
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sentiment of many key industry informants that they act in a non-transparent market environment.
Large commercid millersand exportersreport that they havefar better and more accurate information
about the internationd market than they do about the domestic market. Clearly, S& O needs to be
strengthened.

An important concomitant of accurate price reporting is information about traded volumes. In most
years, paddy producers sal much of their paddy during thethree months after the harvest, becausethey
need cash. Inafew unusud years, such as 1996/97 and possibly 1999/2000, farmers are alleged to
hold paddy stocks for severd months in anticipation of higher prices. We use the word “dleged,”
because there smply are no data available on producers paddy storage practices.

Small and large paddy traders are aso reported to hold stocks in anticipation of seasond price rises.
While acertain amount of inter-seasond (intra-annua) storageisnormal and desirable to smooth price
variability, aleged hoarding tends to exacerbate price fluctuations in years of shorter crops. Again,
thereisno empirica evidencethat traders store paddy in large quantities for long periods. Thereturns
to medium-term storage (of, say, over 3-9 months) in most market years probably compensate traders
modestly for the storage cost outlays and the opportunity cost of tying up capitd in a perishable
commodity in storage. Smaller tradersin particular lack the financid resources to tie up therr limited
capitd in medium-term storage of paddy. This may not be the consensus of GOE officids, but it has
been empiricaly borne out in many developing countries. Clearly, good S& O reporting would include
empiricaly derived estimates of paddy stocks held by producers, tradersand millers*® Having agood
idea of paddy stocks, dong with crop size estimates, helps private sector participants to make better
business decisons. It aso dlows the government to monitor developments in the rice market more
closdly and accurately.

Devaluethe Egyptian Pound. Accordingto DEPRA andyses, thered vaue of the Egyptian pound
has appreciated 69 percent againgt a trade-weighted basket of currenciessince 1991. Over much of
this period (since 1993), the exchange rate to the dollar has been pegged in a very narrow range of
3.38t0 341 LE. Clearly, the competitiveness of Egyptian rice exportsis harmed by the overvaued
pound. When wholesale paddy prices rise to levels over LE 700 per ton, Egyptian rice exports
become uncompetitive. This procurement price trandates into a fob dollar price of $342/mt.*
Audtrdian medium-grain rice has sold for only marginaly more per ton, and it is congdered higher
quality by internationa traders. Chinese medium-grain rice has sold in the $220-240 per ton range
since February 1999. Although inferior in quality to Egyptian japonica rice, it will undersdll the laiter

43 Producers and traders hold virtually al their stocks as paddy. Milled rice is subject to
deterioration and loss. Millers dso hold paddy stocks, depending upon their financia resources. They
are loathe to hold milled rice stocks, because they need to turn over their capital to procure more

paddy.

4 Assuming a procurement price of LE 700/mt of paddy and a milling conversion ratio of
65% (for commercia mills), the LE cost of white rice ex-mill is 1,117/mt (thisincludes a LE 40/mt ton
processing charge). To this add another LE 50/mt for LE 1,167 or $342 at the official exchange rate
of LE 3.41 = $1.00.
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when prices are below $250/mt (the discount of 27% istoo steep to offset on quality grounds alone).

Maintaining an overvalued currency also makesit difficult to remove or reduce the 20% tariff (plus 5%
morein salestax plusfees). The overvaued pound not only pendizesrice exporters; it makesimports
atifiadly chegp in loca currency terms. The grester than 25% protection of the tariff, sdestax and
feesisdmost necessary to offset the degree of overvauation of the currency.

By way of illugtration, if the pound were deval ued 30% to $1.00 = LE 4.87, the nearly 30% protection

could be diminated on rice imports and most rice imports would remain equally uncompetitive onthe
Egyptian rice market as they are now with the tariff and associated fees.
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ANNEX 1

Rice Milling and Consumption in Upper Egypt

1.0 Fayoum and Beni-Suef
1.1 Paddy Area Cultivated and Production

Fayoum is an important rice-producing governorate, having cultivated an average of 12,744 feddans
to paddy during the 1980s and 24,839 feddans during the 1990s, with a steady rise from 13,707
feddans in 1990 to 36,593 feddans in 1997 (see Table A1-1). This dropped sharply to 20,873
feddans in 1998. Egtimated rice areain 1999 ranges from alow of 28,273 feddans, estimated by the
MALR, to 46,000 feddans, unofficidly reported by MPWWR. Thisisasubstantial difference, with
the MPWWR estimate being 64 percent higher.

Paddy production rose from an average of 28,715 mt during the 1980sto 74,209 mt during the 1990s,
in large part due to a doubling of areacultivated, but dso dueto anincreasein averageyieldsfrom 2.3
mt/feddan to 3.0 mt/feddan. The greatest production through 1998 in Fayoum was 110,474 mt in
1997, equivdent to 71,808 tons of milled rice. Not dl this output is consumed in Fayoum. Using
CAPMAS population figures from the 1996 census, Fayoum'’ s population in 1997 is estimated to be
2,031,669 million inhabitants*®  If Fayoum consumed al of its own rice production, per capita
consumption would be an estimated 29.8 kilograms.

MALR'sinitid paddy areaand yield forecastsfor Fayoum, produced in late September (see Table 2-
1), are that area will be 35,211 feddans, yield will be 3.211 mt/feddan, and production will be an
estimated 113,063 mt. If the higher MPWWR estimate of area cultivated to paddy isused, estimated
production would be 147,706 mt.

