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I. FOREWORD BY DR. SUPACHAI PANITCHPAKDI, WTO DIRECTOR-GENERAL


As requested, I am pleased to circulate and make available this compilation comprising succinct summaries of the sessions and the presentations at the WTO African Regional Workshop on Cotton, which was held in Cotonou, Republic of Benin, from 23 to 24 March 2004.  I would like to pay tribute to the 18 multilateral institutions, Canada, the European Communities, Japan, the United States, China, and the participating African countries, which participated constructively to ensure a meaningful and positive outcome.  The compilation also contains, as you will note, the "Summary Conclusions", noted by the Workshop.  


In the preparatory process for the Fifth WTO Ministerial Conference in Cancun (Mexico), Benin, Burkina Faso, Chad and Mali, with broad support, presented an Initiative on cotton.  WTO Members engaged intensively on the Initiative.  Consultations continued after the Cancun Ministerial.  The intensity of the consultations and the constructive engagement by all WTO Members, resulted in an enhanced understanding of the critical importance of the cotton sector, for the four proponent countries, and also for other African countries, as a share of economic activities, linked to macroeconomic performance and, in some cases, to their poverty-reduction programmes.  It was evident from the many consultations on the subject, that Members found it useful to view the Initiative in terms of two components:  the Trade Aspects (a subject for the broader agriculture negotiations);  and the Development Assistance Aspects.  WTO Members considered that the Secretariat had a role in facilitating a "gathering of the trade and development communities" to consider the Development Assistance Aspects of the Initiative, although it was acknowledged that the Organization was limited by resource and competence on what it could deliver on the latter.  With the co-operation and the understanding of the proponent countries, the World Bank and the IMF, the Secretariat organized the Workshop.  The results of the Workshop, as many of you who participated already know, were concrete and positive.  Essentially, it was an extraordinary gathering of the development and trade communities to tackle a specific problem.  Eighteen multilateral institutions were involved (spanning the spectrum of trade and development);  and, together with Canada, the European Communities, Japan, the United States and China, African countries interacted intensively and most constructively with a problem-solving orientation.  The Workshop outcomes justified the resources and the time invested.  The Workshop demonstrated to me the potentially huge dividends that could accrue from enhanced coordination and coherence between the trade and development communities.  This is a priority that I have pursued as Director-General and I hope that the two communities can deepen and expand on this co-operation into other areas requiring our support and attention.  


Finally, in addition to post-Workshop contacts by my staff, I am urging follow-up on an accelerated basis, as agreed with our partners from the World Bank, the African Development Bank, the ICAC, the FAO, bilateral donors, including the United States and the European Commission, and a representative of the African cotton producing countries.  Even as WTO Members remain preoccupied and continue to deal with the trade aspects within the broader agriculture negotiations, I intend to remain personally engaged with this subject in consultation with agencies and governments.
II. SUMMARY REPORT OF THE WORKING SESSIONS 

A. OPENING SESSION

MODERATOR: Chiedu Osakwe, Director, Textiles Division, WTO 

1. WTO Director-General Dr. Supachai Panitchpakdi made a statement to open the Workshop.
  Dr. Supachai stressed the importance of the Sectoral Initiative on Cotton not only for the 4 proponent countries of Benin, Burkina Faso, Chad and Mali, but also for the 26 other African countries that produce and trade cotton and for whom cotton was a vital mainstay of their national economic activities.  Action on cotton was central to the growth and poverty-reduction efforts of low-income African countries.  The Workshop was an Initiative of the WTO Secretariat.  It had been convened as a unique gathering of the trade and development communities, bringing together 18 multilateral institutions, Canada, China, the European Communities, Japan and the United States, and the 30 African countries for whom cotton was a central part of their economic activity and poverty-reduction efforts.  In pointing to the 6 objectives of the Workshop, Dr. Supachai emphasised that the Workshop was exclusively focused on the Development Assistance Aspects of the Sectoral Initiative on Cotton.  

2. H.E. Mr. Fatiou Akplogan, Minister of Industry, Trade and Employment Promotion, made a statement on behalf of Benin (the host country) and on behalf of the cotton proponent countries.
  (In attendance at the Opening Session was Benin Minister for Foreign Affairs and African Integration, H.E. Mr. Rogatien Biaou).  Minister Akplogan welcomed the timely hosting of the Workshop after the Cancún Ministerial Conference.  The proponent countries and Africa attached importance to the survival of the cotton sector in a trading system in which Africa was at a disadvantage.  Minister Akplogan underlined the importance of the major role that cotton plays in the economies of African cotton-producing countries.  The Minister was critical of trade-distorting subsidies by certain WTO developed country Members which had seriously jeopardized the competitiveness of cotton and the structure of the economies of the cotton-producing countries.  He called for urgent action to address the trade-distorting measures in the international cotton market and for international support on the development aspects such as with local processing.  The proponents and supporters of the Sectoral Initiative on Cotton considered that the Initiative "represented an extraordinary opportunity to give concrete expression to the notion of a Development Round associated with the Doha Work Programme".  

B. SESSION I:  FACTORS IN AFRICAN COTTON PRODUCTION AND TRADE 
CHAIRMAN: Uri Dadush, Director, Trade Department, World Bank 

3. The Session focused on: 

· Core presentation detailing facts on cotton production, consumption and trade trends in the 30 African countries, in the past and future prospects.  

· Factors affecting quality, efficiency and productivity in upstream and downstream production, such as infrastructure, transportation, marketing, risk management tools, farm credit/grants, producer associations, etc.  

· Data on and facts affecting intra and extra-African cotton trade.  Objective factors in inter-play in cotton price trends such as competing substitutes, the state of the global economy and government intervention, as they related to the performance of African countries.  

· Discussion by multilateral institutions and bilateral donors on approaches and issues for the preparation for cotton-sector diagnostic studies (where they do not exist) in support of cotton programmes in Africa.  
4. Mr. Dadush introduced Session I; the objective of which was to establish the facts on the basis of which the solution-oriented dialogue between representatives of the trade and development communities, at the subsequent sessions, would be based.  Mr. Dadush observed that the Cotton Initiative raised the central issue of "coherence between the trade and the development communities", which needed to be addressed for meaningful solutions to emerge.  

5. Invited background presentations were made by FAO (Mr. Shangnan Shui)
, the International Monetary Fund (Mr. Cyrille Briançon)
, ICAC (Mr. Carlos Valderrama)
, African Development Bank (Mr. Chuku-Dinka Spencer), OECD/SWAC (Mr. Karim Hussein)
 and the World Bank (Mr. John Baffes).
  

6. World Bank
 presentation focused on the critical importance of cotton for Benin, Burkina Faso, Chad and Mali, stating that cotton was of more importance to the poor than to the rich.  The presentation also elaborated on the structure of the cotton industry, price trends and policies in the international cotton market.  Presentation of the facts showed, inter alia, that cotton was declining as a share of total fibre consumption and polyester prices, long-term average cotton prices were in decline, with continued cotton price variability.  While there were no real trade barriers (such as with tariffs and quotas), there was considerable domestic support in the US, EC and China.  Taxation policy issues that needed to be addressed existed in Central Asia and amongst African producers.  Overall, the issues to be addressed included supply-side issues (improving efficiency, introduction of new technology, introducing new grain seeds, etc.), demand-side issues, and policy issues.  Therefore, the issues pertaining to cotton needed to be addressed at several levels.  

7. FAO
 presentation addressed strategies to enhance cotton contribution to the economy and food security in Africa.  The sector's contribution to economic activity was vital.  It pointed to the increased rapid expansion of cotton production in West Africa in the last 50 years.  The share of cotton output value in GDP was significant in several of the proponent countries.  Cotton was also a key source of agricultural revenue.  FAO analysis showed particular challenges for proponent countries such as slow growth in yields; minimal participation in world exports of textiles and clothing trade; and, long-term decline in world cotton prices.  FAO suggested that the focus of strategies should be targeted for the benefit and development of farmers.  Suggestions included increased income for farmers; increased production efficiency; increased marketing efficiency; assistance to enhance competitiveness of textile and clothing markets; and, diversification of export revenue base.  

8. OECD/SWAC
 re-iterated the vital importance of cotton in Africa, critical for economic mainstay, household income and poverty-reduction in Africa.  In its wide-ranging consultations with civil society and inter-governmental actors, solutions pointed to included diversification, stabilizing commodity price volatility, coherence between trade and development policies, further domestic reforms and ensuring companion policies were in place, increasing regional demand and processing.  The WTO Workshop was welcome and useful and increased transparency in the multilateral trading system.  

9. ICAC
 reviewed basic features of current cotton production and trade.  Cotton is an important industrial input.  Largest cotton producers are the US, China, India, Pakistan, Brazil and Uzbekistan.  China was currently driving global cotton demand consumption.  The US is the largest retail market in the world, consuming about 3 million tons of cotton globally.  Average cotton prices were in long-term decline.  This long-term decline was expected to continue with several complex factors at play such as subsidies, new technologies and larger hectarage dedicated to cotton for increased yields.  

10. African Development Bank (AfDB) reviewed, inter alia, Africa-specific factors affecting African cotton farmers.  It identified the impact of HIV/AIDs pandemic, factors internal to individual countries such as the structure and organization of the industry and farmers associations, and marketing challenges.  These structural issues pointed to areas where the Continent's producers of cotton could achieve further efficiency gains.  Factors exogenous to the Continent also existed and this had been addressed in previous presentations.  The AfDB pointed to solutions that would encompass increased participation of the beneficiaries, strengthening producer organizations, need to support increased mill consumption in the producing countries, and support for downstream processing.  

11. The International Monetary Fund acknowledging the usefulness of several key points already made, highlighted 4 crucial points namely, the necessity for coherence between trade and development policies; essential need for African countries to develop expertise in commodity risk management to mitigate the incidence of price fluctuations; ensuring macroeconomic stability that will engender higher growth rates; and, for countries to pursue trade and development policies in areas where they have a comparative advantage (such as the African countries have in the cotton sector).  

12. Several participants joined in the discussions.  China, EC, Malawi, Burkina Faso, Ethiopia, Zimbabwe, Angola, US, Mauritius and Côte d'Ivoire actively intervened to comment, differ, provide clarifications, stress particular viewpoints and issues, and take positions.  

13. China questioned the accuracy of World Bank figures on domestic support for cotton production in China.  China took the position that the statistics on domestic support were inaccurate and misleading.  The World Bank stated its sources.  China maintained its position.  
14. The EU underscored the value of an "integrated solution" in light of the complex factors at different levels that had been put forward in the core presentations.  Integrated solutions would seek to improve productive efficiency; reduce costs; and, protect farmers from price fluctuations with the use of market-based instruments.  In this regard, the EU will use a mix of instruments in contributing to solutions for African farmers.  These would include the Economic Partnership Agreements (EPAs), the Everything But Arms (EBA) Initiative and, transition measures.  The structural aspects (trade) of the challenges faced by African cotton proponent countries could only be dealt with within the framework of the broader agricultural negotiations at the WTO.  The EU considered that the G-20 countries had a role to play by improving market access.  The aim of the EU was to eliminate trade-distorting subsidies and remedy internal support by up to 60%.  The EU set the time-frame of 2010 to review its aims and what had been implemented.  The EU would seek to integrate the EBA within the EPAs and offer trade assistance.  

15. A range of views and points were made.  Malawi underscored the vital importance of the urgency for coherence in trade and development policies, noting that the Workshop, which was a gathering of the trade and the development communities, should provide impetus to this coherence.  It pointed to the challenges for African cotton producers posed by the "problematic" liberalization of marketing boards.  It also pointed to the disincentive for domestic producers to venture into downstream processing because of the incidence of imported second-hand (used) clothing.  

16. Burkina Faso established the link between cotton production and improved cereal production, increase in household incomes with positive results for "food security" and "poverty-reduction".  Burkina Faso acknowledged the critical importance of associated efficient policies.  In light of its own experiences, amongst others, it underlined the usefulness of support measures and assistance in the areas of conservation, better management, "green-box-type" measures in order to further support the cotton sector, vital for poverty-reduction in the proponent countries.  

17. Tanzania was concerned that the core presentations had exclusively focused on West Africa, ignoring East Africa, which faced similar problems.  Tanzania acknowledged the far-reaching and successful domestic reform efforts in the cotton sector in West Africa, particularly in the proponent countries.  Tanzania formally requested for the dissemination of the presentations and results of the Workshop.  

18. Zimbabwe and Ethiopia emphasised the supervening importance of addressing the trade-distorting subsidies with harmful developmental effects.  The Economic Commission for Africa (ECA) took the same position.  Angola requested appropriate attention in the sector to "war-torn countries".  Cotton sectoral support would assist post-conflict recovery effects.  

19. The US acknowledged the value of the core presentations and on-going dialogue, which showed a complex intersection of trade and production factors, domestic and external factors, the impact of synthetic fibres on consumption and use of natural fibres, and diseases such as HIV/AIDs.  The US acknowledged the importance of the trade issues, which were being addressed in Geneva.  As defined by the WTO Secretariat, the focus at the 2-day Workshop was on the development aspects.  The US was keen to know and have a better appreciation of the needs and priorities on the development aspects from the cotton proponent countries.  It underscored the value and the key role that the Integrated Framework for Trade-Related Technical Assistance to LDCs (IF) could play in responding to the development aspects of the Cotton Initiative.  

20. Mauritius pointed to problems and challenges with improving marketing efficiency; increasing yields, and improving quality.  At the same time, it re-iterated with others the necessity to remedy and correct trade distortions.  

21. Côte d'Ivoire expressed concern with factors impeding production in several African countries.  It emphasised the importance that African countries attached to a meaningful outcome and follow-up from the Workshop.  

22. Mr. Dadush offered concluding summary remarks.  Participants acknowledged the high quality of the core presentations.  There was convergence that West African cotton producers were competitive and that production costs were about one third (⅓) less, but returns to labour were low.  There was scope, therefore, for improved productivity.  There was agreement that the quality of West African cotton was very good and competitive.  More could be done to ensure that farmers receive a larger share of the benefits.  There was scope for increased benefits.  Returns to farmers lay in greater liberalization and achieving greater efficiency, reduction of the influence of marketing boards, deeper domestic reform at the country level, and the elimination of trade barriers and market distortions.  

C. session ii: cotton-specific types and scope for financial and technical assistance 

CHAIRMAN: Chuku-Dinka Spencer, Director, African Development Bank

23. Session II focused on: 

· Presentations by selected African countries on the forms of financial and technical assistance envisaged to support domestic efforts and programmes in individual countries.  

· Forms and types of cotton-specific financial and technical assistance included production infrastructure; improved competitiveness and quality control; strengthening producer organizations; improved cotton quality through support for improved standards; enhanced cotton support services by strengthening financial services; market support services through export promotion; and, support for value-added cotton through support for "down-stream" products in apparels and garments.  Also considered was  commodity price-risk management through market-based instruments.  

24. Mr. Chuku-Dinka Spencer introduced Session II.  He noted that the sector was complex with variations.  The objective of Session II was for focused presentations from countries to identify their areas of need.  Such presentations would enable bilateral donors and multilateral institutions to determine areas of assistance.  Mr. Spencer reviewed some of the areas that had been mentioned for cotton-specific financial and technical assistance.  Diagnostic studies set the foundation.  The re-organization of cotton producer organizations had been mentioned.  Improved competitiveness was another.  Training was critical.  Production yields and quality mattered.  Seed research, quality research and the marketing of cotton seed counted.  Financial and technical assistance would be necessary.  Mr. Spencer noted that while a cotton sector support fund had been advocated, in reality the creation of agricultural insurance may be better for stabilizing farmer's incomes.  

25. Benin and Burkina Faso presented broad areas of development assistance support for the proponents.  Benin noted the considerable reform that had taken place in the sector in the proponent countries, including Benin.  Studies had shown that cotton prices and the sector were near collapse because of the trade-distorting subsidies.  Development assistance was therefore urgently needed while trade-distorting domestic support and export subsidies were being eliminated.  

26. The broad areas identified by Benin and Burkina Faso included: 

- production infrastructure, silos storage, quality-testing laboratories to comply with international standards and financial/technical assistance for cotton projects; 

- improvement of production yields; 

- transportation for inputs and for final products; 

- consolidation of support services, such as market support measures, finance, credit, trade promotion, etc; 

- training for the staff of cotton-producing enterprises; 

- improvement of competitiveness and strengthening of management techniques; 

- support for diversification; 

- support for research, particularly for the establishment and management of National Cotton Research and support for agricultural research institutions; 

- awareness programmes for farmers; and, 

- Stability Fund (fonds de soutien) for managing price instability and guaranteeing minimum prices; and financial credits and funding for agricultural inputs.  

