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ADS EGYFT-CALIFORNIA FROJECT -
SIXTH ECONOMICS POLICY WORKSHOP
"The Future of Cotton in the Egyptian Economy”

December 18-19, 1982

The ADS Egypt-California Froject is a joint effort of the
Egyptian Ministry of Agriculture and Food Security and the
University of California promoting policy-relevant research on
problems of the agricultural development of Egypt. The ADS
Economics Sub-Froject has organized this Sixth Economics Folicy
Warkshop to explore the policy issues concerning the future of
cotton in the Egyptian economy. Egyptian cotton production,
catton processing, and the domestic and international markets
for cotton will be discussed in an effort to identify policy
alternatives for decision makers. ‘ :

FROGRAM

December 18 First Session Cotton in the Egyptian Economy
?:3%am—12: Z@%pm o R

Moderators: Dr. Ahmed Goueli and Dr. John Rowntree

Welcome and : .
Introductions: H.E. Dr. Youssef Wally, Minister of Agriculture
Dr. Yehia Mohieldin, ADS Co-Director, Egypt
Dr. Mohamed K. Hindy, ADS Technical Advisor
Dr. Bruce Glassburner, ADS Co-Director, UC

Breal:: 16: @0am—1: ZWam

Fresentations: Dr. Ahmed Goueli, "An Overview of the Role of
Cotton in the Egyptian Economy and the
Objectives of This Workshop."

Dr. Helmy Abd El-Ghani, “Cotton in the Egyptian.
National Flan." _ ‘

Dr. Hassan Khedr, Dr. Hanaa Khier-gl-Din, and
Dr. Eric Monke, "Economic Efficiency of
Cotton Production in Egypt."

Dr. Aly El-kheshen, Dr. M. Eshr, Dr. A. Abd
El-Rary, "Cotton Froduction: General

Remarlks. "

DiscuSsantsi Dr. Osman El-Kholei and Dr.Carl Gotsch -

Lunch Break
12:3@pm—1:ZWpm




December 18 Second Session Cotton Froduction in Egypt

1:30pm-3: 3%pm

Moderators:

Presentations: -

Discussants:

R ]

Dr. Kamel Stino and Dr. M. Kamel Hindy

Dr. Mohamed A.H. Abdel Ghaffar, "Egypt Urgent- .
ly Needs to Grow Hirsutum (Upland) cottons
~for Local Fopular Textile Froducts."
Dr. Hassan Khedr, Dr. Hanaa Kheir-El-Din, and
Dr. Todd Fetzel, "Cotton Supply Response: A
Case of a Distorted Market." ‘

Dr. Mahmoud El-Adawy, Drr. Hassan Khedr, énd Dr.
Hanaa kKheir—-El-Din, "Production Fuction
Estimation." ’

Dr. Mohsen El-Dedi, "The Future of Alternative
Cotton Varieties in Egypt."

Dr. Saad Nassar and Dr. Dyaa Abdou

December 19 Third Session Domestic Frocessing and

Q:3am—12: @Adam
Moderators:

Presentations:

Discussants:

Lunch Break
12: ¢am—1: #@pm

Consumption of Cotton
Dr. Mohamed Sharaf and Dr. Bruce Glassburner
Dr. Hassan Khedr, Dr. Hamaa Kheir-gl-Din, and
Dr. Eric Monke, "Economic Indicators of
Efficiency of the Egyptian Spinning
Industry." _ B

Dr. Omar Loutfy, "Developments in the Cotton
Processing Industry."”

Dr. Mohémed A.H. Ghaffar, "Cotton Cooperative
Marketing in Egypt."

Dr. Heba Handoussa and Dr. A. Easheer




December 19 Fourth Session Domestic and International

1:00pm=3: 3@pm

Moderators:

Presentations:

Discussants:

Summafy and
Folicy
Implications:

Markets for Cotton

Dr. Yehia Mobieldin and Dr. Ahmed A. Goueli

Dr. Eric Monke and Dr. Todd Fetzel,
"International Market Integration."