According to governorate level MALR officias, the area cultivated to paddy amounts to 28,273
feddansin five digtricts of Fayoum in both Credit and Agrarian Reform Cooperative areas, as shown
in Table A1-2. The varieties grown in Fayoum are Giza 176, Giza 177, Giza 178, Sekha 101, and
Sakha 102. Asshown in Table Al-2, the area cultivated to these varieties amounted to 25,233, 300,
20, 30, and 2,700 feddans respectively, representing 89.2%, 1.1%, 0.07%, 0.1%, and 9.6% of the
total area planted to paddy respectively. Giza 176 is by far and away the most prominent variety.
Note that the estimated area cultivated to Giza 176 in Fayoum isreposted as 35,211 feddans - al the
ricearea- in Table 2-2.

5 The national estimate of MALR for area cultivated to paddy is 1.559 million feddans, while
unofficia estimates range from 1.6 to 1.8 million feddans, up to 15 percent higher.

46 Fayoum’s population in 1996 was 1,989,881 inhabitants, of which 1,542,909 or 77.5 percent
were rurdl.
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Table Al-1: Paddy Area, Yied and Production in Fayoum Gover nor ate, 1980-1999

Area Per cent Per cent Total Per cent
Cultivated| Total Egypt All Egypt | Product. |Total Egypt

33141
31088
32071
27824
28282
23341
26219
26350
27764
31066
34196
40773
51561
62863
84181
91908
104852
110474
68881
113063
28,715
74,299

Source: MALR.
Note: The paddy to milled rice conversion factor is assumed to be 65%.

Table A1-2: Area Cultivated by Ricein Fayoum 1999/2000, by Variety

|Area(Feddan) | 25223 | 300 | 20 | 30 | 2700 | 28273|
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| Per centage 89.2 11 0.1 0.1 9.6 100 |

Source: MALR, Agricultural Directorate, Fayoum.Governorate

Notes. Percentages do not sum exactly to 100.0, due to rounding errors.
The total reported here, 28,273 feddans, dows not match with the preliminary national
estimate of 35,211 feddans (see Table 2-1).

In 1999, 9.7% of the areawas cultivated to Sakha 101 and 102. MPWWR estimates for the paddy
areaof 46,000 feddans are considered high by MALR. Note, however, the discrepancy between the
MALR estimates at the nationd and directorate (governorate) levels.

The dlowable cultivated rice areain Fayoum, as decided by MPWWR, was 17,000 feddansin 1999
inthethreedigricts of Tamia, Etsa and Fayoum. GOE officidsestimate that 30 percent of total output
will cover local consumption requirements; the rest is for domestic trade, mainly shipments to Upper
Egypt or other nearby areas such as Beni-Suef.

Paddy cultivation is not dlowed in Beni-Suef, but there are an estimated 600 feddans of paddy
cultivated.

1.2  Edimated Rice Consumption

Fayoum residents are not considered big consumers of rice; their rice consumption does not exceed
three medls aweek. A locd MALR officia estimates per capita consumption of rice for Fayoum
governorate at 33 kg./year, according to a consumption study conducted by the MALR Directorate.
Thisseemsimplausibly high, astota supply a the governorate level isonly equivaent to 28.4 kg. per
inhabitant.

Although Beni-Suef is essentidly a non-rice producing governorate, its population canbe considered
as consuming Fayoumi rice. Beni-Suef’s etimated population in 1999 of just below two million
inhabitants can be added to the estimated 2.1 million peoplein Fayoum. If this combined population
consumed only Fayoumi rice, consumption per capitawould be a more modest 14.7 kg. per capita.
This estimate seems to be more consistent with the observation that most households in Fayoum
consume only three rice medls per week.

1.3  Small-Scale Rice Milling

Smdl-scae rice mills are important assetsin the post-harvest processing of the paddy crop. A survey
of smal-scae rice millsin Fayoum divided millsinto three categories, according to the quality of milled
rice output (good, fair and bad). Table A1-3 shows that the mgjority of the good status mills, 36 of
38, arelocated in Tamia Didrict. Fayoum and Senores Didtricts have only one mill in each didtrict.

Thefair rice farakawerefoundin al the surveyed didtricts. Most of thistype of ricefaraka, 44 units,
werein AtsaDidtrict, representing 61 percent of thetotd fair farakainthe Governorate, of which there
were 72 in 1998. The numbers of fair faraka were nine, eight, Sx, and five in El-Fayoum, Seneras,
Tamiaand Ebshway Didrictsrespectively. 1n 1998, eight bad qudity ricefarakawerefoundin Tamia
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14 Commercial Rice Mills

According to the Cered’ s Industry Chamber, there are nine registered commercid rice millsin Upper
Egypt. There are two millsin each of Fayoum, Minya, Sohag and Beni-Suef, and there is only one
registered mill in Assuit. Asshown in Teble A1-3, MVE hasinterviewed the managers of two millsin
Fayoum and Minya, and one each in Beni Suef, and Sohag.

Table A1-3: Registered Rice Millsin Upper Egypt, 1999

# Rice Mills

# Mills I nterviewed
Source: CIC, Rice Branch, Alexandria

One new mill in Beni-Suef, located in the industrid zone, can process over 50 mt of paddy aday and
is equipped with Buhler milling equipment and a sortex machine. The mill has a packing line with
German equipment. It produces high-quality rice for export. During the 1998/99 season, itsfirst year
of operation, this mill produced 2,000 mt of white rice for one exporter. This season the mill will
attempt direct exports, principaly to Turkey and Jordan (and perhaps someto the Gulf). The owners
decided to locate the mill in Beni-Suef, because they live there and felt they could compete, even
though they buy most of their paddy from Beheira, Dakhaia and Sharkeya and incur higher transport
costs than Ddlta-based mills. They purchased Giza 178 and Giza 177 at about LE 600 - 650 per ton
of paddy in September-October 1999, with the average being LE 630/mt. Paddy pricesreached LE
1,000/mt late last marketing year (by spring 1999), but this mill bought little paddy at that price.