27. Several other countries and agencies intervened to underscore the areas identified by Burkina Faso for the proponents and to elaborate on specific points.  Egypt emphasised the marketing of cotton plants and seeds as a useful way of improving cotton sector competitiveness.  Cotton research and extension were necessary to improve yield.  This would involve introduction of high yield varieties, the use of herbicides and training programmes for research staff.  Cotton production and seed ginning were areas to which Egypt and several other countries attached importance.  Development assistance for African countries was essential, as a first step, in off-setting developed country subsidies.  Mali, one of the cotton proponent countries, underlined the urgency for Africa to increase scale economies.  Accelerated regional integration was a critical approach that would enable Africa to address the issues and meaningfully respond to the proposals in the "Sectorial Initiative on Cotton".  Mali recommended the creation of a Regional Research Programme.  Support for added-value cotton-processing industries was part of the solution.  Downstream, value-added industries needed to be envisaged over the medium to the long-term, between now and 2010.  A support fund for price stability was essential.  Niger pressed the case for the fonds de soutien; suggesting that the funding could come from banks, bilateral donors, and others (although, previously, funding came from cotton sales).  Sudan supported the suggestion by Mali for added-value processing industries, particularly for financial and technical assistance in the rehabilitation of textile industries.  In addition, the representative of Sudan also suggested financial and technical assistance for production infrastructure, irrigation structures, and the extension of credits to farmers.  He underscored the urgency for improved donor coordination in the delivery of technical assistance; and,  market access improvements for cotton.  

28. The World Bank
 suggested that it would be useful to explore opportunities for collaboration at the regional level in order to address the challenges posed for small, isolated national systems.  A regional cotton technology programme would be useful.  National cotton organizations needed federation at the regional level.  Regional organizations like ECOWAS and WAEMU would have to play critical roles in this process.  Diversification of export channels, support for downstream activities, income and price stabilization institutions would contribute to finding solutions.  Quality and certification systems needed improvement.  Domestic reforms needed to be maintained and pursued.  

29. There was an extensive discussion at this session on the merits and demerits of stabilization funds, with most taking the view that market-based instruments such as commodity price risk instruments were more efficient and reliable in dealing with commodity price fluctuations.  The view was also expressed that if stabilization funds were to exist, they could only be best managed by the producers themselves rather than by governments.  

D. session iii:  roles and contributions of multilateral institutions 

CHAIRMAN: Ambassador Henrik Iversen, Permanent Representative of Denmark, Geneva 
30. Session III focused on: 
· Presentations by invited multilateral institutions, their roles and the concrete opportunities they offered for financial and technical assistance.  

· The considerable activities by multilateral institutions and bilateral donors around the Integrated Framework for Trade-Related Technical Assistance to LDCs (IF), the Poverty Reduction Strategy Papers (PRSPs), and other mechanisms for cotton-specific financial and technical assistance within agency country programmes.  

· Ideas and views on scope for improvement were expressed by African cotton proponent countries, African regional  organizations, and bilateral donors.  

31. The World Bank
 led the contributions by agencies at this Session.  In doing so, it focused on four key areas, namely: i) reviewing the basic features of the global cotton market and their implications for remedial action; ii) suggesting general principles; iii) identifying specific actions; and, iv) suggesting possible next steps.  

32. The World Bank characterized and reviewed the main features of the global cotton market, the understanding of which would provide a good basis for targeted financial and technical assistance.  It noted that the global cotton market was currently defined by slow growth in demand; rapid productivity growth; increased supply by new entrants; downward price trends and price volatility.  Although West Africa was competitive with low wage labour costs and high cotton quality yields, it was likely that the challenging cotton market situation for exporting countries, particularly those in Africa, would become tougher.  To respond to this tough and challenging situation, rapid progress was essential in the agricultural negotiations.  Furthermore, the pace of domestic reform needed to be stepped-up, matched with assistance at the country level by donors and agencies.  

33. General principles around which reform were to be undertaken and assistance provided were suggested.  In this regard, the World Bank identified the Poverty Reduction Strategy Papers (PRSPs) as the basis for overall country strategies.  Direct assistance to farmers was essential.  Regional synergies needed to be exploited in order to reduce the costs imposed by small, isolated holdings and hence achieve scale economies.  The role of the private sector needed enhancement.  Reliance on market-based instruments was indispensable.  Specific action was recommended.  These included principally enhancement of productivity; increased quality standards; exploration of downstream production niches; improvement of trade facilitation and logistics; and, continuation of the process of domestic reform.  To pursue recommended action, possible next steps suggested were specific donor-coordinated initiatives; the careful preparation of diagnostic trade and sectoral integration studies; and, a business plan for a "donor-country joint initiatives".  The World Bank suggested that a follow-up conference may be useful to this end.  

34. The African Development Bank
 intervened to state that its work was based on the PRSPs, from which the AfDB developed its Country Strategy Papers (CSPs).  The Bank based its CSPs on PRSPs because it is in the latter that countries define their priorities.  The CSPs set out priority areas of AfDB in individual African countries over a 3-year period.  As part of its work, the AfDB financed projects, programmes and studies.  In doing so, it informed the Workshop that the AfDB financed trade projects, and could finance cotton-related projects.  The AfDB hinted that it was about to embark on the preparation of a "multinational project on cotton for the major cotton-producing countries in West and Central Africa".  Furthermore, in its work, the AfDB assisted governments with the process of de-centralization and de-regulation.  The AfDB would endorse, as suggested, a coordinated, monitored initiative.  
35. UNCTAD
 observed that commodities presented special problems that needed to be addressed.  Competitiveness was essential, but not all.  The problem was when markets do not function properly, and distortions prevent the market from correcting itself.  Market distortions needed to be addressed and eliminated.  In addition to addressing "market access", the issue of "market entry" also needed to be addressed.  UNCTAD also subscribed to the analysis that West African countries have a competitive advantage in cotton.  In seeking solutions and measures to assist cotton producers in West and Central Africa, account needed to be taken of the fact that cotton was a finance-intensive sector.  It may be necessary also to mobilize financing from capital markets.  To this end, the role of the private sector would be necessary.  The JITAP, as a technical assistance delivery mechanism, around which agencies and bilateral donors had coalesced and which had produced good results, had a salient role to play.  The representative of UNCTAD suggested that that UNCTAD was considering ideas on the establishment of an International Task Force on Commodities and an International Diversification Fund.  
36. UNDP linked human development to trade policies.  It noted that trade-distorting subsidies needed to be subjected to disciplines.  Financial and technical assistance were imperative to assist African countries.  The Integrated Framework provided a useful mechanism for the delivery of trade-related technical assistance in the areas where country priorities had been reflected.  The areas for capacity-building included negotiation and interpretation of trade agreements, and incorporation of trade policy and priority areas in development plans.  
37. The International Trade Centre (ITC)
 informed the Workshop that it had no significant work at the moment, because much of its work and the technical assistance it delivered were demand-driven.  Technical assistance delivered by ITC was on the basis of needs assessments, which could be either at national, sub-regional or regional level.  However, it would need to receive specific demands and it would require resources to provide such assistance.  Some of the areas where it could provide such assistance were in the production of a Cotton Guide, market studies, etc.  Furthermore, the Integrated Framework and the JITAP in which the ITC participated would be useful and relevant in responding to the technical assistance needs of the African cotton-producing and trading countries.  
38. The International Monetary Fund pointed to the paper prepared and circulated for the Workshop.  The Fund addressed the question of how the international community could best respond to the mix of short and long-term difficulties faced by cotton-producing countries and the policy responses needed from the countries themselves.  The Fund stated that it would continue to press industrial countries to eliminate agricultural subsidies, including for cotton, and to open their markets to products coming from low-income countries.  The Fund would also consider other possibilities for support.  The Poverty Reduction and Growth Facility (PRGF) of the IMF was its main instrument and framework for supporting low-income countries.  IMF programmes reflected the priorities outlined in the PRSPs.  Arrangements under the PRFG support governments' macroeconomic programmes directed at achieving sustainable adjustment in response to balance of payments difficulties of a structural character.  Thus, PRGF-supported programmes provided a consistent framework for integrating macroeconomic and structural policies that will contribute to enhancing prospects for sustainable growth and reductions in poverty.  The Fund emphasised that while its Articles of Agreement prevented it from providing specific sectoral assistance, it could support countries facing balance of payments shocks, including those emanating from the cotton sector.  Furthermore, Fund staff were also considering how the needs of cotton-dependent countries could be given more explicit recognition.  The Fund informed the Workshop that, for instance, in 2001, with the fall in cotton prices, the Board of the IMF authorized an augmentation of Mali and Chad's access to PRGF resources.  
39. The Fund noted that problems associated with previous attempts to support cotton producers have illustrated the urgent need for deeper, longer-lasting and more predictable approach to reform and assistance.  The consensus was for a reform strategy to increase producers' participation in management of the cotton sector, improve the share of export earnings received by producers, reduce systemic risk, and improve governance.  In accordance with its mandate, the World Bank was leading the process of reform in this area.  Some of the structural measures needed involved:  i) shifting to the private sector the non-core activities of the cotton parastatals – such as extension services, transport activities, purchase and distribution of inputs, marketing of seed cotton, etc; ii) reinforcing the capacity of farmer associations; iii) greater competition by opening up the sector to private ginneries, etc.; iv) developing appropriate risk management strategies, particularly methods for reducing the risks associated with commodity price and exchange rate fluctuations.  
40. The IMF was also providing appropriate support under the Integrated Framework.  
41. The FAO highlighted areas to be accorded priority such as product-quality improvement; improvement of productive efficiency; strengthening the capacity of involved countries for implementing trade policies; preparing national and regional cotton studies; and, down-streaming processing industries to achieve value-added.  The FAO also indicated its willingness to be joined and to participate in follow-up activities to the Cotonou Workshop.  

42. UNIDO
 observed that there was wide scope for technical assistance to the cotton proponent countries, but the key issue was the scarcity of resources and funding.  The countries that were dependent on cotton needed to be assisted with value-added.  UNIDO was pursuing a "Triple C" strategy to assist countries to "compete, conform and connect".
  
43. Ethiopia, Burkina Faso, Chad, Côte d'Ivoire, Guinea, and Senegal intervened to underscore several points: the critical dependence of the participating countries on cotton production and trade; the importance of eliminating trade-distorting measures; the urgency for technical and financial assistance; the dire need for trade credit and finance; and, the vital importance of the role of multilateral institutions gathered in Cotonou as well as the role of the bilateral donors.  They called on the multilateral institutions and the bilateral donors to do more.  Intervening countries were strongly unanimous at the end of the Workshop that concrete action was required.  Several, repeatedly, pointed to support for processing industries to add value such as in textiles and clothing in order to more effectively address harmful effects of commodity-dependency.  Institutions and donors were repeatedly urged to "demonstrate goodwill".  
44. In the interactive discussions, agencies: DAC/OECD, the West African Development Bank (BOAD), the Economic Community of West African States (ECOWAS), the Economic Commission for Africa (ECA), the African Development Bank (AfDB), and UNIDO intervened to contribute, clarify issues, respond to questions posed, and pose questions themselves.  West African Regional institutions requested for assistance to build regional synergies and achieve scale economies.  
45. The AfDB responded to questions on trade finance and credit to inform Workshop participants that through its private sector window, it provided lines of credit and trade finance, including for inputs, agro-industries, and processing industries.  It also provided assistance in trade capacity-building.  The AfDB, cautioned against any "rush to establish task forces" on cotton or commodities.  It suggested that the FAO was working in this area, had task forces and should be consulted.  
46. The West African Bank for Economic Development stressed the paramountcy of building regional synergies.  It took the strong position that "individual countries should not be allowed to create its own national industries, except on a regional or sub-regional basis". Strengthening the private sector was underscored as a priority.  
47. The DAC/OECD urged greater donor coordination; pointed to the policy-relevance and value of the use of the Integrated Framework in mainstreaming trade into PRSPs and national developments.  The DAC/OECD representative drew the attention of the Workshop to DAC Guidelines for Trade Capacity Building and its relevance in assisting African countries faced with challenges in the cotton sector to respond to those challenges.  He joined the unanimous strain of voices in urging a shift from individual country efforts to building regional synergies in the cotton sector.  Africa could meet the competitive challenges better on a regional, rather than on a national basis.  
48. UNIDO urged attention to the necessity to support SMEs without collateral.  The ECA asked the US and the EU how they would have dealt with "stabilization of farm prices" within the US Farm Bill and CAP respectively.  
49. The EC and the US offered comments.  The EC drew attention to the mandate and work of the European Investment Bank.  The financing facility of the European Investment Bank will be available shortly.  ACP countries could contact the European Commission.  The reason that Africa has not been able to transform upstream cotton inputs into downstream value-added products is because of the lack of investors and investments.  Africa needed to address this challenge and respond to the issues by improving the environment for investments and investors.  This was a question that Africa needed to address itself.  The United States considered that it was essential that officials from the Finance and other relevant ministries were brought into the process of identifying national economic priorities, including in the targeted efforts to revamp the cotton sector.  Doing so would ensure coordination and that the relevant government ministries/departments moved in the right direction.  The United States also made the point that several of the African countries faced with challenges in the cotton sector were Highly Indebted Poor Countries (HIPC).  Therefore, there was also a need to ensure that debt levels are manageable and sustainable.  

Conclusion: 

50. To conclude, the Session Chairman underscored four points which he observed were self-evident from the intense, constructive presentations and exchange of views, namely: 
· the necessity for urgent solutions in a sector with systemic implications for Africa; 

· the requirement for a coordinated and collective effort, having regard to the fact that no individual agency or bilateral donor could, on its own, effectively respond to the challenges faced by the cotton-dependent countries in low-income, HIPC in Africa; 

· the vital necessity for involved African countries to seek to achieve scale economies through building regional synergies; and, 

· the considerations that solutions would neither be immediate nor automatic, but "work in progress".  

E. session iv:  roles and contributions by bilateral donors 

CHAIRMAN: Ambassador Henrik Iversen, Permanent Representative of Denmark, Geneva

51. Session IV focused on: 

· Contributions by bilateral donors in which they provided indications of existing concrete opportunities and scope for further financial and technical assistance in support of the involved African countries; and, 

· An exchange of views on the question of "institutional coordination of financial and technical assistance" and "follow-up arrangements after the Cotonou Workshop".   
52. The EC
 contributed by identifying on-going assistance; and, pointed to the proposals that it had circulated on an "EU-Africa Cotton Partnership", reflecting expanded opportunities.  The proposals still had to be approved and endorsed by EU Council.  The EU representative highlighted several key elements of the proposal under consideration.  Broadly, the proposals were aimed at mitigating commodity shocks, although there were specific proposals on cotton.  The proposals included elements on national cotton strategies; investments for the cotton sector; value-added and processing at the national level; and, strategies and methods for reducing commodity price risk vulnerability.  On the latter, several possibilities were being explored such as the co-financing of premiums for market-based instruments.  Consideration was also being given to a universal cotton classification system.  It was noted that there were existing instruments with several of the involved countries for cotton sector assistance.  The EU had invested considerably over time in the sector and related areas.  The EC representative informed Workshop participants that Economic Partnership Agreements (EPAs) were under negotiation.  In light of the cotton priorities that they had been raised by the African countries, the negotiations would now also have to take account of how the EPAs could be effectively used to take account of priorities on cotton.  To this end, negotiations would seek greater effectiveness in trade facilitation and increased investments.  The EC signalled that invitations would be circulated for a meeting in Paris in the second week of June on the, "EU-Africa Cotton Partnership".
  

53. The United States
 contributed significantly at both a policy level and at the level of actual programme opportunities.  It described existing assistance and explained opportunities for expanded US assistance.  The US recalled that the Workshop resulted from General Council consultations in Geneva.  The Workshop was essential for several reasons, more so because if was a necessary gathering of trade and development communities to enhance coherence and coordination.  The urgent need existed for greater coordination amongst ministries/departments of trade, finance and agriculture.  Reflection of cotton-sector priorities in country PRSPs was necessary in order to provide scope for bilateral donors to respond to identified priorities.  The United States had established the Millennium Challenge Account (MCA), with "new" (additional) money in the Account.  The Board of the MCA was composed of broad representation.  The United States Permanent Representative was also a Member of the Board of the MCA, which ensured that, inter alia, trade issues and concerns would be taken into account in project and programme approval.  The US noted that already 63 countries had secured approvals in Fiscal Year 2004.  African countries present at the Workshop with cotton priorities were encouraged to apply to the MCA.  