Dr. Eric Monke, "Market Demand for Cotton."
Dr. Don Heckerman, Dr. Hassan Khedr, and Dr.
Hanaa Kheir-El-Din, "Stock Accumulation,
Export Demand, and Appropriate Frices
for Egyptian Extra Long Staple Cotton."

Dr. Bruce Glassburner, “Ekchange Rate Folicies
in Egypt with Special Reference to Cotton."

Dr. Sultan Abo-Ali and Dr. John Rowntree

Dr. Hassan Khedr

1.
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ADS EGYFT-CALIFORNIA FROJECT
SIXTH ECONOMICS POLICY WORKSHOFP

"The Future of Cotton in the Egyptian Economy"

December 18-19,1982

The theme of this workshop was to assess the status and
future of cotton in the Egyptian economy. Egyptian cotton pro-
" duction and processing as well as domestic and international
markets for cotton were discussed from economic and technical
points of view in order to identify policy alternatives for
decision—makers. This summary presents the major findings from
the sixteen papers presented to the workshop and seeks to
"highlight the policy implications arising from the discussion
under three headings: I. Cotton Froduction: II. The Domestic
Demand for Cotton: and III. The International Aspects of the
Cotton Market. '

’

are the key
While

1. Cotﬁon is an important fiber, feed, and edible oil crop in the

Egyptiah economy. It generates substantial agricQItural and
industrial-employment,’ net value added; government revenues, and
lforeign exchange earnings. The Stgdy of the coﬁparative advantage

of cotton production showed that cotton is :a crop that is

profitable - to the economy as well as to the farmers. However,

recently increasing costé of production, combinédeith the ‘low

farmgate prices, have made cotton less profifable to the farmer.




‘
D

‘2; Cotton is a SDcfally profitable crop for Egypt even when
viewed solely‘as a fiber Crop, - 'However, cotton seed now yields
about vQOZ of Egypt®s own edible oil: cotton seed céke is an
important feed concentrate for_livestock; and cotton seed yieids
flour riéh in protein that can be added ﬁo breads and: ofher
foods; “Additional ‘

value of the cotton crop to the Egyptian economy.

3. Empirical testing revealed that mechanization of 1land
preparation and irrigation of cofton production promotes economic
efficiency, thus supporting the Ministry of Agriculture policy of
encouraging mechanization in cotton. However., more investigation
ié required tb determine the suitability of mechanical picking of
Egyﬁt}an cotton varieties. t |

.

4. Issues concerning the introduction of short seasbn cotton in
’Egypt were debated. Consensus_suppofted continuing emphasis on
the Egyptian'long and extra long staple lengths while continuing
short season cotton experiments. ‘The latter varietiés of cotton
were favéred -on the following grounds: a) jthé  poor yield‘
performance' of the short season cotton experiments in Nobaria
have been due to poor test cdnditions; b) a full winter crop
could be grown Eefore the cotton, helping to'ﬁeet the increasing
demand for wheati c) short season cotton saves on input -use,
notably with respect to fertilizers 'ahd pesticides: and d)
contamination of Egyptian varieties is not 1likely to be a

prbblem,'—since the varigties are easily distinguishable and the

short season varieties can be isoclated geographically to

eradicate the contamination hazards. The arguments against the




introduction of these varieties were: a) the poor vyields of
these cottohs are due to the envirohmental effects Of Egyptian
conditionss b)  contamination of Egyptian varieties is likely to
occur, with some contamination in Giza 70 and Giza 45 .already
appeasrings c) expéfience in middle Egypt already dehonstrates
that a winter crop of durum whéat, beans.or multipie cuttings of
clover before Egyptian cotton varieties is poscsible:s and d) the
introduction of such varieties will require large investhentsf in
ginning technology.