MVE interviewed two smdler commercid millsin Fayoum. Thefirgt was opened in 1998. This mill
can produce 16 mt of white rice per day, processing 24-25 mt of paddy input. This mill processes
Fayoumi paddy for sale on the loca governorate market. The mill is equipped with Chinese milling
equipment.

During 1998/99, the mill produced 1,600 tons of white rice for local traders. It purchased 2,400 mt
of paddy, mainly Giza 176 and Giza 177 at prices ranging from LE 470 to 1050/ton. The other mill
processes 30 ton of paddy/day, producing 20 mt of white rice. Milling equipment is Chinese (the
Egyptian supplier is Techman, Cairo). This mill operatesthree shifts of eight hours each. The quantity
of milled rice in 1998/99 amounted to 5,000 mt, compared to about 400 mt this season 1999/2000.
Average paddy prices were LE 500 to 1000 and LE 590 to 610 in 1998/99 and 1999/2000
respectively. This mill purchases paddy from Fayoum, mainly the Giza 176 variety.

20 Minya

There are two registered commercia millsin Minya. MVE interviewed onethat can process 30 mt of
paddy per day. Thismill became operationa during the 1996/97 season. It imports paddy (mainly

Al-4



Giza 171) from Sharkia and Gharbia for processing and sde on the loca market. The Minya mill
operates one shift of 10 hours/day for 25 days'/month. 1t is equipped with Chinese milling equipment.

A second mill in Minya dso buys paddy in the Ddlta, mainly in Beheira and Dakahlia, and sdlIs the
white rice on the loca market. This mill produced gpproximately 1,000 mt of white rice during each
of the past two seasons. Paddy pricesranged from LE 530 to 1000/mt in 1998/99. Asof late October
1999, it had processed 110 mt of milled rice, using Giza 171 as the raw materia, purchased at LE
630/mt.

3.0 Sohag

There are two registered commercid millsin Sohag, which is asurprisng finding, because these mills
are located far from producing areas. These are smaler operations that report milling paddy from
producing governorates for the loca market. The capacity of these millsis 25 mt/day and 10 mt/day

of paddy.

MVE interviewed the manager of one mill that can process 10 mt of paddy per day. This mill has been
operating one shift of 10 hours per day over 25 daysmonth. In 1996/97, it produced about 800 mt
of whiterice. Themill was established in 1995 and became operationd during the 1996/97 season. The
milled ricewas sold in loca markets in Sohag at relatively lower prices than other rice imported from
Lower Egypt. The owner suffered losses during that season (1996/97), and the mill was closed down
by the end of 1996/97. This miller sold his Chinese equipment to another miller in Mansoura

The other mill in Akhmim of Sohag has not yet sarted operating. The MVE interviewer learned that
the mill owner has changed his mind and will not complete the project. He hasjudged this investment
to be unviable.

4.0  Concluding Observations

Rice consumption has become increasingly important in Upper Egypt over time, athough the region
does not grow paddy, other than in Fayoum governorate. Fayoum has produced only 1.5-2.0% of the
tota Egyptian paddy crop in recent years, however. Upper Egyptian consumers used to est more
maize and sorghum, but they have become important rice consumers during the past two decades (see
Rice Subsector Baseline Sudy, chapter 4, 1999 for details). An IFPRI/FSRU household sample
survey, conducted in 1999, showed that the quantity of rice consumed per capitawas about haf ashigh
in Upper Egypt asit wasin Lower Egypt. Two factors seem to have driven increased consumption of
ricein Upper Egypt since 1980. Oneis the subsidized sde of rice by public companies, particularly
the Rice Marketing Company of the Holding Company for Riceand Flour Mills, during the 1980s. The
second isthe return of many Egyptian workers from the Gulf countries, where they got used to eeting
high-qudity imported rice,

Ricemilling in Upper Egypt outsdeof Fayoum, aproducing governorate, appearsto beaquestionable
investment. Thefarther amill islocated from the Delta, the higher itsinto-mill paddy delivery costsand
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the more trouble it will have competing with milled rice shipped in from producing areas where there
aemany mills
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Annex 2

Selected Rice Subsector Statistics

Table A2-1 RiceAres, Yidd and Production, 1996 to 1998 Summer Season, by Governorate
Table A2-2  Targeted vs. Actua Rice Area, 1997/98 and 1998/99 Summer Seasons

Table A2-3  Minimum and Maximum Wholesde and Retail Rice Pricesfor Four Governorates
Table A2-4a  Egyptian Rice Exports by Degtination, 1995-1998

Table A2-4b  Egyptian Rice Exports by Degtination, 1995-1998

Table A2-5  Monthly Vaue of Egyptian Rice Exports & Caculated Unit Vaues, 1994-1999

TableA2-6  Cadendar Year VAueand Volumeof Egyptian Rice Exports & Caculated Unit Vaues,
1993/94 - 1998/99

Table A2-7 Marketing Year Vdue and Volume of Egyptian Rice Exports & Cdculated Unit
Values, 1993/94 - 1998/99