54. Also, the United States
 re-iterated its strong support for the Integrated Framework.  It informed the Workshop that the United States would assume one of the rotating bilateral coordination positions in the IF in the month of May.  In addition, significant opportunities existed in US bilateral programmes, including but not limited to such areas as:  increasing productivity; value-added; trade facilitation; and new technology (a workshop will shortly be organized in Ouagadougou on new technologies).  The US was committed to working and supporting the efforts of African countries in the cotton sector in several ways.  It would contribute through support for the development of regional markets; and, information systems in Africa.  Regional hubs would be used.  Support would be provided for the development and strengthening of value-added.  The Workshop was informed that the 4 cotton proponents (Benin, Burkina Faso, Chad and Mali) would visit the United States in the summer.  The United States was also committed to working through the PRSPs.  The US was hopeful that the Workshop and its outcomes would provide positive impetus to move the Doha Development Agenda (DDA) forward.
  

55. Japan's
 contribution focused on existing assistance.   Japan explained the process for the Tokyo International Conference for African Development (TICAD).  The 1993 Tokyo Conference initiated "a continuing process of support for Africa and consensus-building around African development priorities".  The basis of Japanese policy towards Africa, constructed on the foundation of TICAD, revolved around the pillars of growth, poverty-reduction and integration of Africa into the global economy.  The Japanese representative conveyed that opportunities existed within the TICAD process and framework to support African countries facing challenges in the cotton sector.  For instance, during TICAD III (autumn of 2002), Prime Minister had committed US$ 5 billion over 5 years for assistance in areas such as health and medical care, education, water, food assistance, etc.  Japan's Official Development Assistance (ODA) for Sub-Saharan Africa stood approximately at US$ 850 million per annum.  Also, Japan provided assistance to LDCs.  This assistance was mobilized around and delivered to areas of basic human needs such as water supply, health and medical care, basic education and rural development.  The representative of Japan stressed that, "These projects surely made substantial contributions to LDCs' economic and social development, including cotton production".  On market access for cotton, Japan stated that duty-free, quota-free market access was assured in Japan for imports of African cotton.  Nonetheless, Japan noted that in spite of duty-free, quota-free market access, Japan's imports of African cotton was declining, which suggested that price was not the only factor at play for importers.  Finally, the Japanese representative informed the Workshop that Japan would organize, together with the World Bank, in November 2004, the "TICAD Asia-Africa Trade and Investment Conference".  It made clear African and country ownership was a key element in identification of priorities and accessing financial and technical support.  It cautioned that although needs could be infinite, resources were finite.
  
56. Canada's
 contributions focused on existing assistance.  Canada stressed the importance of complementarity between trade and development policies.  African development was of particular importance for Canada, reflected in the fact that 50% of the new budget of the Canadian International Development Agency (CIDA) was allocated to Africa.  Canada's resources for African development were earmarked for priority areas such as HIV/AIDs and education.  Canada was involved in environmental and agricultural projects, including those related to cotton.  Canada was running a project in West Africa to support skills development for West Africa's agricultural leaders.  This project would enable agricultural managers to gain a better understanding of the issues at stake and be better represented at WTO Trade Negotiations.  Canada was contributing to a World Bank project in Benin to facilitate the privatization of cotton producers.  There was Canadian support for two World Bank structural adjustment credit projects in Chad and Mali aimed at restructuring the cotton sector in these two countries.  In Mali and Burkina Faso, there were other projects, enabling agricultural producers to play a more active role in the cereal sector and organize food industries in order to obtain fair prices for their products and boost production capacity.  In addition, Canada provided strong support for multilateral organizations like OAM, UNCTAD and ITC, more directly and effectively involved with agriculture and cotton.  Canada re-stated its strong policy and financial support for the Integrated Framework and the JITAP.  The IF and the JITAP were focused on providing support for countries in areas the countries themselves identified as priorities.  Canada considered that for aid to be effectively used in priority areas, national and international policy coherence was crucial.
  
57. China's contributions to the Workshop on the development aspects of cotton were highlighted in three areas, namely: i) the significant rise in its cotton import demand from the African region; ii) elimination of export subsidies on cotton at its WTO accession; and, iii) development assistance provided by China to African countries.
  
58. On increased import demand, China informed the Workshop that cotton exports from the four cotton proponent countries (Benin, Burkina Faso, Chad and Mali) increased from US$ 20.6 million in 2002 to US$ 131.73 million in 2003.  Disaggregated, cotton imports from Benin increased 3 times to     US$ 68.25 million; cotton imports from Chad increased by 85% to $ 2.8 million; cotton imports from Mali grew 18 times to US$ 28.32 million ; and, cotton imports from Burkina Faso increased 47 times to US$ 32 million.  
59. China emphasised that it was providing development assistance to many African countries, even though itself was a developing country.  It informed the Workshop that over the decades, it had built over 714 turn-key projects in 48 African countries, of which 134 were agricultural projects.  On the DDA, China supported calls for reduction of trade-distorting domestic support, with substantial reduction by developed Members.  China also called for the elimination of all forms of export subsidies.  
60. This Session on "The Roles and Contributions by Bilateral Donors" similar to the previous Session on "The Roles and Contributions by Multilateral Institutions", generated intensive discussions and exchange of views.  Country participants (Benin, Chad, South Africa, Malawi, Uganda, Ethiopia, and the EU) and Organizations (African Union and the West African Economic and Monetary Union) intervened to interact on several points of the contributions, emphasise particular issues, and make appeals for progress.  

61. Chad
 welcomed the sincerity of positions and the transparency of contributions at the Workshop, and considered that progress per se had been made.  Chad believed that compromise could be achieved on some of the more complex issues still outstanding.  Chad was encouraged by the positions and contributions of the EU and the United States and their expressed willingness to assist to support cotton-specific financial and technical assistance.  

62. South Africa
 set out several elements.  It noted that although the multilateral trading system was the only sustainable system for "a fair market-oriented trading system", vital market access was not enough.  South Africa was impressed by the range of proposals and offers by multilateral institutions; each had a valuable offer to make to address the challenge faced by cotton-producing and trading African countries.  Similarly, South Africa was impressed by the donors, their sincerity of efforts and their expressed willingness to address a serious issue, including through bilateral donor coordination.  Coherence at the local and national levels were necessary if progress was to be made.  And NEPAD offered a framework for such coordination.  Coherence was urgent and the mechanisms of the NEPAD, the IF, the JITAP, with the WTO, offered such opportunities.  The Cotonou gathering of the trade and development communities offered the opportunity to make progress, to strengthen the WTO as an institution and to achieve coherence on a specific trade development challenge.  South Africa joined those who earlier had noted that development was a long-term process and there were no quick solutions.  

63. Malawi, while it acknowledged that there was considerable overlap and wastage of resources for financial and technical assistance, it urged bilateral donors to enhance coordination.  Benin, while it acknowledged the value of the contributions made, urged more positive contributions.  Ethiopia considered that the existing opportunities articulated, contributions identified and the expectation of future assistance had created a win-win situation.  Uganda proposed the establishment of a Fund that would lend at low interest rates to cotton farmers in Africa.  

64. The WAEMU considered that a degree of progress had been made.  They stated that follow-up was important and that this should not be another missed opportunity.  

F. concluding session 

CHAIRMAN: Deputy Director-General Dr. Kipkorir Aly Azad Rana 

65. DDG Dr. Rana reviewed the presentations and discussions made over the two-day Workshop.  Dr. Rana summarized the outcomes from the various 4 substantive Sessions of the Workshop.  Dr. Rana circulated the draft of Summary Conclusions and Outcomes from the Workshop, on the Secretariat's responsibility.  

66. Mauritius
, as Coordinator for the WTO African Group, in Geneva, and Benin
 (on behalf of the host country and the 4 cotton proponent countries) intervened.  

67. Mauritius considered that progress had been made.  It underlined the vital necessity for concrete follow-up.  

68. Benin expressed appreciation to WTO Director-General Dr. Supachai Panitchpakdi for the initiative in organizing the Workshop.  Benin considered that an important step had been taken and that the results of the Cotonou Cotton Workshop would contribute in "unblocking the Agriculture Negotiations in Geneva".  The Cotonou Workshop was an important and positive first step.  The Cotton Proponent Countries would be patient.  

69. The Workshop took note of the Summary Conclusions and Outcomes of the WTO African Regional Workshop on Cotton (subsequently circulated in document WT/L/564).  
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III. OUTCOMES - SUMMARY CONCLUSIONS 

70. We have now come to the end of the 2-day WTO Secretariat organized African Regional Workshop on Cotton.  Following two days of productive discussions, several remarks are hereby offered on the responsibility of the Secretariat.  

71. The Workshop was opened by WTO Director-General Dr. Supachai Panitchpakdi.  Minister Akplogan, of Benin, host country Minister for Industry, Commerce and Employment Promotion,  delivered introductory remarks on behalf of the proponent countries of the Sectoral Initiative on Cotton.  (Mr. Rogatien Biaou, Benin Minister for Foreign Affairs and African Integration was present at the Opening Ceremony).  

72. There is no doubt that the discussions at the Workshop were intensive, constructive and positive.  Participants agreed that the presentations were of high quality and the interventions amongst participants in the various sessions reflected seriousness of purpose, realism and a new sense of pragmatic engagement.  In their interventions, participants unanimously welcomed the initiative by the WTO Secretariat in organizing the Workshop.  It was felt that the Workshop was an important confidence-building measure between the 4 proponent countries,
 the 26 involved African countries,
 the 18 multilateral intergovernmental institutions,
 and the representatives of Canada, the European Commission, Japan, the United States and China, all of whom were represented at very high levels.  The Workshop was well attended with 150 registered participants, who acknowledged that the Workshop was an important and necessary gathering between the trade and development communities and was a concrete expression of efforts by all participants for improved coherence between the two communities.  

73. Following the Opening Ceremony, there were 4 sessions.  Session I on Factors in African Cotton Production and Trade was chaired by the World Bank.  Session II on Cotton-Specific Types of Financial and Technical Assistance was chaired by the African Development Bank.  Session III and IV on the Roles and Contributions of Multilateral Institutions, and Bilateral Donors respectively, were chaired by Ambassador Henrik Iversen, Permanent Representative of Denmark, in Geneva, and Chairman of the Integrated Framework for Trade-Related Technical Assistance to Least-Developed Countries.  

There was acknowledgement of the systemic importance of the cotton sector for the involved countries and in its linkage, in several of the countries involved, to their overall macroeconomic performance. Presentations and subsequent exchange of views established the vital importance of cotton production, consumption and trade for African countries in light of the sector's significant share in GDP, as a share of total merchandise and agriculture exports.  Many households are dependent on the cotton sector and there was an urgent need to respond, in an integrated manner, to 

74. the challenges faced by African countries in this sector.  The sector was linked to the poverty reduction efforts in several countries, particularly through the income of farmers.  The point was made that cotton production improved cereal production, hence contributing to food security.  

75. African cotton was of very high quality and had comparative advantage.  At the same time, the facts made evident that the global cotton market was characterized by slow demand growth, rapid productivity growth, new entrants into the market, downward price trends and price volatility.  Some presentations suggested that there was the likelihood of the continuation of this trend.    

76. The principal focus of the Workshop was on the Development Assistance Aspects (comprising of financial and technical assistance) of the Cotton Initiative.  The Workshop presented a first opportunity for all the relevant stakeholders to meet in a meaningful dialogue on the Development Aspects of the Cotton Initiative.  This exercise has produced useful results.  

77. To set the basis for discussions, following presentations by the World Bank, the IMF, the African Development Bank, the OECD/SWAC, the International Cotton Advisory Committee, the Food and Agricultural Organization, participants at the Workshop exchanged views on the complex range of factors influencing African cotton production, consumption, trade and price trends.  The presentations made evident that these factors were both internal and external to the involved countries.  They included internal taxation policies, decline of cotton as a share of total fibre consumption relative to chemical fibres in textiles and clothing, new technologies, increased transgenic varieties, internal structural difficulties (trade and finance) within individual countries, the impact of HIV/AIDS, and external trade barriers, particularly trade distorting government intervention.  

78. Although the Workshop focused on the Development Aspects of the Cotton Initiative, it was frequently underlined that the optimal and comprehensive response lay in coherence between trade and development policies.  There was a balanced consideration of all the objective factors in complex interplay.  In considering these factors and in focusing on the Development Aspects, participants felt that the trade aspects could only be meaningfully and effectively addressed within the broader DDA agricultural negotiations, while preserving the focus on cotton in doing so.  At the same time, a propos the Trade Aspect, the point was made that consultations would be required with the proponent countries before a definitive decision is taken on how to address this matter.  

79. The Workshop dedicated considerable time to exploring the necessary mix of approaches, policies, and areas of focus for effectively addressing the Development Aspects of the Initiative.  

80. The intensive interaction amongst participants reflected a valuable and policy-relevant exchange of views.  Expectations and needs were expressed.  These were considered in an exchange pointing to the necessity for a realistic adjustment of such expectations.  There were suggestions for the establishment of a stabilization fund (fond de soutien) to respond to price fluctuations.  There were also suggestions for greater reliance on and use of market-based mechanisms such as credit guarantee schemes, agriculture insurance, co-financing of premiums on a market basis, etc.  There was also a strong convergence to base solutions within existing mechanisms.  The pay-off in working within existing mechanisms would start almost immediately.  Costly and tedious bureaucracy would be avoided.  Focus and efforts would be intensively dedicated to the substance of financial and technical assistance.  Furthermore, the critical distinction was made between the mere institutional formality of a "fund" per se, on the one hand, and the real issue of "funding", on the other.  In addition, there was explicit reluctance amongst the vast majority of intergovernmental multilateral institutions and bilateral donors to work outside of existing mechanisms.  

81. Against this background, there were several useful outcomes and areas of convergence: 

82. Participating intergovernmental multilateral institutions, as well as clearly identifying existing programmes for financial and technical assistance, provided positive indications of additional financial and technical assistance in their areas of competence.  

83. Bilateral donors and partners also very clearly identified existing and new programmes for financial and technical assistance and provided as well positive indications of additional financial and technical assistance.  Furthermore, in this regard, inter alia, the EU provided information on its proposed EU-Africa Partnership for Cotton Development; and, the United States on its Millennium Challenge Account.  Japan provided information on opportunities under the TICAD.  Canada also provided information on its support for trade-related technical assistance to Africa, including through multilateral institutions and mechanisms.  China provided detailed information to demonstrate its contributions through significantly improved demand for African cotton.  An appeal was made for enhanced donor coordination, harmonization and synergies for the avoidance of duplication and overlap.  

84. Broad and specific outcomes, for follow-up action, were evident in three distinct areas, namely: i) areas of focus; ii) delivery mechanisms for cotton-specific financial and technical assistance; and, iii) enhanced coordination and follow-up arrangements.    

· Areas of Focus: Drawing on the abundant lessons of development and trade capacity building, there was support for the position that the effective delivery and the meaningful absorption of cotton-specific financial and technical assistance depended on well prepared sectoral (or economy-wide trade) diagnostic integration studies.  On the basis of proper diagnostics (which already existed in several cases), financial and technical assistance would then be targeted, as appropriate,  to such areas like: 

- Continued cotton sector reform, including the improvement of domestic competition in production, distribution, buying and selling – legislative framework for investors – in order to achieve increased market efficiency; 

- Production-related support – strengthening cotton production methods; infrastructure improvement; support for producer organizations; increasing yield with new cotton varieties; 

- Commodity price risk management strategies through the use of market-based instruments; 

- Macroeconomic safety nets by relevant institutions; 

- Support for quality control and standards in cotton production; 

- Enhancement and support for cotton sector support services & product sector strategy development; 

- Export promotion and market support services; 

- Support for diversification and down-stream value-added production in textiles and apparels.  (A case was made for assistance in resuscitating the cotton sector in countries that have experienced civil conflict and war); 

- Establishment of Regional Cotton Technology Programmes; Regional Research Programmes; and, Regional Capacity Building Programmes (to be implemented by regional bodies such as the ECOWAS and the WAEMU within the framework of NEPAD); 

- Support for the rehabilitation of textile and clothing mills.  