The decision regarding the introduction ofl short season
cotton 1is an ecpnomic one.. The available evidence concerning
economiﬁ costs and benefits of growing these varieties does not
permit a final conclusion in this regérd. Therefore, short
season cotton experiments should be continued and followed by
careful and objective technical and economic assessme;ts.

S. There were several arguments for iﬁcreasing Egypt®s cotton
acreage above its present level of 1.2 million feddans. However,
any decfsion to expand suppiy should not be independent p¥ the

demand for Egyptian cotton. Expansion of the cotton area during

this period of depressed international cotton prices is

unwarranted. While it kmay‘prove to be socially beneficial to

expahd cotton areas in the future, it is doubtful that this
~ objective can be accomplished unless the current system of low
cotton farmgate prices is altered in the direction of improving

incentives to the agricultural sector.

6. Testing of hypdtheées concerning the viability of cotton

production and ginning should not be done at the national




aggregate level. Rather, detéiled disaggregated analysis has to

be done across locafiohs and production techniques. The farmgate
price isvdétermined on an average cost of production baéis. This
implies that high cost farms compelled to fulfill planting quotas
‘will lose financially a£ the farmgate prices. Recommendations
concérning the pricing of cotton at the farm 1level and the
selection of the productibn mix should not be independent from
considerations of location and degree of capital intensity-in the

production technologies.

7. Despite the governmentalkiﬁtefvention in the basic economic
decisions in the’production, pricing., markefing, processing, and
trade of cotton, emﬁirical evidence haébshown that farm;rs are
réspdﬁsivé to price and net profitability incéntivés. Farmers
often defeat government plahs by planting cotton 1late, using
cotton inputs for other crops, and so forth. The area planted
under - cotton is expected to decline unless the farmgate. prices
aré raised to imprcvé the financial profitability of cotton to

]
the farmer.

8. The role of cooperativg marketing of cotton is very crucial
in determining net returns to the farmers. - However, the
cooperative sociefiES‘do not have an.important role in marketing.
The existing system is more or less a governmental system of
pufchasing cotton from producers. Giving the cooperatives more
power to represent the farmers in the marketing of cotton,
establishing some inter-cooperative cohpetition,‘ would >protect
the farmers” interests and would raise their incentives to .gfve

more attention to cotton production and marketing.

”




Q. . Currently, the ﬁinistrieé of égriﬁulture, Industry, Suppiy,
vand. Economy each deals with somé aspect of cofton at different
s£ages of production, marketing and processing. There is need
for improved coordinationv among these various ministries to

establish an integrated and consistent cotton policy.

10. A detailed economic assessment is required on the new cotton
produétion policy that focusses on the long and extra long staple

iengths, eradicating medium long stéple varieties altogether.
Such a decision not only affects the economic efficiehéy of
cotton production, but also affects the efficiency of the cotton

spinning industry.

is using an .

are reguired

1. The ' analysi; of fhe economic efficienty of the spinning
industry showed that only 2 of the 9 companies studied were
efficient. Most -companies are spinning very high quality cotton
tb .produce coarse vyarn Qith loQ count numbers. For réising
efficiency, relatively ‘longef staple cottons have to be spun in
tﬁe appropriate count numbers. This-will leave domestic spinning
miils in‘ need of about 1.5 million kantars for coarse counts

which could be covered either by mixing polyester of by importing

upland'cottons stapled at 1-1/8".




2.  Large investments in the spinning industry'are required if it

is to be able to utilize the upland cotton. On the other hand,

the decision to import or produte more shorter staple length

cottons must be integrated with the investment decisions in the
spinning industry. Additional study is required to determine if

this spinning industry changeover is justified.

3. Substituting short staple cotton imports for Egyptian cottoné
increases the economic efficiency of the spinning éctivity.
However; based on market projections for long staple cotfon in
hard currency countries and in view of the large build—up of

unsold cotton stocks during the past ?ew years, it may be

economically advantageous to continue using long staple Egyptian

 cotton domestically rather than to push excess quantities into

v

the export markets.