Table A2-8  Egyptian Rice Exports & Unit Vaues, 1980/81 to 1997/98
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Table A2-1: Rice Area, Yidd and Production, 1996 to 1998 Summer Season, by
Governorate
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Table A2-2: Targeted vs. Actual Rice Area, 1997/98 and 1998/99 Summer Seasons
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Table A2-3: Minimum and Maximum Wholesale and Retail Rice Prices
for Four Governorates
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Table A2-4a: Egyptian Rice Exports by Destination, 1995-1998
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Table A2-4b: Egyptian Rice Exports by Destination, 1995-1998
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Table A2-5: Monthly Value of Egyptian Rice Exports & Calculated Unit Values,
1994-1999
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Table A2-6: Calendar Year Value and Volume of Egyptian Rice Exports & Calculated
Unit Values, 1993/94 - 1998/99

Table A2-7: Marketing Year Value and Volume of Egyptian Rice Exports & Calculated
Unit Values, 1993/94 - 1998/99
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Table A2-8: Egyptian Rice Exports & Unit Values, 1980/81 to 1997/98
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ANNEX 3

Shiftsin Area Cultivated to Alternative Summer Crops

Thereisa perception among many GOE officias and andysts thet rice areahas expanded significantly
in recent years at the expense of the other summer crops, particularly cotton. This annex presents
nationd area (and production) statisticsthat illustrate shifts among dternative summer crops since 1980.
It also presents area data for summer crops grown in the seven majuor rice-producing governorates.
Aswith dl time-series datain Egypt, the reader should trest the satistics asilludtrative and indicative,
As noted in section 2.3 of this report and in severa other MVE reports (see especialy Morsy Fawzi
et d., 1999), MALR data are open to question and rice area in particular may be subject to officia
under-estimation. After comparing shiftsin summer cropped area, we compare rel ative prices and net
returns.

1 Shiftsin Area Cropped at the National Level

TablesA3-1and A3-2 present nationa areaestimates by feddans per crop and the percentage planted
to aparticular crop (per summer season) relativeto tota areacropped. Areaplanted to rice expanded
from an average of 967,544 feddans per year during the 1980s to 1,287,794 feddans during the
1990s. During each year from 1988 to 1997, area expanded, and the percentage of tota summer
cropping area(excluding fruit trees) cultivated to paddy rosefrom 17.1%to 26.0%. In contrast, cotton
area planted declined from 20.7% of total area planted to summer cropsin 1988 (22.4% in 1985) to
13.6% in 1998. Although maize area cultivated increased from an average of 1,405,098 feddans
during the 1980sto 1,681,174 feddans during the 1990s, the percentage of total summer areacropped
was nearly the samein the 1996-1998 period (27.5-29.4%) as during the early 1980s (28.4-30.1%).
Areaplanted to horticultura crops (excluding fruit) rose appreciably from 1992 to 1998, asthese crops
represented 14.9% of total summer cropped area by 1998 (vs. 9.6% in 1992). Area cultivated to
other summer crops expanded from an average of 883,879 feddans during the 1980s to 1,105,552
feddans during the 1990s, athough the change in percentage of total area was modest (18.1% to
19.9%). Over the entire period of analyss, 1980 to 1998, the compound annuad growth rate in area
planted to cotton was negative, at -2.26%, whileit was postive for rice (2.51%), maize (1.51%), and
horticultura crops excluding fruit (1.54%).
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Table A3-1: Total Cultivated Areato Major Annual Summer Cropsin
Egypt, 1980-1999
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Table A3-2: Percentage of Area Cultivated to Major Annual Summer Crops, 1980-1998
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Figure A3-1: Area Cultivated to the Major Summer Crops, 1980 to 1990
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2. Shiftsin Area Cultivated to Summer CropsintheMajor Rice-Producing Gover nor ates

I nthis section we analyze area cultivated to annua summer cropsin the Six mgor rice-producing Delta
governorates plus Fayoum. It isin these governorates that paddy is an adlowable choice in the crop
mix.*” Upper Egypt is excluded from this analysis, except for Fayoum Governorate, where paddy
cultivation is permitted.”® Within the Delta, area planted to stands of fruit trees represent long-range
land use and cropping pattern decisions that are not subject to year-by-year decisonsin responseto
inter-annual variations in prices, input costs, ease of cultivation, labor supply, and weather/pest
consderations. The datain Table A3-3 therefore show only area cultivated to annua summer crops
from 1990 to 1999.

RDI Analysis of Shiftsin Area Cropped to the Three Major Summer Crops

Krenz, Abddl Sattar and Kent (1999) examined shiftsin areaamong summer cropsin the seven mgjor
rice-producing governorates (Sx in the Deltaand Fayoum) from 1990to 1997. Their andysisfocuses
on two years, 1990 and 1997, which were chosen to represent a typical summer cropping pattern
before liberdization and after liberdization. Their andyss shows that rice area expanded to 1997,
while cotton area remained roughly congtant (after decreasing in 1994 and 1995) and maize areaal o
remained roughly constant from 1991 to 1996 before declining sharply (15 percent) in 1997. They
observed that expansion in rice area came mainly from putting increased land under cultivation, much
of it reclamed land. Bringing new desert lands into cultivation in Sharkia and Beheiraled producers
to shift production of crops other thanricefrom the old landsto the new lands, wherericeisnot suited
to the sandy soils. According to the authors, this alowed increased production of rice on old lands,
with their heavier clay soils. They aso argue that increased summer cropped area was due to more
intendve cultivation of old lands and putting into cultivation idle land or land that required
amelioration.*

Krenz et d. concludethat “the most striking e ement of these dataisthe overdl increasein thetotd area
planted by 303,000 feddans between 1990 and 1997. Thisincreasein areaexplains (MVE emphasis)
two-thirds of the increasein rice area. Thus, only 158,000 feddans, or about athird, of the increase
in rice in these governorates came fromreductionsin other crops.” Their reasonsfor this conclusion,
advanced above, seem plausible dthough use of the word “explains’ may be too strong.