· Delivery Mechanisms - Use of Existing Mechanisms: The preference was widely held for the use of existing mechanisms in the delivery of financial and technical assistance.  This position was itself based on the consistently held position by many developing countries for enhanced coordination within the development community in the delivery of financial and technical assistance, and the avoidance of the confusing proliferation of overlapping mechanisms.  There was a reluctance for the creation of new international bureaucracies and a preference for the more effective use of existing institutions.  Bilateral donors and multilateral institutions considered that synergies should be built, with enhanced coordination, around the Poverty Reduction Strategy Papers (PRSPs) or national development plans, and the African Development Bank's Country Strategy Papers (CSPs), which are derived from priorities reflected in the PRSPs.  Bilateral donors and multilateral institutions were in support of the accelerated use of the Integrated Framework for Trade-Related Technical Assistance for LDCs, and the Joint Integrated Technical Assistance Programme for African Countries (the JITAP).  On such a fast-track basis, eligible countries would have the IF (for LDCs) and the JITAP (for African countries) used as the mechanisms for mainstreaming cotton-specific financial and technical assistance into the development vehicles of their PRSPs or national development plans and Country Strategy Papers and for delivering such assistance.  

· Enhanced Coordination and Follow-up Arrangements: The specific issue of enhanced and focused coordination between bilateral donors and multilateral institutions was carefully considered, keeping in view the urgent necessity to retain the momentum and follow-up on the identified areas of financial and technical assistance after the Workshop.  It was felt that coordination would need to take account of 4 crucial factors: knowledge of the region; poverty reduction targets, jurisdictional competence of the subject matter; and, bilateral donor partner support.  As a result, there was broad support that the immediate follow-up process of coordination and implementation after the Workshop would be actively led by the World Bank, the African Development Bank, the ICAC, the FAO, bilateral donors including the United States and the European Commission, and one representative of the African cotton producing countries.  

- In support of these ends, it was felt that development agencies should be immediately involved in the implementation of the outcomes of the Workshop.  To this end, the WTO Secretariat will communicate the outcome of the Workshop to the Development Assistance Committee of the OECD Secretariat – the institutional forum for development agencies – and to request their appropriate follow-up and provide information; 

- The WTO Secretariat would enhance the OECD/WTO database to reflect current projects, subsequent follow-up, and implementation results.  

85. It was noted that the implementation of both the broad and more specific outcomes would be work in progress.  The WTO Secretariat would report on the outcome to the WTO membership.  A full report of this Workshop will be compiled and circulated, with an annex of presentations, to all participants.  

IV. PROGRAMME 

Background 

86. As part of its 2004 Technical Assistance Plan, the Secretariat of the World Trade Organization will organize an African Regional Workshop on Cotton, in Cotonou, Benin.    

87. This African Regional Workshop on Cotton is being organized in response to the Sectoral Initiative on Cotton, proposed by Benin, Burkina Faso, Chad and Mali.  Consultations on the Cotton Initiative took place, prior to the WTO 5th Ministerial Conference and during the meeting at Cancún.  In the consultations amongst the WTO membership, post-Cancún, the Cotton Initiative was identified as one of the four areas of work where WTO Members should concentrate to re-start the negotiations.  Consultations are focused on two substantive areas, namely the Trade Elements of the Initiative and the Development Aspects.  While the substantive Trade Elements are for Members to address in the negotiations, the purpose of this Workshop is different, but complementary.  The purpose is exclusively focused on the Development Aspects, particularly the scope and opportunities for financial and technical assistance.  Such opportunities go beyond what the WTO on its own can deliver and which would involve coordination with bilateral donors and relevant multilateral institutions.  

88. It is also expected that this regional workshop will contribute to a more focused understanding of some of the policy issues underpinning the Cotton Initiative; enhancing clarity in the opportunities for financial and technical assistance and the institutional coordination of such assistance.  Furthermore, the workshop will encourage confidence-building; and, enable participants to build on their synergies to complement the trade aspects of the Initiative.  

89. Therefore, the workshop will specifically focus, inter alia, on the following: 

(i) Importance of cotton production and trade for African countries; 

(ii) Factors in African cotton production and trade; 

(iii) Cotton-Specific Forms of Financial and Technical Assistance; 

(iv) Roles and Contributions of Multilateral Institutions; 

(v) Roles and Contributions of Bilateral Donors; 

(vi) Institutional Coordination of Financial and Technical Assistance.  

Participation 

90. The thirty African countries producers/exporters of cotton
 will be invited to participate at the level of senior officials.  The four WTO QUAD Members (Canada, EC, Japan and the United States) and China will also be invited to participate.  The Secretariat will invite and will be working very closely with relevant multilateral institutions, whose roles and contributions will be vital in any final package on financial and technical assistance as part of the overall solution.  These organizations are the African Development Bank (ADB), the Economic Community of West African States (ECOWAS), the International Monetary Fund (IMF), the International Trade Centre (ITC), the United Nations Food and Agriculture Organization (FAO), the New Partnership for Africa's Development (NEPAD), the International Cotton Advisory Committee (ICAC), the Organization for Economic Co-operation and Development (OECD), the United Nations Industrial Development Organization (UNIDO), the United Nations Conference on Trade and Development (UNCTAD), the United Nations Development Programme (UNDP), the West African Development Bank (WADB), the West African Economic and Monetary Union (WAEMU) and the World Bank.  

91. The African Union (AU), the United Nations Economic Commission for Africa (ECA), the ACP Secretariat and the Intergovernmental Francophone Agency (AIF) will also be invited to participate.  

Outcome 

92. The outcome of the Workshop will be a simple Concluding Summary by the WTO Secretariat, on its own responsibility, of issues, roles, and contributions to be identified at the Workshop by invited participants with an appropriate report to the membership.  

 Day I – Tuesday, 23 March 2004

	OPENING CEREMONY

	08:45 - 09:15
	Opening Statement by WTO Director-General, Dr. Supachai Panitchpakdi

Opening Statement by Representative of Host Country: (Minister for Industry, Commerce and Employment Promotion)

	09:15 – 09:45
	Coffee Break – Director-General meets with participants 




	SESSION I: FACTORS IN AFRICAN COTTON PRODUCTION AND TRADE 
Chairman: Mr. Uri Dadush, Director, Trade Dept., World Bank

· At this session, presentations will detail facts on cotton production, consumption and trade trends in the 30 African countries, in the past and future prospects. 

· The Workshop will examine factors affecting quality, efficiency and productivity in upstream and downstream production, such as infrastructure, transportation, marketing, risk management tools, farm credit/grants, producer associations, etc.

· Presentations will review data, including factors affecting intra and extra African cotton trade.  The Session will point to objective factors in inter-play in cotton price trends such as competing substitutes, the state of the global economy and government intervention, as they relate to the performance of African countries.  

· Multilateral institutions and bilateral donors will discuss approaches and issues for preparing cotton-sector diagnostic studies (where they do not exist) in support of cotton programmes for African countries.  Areas/issues for collaborative policy-relevant research also in support of cotton programmes in Africa will be identified.



	09:45 – 11:30
	Importance of Cotton Production and Trade For African Countries and Cotton Price Trends: African Development Bank (ADB), World Bank, IMF, and FAO, ICAC1  



	11:30 – 12:00
	Coffee Break 

	12:00 – 13.15
	Exchange of Views

	13:15 – 14:15
	Lunch


* Registration of participants will start from 16h00 on 22 March 2004 in the lobby of the Marina Hotel and will be completed between 7h30 to 8h30 before the opening ceremony on 23 March 2004.

1Fifteen-minute presentations, based on circulated papers.

	SESSION II: COTTON-SPECIFIC TYPES & SCOPE FOR FINANCIAL AND TECHNICAL ASSISTANCE 

Chairman: African Development Bank

· At this session, participants will consider presentations to be made by several African countries on the forms of financial and technical assistance envisaged to support domestic efforts and programmes in individual countries.  Several which have been mentioned include, inter alia, support for production infrastructure; improving competitiveness and quality control; strengthening producer organizations; improving cotton quality through support for improved standards; enhancing cotton support services by strengthening financial services; market support services through export promotion; and, support for value-added cotton through support for "downstream" products in apparels and garments.  Commodity price risk management through market-based instruments.   

· Presentations will be followed by an exchange of views amongst participants.  

	14:30 – 15:30 
	Cotton-Specific Types & Scope for Financial and Technical Assistance:  Presentations by Benin, Burkina Faso, Egypt and World Bank

	15.30 – 16:15
	Exchange of views 

	16:15 – 16:30
	Coffee Break 


	SESSION III: ROLES AND CONTRIBUTIONS OF MULTILATERAL INSTITUTIONS

Chairman:  H.E. Ambassador Henrik Iversen, Perm. Rep. of Denmark in Geneva

· At this session, presentations will be made by invited participating multilateral institutions on their roles and concrete opportunities for financial and technical assistance.  

· At this session also, the Integrated Framework for Technical Assistance to the Least-Developed Countries (IF) will be discussed as a mechanism, amongst others, for cotton-specific financial and technical assistance within countries' development plans or their Poverty Reduction Strategy Papers (PRSPs).  

	16:30 – 18:00
	Roles and Contributions of Multilateral Institutions: Presentations by the African Development Bank, World Bank, IMF, ITC, UNCTAD, UNDP,
 FAO and UNIDO  

	18:00 – 19:00
	Exchange of views 


Day II – Wednesday, 24 March 2004
	SESSION IV: ROLES AND CONTRIBUTIONS OF BILATERAL DONORS 

Chairman: H.E. Ambassador Henrik Iversen, Perm. Rep. of Denmark in Geneva

· At this session, bilateral donors will make presentations to provide indications of any concrete opportunities that exist for bilateral financial and technical assistance.  

· Following the contributions of bilateral donors, participants will engage in an exchange of views on the question of "institutional coordination of financial and technical assistance".  

 

	08:45 – 09:45 
	Roles and Contributions of Bilateral Donors: Presentations by Canada, EC, Japan, United States, and China 

	09:45 – 10:45
	Exchange of views 

	10:45 – 11:15
	Coffee Break

	11:15 – 12:15
	Institutional Coordination of Financial and Technical Assistance: 

- Exchange of Views    

	12:15 – 14:00
	Lunch


	SESSION V: CONCLUDING SESSION 

Chairman:  WTO Secretariat 



	14:00 – 15:00
	Summary Conclusion of Workshop 
At this concluding session, the WTO Secretariat, on the Secretariat's responsibility, will provide a summary of issues discussed, roles, contributions and opportunities identified for financial and technical assistance by participants.  




Note: Any enquiries regarding this programme in particular or the Regional Workshop in general should be addressed to Mr. Chiedu Osakwe, Director, WTO Textiles Division.  Telephone: (41-22) 739 52 50; Fax: (41-22) 739 56 90; e-mail: chiedu.osakwe@wto.org 

V. ANNEXED PRESENTATIONS
ANNEX 1
OPENING REMARKS BY DR. SUPACHAI PANITCHPAKDI 

WTO DIRECTOR-GENERAL 

Minister Akplogan, 

Excellencies, 

Representatives of multilateral institutions, 

Distinguished participants, 


Mes amis, Mesdames et Messieurs, je vous souhaite la bienvenue à Cotonou.  


I would like to warmly welcome you all to this WTO Secretariat-organized African Regional Workshop on Cotton.  To begin with, on all our behalf, I would like to express our sincere appreciation to our gracious hosts, the Government and People of the Republic of Benin.  I would ask Minister Akplogan to convey to the President, to the Government and the People of Benin, the appreciation of all the participants at this Workshop for the generous hospitality we have received and for the facilities that have been put at our disposal for this Workshop.  
I very much welcome this opportunity to be here with you in West Africa.  This is the beginning of a very important week for me in this region.  From Cotonou, I will  be travelling to Abuja, Nigeria to meet with the Trade Ministers of the Economic Community of West Africa (ECOWAS) on the broader subject of what we need to do, in concert, to restore momentum in the Doha Round.     


A sense of history is always vital before undertaking any task.  As we meet here, over the next two days, to focus on the subject of cotton, we need to remember and appreciate the historical contributions of this region to the world.  The modern state of Benin was preceded by the ancient kingdom and empire of Dahomey, a wealthy and flourishing civilization.  


It was here in West Africa, centuries ago, that we had the flourishing empires and civilizations not only of Dahomey, but also of Ghana, Songhai, Mali, and several in modern Nigeria, including Oyo, Edo, the Ibos, and the Hausa-Fulani Caliphate.  These civilizations, as you all know, were well integrated into a regional economy that stretched across the Sahara desert into North Africa and had links beyond.   The borders separating countries in the region are relatively recent.  I welcome the measures that the ECOWAS countries as a group, and the West African Economic and Monetary Union (WAEMU) are taking to liberalize the movement of goods, services and people within the region.  These are essential measures for stimulating growth, wealth and prosperity in West Africa.  With this sense of history combined with current efforts, I believe that the task of participants, here at this Workshop, in Cotonou, is to assist these countries to strengthen their capacities to trade.  


Before, we begin with the actual Workshop, I would like to underline 6 key points to assist and define our work.  


First, although this technical assistance workshop has been organized in response to the request by the 4 Least-Developed African countries of Benin, Burkina Faso, Chad and Mali, upon the advice of the WTO African Group in Geneva we have also invited 26 other African countries for whom cotton also plays an important role.  Post-Cancun there has been a greater realization of the importance of the cotton sector to the growth and poverty reduction efforts of these African countries.  I thank all of you for contributing fully and concretely to the organization of this Workshop, and for providing positive indications of your commitment to a meaningful outcome.  This is an African priority that deserves our support and I am grateful to you all for responding to the challenge.    


Secondly, let me recall that this Workshop is exclusively focused on the development assistance component of the Cotton Initiative, as reflected in the programme before you.  I would thus urge participants to focus on seeking concrete outcomes on financial and technical assistance.  I hope that by the end of this workshop we will have achieved at least two objectives: one, greater clarity on existing cotton-specific financial and technical assistance by bilateral donors and multilateral institutions; and two, identification of  additional value-added opportunities for cotton, particularly through enhanced coordination amongst multilateral institutions and bilateral donors.  I urge all participants to fully dedicate themselves to this purpose.  

As you all know, there is an equally important trade policy component to the Cotton Initiative.  However, in keeping with the expressed wish of the proponent countries and the WTO African Group in Geneva, the trade policy dimension is a matter for the entirety of the WTO membership in the negotiations.  I share the view expressed by the majority of our membership, including many African countries, that progress on the trade policy aspects can best be made within the framework of the broader agriculture negotiations.  In taking this position, I also note that many consider that such progress should be made within the agriculture negotiations, while preserving the focus on cotton.  Against this background, I would again urge participants to focus on the development assistance component of the Cotton Initiative at this Workshop, and to work collectively for a meaningful, substantive and positive outcome.  


Thirdly, this Workshop is important because it brings together the trade and development communities.  It is therefore striking that in the composition of the delegations of both the 18 multilateral institutions and the QUAD plus China, there are in each delegation representatives from trade and development departments.  I find this both welcome and  encouraging.  A salutary lesson that the international community learnt, post-Seattle, was the importance of establishing a systematic, constructive and on-going partnership between the trade and development communities.  The recognition of this partnership contributed to the success of the Doha Ministerial Conference and the establishment of the Doha Development Agenda (DDA).   This is also why, the WTO Secretariat, in constructing its programmes for trade-related technical assistance, has pursued the objective of having trade reflected within the wider development plans and poverty reduction strategies of our developing country Members. 


Fourthly, recent experience shows that the chances of managing and resolving multilateral problems are significantly improved when there is effective co-operation between the Secretariats of multilateral institutions and their membership - particularly the major countries.  This is why I welcome the presence here of the representatives of the Secretariats of 18 multilateral institutions and the representatives of Canada, the European Commission, Japan, the United States and China.  In working together for a common purpose, multilateral institutions are strengthened.  Multilateralism and multilateral institutions still hold our best chances for international co-operation, effective governance and management of the biggest challenges that confront the international community.  I am in touch with the Ministers from the countries represented here and throughout this entire week I will be intensifying my contacts in West Africa.   I have also spoken to many, if not all, of the Agency Heads of the multilateral institutions represented here. I would urge you to use the opportunity of this workshop to intensify your contacts with each other and to find ways to work even more effectively together.


Fifthly, experience shows that faster and quicker results can sometimes be obtained by working within and strengthening existing mechanisms.  This does not mean that we should not seek to be creative and find new ways of doing things. But that, in doing so, we should also draw on the abundant lessons of the past, building on what works and avoiding what does not.  Several instruments are already available and in use.  It is evident that bilateral donors and multilateral institutions have coalesced around the development vehicle of the Poverty Reduction Strategy Papers (PRSPs) and also around the trade capacity building instruments of the Integrated Framework for Trade-Related Technical Assistance for Least-Developed Countries (IF), and the Joint Integrated Technical Assistance Programme (JITAP) for African countries.  We need to work within these established instruments.  If we do so, I believe that progress will be faster and the dividends greater.    