4. Removing both the subsidy on lint purchases and control on
the domestic price of yarns does not appear to be beneficial to
the spinming activity. This implies that the existing price-

structure supports the inefficiency of this activity.

5. The possiblity of importing coarse‘yarn and/or coarse fabrics

for popular clothing has already been suggested. However, this

possibility has not been éeriously investigated due to the
existence of excess cepacity in the spinnihg industry. It would

be reasonable to continue processing coarse yarns rather than

' import vyarns, so 1long as this précess vields positive net

economic returns.




6; While the spinning activity for many vyears has. been
exclusively uhdeftakeﬁ by public sector'firms,.new private sector
joint ventures have begun joining the industry. Theée emergent -
private sector efforts may provide the impetus to rejuvenate the

public sector firms.

7. The consumer clothing subsidy system should not be linked to
the prices received by the public sector firms for outputs, so
that their accounting practices will not discourage increasing

output.

lengths of

by Egypt.
has
cotten

1. The world price for Egyptian extra long staple cotton is less
responsive to changes in quantity sUpplied to the market than is
the world priée of long staple cotton. The elasticity of demand

fbr Egyptian extra long'staple cotton is about -1.4, while that

of the demand for long staple cotton is about -3.0. Egypt thus

still has some degree of market powef in the extra long stéple
market. However, _fhis power is less than in fhe past. Egypt’™s
declining market share of the extra long staple‘market indicates
that Egypt has less power to set extra-long staple cotton prices

than before.




2. The export price premium paid for extra lohg stéple over long
staple cotton has been falling in recenf- years as spihning
technologies haQe improved and synthétic fiberé havé_ been .
introduced. Furthermpre; a study of the ihternational mgrkef for
 cottpn> suggests thé# the markets for var;dus staple iengtﬁs are
integrated, 1limiting Egypt’s abilityvto'act as a price—seﬁter in

its export market.

3. . The problem of Egypt’s cotton stock accumulation is a result

of overpritiﬁg rather than overproduction, except in 1980 when
evidence of overproduction was found. The Ministry of Economy
has been setting the cotteon export,pfice as if Egypt still had a
high degree of ménopoly power. Surprisingly, in the face of the
world ‘recession and the depressed cotton markets. (worid cbtton
pri#es are currentlyk J67 below thé level prevailihg 2 vyears

ago!), the export price of Egyhtian cotton "has been raised

recently.

4, Currbntly the accumulated stocks appear to be mainly the
result of an export pricing policy that is designed neither to.
maintain an optimal stock level nor to_maximize the 1long term

cotton ‘-earnings.

S Extra long staple cotton production of Egypt and Sudan
together represents a very large share of the market. As
economic integrétion plans continue, closer coordination of the
" export policies of Egypt and Sudan 'cén make- both 'couﬁtries

stronger in the world market for cotton.




6. Increasing the production of higher 'quality fabrics 1is
recommended. However, such a policy should be a part of a more
écmpréhénsive étrétegy of eprrt promotion. Tﬁe larger portion
of the net value addéd results from the production stage

following spinning.

7. Egypt’s exchange rate'pblicies contribute to the perpetuation
of inadequate cotton policies. The overvalued Egyptian Found

relative to other currencies leads to underestimating the value

of Egypt’s cotton exports, thus creating political, economic, and

bureaucratic resistance to needed agricultural pricing reform.
Given Egypt’s costé of production and the overvaluation of the
LE, the currenfly depressed world cotton marhef may - make thé
benefit of the cotton trade to Egypt appear small. However,
using an estimated true (shadow) rate of exchange, the cotton

export trade is still a socially profitable activity in Egyptian

agriculture.

Hassan A. kKhedr
Dr. Hanaa Kheir E1-Din
Dr. Mahmoud El-Adawy
Dr. Mohsen El1-Didi
Dr. John Rowntree

- December 23, 1982
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