47 Paddy is also grown in significant areas of Qalubia and Menoufia, athough not alowed by
the MALR.

8 Areas devoted entirely or largely to sugarcane production in Luxor and Qena are excluded
from the analysis, as sugarcane planting is a multi-year cropping decison. Furthermore, the
agricultural economies (and agribusiness system) in these governorates are focused on sugarcane
production and processing.

49 Amelioration refers to bringing back into cultivation land that had been previously used but
had fallen into disuse due to high sdinity, high akaine soils, or lack of drainage.
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Table A3-3: Area Planted to Summer Cropsin the Seven Major Rice-
Producing Governor ates
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Figure A3-2: Area Cropped to Rice, Cotton, Maize in the Rice Producing
Governorates, 1990-1999
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While the secondary data provide some clues about what was happening at the aggregate level, one
wonders what was going on & the micro-level on farmsin the old lands in these key governorates. It
would be interesting to know what asample of smal farmersdid. Did they shift largely from cotton to
rice, particularly in recent years? Or was much of the expanded paddy area in these seven
governorates onlarge (more commercialy oriented) farms, many of which may have had at least part
of their fields on reclaimed land? The secondary data don't alow us to answer these questions™.
Some type of sample survey, or a series of well-structured informa interviews with farmers, is
necessary to get at theseissues through probing inquiry. Unfortunately, the recal period israther long
(adecade), so asample survey designed to obtain quantitetive information may beinappropriate. Note
that APRP/RDI is planning to do a survey of Delta farmers in 2000 in order to understand better
factors driving recent apparent shiftsin summer cropping patterns (aswell as addressing broader crop
rotation choice issues).

MVE Analysis of Shiftsin Area Cropped to the Three Major Summer Crops

Our anaysis, using the ssme MALR/CAAE data, includes preliminary 1999 estimates of areacropped
to rice and cotton in the seven mgjor rice-producing governorates. The cropping pattern in 1998 was
unusual, as paddy area dropped 20 percent from 1997 to 1998. This mgor shift made 1998 an
anomaous summer season.  The preiminary 1999 data show the trends of the 1990s, with rice
replacing cotton, reasserting themsalves.

From our analysis, it is clear that the expansion in rice area paradleed or coincided with the increase
insummer cropped areaiin the seven governorates, though the causal mechanism linking oneto another
is likely to have been complex. From 1990 to 1996 total summer cropped area rose by 370,086
feddans and area cultivated to paddy increased by 333,712 feddans. In 1997, as total summer
cropped area dropped 113,600 feddans in the seven governorates, paddy area continued to rise,
increasing another 127,700 feddans. This gpparent substitution of paddy for cotton and maize (whose
combined area was a decade-low 1,185,229 feddans in 1997, or only 80 percent of rice area) was
reversed in 1998 but appears to have re-emerged in 1999,

Area cultivated to the three mgjor summer crops—rice, cotton and maize—represented 84 percent
of total summer cropped areain 1990 and 1991; this had expanded dightly to 86.0-86.5 percent by

%0 Census data, collected at ten-year intervals, may provide enough detail on cropping patterns
for different-size holdings to allow for accurate snapshots that would show changes over time.

®1 Note that the sum of cotton and maize area was 33.8% greater than rice areain 1990.
This fell progressively, so this sum was only 94.5% of paddy areain 1994, from which point it
fluctuated around 100% (cotton + maize area = paddy area) until 1997, when it fell to 80.0%.
Prdiminary MVE estimates suggest that the 1999 ratio once again was below 1:1 at 82.6%. That is,
cotton plus maize area was only equal to 82.6% of paddy areain the seven mgjor rice-producing
governorates.
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1996-1998.5% Despite this rdlaively constant share of summer cropped area, there were significant
shifts within area devoted to the three mgjor field crops. Paddy arearose from 36.1 of total summer
areain 1990t048.1 percent in 1997. In absoluteterms, the expansionin rice areafrom 1990 to 1997
was dramatic—a45.2 percent rise. Cotton areadeclined from 680,084 feddansin 1990 to 532,519
feddans in 1995 before returning to 681,662 feddans in 1996 and then dropping to 589,090 feddans
in 1998 and 545,089 feddansin 1999. Inredativeterms, cotton areadeclined at the expense of paddy,
from 24.1 percent of summer cropped areain 1990 to 20.6 percent in 1998 and probably under 18
percent in 1999.% Maize area stayed roughly constant during the 1990s in the seven governorates,
though it decreased dightly in proportiond terms. Among the three mgjor field crops, area cultivated
to rice increased from 42.8 percent in 1990 to 55.6 percent in 1997. Preiminary estimatesfor 1999
are that the digtribution of area cropped to the three mgor field crops are as follows: rice at 49.7
percent, cotton at 18.3 percent, and maize at 22.4 percent. It appearsasif paddy has substituted for
cottonin the seven principal rice-producing governorates, especialy snce 1996. Over the entire nine
year period, the (compound) annua growth rates for rice, cotton and maize produced in the seven
major rice-producing governorates were 3.3%, -1.1% and -1.1% respectively.