Sixthly, progress in trade negotiations and development assistance usually comes through careful, consistent and cumulative effort, based on good will, patience and persistence. A spirit of pragmatism and flexibility will be necessary for us all to achieve our common objectives.  This Workshop, here in Cotonou,  is a clear indication of good will and resolve to produce a positive and meaningful outcome on the development assistance component of the Sectoral Initiative on Cotton.  I am confident that we can make it work.  


In closing, I want to say how pleased I am to see you all, including many of my personal friends.  I acknowledge with appreciation the presence of the representatives of the 18 multilateral institutions who have responded to the call of the trading community and for the contributions you have made to our preparations for this Workshop.    


I would also like to sincerely thank our major trading countries represented here by Canada, the European Commission, Japan, the United States and China, for their participation at this Workshop.  Your presence and participation are essential in the confidence-building process underway in the WTO.  


Not least, I am happy to see my friends, the African Ambassadors in Geneva.  Your presence here today, will assist us in ensuring continuity so that the understandings and the outcomes we reach here, in Cotonou, can  be carried forward and positively contribute to the Doha Development Agenda.  


I thank you all, and I now have the honour to declare open "The African Regional Workshop on Cotton".  

ANNEX 2
OPENING ADDRESS BY H.E. Mr. Fatiou akplogan 

MINISTER OF INDUSTRY, TRADE AND

EMPLOYMENT PROMOTION 



Mr Director-General of the World Trade Organization, distinguished representatives of the international organizations, Ambassadors, Ministers, experts and guests, ladies and gentlemen,


On behalf of the President of the Republic and Head of State and Government of Benin, General Mathieu Kerekou, on behalf of his Government, and indeed on my own behalf, I would like  to extend a warm welcome to the Director-General of the WTO and the delegation accompanying him, as well as to you, the representatives of all of the countries participating in the Regional Workshop on Cotton.


I also take this opportunity to say what an honour it is for my country to be able to officiate at this regional workshop on an issue that is of concern to us all, namely the survival of the African cotton sector in a trading system in which it is at a disadvantage.


Honourable guests, ladies and gentlemen,


The very fact that we are holding this regional workshop here in Cotonou, on 23, 24 and 25 March 2004, reflects our common determination to seek ways and means to alleviate the distortions caused by subsidies on the international cotton market and which are jeopardizing all efforts to stimulate the development of the cotton sector, while at the same time identifying strategies to encourage local processing and the promotion of cotton.


Allow me in this connection to extend my thanks once again to His Excellency Dr Supachai Panitchpakdi for doing us the honour of chairing the opening ceremony of our workshop in person.


It is clear to any well-informed observer today that the African continent has been considerably marginalized and is having enormous difficulty integrating into the new multilateral trading system marked by the increasing market openness that goes with the globalization of trade and the international economy.


Nor is it a secret to anyone that Africa's share in world trade stands at less than 1 per cent, in spite of the efforts made in most of the countries concerned to adapt to the objectives of trade liberalization as defined by the WTO.


In some of the African cotton producing countries, the subsidies granted by certain WTO developed-country Members have reduced these efforts to naught.  The distortions caused by these subsidies are seriously jeopardizing the competitiveness of cotton and the structure of the economies of the cotton producing countries.  This has destabilized the income of the cotton producers and the export revenue of the States concerned.  These losses, in their turn, threaten to cancel any benefits that might be expected from the implementation of poverty reduction policies and strategies.


It is worth recalling, ladies and gentlemen, that cotton plays a major role in the economies of the cotton producing countries.  Alone, it accounts for 30 per cent of total export revenue (all products included) and close to 70 per cent of export revenue from agricultural products.  It is also the main export product in respect of which our countries have a definite comparative advantage.  It is produced at highly competitive costs and universally recognized throughout the world as being of very good quality.


However, for about five years now, the cotton sector has been facing serious problems as a result of the differences of treatment between developing country producers, particularly in the least-developed countries, and developed country producers.  This difference of treatment at the production level is distorting the free play of competition, thereby jeopardizing the future of a sector on which the economic and social balance of our countries depend, and undermining the rules of equity within the WTO.


Ladies and gentlemen,


Unless urgent and substantial steps are taken, the cotton sector may very well disappear.


Indeed, it is because this sector is so vital to the survival of our countries' already fragile economies that it was decided to submit the issue of the sectoral initiative in favour of cotton to the competent WTO bodies and include it on the agenda of the 5th WTO Ministerial Conference in Cancún, Mexico.  This was a joint initiative by four of the poorest countries of the world.  These four countries, Benin, Burkina Faso, Mali and Chad, decided to resort to the appropriate mechanisms of the multilateral trade negotiation system with a view to finding an urgent and equitable solution to the problems underlying the dwindling proceeds from cotton exports.


At Cancún, the fruit did not fulfil the promise of the blossom.  Indeed, following the considerable hopes raised by the inclusion of the issue on the agenda of the 5th Ministerial Conference, the outcome was a disappointment in spite of the sympathy and full support of the international community for this just and noble cause.


Incidentally, all of the ACP countries are still convinced that the WTO multilateral trading system remains the best protection against arbitrariness.  As such, the system should be the key to a proper sharing of the benefits of trade liberalization to which the low-income countries have also committed themselves, sometimes, indeed often, at the cost of enormous sacrifices.


Thus, as a matter of good economic governance, namely respecting the rules and regulations of the WTO, I would like to express my hope that this workshop will serve as a framework for the achievement of an equitable and transparent international market that is capable of ensuring the sustainability of the cotton sector in the African cotton-producing countries.


In this respect, I would like once again to draw the attention of the international community and the development partners to the need for urgent action to deal with the trade distortions on the international cotton markets and support the establishment of a transitional cotton sector support fund in favour of the cotton-producing least-developed countries.  This fund should remain in place until subsidies relating to the production and export of cotton have been completely eliminated.


In addition to this support fund, there is also a need to support the development of African cotton by assisting with local processing.


Mr Director-General, ladies and gentlemen,


I am sure you will all agree with me that the challenge of promoting the competitiveness of the cotton sector is vital to the success of development and poverty reduction policies.


You will also agree, I am sure, that the sectoral initiative in favour of cotton represents an extraordinary opportunity to give concrete form to the notion of a development round that has been associated with the Doha work programme.


A great majority of WTO Members will never really be able to truly benefit from liberalization as long as the conditions on which the development of their strategic sectors depend have not been realized.


The Government of Benin therefore hopes that the agencies represented here will join together with the countries and the WTO to build, here in Cotonou, through the cotton sector support fund that we would like to see created, the foundations of a structure that would truly contribute to the development of the cotton sector and help to restore the confidence of our communities in the WTO.


To that end, I sincerely hope that this workshop and the recommendations it produces will mark the beginning of true consultations on the package of measures to be taken to ensure the survival of several million cotton producers and to promote the processing of the cotton as a guarantee of substantial value added for the economies of our countries.


With these words of hope, I declare open on this day, Tuesday, 23 March 2004, the African Regional Workshop on Cotton.


Thank you for your kind attention.

Annex 3
statement by the Canadian delegation

Mrs. Lorraine Bélisle

Director of the Programme Support Unit, Benin


Ladies and Gentlemen,


I am pleased to attend this important meeting which ties trade issues closely in with development ones, in particular with regard to West Africa.  Such issues should not be considered to be at variance with each other, rather as complementary forces which allow a country to reach its full potential.


The marginalization of Africa in the world economy is of great concern to us.  Africa is the continent where poverty is most rife.  It is also the most marginalized continent in the world economy.  Now, investment, production and trade are at the very root of economic growth and development.  The New Partnership for Africa’s Development (NEPAD) has highlighted these elements, along with the importance of countries taking responsibility for their own development.  Canada supported NEPAD by making it a key element of the G8 talks in 2002 during their meeting in Canada.


African development is of particular importance to Canada.  Africa represents an increasingly large proportion of Canada's development activities.  We have undertaken to allocate 50 per cent of the new budget of the Canadian International Development Agency (CIDA) to Africa.  Canada is gearing its aid programme for Africa towards alleviating poverty and promoting peace and security.  Our resources are earmarked for priority areas, such as HIV/AIDS and Education for All.  Closer to our present concerns is our involvement in environmental and agricultural projects, such as the Niger Basin Initiative support project, which brings together nine countries of the Region and spans a period of 10 to 20 years.  Its main objective is the integrated management of the waters of the Niger River;  other aims include natural resource development and the possibility of raising the income of rural populations.


Agriculture, especially cotton farming, is of particular significance to West Africa.  The livelihoods of an estimated ten million people depend directly on this crop.  Several African countries generate over half of their export earnings from cotton.


We run a project in West Africa to support skills development for its agricultural leaders, which enables agricultural producers to gain a better understanding of the issues at stake for them in, and be better represented at, WTO trade negotiations.  It also stimulates dialogue between southern and northern producers with a view to their forging alliances geared towards fairer trade.


Through our backing of the Permanent Inter-State Committee on Drought Control in the Sahel (CILSS), we also help Sahel countries to coordinate their national and regional policies better in order to guarantee food safety and improved natural resource management and to reduce the vulnerability of their populations to the disastrous effects of climatic vagaries.


Canada is contributing to a World Bank project here in Benin to facilitate the transition following the privatization of cotton producers.  Similarly, our support for two other World Bank structural adjustment credit projects in Chad and Mali aims to restructure the cotton sector in these two countries.  In a wider perspective, we have other projects in Mali and Burkina Faso which enable agricultural producers to play a more active role in the cereal and organic food industries in order to obtain a fair price for their products and boost their production capacity.  Canada also backs multilateral organizations, such as the OMA, UNCTAD and ITC, which are more directly involved with agriculture and cotton.


Canada has developed a new strategy for maximizing the effectiveness of its aid.  It therefore endeavours to reduce the geographical dispersion of the aid in order to increase the impact of its action.  Recognizing that a country must take responsibility for its own development, Canada is gradually withdrawing from project support and adopting a programme and budgetary support approach.  This reflects our concern to incorporate all aspects of a sector so as to secure lasting development results.  We consider that development issues should be tackled from a multi-sectoral perspective, not merely from the point of view of a single sector.


National and international policy coherence is a crucial element which determines aid effectiveness.  We must strive to sustain dialogue between the major players in areas relating to development, trade, agricultural subsidies and access to medicines, as well as to establish peace and security.  These issues all have an impact on potential development results.


Recognition of these processes led to the creation of the Integrated Framework for Trade‑Related Technical Assistance to Least-Developed Countries (IF) and the Joint Integrated Technical Assistance Programme for African Countries (JITAP) which help countries to identify and overcome obstacles to profitable trade for all parties.  Canada is an active member and one of the main donors of these two programmes.  Canada has played a leading role in the Integrated Framework, in terms of both financial contributions and its endeavours to revive this initiative and ensure that the efforts of multilateral and bilateral donors are coordinated and prove as effective as possible with regard to the problems that a country may confront.  The capacity-building in trade issues made possible by these initiatives is part and parcel of a sustainable development strategy.  By backing these initiatives, we hope to be able to help countries to draw up development plans covering all aspects of development.

Aid to farmers needs to be sustained by an efficient economic system.  The international trading system should take the impact of subsidies on farmers into greater consideration.  As far as cotton is concerned, subsidies to farmers directly affect the price of cotton and market access.  Thus, even if productivity is high, it is still difficult for African countries to generate income to support their rural sector.


In order to prevent the marginalization of Africa and ensure that it is capable of generating the economic growth essential to sustainable development, we advocate an undistorted trading system.  Canada has already liberalized access to its markets for all least-developed countries.  Ever since the Cancún Ministerial Conference, we have been working to amend our legislation in order to give developing countries access at affordable prices to the medicines required to counter infectious diseases.  We would encourage our colleagues to envisage a long-term solution in the case of concern to us and to establish guidelines for working towards freeing the trading system from distortions.  Rest assured that each and every one of you may count on our support in your efforts to devise an appropriate individual solution.

Annex 4
STATEMENT BY THE EUROPEAN COMMUNITIES DELEGATION
Mr. Chairman,

The Commission was asked to provide indications of any concrete opportunities for assistance to cotton. Our proposal is on the table and we are looking forward to the opportunity of discussing it in greater detail with you.

What kind of assistance?

African countries may want to deal with both competitiveness and vulnerability of the commodity sectors; with both technical and market-related issues; with both local development and regional integration. We notice increasing demands for assistance at the macro-level to mitigate the effects of commodity shocks for the budget and the balance of payment. In addition, we share your beliefs that there has to be fairer trading conditions, including market access for cotton and products to all major markets, removal of export subsidies and a reduction in trade distorting subsidies.

We in the EU are ready to work along these lines. Next month, the EU will conclude on the Action Plan on Agricultural Commodities which the European Commission has submitted in February, of which a copy has been circulated to you. This means that the Commission and the 15 (soon 25) EU countries will adopt a common approach towards agricultural commodity development. It defines a new framework of collaboration with developing countries on this key issue.

Now let's turn more specifically to cotton.

Our assistance to the African cotton sector

As an important application of the EU Action Plan, the Commission has proposed an EU-Africa partnership on cotton sector development. The proposals highlighted below come on top of the assistance provided by EU Member States.

Let me highlight the key feature's of this proposal:

Our cotton proposal deals with both the trade and development issues. We think that development activities should not be dissociated from the trade aspects. Lack of market access to some major markets, export subsidies for cotton and other trade distorting policies of major producers and exporters significantly affect the development of the cotton sectors in Africa, including the impact of development aid to these sectors. There is no doubt that aid to the cotton sector can not be a substitute for reaching a satisfactory outcome for cotton in the framework of the trade negotiations which we are fully committed to support in Geneva.

As regards the development issues, the cotton proposal comes with a broad framework for cooperation. I am glad that during this Workshop we have heard many ideas that are in line with our proposal. The EU's strategic priorities shared by the EC and the Member States include:

1.
Supporting national commodity chain strategies or cotton sector plans. Coherence in development assistance for the cotton sector is paramount, national strategies provide the framework for such coherence and for coordination. Governments need to look at all aspects: technical, financial, regulatory, as well as to competition, value addition, marketing, trade and investments, infrastructure. These plans should be part of national development priorities, and be reflected in particular in poverty reduction strategies. It is in the design of these national cotton strategies that issues of sector governance, respective role of government and other stakeholders as well as the necessary policy reforms should be addressed. It is also the design and implementation of such strategies that will provide a framework for donor coordination.

2.
As a response to declining long term prices, investments are needed to consolidate or enhance the competitiveness of African cotton. Technological and management improvements are necessary at all stages of the cotton production, ginning and marketing chain to reduce costs and improve the efficiency of the African cotton sector, in conformity with local production systems.

3.
The African cotton sector must envisage moving up the value chain. This may imply establishing closer linkages with downstream enterprises in foreign export markets, as well as exploring specific niche markets such as those for organic or fair trade cotton. In this respect, the EC is already supporting an assessment of processing opportunities in a regional context through our private sector support programme.

4.
African countries need to reduce their vulnerability.  They should explore the use of market-based instruments to cushion the effects of price shocks for the governments' budget, the cotton sector and cotton farmers. The EU could consider co-financing premiums of market-based risk instruments. Another approach often raised to address vulnerability is to advocate for horizontal diversification. We do not believe that in cotton areas there are at the moment some practicable opportunities for farmers to diversify.

5.
At the global level there is a need to develop a Universal Cotton Classification System. As this would also largely benefit other cotton producers, it could be considered a joint donor activity which the EU would support.

Some EU instruments for the assistance

The EC and the Member States have a long term commitment to cotton sector development in Africa. The implementation of the EU Africa Partnership proposes:

(i)
To re-focus national allocations in the PRSPs framework to address constraints faced by cotton producers. The EC has agreed Country Support Strategies with ACP countries which identify focal sectors of intervention.  350 million Euros have been allocated to RD and agriculture in 7 cotton producing African countries. Looking at the current crisis we could argue why only 7 countries have focused on agriculture. Our African partners have an opportunity under the Mid-​Term Review of the EC country programmes to re-direct resources from one of the focal sectors to cotton development. Another easier alternative is to re-direct resources in one of the focal sectors towards activities supporting cotton production, e.g. resources attributed to transport sector could be easily prioritised for cotton growing areas.