Beyond the three mgjor field crops, it can be observed that area planted as darawa, maize intended
as green fodder, varied between 39,726 and 66,045 feddans during the period 1990-1997 before
reaching a high of 75,348 feddans in 1998. This finding illustrates the importance of livestock in
intendve, irrigated agriculture; this maize is harvested green to provide livestock with feed during the
summer growing season. Area planted to sorghum, 71,631 feddans in 1998—another high for the
1990s—is dso alocated to livestock feed. Area cultivated to oilseeds remained above 50,000
feddans per summer season from 1990 to 1995 (with the exception of 1994), but it dropped to 25,454
feddans by 1998.

One surprising finding is that total summer cropped area dropped 10.8 percent from 3.197 million
feddansin 1996 to 2.853 million feddans in 1998. The reason for thisdeclineis not clear. Krenz et
a. (1999) noted that the expansion in area planted to summer crops in the seven governorates (from
2.827 million feddansin 1990 to 3.197 million feddans in 1996) was due largdly to land reclamation.
How tota summer cropped area would decline markedly in two years is a mystery, though loss of
agricultura land to non-agricultura usesisapossibility.> It will beinteresting to seeif 1999 data show
acontinuation of this apparent trend.

52 1n 1999, area to the three major summer crops may have been over 90% of total areain the
seven rice-producing governorates (preliminary MVE estimate).

%3 The 1999 estimate of total summer cropped area is not yet available, so the MVE
guesstimate of 18% should be treated with caution.

> Considering the agricultura land in the Old Lands that goes out of production each yesr,
due to building or urbanization, makes the picture more complex. Over the past decade, some old land
was permanently taken out of production as new land was reclaimed or as idle and depreciated land
was put into production. Krenz et d. (1999) and MVE (in this annex) look at net increases in tota
summer cropped area. |If, say, 30,000 feddans go out of production each year in the Old Lands, the
actual addition of new land is greater than what appears as a net increase in summer cropped area.
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3. Changesin Relative Prices

Table A3-4 shows annua producer pricesthrough 1998, as reported by the MALR/CAAE.> These
price data are less reliable than the area and production estimates of MALR, but they are the only
avalable producer time-seriesat our disposal. Notethat producer priceswerefixed during the 1980s
and up through the early 1990s for al three mgjor summer field crops. The GOE controlled the
domestic market for rice through two maor mechanisms, price policy and compulsory procuremen.
Prior to 1993, the GOE received paddy at a fixed administered price through PBDAC branches
throughout the country. This system began to be relaxed in 1993 by removing the compulsory
procurement policy and announcing an indicative price for paddy that was not binding. Open market
sdles of paddy became progressively larger during the 1990s as the share of public rice mills declined.

After 1993, paddy pricesfluctuated in response to market conditions. Up through the mid-1990s, the
rice market was segmented in that the public mills bought paddy at one fixed procurement price, while
locdized informd trade and the emerging private sector, longer-distance trade was subject to regiond
forces of supply and demand (though influenced by procurement prices). By the second hdf of the
1990s, ricetrade became liberaized, with the public millsbuying paddy a arange of prices, depending
on the variety, private sector competition, and regiond forces of supply and demand.

Note that thesmpleretio of the riceto maize price rose during the period under investigation from 0.66
in 1980 to 1.25 in 1998. The rice price was dightly below the maize price (in LE/mt) in the early
agricultura sector reform years of 1987 to 1991; beginning in 1992, the rice price became higher than
the maize price, and the divergence gradudly widened. Comparing gross returns to rice and cotton
production per feddan, usng Giza 75 pricesand yieldsin the cal culation, showsthat theratio of cotton
returns to rice returns has been roughly constant over the 1988 to 1998 period. This seems to go
againg the conventional wisdom that rice production is much more profitable and has become so since
the rice subsector wasliberalized. Grossreturnsare, of course, acrude approximation for net returns
(or profitability), but the results are nevertheless interesting.

4, Factors Affecting Producer Response

It is dso important to note that many rice producers in the Delta grow rice primarily to feed their
families. CAPMAS data show much higher rice consumption per capitafor rural householdsin Lower
Egypt in 1995/96 (47.8 kg.) and 1990/91 (46.0 kg.) than in other regions (rural or urban) of Egypt.
Average rice consumptionin rura aress of the Deltawas estimated to be nearly ashigh asconsumption
of wheat products (whegt grain and flour, plus macaroni) in rural aress of Lower Egypt (63.3 kg. in

%5 These prices are deflated using the 1986/87 wholesale price index in Table A3-5.
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1995/96). To the extent that rice is an important saple anong smal farmers in the Ddlta, sales of
paddy are driven more by the size of the paddy harvest (and any marketed surplus above household
needs) than by purely commercia considerations. Hence, paddy production may be somewhat less
price respongve than many andysts would think assume.

Table A3-4: Nominal Farm Gate Pricesfor the Major Summer Crops, 1980-98

Table A3-5: Real Farm Gate Pricesfor the Major Summer Crops, 1980-98

A3-11



Figure A3-3: Real Farm Gate Pricesfor Cotton, Rice and Maize, 1980-98
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Incontragt, cotton prices, shown for the benchmark Giza 75 variety, were announced most years (until
1998) during the growing season. The Giza 75 price was not dways announced to farmers before
planting, so their price expectations were probably based more (in most years) on the price paid to
growers during the preceding marketing season. Asfor maize, itstrade has not been controlled by the
GOE. Most maize, probably at least 80 percent, isused for anima feed in Egypt. Hence, thedemand
for maizeis a derived demand, based in large part on the demand for livestock products, particularly
milk and meat. Whatever the source of demand for maize, the GOE does not set prices, except for
the small volumes purchased by GASC to grind and mix with wheet flour.