(ii)
Compensatory finance systems for unforeseen circumstances need also to be improved. The Commission has an instrument to provide budgetary support to countries that experience a shortfall in export earnings. It has not worked effectively as the criteria to access the facility resulted to be too strict. We have tabled a proposal which is in front of the MS to relax the criteria for this instrument. This will certainly benefit countries which may experience shortfalls in export earnings in the coming years. Although countries cannot retroactively benefit from FLEX for the 2000 - 2002 period, they may propose, under the MTR, to receive some FLEX resources if they had to borrow externally in order to meet their budgetary demand.
 (iii)
Specific support via EPA. Under our negotiations of Economic Partnership Agreements (EPA) we will explore with our African partners how we can make best use of the EPA process to support the cotton sector. There is nothing we can give more on market access since the EU has already fully opened its markets for cotton and textiles for the ACP. But we could discuss under EPAs regional integration, co-operation and trade related rules including investment and trade facilitation which are essential for the future of the cotton sector. Using the mechanism of the "regional preparatory task forces" which will be established in connection with EPA negotiations, it is also foreseen to support this process through development co-operation activities funded, for example, out of the regional EDF allocations.

(iv)
New allocation from Intra-ACP to commodities plus cotton:  There are additional resources available in the Intra-ACP envelope. In other words, not for national nor for regional one. If requested by the ACP Council of Ministers in May, part of these resources could be allocated to commodities in general and cotton in particular. Under these funds, African countries could call in the specific expertise from the international institutions in support to their national commodity development strategies. The intended multi-donor cooperation with international organisations has important leverage effect, we expect that it will attract other donors to funds to join in this type of administrative arrangements.


On cotton, we have encouraged two international organisations to take a leading role in support of national efforts:  that is, the FAO and the World Bank.


•
We have encouraged FAO to formulate an EU-supported multi-donor cotton programme, in consultations with other institutions, African partners and stakeholders.

•
From the World Bank, we expect a proposal on a multi-donor cotton risk management, as part of the Commodity Risk Management initiative. 

Next steps in the international consultations

Some of the key donors in supporting the development of the cotton sector are the Member States who are not here today. We need to jointly operationalise the proposed EU-African partnership as soon as the EC will have obtained the formal agreement from the MS in the EU Council.

For this the EU will invite shortly the cotton producing African ACP countries for a meeting in Paris during the second week of June (17 to 18) for a EU​-Africa Cotton Forum where we would like to discuss with you our proposals and look together in greater detail into opportunities for EU assistance.

Mr. Chairman, thank you for having given us this opportunity to illustrate the EU strategy for cotton support and thank you all for your attention.
Annex 5
STATEMENT BY THE JAPANESE DELEGATION

JAPAN’S SUPPORT FOR AFRICA - SUPPORTING AFRICA’S DEVELOPMENT
 IN THE 21ST CENTURY

In 1993, Japan organized “Tokyo International Conference for African Development” (TICAD) with the United Nations and GCA(NGO). The Conference ushered in a continuing process of support for Africa and consensus-building around African development priorities. Although it was not a summit meeting nor a pledging conference, some countries were represented by the heads of state, including President Compaore of Burkina Faso and President Sogro of Benin. 

In 1998, TICAD II was held at Tokyo. The primary emphasis was put on poverty reduction and the integration of Africa into the global economy. More than 10 heads of state and government came to Tokyo to join the discussion, including President Compaore of Burkina Faso, President Kerekou of Benin and President Konare of Mali. At the end of the Conference, the Tokyo Agenda for Action was taken by consensus. Thus, the Ownership and Partnership were confirmed as fundamental concept for African development.   


In 2000, taking advantage of the presidency of G8 , Japan invited some African leaders to Okinawa at the occasion of G8 Summit Meeting. African issue was then included in the agenda of G8 as one of major subject. This has been followed by following presidencies.  While such efforts of promoting action for African development, Japan took its own action for Africa. It was Africa that Japan’s Prime Minister Yoshiro Mori paid memorial visit at the start of 21st century, January 2001. In South Africa, he made a memorial speech in which he declared that “There will be no stability and prosperity in the world in the 21st century unless the problems of Africa are resolved”. 


“Poverty reduction through economic growth” is one of three pilars of Japan’s basic policy for assistance to Africa. Needless to say, the agricultural development is one of most important issues for the economic development of African countries. During TICAD III, held last autumn in Tokyo, in the various development areas, “agricultural development” is confirmed as being of particular importance, and a call was made concerning the necessity for intensified African efforts and international community assistance in this area.  Of late years, Japan has been faced with economic and financial difficulties which result that Japan’s ODA expenditure is obliged to be reduced. Even in such circumstances, at the occasion of TICAD III, held last autumn, Prime Minister Koizumi made a commitment of assistance totaling one billion dollars over the next 5 years for areas such as health and medical care (including fight for HIV/AIDS), education, water, food assistance and so on. 

The amount of Japan’s ODA for Sub-Saharan Africa is now about 850 millions dollars a year. Our basic way of thinking in assistance to African countries is that at first any project should be based on the commitment of African “ownership”. Too many needs, too little resources. We continue to fight for this reality. Japan will continue the assistance to African countries along these policies. 


Japan’s assistance to the LDCs (least developed countries) is mobilized to basic human needs area such as water supply, health and medical care, basic education, provisions, rural development and so on. For concrete example, rehabilitation of road, water supply of rural area, development of well-water etc.. These projects surely made substantial contributions to LDCs economic and social development, including cotton production. In Cotonou City, you can find a rain-drainage, an example of Japan’s grant assistance to Benin. 


As far as the cotton production concerned, Japan has almost no experience nor any practical knowledge. So we have some difficulty on the technical cooperation of this area. However, Japan has long experience as importer of cotton, and we may have some room to consider on this aspect.  Anyway, as to the cotton, I emphasize the fact that duty-free, quota-free market access is assured in Japan. Japan’s import of African cotton is never-the- less declining and this fact tells us that the price is not the only one element for importers.  


At TICAD III, expansion of partnership is considered one of its conclusions. This includes to share lessons from the knowledge and experiences that enabled Asian countries to achieve remarkable economic progress. And to establish cooperative networks between African and Asian countries in agriculture, capacity building, technological transfer, and trade and investment. Japan, taking into account of this, will organize with World Bank “TICAD Asia-Africa Trade and Investment Conference” scheduled to be in November.      
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Ambassador

Permanent Mission of the US to the WTO, Geneva

Importance of Multilateral and Regional Organizations Working Together


This past December in Geneva, WTO General Council Chairman Perez del Castillo suggested that we proceed on the cotton issue on two tracks:  a trade-related track and a development-related track.  Recognizing that working on the development issues required a wider participation than simply the WTO, the idea for this workshop was conceived.


At this workshop, we are pleased that we have been able to enter into a dialogue on a more focused process to address development-related constraints facing your countries that keep them from raising incomes of cotton-related producers, alleviating poverty and generating economic growth.


In hearing the presentations yesterday, I was struck by the importance of the multilateral and regional organizations working together – a key to any solution we find.   


Each of these multilateral and regional organizations has a special contribution it can make to the development aspects of cotton.  For example, multilateral organizations like the World Bank have completed assessments that pinpoint the reforms needed in some countries.  Regional banks linked to WAEMU and CEMAC may be able to provide other forms of support like infrastructure projects.  Just as clearly the bilateral donors need to fit our own efforts into this broader strategy - the key is working together.  I encourage all of these groups to increase the coherence of our programs as we move forward in this process.

To better enable these groups to contribute, it is important that they be working off of the same plan.
· Thus, we urge your governments to coordinate among Trade, Agriculture, and Finance Ministries and work to ensure the needs you have identified are included in your countries’ PRSPs.   
· We recognize that your countries have many needs.  We have heard many of you say cotton is a priority.  To reflect this policy choice of your government, we ask that you take the next step and make sure this is reflected in the PRSP process.  This way cotton is not lost in this pool of needs.  This will allow us, as members of the donor community, to respond to your requests in a timely, coherent fashion. 

Focusing on cotton in your development plans is your first step to accessing the system for assistance.  At the end of the day, it will take the help of everyone – multilateral donors, bilateral donors, regional organizations, the private sector, civil society, and the recipient countries themselves – to come up with a sustainable solution to the problems we are all addressing in this workshop.

Millennium Challenge Account


The other issue I wanted to briefly touch upon is a brand new U.S. assistance program over and above our current assistance called the Millennium Challenge Account (MCA).


In January, Congress authorized the Millennium Challenge Corporation (MCC) to administer the MCA and provided $1 billion in initial funding for FY04.  President Bush has pledged to increase funding for the MCA to $5 billion a year starting in FY06, roughly a 50% increase over current U.S. core development assistance. 


The MCC is overseen by a Board of Directors composed of the Secretary of State, the Secretary of Treasury, the U.S. Trade Representative, the Administrator of USAID, the CEO of the MCC and four non-government members to be appointed by the President.  So I am happy to say that Board agencies are well represented here.


The MCC will establish results-oriented partnerships with the countries that qualify for funding. The Corporation will enter into a proposal, or “compact,” with them that lays out concrete objectives, benchmarks and responsibilities for meeting mutually established development goals.


On February 2, 2004, the Board approved 63 countries – several in Africa – that are candidates for participation in the MCA in FY04.


In early May – less than 2 months from now - the MCC Board will meet to select eligible countries who will be invited to develop a compact to receive MCA assistance. 

Once countries are selected, the MCC will work with potential recipient countries to develop compacts that set forth a commitment between the United States and the developing country.  In this partnership, countries will identify their own development priorities and establish a plan for achieving sustainable economic growth and poverty reduction.

Based on what we have heard, we encourage cotton producing countries that are found eligible for this new program to give consideration to this sector when negotiating their compacts – just as they need to in their PRSPs or IF diagnostic studies.

The MCA represents another way that the US may be able to work with selected countries on the development aspects affecting the cotton sector in Africa.  And for countries that are close to meeting the criteria, USAID will be working with these threshold countries so they have a chance to eventually become eligible.

I now turn over the program to Emmy Simmons of USAID for a presentation on ways our traditional assistance programs can make a real difference on this issue. 
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Assistant Administrator Simmons


I’m happy to be here with Ambassador Deily, who is working hard with her colleagues in Geneva to restore momentum in the negotiating agenda.


And it’s a particular pleasure to be participating on this panel with Ambassador Iversen, who is making such an important contribution to the IF in Geneva.


This workshop, however, is not about the negotiations.  It’s about what we can do to accelerate development in Africa, especially in the cotton sector.  It is about bringing the benefits of trade opportunities home to farm families.


I recall being at a luncheon in the early days of the WTO Ministerial in Seattle in 1999 – when the U.S. hosted the African participants to talk about trade-related issues.   After a lot of talk about the potential for trade that the launching of a new round would bring, I was particularly struck by the comment of the Benin representative: What good does it do to have a new trading framework if we don’t have anything to supply?


A lot has changed since then.  


For one thing, the United States has demonstrated its commitment to providing concrete assistance to address developing countries’ capacities to trade.

· Worldwide, we are the largest single country donor of TCB assistance.

·  SEQ CHAPTER \h \r 1Total U.S. funding for TCB activities in Sub-Saharan Africa was $133 million in FY2003, a 26% increase from FY2002 ($105 million), and a 207% increase from FY2001 ($64 million).  In other words, we have roughly doubled our assistance to Sub-Saharan Africa since Doha.


We are, of course, not alone in this effort.  It is why we strongly support the Integrated Framework process, which is an extremely important vehicle for addressing this region’s TCB needs.  The United States is pleased to step into the donor coordinator role in May.


The United States is making regular contributions to the IF Trust Fund.  We’re also actively supporting in-country IF projects wherever we can.


We’re currently actively engaged in the ongoing IF work in Mali and Senegal.  And we strongly supported the IF Working Group’s recent decision to work in Benin and Chad.

We Want To Work With You


But we do also work intensively on a bilateral basis.  Our delegation is here because we want to work with you on the development obstacles you face in the cotton sector.  


Yesterday we all focused together on the development aspects of cotton in a comprehensive way.    It is clear that there are many areas in which effort is needed: (1) to increase productivity; (2) to introduce new innovations; (3) to add value; and (4) to explore and build new markets.      

Supply Side Assistance


All of these goals are addressed by trade capacity building assistance that is often described as “behind the border” or “supply side” assistance.  Let me give a few examples of each of the areas noted before.  


First, increasing agricultural productivity.  This is a particular emphasis of many programs in Sub-Saharan Africa.  


For example, the USAID mission in Mali will undertake work to expand and improve irrigation potential; develop the private sector seed industry; support improved production of a range of crops; introduce agro-processing technologies; and provide business development services for potential local investors.


Second is the innovation of new technologies  - a topic that came up repeatedly yesterday. 


Again, this is an issue that we are prepared to work on with you.  This June, the U.S. Department of Agriculture will sponsor a Regional Agricultural Science and Technology Conference in Ouagadougu, Burkina Faso, to discuss ways to harness innovations in science and technology.


At this conference, USAID will formally launch a program that will assist national governments to put in place necessary regulatory frameworks and protocols to support the use of new agricultural technology.   We believe that cotton is an ideal “first candidate” for this program.


We will work on the development aspects of the cotton sector in other ways.   SEQ CHAPTER \h \r 1The United States Trade and Development Agency (USTDA) plans on funding feasibility studies that would highlight options for African governments and private-sector to obtain the financing necessary to implement projects that can increase the sustainability of the agricultural sector – potentially adding value through processing.  TDA will then aim to follow up on these projects.


Finally, there is the challenge of markets.  We heard yesterday about the need for work that focuses on understanding markets.  One activity that addresses this is the Regional Market Information System.  This system is intended to improve regional trade by strengthening networks of regional market information systems and traders’ organizations.  It will improve intra-regional trade in critical inputs and agricultural commodities, including cotton.  


Our regional “Global Competitiveness Hubs” in Accra, Botswana, and Nairobi also help African producers identify and take advantage of market opportunities created by the African Growth and Opportunity Act (AGOA) in the United States.


The presentations that we heard yesterday underscored the need to support Africa’s efforts to add value to cotton and develop the agriculture sector more broadly so as to take advantage of opportunities like AGOA.


AGOA has encouraged the creation of over 190,000 new jobs in Sub-Saharan Africa and over $340 million in AGOA-related investments.  In the last year alone, we have seen African imports of textiles and apparel soar 50%, imports of chemicals and related products up 30 per cent, agricultural imports up 13 per cent, just to name a few sectors.


Total U.S. funding for TCB activities related to AGOA was almost $69 million in FY2003, a 13% increase from FY2002 ($61 million), and a 201% increase from FY2001 ($34 million).


The United States will continue to support West Africa’s agricultural expansion and AGOA implementation efforts through AGOA Resource Centers (ARCs).  These centers are places where entrepreneurs can go and get accurate, comprehensive, up-to-the-minute information on products that they wish to export.  We opened our most recent ARC in Lagos last month.  We expect to open two more centers this year and to upgrade the ones created last year by providing additional equipment and better quality information, including a newly developed, comprehensive CD–ROM, which was designed to compensate for limited internet access in the region. 


Many of the issues that we heard raised yesterday can best be addressed by sharing experience between our cotton industries.  The American cotton industry has expressed its interest and willingness to expand its contacts with African farmers and processors.  Indeed, such a dialogue has already begun with the visit of Malian Trade Minister Maiga to the United States.


Our industries face some common problems.  We believe both sides would benefit by sharing ideas and concerns directly.  We will continue this dialogue through a further exchange of visits.  To start, cotton producers and officials from the Cotton-4 countries will visit the United States to look at our production, ginning, export system and perhaps textile industry.  Later, a team of American specialists from our industry will look to come to Africa to expound upon production and processing in the United States. 


As I said, this intensified contact might touch on several of the areas just discussed – exploring new technologies, improving research through contacts between our universities, improving grades and standards, and perhaps sharing how American farmers use futures markets to manage against price volatility.  I’m sure our producers and processors will find other topics of common interest as well. 


West Africa International Business Linkages Program (WAIBL) is another way we try to link the African and U.S. private sectors.  Since its inception it has facilitated more than $100 million in transactions between the West African and American business communities in every sector imaginable (e.g., textiles, equipment).  In 2003 alone, WAIBLE completed over 250 transactions and facilitated $55 millions in consummated deals.  This is an extremely cost effective program that has generated over $100 dollars in business for every dollar invested.

Conclusion


These are a few examples of the concrete steps the United States is taking to address Africa’s TCB needs – particularly West Africa’s.


We look forward to hearing from our African colleagues about their specific capacity building interests and priorities, which I will report back to Administrator Natsios, Assistant Administrator Newman, and our missions in the region.


The USG looks forward to working with you on identifying your needs and working with you on ways forward on the development aspects of cotton facing your countries.


I very much hope this conference will not only help move the Doha Agenda forward, but will also help ensure that Africa gets the maximum possible development benefits from that process.  
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Mr. Chairman, Ladies and Gentlemen,


It is the honour of the Chinese Delegation to be invited to this important event.  I thank the host Government of Benin for its warm hospitality and the WTO Secretariat for its great efforts in preparing this Workshop.  I would like to take this opportunity to highlight the basic position of China on the development aspect of the cotton issue and exchange views with the participants on how to explore more effective ways of addressing the issue in focus.
1.
China has contributed to the development of the cotton sector in Africa by importing a lot of cotton from this region.  Recent years saw dramatic increase of cotton imports by China.  In 2003, for example, total imports of cotton by China amounted to 874,000 tons.  Hence, China now is a net cotton importer of 762,000 tons based on our statistics for 2003.


To illustrate how we are contributing to the development of the cotton sector in Africa, let me use the statistics of cotton trade between China and the four Western African countries in Benin, Burkina Faso, Chad and Mali who jointly tabled the Sectoral Initiative on Cotton in the WTO.  Last year, exports of cotton to China from the four countries concerned surged to US$ 131.73 million, an increase of 6.39 times over that for 2002 ($ 20.6 million).  In the breakdown, our cotton imports from Benin went up by 3 times to $ 68.25 million;  cotton imports from Chad grew by 85% to $ 2.8 million;  cotton imports from Mali grew by 18 times to $ 28.32 million;  and cotton imports from Burkina Faso went up by 47 times to $ 32 million.

2.
China is also helping the development of the cotton sector in this region by elimination of export subsidies on cotton upon its accession to the World Trade Organization.  On several occasions, we have told our African friends that the Joint Initiative quoted some outdated, inaccurate figures aobut China's cotton policy from studies done by certain organization.  Here I want to set the record straight by reiterating our cotton policy that we no longer provide any export subsidies to cotton and our domestic support measures for cotton belong to the Green Box, for the purpose of assisting the application of cotton production technology and supporting the impoverished farmers to develop production.  The aggregate financial supports provided for cotton in recent years in China are far below the de minimis level commited by China.  Given taxes levied on farmers, the actual support level for cotton in China is even lower.  Therefore, our policy of domestic support for cotton is fully in compliance of our WTO accession commitments.
3.
The Chinese cotton farms and the cotton sector are also victims of those cotton subsidies by developed countries.  Cotton is an important economic crop in China, for it plays a crucial role in creating agricultural jobs, rising farmers' income and developing local economies.  In China, some 150 million farmers are involved in the production of cotton.  Due to the high level of openness in our cotton market, our cotton production is very much affected by foreign cotton subsidy policies.  For the period of 1995 to 2002, because of low cotton prices in the world market, the price of our cotton had been knocked down by 24%, and the area of cotton plantation went down by 22.8%.  This had a serious negative impact on the income of our cotton farmers and development of the sector.  It is obvious that China is a victim of foreign cotton subsidies, too.

4.
Development assistance has been provided by China to many African countries.  China itself is a developing country, and values very much the growth of economic and trade ties with African countries.  For decades, despite its own difficulties, China managed to build over 714 turn-key projects in 48 African countries, of which 134 are agricultural projects.  The Chinese Government also encourages our business to form joint ventures and conduct projects of co-operation in Africa, and some of those projects have achieved fairly good economic and social results.  Besides, technical assistance is provided and capacity building efforts are made by China to help our African friends to develop specific skills in many areas and in management capabilities.  China is considering to tilt our development assistance efforts in the future more toward the areas related to the cotton sector, so as to facilitate the healthy and sustainable growth of the cotton sector in Africa to the benefits of African people.
5.
The basic position of China on cotton negotiations under the Doha Development Agenda is as follows:  as a victim of huge cotton subsidies by developed countries, we understand and support the Cotton Initiative by four African countries.  The solution for cotton should be sought within the framework of the DDA.  China calls for reduction of trade-distorting domestic support, and emphasizes substantial reduction of such supports by developed Members.  We call for the elimination of all forms of export subsidies.  Developing countries are entitled to special and differential treatment, including the concept of Special Products, etc.  We are prepared to work closer with all other developing countries to push forward the progress of the DDA negotiations in the direction of serving our common interests.  As always, China will continue its efforts in strengthening our friendship and co-operation with this region for common prosperity.

Thank your for your attention.
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FOOD AND AGRICULTURE ORGANIZATION OF THE UN
IMPORTANCE OF COTTON PRODUCTION AND TRADE AND STRATEGIES

TO ENHANCE COTTON’S CONTRIBUTIONS TO ECONOMY

AND FOOD SECURITY IN AFRICA

Shangnan Shui

Commodities and Trade Division

Cotton is one of the most important and widely produced agricultural crops in the world. In 2003, about 130 countries produced cotton, and it is estimated that the crop was planted on 2.5 per cent of the world’s arable land area. Cotton is produced for various purposes. Revenue from the sale of cotton may meet the basic consumption needs of farm families and be exported to earn foreign exchange. At the household level, cotton is an important cash crop for millions of farmers worldwide. The income generated from the crop contributes to rural household food security, especially in developing countries. 


Cotton production has increased steadily in Africa over the past decades although fluctuations were seen year by year due to weather conditions and other social or economic developments.  While several traditional major producers such as Egypt and Sudan saw their production drop lower since late 1980s, several new or traditional small producers such as Benin, Burkina Faso, Cameroon, Chad, Cote d’Ivoire, Mali, Togo, Uganda and Zimbabwe experienced significant increases in production by area expansion. Africa is playing an increasingly important role in the world cotton market. Currently, production in African accounts for about 8 per cent of world output and 20 per cent of world exports. With growth in production and exports, cotton has increasingly contributed to national economic growth, employment and trade balance, which are essential bases to achieve food security at the national and household levels in African cotton producing countries. 


This note attempts to outline the importance of cotton production and trade, and proposes strategies to enhance cotton’s contributions in a competitive and volatile world cotton market. Since the note is largely based on the preliminary results of our ongoing research, comments and suggestions are welcome. Moreover, all my presentation in this note may not reflect the FAO official view and all errors are mine.

1.
Importance of cotton


While world cotton production and trade grew slowly in the last decade, Africa saw its production and exports expand at a rapid pace. Compared with the period of 1988-1992, average production in Africa during 1998-2002 reached 1.7 million tonnes, which was 26 per cent higher that that during 1988-1992. West African cotton producing countries experienced much higher expansion rates of production, 75 per cent during the same period.  Several West African cotton producing countries such as Benin, Ghana, Guinea and Mali had their production increase by 154, 218, 553 and 193 per cent, respectively. Exports from Africa also increased significantly. During 1998-2002, the average level of cotton exports was 1 million tonnes, which was 35 per cent more than that during 1988-92. West Africa accounted for more than half of the African exports with a 66 per cent increase in the same period (table 1). With such a rapid expansion in production and export, cotton has been of growing importance for Africa, especially for the major cotton producing countries in West Africa.

1.1
Contribution to economy


In many countries, the importance of the agricultural sector in terms of its share of GDP has been declining with economic development. However, for most developing countries, agriculture is still the key sector of the economy on which large parts of the population are dependent.  And for some of these countries, cotton accounts for a significant share of agricultural production. Consequently, revenue from cotton production is of great importance in national economies, especially in African cotton producing countries. Using the cotton export unit value, it was estimated that average value of cotton output during 1998-2002 in West African cotton producing countries was close to US$1 billion, of which US$ 156 million was in Benin, US$153 million in Burkina Faso, US$169 million in Cote d’Ivoire, US$ 199 million in Mali and US$ 65 million in Togo. Cotton made a significant contribution to the national economies in these countries. As summarized in Table 2, value of cotton output during 1998-2002 contributed to 6.3 per cent, 6.3 per cent, 1.4 per cent, 6.6 per cent and 4.8 per cent of GDP for Benin, Burkina Faso, Cote d’Ivoire, Mali and Togo, respectively. Moreover, the share of cotton value in GDP has been rising over the last two decades for countries including Benin, Burkina Faso and Togo. The significant share in GDP and rising share value suggested very important contribution of cotton production to the national economy in these countries.
1.2
Importance for agricultural export revenue


Exports of agricultural commodities are an important source of foreign exchange for many developing countries, especially those in the initial developing stage. Cotton is one of the important agricultural commodities traded in the world market. In 2003, there were over 100 countries involved in trade in cotton with total revenue of about US$ 7 billion, among which 85 per cent was from developing countries.  By individual product groups, the export revenue from cotton was the 6th largest following oil and fats, wheat, oilseeds, bovine meat and maize.  However, on the individual country basis, cotton export revenue was very significant to African cotton producing countries.  


Table 3 showed the share of cotton in to total agricultural export revenue for selected African countries.  The table reveals several very important facts. First, cotton export revenue was the most significant source of agricultural export revenue in several cotton producing countries where it accounted for more than 40 per cent of total agricultural exports during 1998-2002. The share of cotton exports in total agricultural export revenue was 73 per cent for Benin, 66 per cent for Burkina Faso, 61 per cent for Mali and 41 per cent for Togo, which suggested that cotton exports were very important for these countries.  


In absolute terms, cotton exports brought nearly US $1.3 billion for Africa countries during 1998-2002. Benin, Côte d'Ivoire and Mali each earned more than US $100 million from cotton exports.  Such large revenues obviously have important effects on national economies and household incomes. On average, cotton exports accounted for more than 8 per cent of total agricultural export revenue for African countries and about 14 per cent for West African cotton producing countries. 


Comparing the period during 1998-2002 with 1988-1992, the relative importance of cotton export revenues slightly declined for many West African countries, which can be attributed largely to the faster increase in total agricultural export revenue than that in cotton exports in these countries due to the lower unit value of cotton exports. During 1998-2002, the average unit value of cotton exports was US$1.24/kg compared with US$ 1.61/kg for 1988-1992. 

1.3
Contribution to food imports


While many developing countries export agricultural products, they import food.  Food import bills of developing countries have been rising steadily, reflecting both higher consumption levels related to income and population growth, but also in many cases the need to supplement slow-growing domestic food production. Therefore, at the national level, the capacity to generate foreign exchange to finance the necessary food imports is of importance. Thus, it is important to examine the contribution which cotton export revenue can make to food imports.  Table 4 summarizes the ratio of cotton export revenue to total food import expenses for selected African countries which cotton exports were important for food imports.  On the average, cotton exports from Africa covered more than 7 per cent of total food import bill, but it was more than 100 per cent for Benin and Mali, around 80 per cent for Burkina Faso and Togo, and 38 per cent for Cote d’Ivoire. The cover ratio for most of these countries declined slightly compared 1998-2002 with 1988-1992, which reflected largely the higher food import expenses.


One of the essential aspects of food security is the availability and accessibility of food for all. At the national level, the availability of resources to import food is very important for domestic food supply.  In view of this, one can say that cotton exports contributed greatly to food security, in particular for these African cotton producing countries. The revenue from cotton exports allowed these countries to access food in the world market and import food to meet domestic demand.
1.4
Employment contribution


Although it is a well-known fact that cotton production contributes to employment, especially in developing countries, it is difficult to obtain actual numbers of the farmers employed.  One difficulty stems from the seasonal nature of production as in the case of many other agricultural production activities. In certain periods, production activities are very intensive while less work is needed in other periods.  Moreover, differences in farm structures result in varying labour needs.  Given the difficulties of estimating the numbers of employment in cotton production, we used labour involvement in cotton production which is the number of workers engaged in cotton production, no matter whether they are full time or part-time, to proxy the employment. 


To obtain an estimate of the farm labour involved in cotton cultivation world-wide, we conducted employment surveys for selected countries, chosen as being representative of certain categories of countries and of cotton farm structures. According to the information on average labour involvement per hectare from these surveys, an estimate of labour involvement in cotton production for individual countries was calculated based on actual planting areas in 2002. Table 5 provides a summary of the estimate for selected African cotton producing countries and the ratio of cotton labour involvement to total labour force was calculated. 


Table 5 suggested that the contribution to employment was very significant in several African cotton producing countries, not only in the absolute size of labour involvement but also its relative importance in national employment. It was estimated that there were 450,000, 380,000, 350,000, 800,000, 650,000, 200,000 and 580,000 workers engaged in cotton farming in Benin, Burkina Faso, Côte d'Ivoire, Mali, Nigeria, Togo and Zimbabwe, respectively, which provided employment for 29, 7, 11, 17, 4, 17  and 3 per cent respectively of the national labour force in these countries. In addition to direct employment in farming, cotton production has also induced additional employment opportunities, which include cotton ginning, transporting, marketing and exporting.  If these were to be included, the employment contribution would be more significant in these countries.


Cotton production and trade contributed to food security significantly at both the national and household level. At the national level, cotton makes a significant contribution to food security mainly through its contributions to food import bills, and at the rural household level, to food security through employment and income. It will improve food security in these countries to enhance contribution from cotton production and trade.

2. 
Strategies to enhance cotton contributions to the economy and food security


Cotton production and trade have made considerable contributions to the national economy, foreign exchange, employment and food security in these African cotton producing countries over the past decades. However, these countries have been facing increasing challenges in the recent years. There are three major challenges to the further development of the cotton industry in African countries. 

2.1
Slow increase in productivity


Yield is a major indicator of productivity. As reported in table 6, the average cotton yield during 1998-2002 in Africa was only 2.2 per cent higher than that during 1988-1992 although cotton output increased by 26 per cent during the same period, which suggested that the production expansion was achieved mainly through area expansion. Several important cotton producing countries in West Africa including Benin, Mali, Senegal and Togo experienced considerable declines in cotton yields, where the average yield during 1998-2002 was 18, 27, 28, and 21 per cent respectively lower than that during 1988-1992.  While some countries such as Burkina Faso and Nigeria experienced increases in their cotton yields during the same period, their yield levels were still lower than the world average level.


While world average yield increased at a slow pace during 1988-2002, both growth in yield and the actual level of yield in Africa were significantly lower than the world average. The world average yield grew by 5 per cent during 1988-2002 but by only 2.2 per cent in Africa. The average cotton yield in the world was 578 kg/ha during 1998-2002 but it was only 362 kg/ha in Africa. The yield in major cotton producing countries in the world was over 1,000 kg/ha (Australia had the highest yield, 1,550 kg/ha). The yield gap between Africa and other major cotton producing countries was huge. The average yield in African cotton producing countries during 1998-2002 was only 63 per cent of the world average and 23 per cent of that in Australia.


Factors which were responsible for the lower yield may vary from country to country. Most common factors which caused lower yield include inefficient marketing and trading systems for cotton and production inputs such as seeds, pesticides and fertilizer, lack of research and extension, and poor infrastructure and irrigation systems. Other factors are lack of timely supply and high prices of inputs, and dependence on rainfall. The extremely low farm gate price of cotton also played a major role in discouraging cotton farmers to increase the input use as farmers had no incentives to increase output. Moreover, with rapid production expansion, a great amount of marginal land and farms came under cotton production. These areas may not be good for cotton production or farmers may be lack of production skills, which normally lead to a very low yield level, which, in turn, dragged down the national yield level. Various policies toward the cotton industry and institutional constraints can also discourage farmers to increase productivity.  

2.2
Trivial role in world textiles and clothing exports


World trade in textiles and clothing has experienced rapid growth over recent decades. The total value of textiles and clothing reached US$ 353 billion in 2002, which was 240 per cent more than that in 1985. It is well known that exports in textiles and clothing have functioned as important ladder for industrialization at the initial development stage. African countries as a whole, however, have had little participation in this fast growing area. Measured by export revenue in US dollar, exports of textiles and clothing from Africa were only US$ 3.2 and US$ 1.2 billion in 2002, respectively, which accounted for 2 per cent and 0.6 per cent of the world total while it accounted for 20 per cent of world cotton exports. More strikingly, while some countries export raw cotton, they rely on imports of cotton textiles and clothing for domestic consumption. For instance, in 2002, Benin exported little cotton textiles and clothing, 221 tonnes but imported 7,129 tonnes of cotton textiles and clothing, which resulted in net foreign exchange expenditure of US$ 48 million for these imports (see table 9).