5. Comparative Net Returnsto Summer Cropsand Annual Rotations Having Different
Summer Crops

Net returns per hectare cultivated to each magjor summer crop are shown in Table A3-6. Thesereturns
are caculated by the MALR based on illugtrative crop budgets. They are not obtained from actua
sample survey data. Nominad returnsrise, of course, over time, and we ca cul ate constant returnsusing
aproducer price index (prices paid to producers), where 1986-87 is the base year.

Comparing relative nomind returns to cotton, rice and maize, one can see that net returns to cotton
production were sgnificantly higher than returns to rice production during al of the years of the 1990s
except 1994 and 1998. Net returnsto cotton were 33 to 150 percent higher than returnsto rice during
mogt of the 1990s. Returnsto cotton were highest in 1995-1997, years of high guaranteed producer
prices. In 1998, the relative profitability of the two crops was reversed and net returns to rice were
54 percent higher. It will beinteresting to seeif this represents a shift that will continue into 1999 and

beyond.

While net returns to the three summer crops were dl about equal in 1990, returns to maize declined
in nominal termsto 1995 and lagged returns to cotton and rice during the entire decade.® Only in
1998 were net returns to maize greater than net returns to cotton. Maize returns were below returns
to rice, ranging from 49 to 86 percent those of rice from 1991 to 1998.

Figure A3-3 shows redl net revenue earned per feddan from the three mgjor summer field crops over
the 1980-1998 period, using the wholesde producer priceindex asadeflator. The sgnificantly higher
profitability of cotton during much of the 1990sisgraphicdly reveded, aswell asrice ssteady increase
in red returns and relatively congtant red returns to maize production.

%6 The net returns are for the maize production enterprise alone. If returns were calcul ated
across the range of feed plus livestock enterprises on the same farm, the result may be different.
That is, small farmers who grow maize to feed their own livestock think about returns to maize
somewhat differently than small farmers who grow maize to sell to other livestock producers.
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Table A3-6: Average Total Cost, Total Revenue and Net Revenue for the Major Summer
Crops, 1980-1998
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Figure A3-4: Real Net Revenue for the Major Summer Crops
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6. Addendum: 1999 Summer Cropping Season and into the 21% Century

Prdiminary estimates of area cultivated to the three main summer cropsare availablefor 1999. Cotton
areadeclined 18.2 percent relativeto 1998, which in turn was 14.3 percent below the recent high area
of 920,911 feddansin 1996. Hence, cotton area dropped 28.9 percent from 1996, the first year of
APRP, to 1999, when it registered amere 645,417 feddans, the lowest level in the 1990s and indeed
during the entire 20" century.>” Even during the height of World War |1, area planted to cotton was
higher (705,000 feddansin 1942/43 and 712,812 feddans in 1943/44).

Incomparing areaplanted to cotton rel ative to the two other major summer field crops, riceand maize,
cotton was grown on only 18.0 percent of the area planted to the three field cropsin 1999. This
percentage has declined steadily since 1980, when cotton was cultivated on 34.1 percent of the land
alocated to the three mgjor summer field crops. Some observersthink that this representsa structura
ghift in the cropping pattern, where cotton is unlikely to retain its former prominence. Although MVE
does not expect cotton area cultivated to drop below 650,000 feddans, producers may continue to
cultivate less than 700,000 feddans to cotton per summer growing seasonduring thefirs yearsof the
21% century.

Maize area decreased dightly, 2.9 percent or by about 50,000 feddans, to 1.65 million feddansfrom
1998 t0 1999. Asinthe case of cotton, the highest reported area cultivated to maizein the 1990swas
in 1996, and the 1999 area was 6.8 percent below that level. Y et the maize area decline has been
modest during the first three years of APRP. Maize remains the most widdly cultivated summer field
crop at the national level, grown on over 45 percent of the area devoted to the three mgor summer
fidd crops snce 1991. This highlights the importance of livestock enterprises in Egyptian farming
systems, as maize is grown largely as feed.

Rice areg, reported by MALR as 1.56 million feddans in 1999, topped the previous record high of
1.53 million feddans in 1997. Unofficia estimates for the 1999 crop range as high as 1.8 million
feddans. Area cultivated to rice in 1998 had plunged 21.0 percent relative to 1997, largely due to
more vigorous enforcement of area redtrictions. There was little paddy grown in Qaubeya and
Menoufia in 1998, unlike 1997 and 1999, and rice area dso fdll sharply in Fayoum that year. The
1998 summer growing season gppears to have been an anomaly, however, and most observers
anticipate that paddy will be grown on at least 1.5 million feddans in future years, despite the GOE's
stated objective to lower rice areato about 1.0 million feddans.

In 1999, rice occupied its highest proportion of total summer cropped area, reaching 42.7 percent.
This ratio has increased steadily since 1988, when it was only 23.0 percent (and cotton was 27.8
percent), exceeding 30 percent for the first time in 1991 and rising to 42.5 percent in 1997. Inthe
early 21% century, it will be interesting to seeif rice area continues to expand, remains at roughly the
same level, or declines in accordance with the GOE plan to reduce area planted and save water for
the new lands. Needlessto say, areagrown to paddy and its proportion relative to the other summer

> Cotton area and production statistics are reported for the entire 20" century in The
Egyptian Cotton Gazette, published semi-annualy by ALCOTEXA.
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fidd crops are important proxy measures for the success of MALR and APRP efforts to promote
short-season rice varieties and reduce both area planted to paddy and irrigation water used in its
cultivation.
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Annex 4

Commercial Mills Registered by the Cereals Chamber Since December 1998

This annex briefly summarizes new mill regigtrations by the Rice Branch of the Cereds Industry
Chamber since December 1998. None of the 33 newly registered mills has the capacity to process
more than 40 mt of paddy/day. Two havethat capacity. Three can process 30 mt/day, and eight can
process 20-25 mt of paddy per day. The remaining twenty mills are able to process less than 20/mt
of paddy per day. The total capacity of these millsis 503.5 mt/day of paddy or 100,700 mt per year
(assuming 200 days of annua operation). The mean capacity of these millsis 15.3 mt/day.

For the 27 mills that reported numbers of workers, they noted that 91 jobs had been created to run
these mills, or an average of 3.4 workers per mill. Assuming thismean for dl 33 mills, 111 jobswere
created (caculated by extrapolation).

Table A4-1 summarizes the numbers of mills and key characteristics by governorate. Although there
areindications that there is excess industry capacity, private individuas continueto invest inrice mills,
mainly with Chinese equipmen.

Note aso that two established rice milling companies, the Mabrouk and Karkorah groups, have

invested in new milling capacity in Borg & Arab. Mabrouk added anew mill in January 1999 that can
process 150 mt per day. Karkorah added its second mill with 85-90 mt/day capacity.
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Table A4-1: Rice Mills Registered from December 1998 through November 1999
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ANNEX 5

SELECTED NEWSPAPER ARTICLES

Newspaper: Al Ahram Date: 29 August 1998
Subject: Minister Y oussef Wally would like paddy prices to be LE 600/mit.

Newspaper: Al Akhbar Date: 28 October 1998
Subject: Fal 1998 retall rice prices are low.
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Newspaper: Al Wafd Date: 14 December 1998

Subject: Minigter Goueli and Ramaan, Indonesian Minister of Trade and Industry, Sign an agreement
to export 400,000 mt of rice to Indonesia.

Newspaper: Al Akhbar Date: 17 December 1998

Subject: Prime Minister El-Ganzouri negotiates with Indonesan Minister of Trade over export of
400,000 mt of Egyptianrice.
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Newspaper: Al Arabi Date: 18 January 1999

Subject: People’'s Assembly criticizes Minister Goueli for announcing exports to Indonesia, which
would not be possible without a large subsidy.
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Source: Ceredls Industry Chamber, Rice Branch Date: 7 August 1999

Subject: ARC's A.A. Tantawi and Moh. Kama Ghoneim Address Rice Branch before opening of
1999/2000 season. Tantawi cals for aminimum price of LE 600/mt for farmers.

Ghoneim gives reasons for problems in the rice milling indusiry in recent years and cdls for GOE
intervention in buying paddy and an export subsidy when domestic prices exceed the world prices.
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Source: Cereds Industry Chamber, Rice Branch Date: 4 September 1999

Subject: MoussaKassab tellsthe Rice Branch about their successful lobbying efforts. He reportsthat
Dr. Youssef Wally asked Minister Atef Ebeid (in a forma letter) to give his opinion about the
participation of public mills in paddy buying and MPE provison of finance to achieve market
dabilization. Wally dso asked Minister Goudli to give his opinion on the participation of GASC in
buying part of the paddy crop at LE 600/mt. Wally aso wrote Hassan Khedr asking him for his
opinion on PBDAC's buying paddy on behdf of the millsfor LE 600/mt. PBDAC has dlocated LE

700 million to buy paddy.
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Newspaper: Al Akhbar Date: 26 August 1999
Subject: PBDAC announces availability of LE 700 million for paddy procurement

Newspaper: Al Wafd Date: 5 October 1999

Subject: Miniger Goudi announces that Agriculturd Commodity Council will address speculation in
rice prices
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Newspaper: Al Ahram Date: 3 October 1999

Subject: Holding Company for Riceand Hour Millsinvites paddy producersto mill & eght government
millsat LE 35/mt
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Newspaper: Al Ahram Date: 9 December 1999

Subject: Rice and Flour Milling Holding Company will be merged into Food Industries Holding
Company

Newspaper: Al Ahram Date: 19 December 1999
Subject: Minister Y oussef Boutros Ghali will work to promote rice and citrus exports
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Newspaper: Al Akhbar Date: 30 Novemnber 1999
Subject: Ingtructions to public sector banks to finance rice purchases

Newspaper: Al Wafd Date: 20 October1999
Subject: One Policy to Determine Rice Prices

Trandation: The Commodity Council for Agricultural Crops has decided to re-evaluate the production
volume and the availability of ricefor thelast season in the Egyptian market. Dr. OssamaKheir El-Din,
Chief of the Commodity Council, emphasized that, despite the mass-production, data.concerning rice
production are not clear and indefinite. He pointed out that some of the rice producers are storing
paddy and keeping rice off the market. He also added that the respongbility for wasting 40% of the
rice crop lies with milling rice machinery. The Commodity Council members, who are dso rice
exporters, have made an agreement to coordinate and unify their pogitionsin internationa tenders.

A workshop will be held in Alexandrianext Friday for the council membersto create an image for the
riceindustry and exporting rice. There has been arise in the rice prices during the last period to LE
700/ton for paddy rice and to LE 1200/ton for white rice.
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Newspaper: Egyptian Gazette Date: 2 June 1999
Subject: GASC rice tender cancelled
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Newspaper: Al Alam Al Yaum Date: 16 May1999

Subject: The private sector asksfor return of cooperative system for marketing and establishing public
union for rice. Increasing rice prices threaten to decrease Egyptian rice exports in international
markets.
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