Terms of trade have long been favourable for manufactured goods in world markets. Exports of raw materials do not only face unfavourable terms of trade but also lose value-added opportunities. The average cost of cotton accounts for only about 5 to 7 per cent of the value of the final textiles. In other words, if the final products rather than raw materials were to be exported, more than 90 per cent of value-added would be obtained. According to the primary result of the FAO/ICAC world fibre consumption survey, the average unit value of cotton textiles and clothing exports in 2002 was US$ 4.5/kg in China, the lowest cost exporter in the world. The average unit value of raw cotton exports from Africa was US$ 1.24/kg during 1998-2002. Thus, if textiles rather than raw cotton were to be exported at the same price as from China, African countries would obtain 262 per cent more foreign exchange. The implementation of the Agreement on Textiles and Clothing (ATC) and the ongoing WTO negotiations on tariff reduction on manufacturing goods including textiles and clothing would promote a better environment for trade in textiles and clothing. 


Weak competitiveness due to lack of investment, skilled labour and management were largely responsible for the severe underdevelopment in the textile and clothing textiles and clothing industries in Africa. Government industry policies, macroeconomic stability and institutional constraints may also restrict the potential for development of these industries.

2.3
Long-term decline in the world cotton price and the volatile world market


The world cotton price has steadily declined over the past decades. In real terms, the current price is about 20 per cent of that in the early 1950s. Many other primary agricultural commodities have experienced a similar trend. At the same time, the world market has been volatile. A recent example was a 46 per cent drop of the world cotton price between 1995 and 2000 followed by a 72 per cent rise from early 2001 to late 2003.


To examine the possible strategies for African cotton producing countries to meet these challenges and enhance their long-term prosperity of the cotton industry, we used a computable general equilibrium (CGE) model to simulate the potential measures and policies to increase yields and exports of textiles and clothing in Africa. We set up two targets. One is that average cotton yield in Africa would reach the world average and another is to increase exports of textiles and clothing by 200 per cent over 10 years. Then, we change various variables in the model including increase in skilled labour, expansion the size of chemical sector, reduction in marketing margin in cotton trade, increase in public investment and fixing of exchange rate. Our preliminary results suggested that all these factors would have significant contributions to these two targets.


FAO preliminary simulation results suggested that to reach the world average yield level in 2002, African countries would need to increase skilled labour by 24 per cent, public investments by 16 per cent, and the chemical sector by 12 per cent, which implied that African countries should have more trained farmers in the cotton sector, higher investment in research and extension and more input supplies, in particular fertilizer. The effects of catching-up productivity would be very significant which would allow African countries to increase cotton production by nearly 90 per cent over 10 years without expansion in planting areas. The increased productivity would also allow African countries to compete with other exporters in the world cotton market. Consequently, African countries would increase their cotton exports by 140 per cent over the 10 years. 


To increase exports of textiles and clothing by 200 per cent, African countries would have to increase skilled labour by 32 per cent and the textiles and clothing sectors should expand at least 300 per cent from the base. An interesting effect of increasing exports of textiles and clothing would be that it would induce a 35 per cent increase in cotton production but result in slower increase in cotton exports. Increase in investments and skilled would hold the key to expand the textiles and clothing sectors.


One of interesting findings from our simulations was that the reduction in market margin in cotton trade would have important effects on the competitiveness and cotton farmers’ income. By allowing a 50 per cent reduction in marketing margin, which is assumed that African cotton farmers would have a similar share in price with Indian cotton farmers, African cotton producing countries would increase their export revenue by 14 per cent due to improved competitiveness in the world cotton market and farmers’ income by 37 per cent.  Currently, a few multi-national trading companies or governments in many African countries have monopoly power over cotton exports. Reforms would be needed to increase the efficiency and transparency of the cotton trading system to allow cotton farmers to obtain greater benefit from producing cotton.


The model simulations also revealed that an expansion of the textiles and clothing sectors in Africa would induce significant changes in its cotton trade pattern. There would be an increase in inter-region trade in cotton but exports to the world market would grow at a much slower pace. 


In summary, these simulations suggested that to meet the challenges facing African cotton producing countries, increasing productivities and establishing/expanding textiles and clothing sectors would hold the key to long-term prosperity of the cotton industry. Since several other experts at the workshop will have a detailed presentations about the technical measures such as improved farming practices, better breeding, better irrigation, high quality inputs, adoption of bio-tech cotton, strengthening research and extension, and about institutional reforms such as rationalizing the trading and input supply system, allowing farmers’ participation in developments of the cotton industry to increase productivity of cotton production and competitiveness of cotton exports in African countries, I will not discuss these issues here. However, I would like only to emphasize that FAO, the specialized agency for agriculture in the UN system has the capacity to provide technical assistance to African countries to improve productivity of cotton production. Indeed, several projects aiming at increasing efficiency in cotton production are proceeding in a few African cotton producing countries.


It is essential for establishing/expanding the textiles and clothing sectors in African countries to increase their industry competitiveness in the world textiles and clothing markets. There is no doubt that the world textiles and clothing markets are very competitive. With the implementation of the ATC and China’s admission to WTO, the competitions have been intensified substantially. While countries such as China, India and Pakistan, where labour is abundant and wage rate is low, and textiles and clothing sectors are well established, are very competitive in the world markets, African countries have their own advantages. In world trade in textiles and clothing, the competitiveness is embodied in many aspects not only the labour cost. From the view of importers, the comparative advantages in textiles and clothing industry consist of many aspects including: timing, scale, quality, service and stability not only the low price. Thus, to improve competitiveness in the world textiles and clothing exports, a systematic strategy should be taken.  


African countries, especially those with abundant raw material base should take concrete measures to improve their competitiveness in the world textiles and clothing markets to benefit from trade liberalization in textiles and clothing because the availability of raw materials is an important factor to ensure timely delivery of product. In the view of textiles trade history, the emergence of new competitive exporters to replace old major exporter has been a continuing process over the past few decades. Japan was the world leading exporter of textiles and clothing in 1950s, but it was replaced by several other Eastern Asian countries and regions in 1960s. In 1980s, China, India and Pakistan emerged as the major exporters in the world. 


Finally, cotton exports have been almost the sole source of agricultural export revenue for a few African cotton producing countries. Given that the world cotton price has been in long-term decline and the market has been volatile, in addition to risk management measures, these countries should take steps to diversify their export revenue sources. Over-dependency on single commodity exports makes export revenue vulnerable to market fluctuations. Development of a textile industry would provide some diversity of export earnings while also capturing the benefits of value-adding.

Conclusion


Cotton production and trade have played an important role in developing national economies, generating export revenue, covering food import bills and creating employment in African cotton producing countries, which contributed substantially to food security in these countries. In the view of development, these countries are facing important challenges to the long-term prosperity of their cotton industry. To meet these challenges, these countries should focus on the increase in productivity in cotton production, establishment or expansion of the textiles and clothing sectors, and diversification of export revenue. 

	Table 1. Cotton Production and Export Growth in West Africa
	
	

	
	
	
	
	
	
	

	
	         Production
	
	
	           Export
	
	

	
	
	
	growth
	Quantity
	Quantity
	growth

	
	Average
	Average
	
	Average
	Average
	

	Country
	1988-92
	1998-02
	
	1988-92
	1998-02
	

	
	(1000MT)
	(1000MT)
	 (%)
	(1000MT)
	(1000MT)
	(%)

	
	
	
	
	
	
	

	Africa
	1,339
	1,687
	26
	750
	1,012
	35

	
	
	
	
	
	
	

	Western Africa
	501
	879
	75
	332
	552
	66

	
	
	
	
	
	
	

	Benin
	58
	147
	154
	44
	136
	212

	Burkina Faso
	67
	128
	90
	53
	80
	51

	Côte d'Ivoire
	110
	156
	41
	88
	133
	51

	Ghana
	6
	19
	218
	0
	5
	           na

	Guinea
	3
	22
	553
	2
	4
	100

	Mali
	112
	187
	67
	98
	133
	36

	Niger
	2
	5
	193
	1
	1
	12

	Nigeria
	89
	145
	63
	1
	9
	819

	Senegal
	16
	10
	-41
	10
	10
	-5

	Togo
	36
	60
	65
	34
	40
	16

	Chad
	57
	65
	14
	60
	57
	-5

	Zimbabwe
	74
	108
	47
	45
	90
	98

	
	
	
	
	
	
	

	Other Africa
	707
	635
	-10
	313
	313
	0

	
	
	
	
	
	
	

	Sources: FAOSTAT. 
	
	
	
	
	
	

	
	
	
	
	
	
	


	Table 2. Cotton's importance for GDP 
	
	

	
	
	
	
	

	
	           Value of cotton output
	       Share of cotton value in GDP

	
	Average
	Average
	Average
	Average

	Country
	1988-02
	1998-02
	1988-92
	1998-02

	
	(Million USD)
	(Million USD)
	(%)
	 (%)

	
	
	
	
	

	Western Africa
	720.11
	968.48
	0.65
	0.66

	
	
	
	
	

	Benin
	85.50
	156.20
	4.58
	6.27

	Burkina Faso
	81.88
	153.31
	2.87
	6.32

	Côte d'Ivoire
	169.02
	169.66
	1.55
	1.42

	Ghana
	11.86
	11.92
	0.02
	0.03

	Guinea
	5.02
	26.89
	0.03
	0.14

	Mali
	162.10
	199.81
	6.70
	6.56

	Niger
	2.38
	1.92
	0.10
	0.10

	Nigeria
	110.12
	219.74
	0.38
	0.36

	Senegal
	25.84
	11.15
	0.47
	0.23

	Togo
	52.52
	65.63
	3.31
	4.76

	Chad
	82.1
	84.4
	5.56
	2.44

	Zimbabwe
	115.4
	149.6
	2.08
	1.26

	
	
	
	
	

	Note: cotton values are estimated based on the each country's average export unit value 

	
	
	
	
	

	Sources: FAOSTAT, IMF and author's estimates
	
	

	
	
	
	
	


	Table 3. Cotton's contribution to total agricultural export revenue
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Cotton Export
	Total Agric Exp 
	
	Cotton Export
	Total Agric Exp 
	

	
	Value
	(Thous USD)
	Share of
	Value
	(Thous USD)
	Share of

	
	Average
	Average
	Cotton
	Average
	Average
	Cotton

	Country
	1988-92
	1988-92
	
	1998-02
	1998-02
	

	
	(USD 1000)
	(USD 1000)
	(%)
	(USD 1000)
	(USD 1000)
	(%)

	
	
	
	
	
	
	

	Africa
	1,207,079
	11,837,857
	10.20
	1,256,369
	14,671,002
	8.56

	
	
	
	
	
	
	

	Western Africa
	478,258
	3,219,812
	14.85
	608,222
	4,439,468
	13.70

	
	
	
	
	
	
	

	Benin
	64,400
	77,783
	82.79
	144,201
	198,190
	72.76

	Burkina Faso
	64,600
	89,817
	71.92
	98,093
	148,349
	66.12

	Côte d'Ivoire
	134,289
	1,623,424
	8.27
	144,906
	2,404,292
	6.03

	Ghana
	0
	401,722
	0.00
	2,863
	528,960
	0.54

	Guinea
	2,594
	28,965
	8.95
	4,253
	30,539
	13.93

	Mali
	141,563
	246,388
	57.46
	141,932
	234,726
	60.47

	Niger
	1,822
	57,318
	3.18
	563
	68,098
	0.83

	Nigeria
	1,267
	265,521
	0.48
	14,296
	414,109
	3.45

	Senegal
	15,932
	167,510
	9.51
	11,186
	129,573
	8.63

	Togo
	49,552
	107,442
	46.12
	43,501
	105,715
	41.15

	Chad
	85,663
	124,580
	68.76
	73,538
	125,345
	58.67

	Zimbabwe
	71,160
	645,641
	11.02
	124,733
	882,160
	14.14

	
	
	
	
	
	
	

	Other Africa
	571,997
	10,362,520
	5.52
	449,876
	9,224,029
	4.88

	
	
	
	
	
	
	

	Sources: FAOSTAT
	
	
	
	
	

	
	
	
	
	
	
	


	Table 4. Contribution to food import bill
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Cotton Export
	Total Food Import
	
	Cotton Export
	Total Food Import
	

	
	Value
	Value
	Cover 
	Value
	Value
	Cover 

	
	Average
	Average
	ratio
	Average
	Average
	ratio

	Country
	1988-92
	1988-92
	
	1998-02
	1998-02
	

	
	(USD 1000)
	(USD 1000)
	(%)
	(USD 1000)
	(USD 1000)
	(%)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Africa
	1,207,079
	12,784,913
	9.44
	1,256,369
	17,030,299
	7.38

	
	
	
	
	
	
	

	Western Africa
	478,258
	2,305,615
	20.74
	608,222
	3,716,668
	16.36

	
	
	
	
	
	
	

	Benin
	64,400
	97,527
	66.03
	144,201
	131,259
	109.86

	Burkina Faso
	64,600
	81,236
	79.52
	98,093
	125,829
	77.96

	Côte d'Ivoire
	134,289
	377,046
	35.62
	144,906
	383,687
	37.77

	Ghana
	1
	163,246
	0.00
	2,863
	345,649
	0.83

	Guinea
	2,594
	110,515
	2.35
	4,253
	128,781
	3.30

	Mali
	141,563
	85,950
	164.70
	141,932
	103,301
	137.40

	Niger
	1,822
	86,030
	2.12
	563
	106,763
	0.53

	Nigeria
	1,267
	522,044
	0.24
	14,296
	1,393,743
	1.03

	Senegal
	15,932
	304,549
	5.23
	11,186
	434,548
	2.57

	Togo
	49,552
	76,268
	64.97
	43,501
	52,921
	82.20

	Chad
	85,663
	22,613
	378.82
	73,538
	28,460
	258.39

	Zimbabwe
	71,160
	94,165
	75.57
	124,733
	128,703
	96.92

	
	
	
	
	
	
	

	Other Africa
	571,997
	10,362,520
	5.52
	449,876
	13,156,467
	3.42

	
	
	
	
	
	
	

	Sources: FAOSTAT
	
	
	
	
	

	
	
	
	
	
	
	


	Table 5. Contribution of employment in cotton farming to total employment

	
	
	
	

	
	
	
	

	
	Farm direct involvement
	Total
	Share of cotton

	Country
	   in cotton
	Labour
	employment in

	
	 (number of labour)
	Force
	total labour force

	
	Thousands
	Thousands
	(%)

	
	
	2002
	

	
	
	
	

	
	
	
	

	Benin
	450
	1,553
	29

	Burkina Faso
	380
	5,475
	7

	Côte d'Ivoire
	345
	3,127
	11

	Chad
	380
	3,805
	10

	Ghana
	75
	5,741
	1

	Guinea
	62
	3,429
	2

	Mali
	800
	4,735
	17

	Niger
	44
	4,630
	1

	Nigeria
	650
	15,183
	4

	Senegal
	40
	3,224
	1

	Togo
	200
	1,193
	17

	Zimbabwe (1)
	150
	5,844
	3

	
	
	
	

	(1) Large farms are not included
	
	

	
	
	
	

	Sources: FAOSTAT and author's estimates
	
	

	
	
	
	


	Table 6. Changes in cotton production and yield in selected African countries

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Production
	Area
	Yield
	Production
	Area
	Yield
	Growth in 
	Growth in 
	Growth in 

	
	
	Harvested
	
	
	Harvested
	
	Production
	Area
	Yield

	
	Average
	Average
	Average
	Average
	Average
	Average
	
	
	

	Country
	1988-92
	1988-92
	1988-92
	1998-02
	1998-02
	1988-92
	(%)
	(%)
	(%)

	
	(MT)
	(Ha)
	(Kg/Ha)
	(MT)
	(Ha)
	(Kg/Ha)
	
	
	

	
	
	
	
	
	
	
	
	
	

	Africa
	1,339,295
	3,778,800
	354
	1,686,900
	4,655,088
	362
	26.0
	23.2
	2.2

	
	
	
	
	
	
	
	
	
	

	Western Africa
	500,035
	1,367,119
	366
	879,128
	2,240,580
	392
	75.8
	63.9
	7.3

	
	
	
	
	
	
	
	
	
	

	Benin
	57,872
	118,085
	490
	147,142
	367,456
	400
	154.3
	211.2
	-18.3

	Burkina Faso
	67,417
	182,832
	369
	127,863
	302,706
	422
	89.7
	65.6
	14.6

	Côte d'Ivoire
	110,440
	196,829
	561
	155,564
	283,330
	549
	40.9
	43.9
	-2.1

	Ghana
	5,932
	16,666
	356
	18,860
	51,226
	368
	217.9
	207.4
	3.4

	Guinea
	3,415
	6,352
	538
	22,289
	41,725
	534
	552.7
	556.8
	-0.6

	Mali
	111,907
	198,385
	564
	187,403
	456,023
	411
	67.5
	129.9
	-27.1

	Nigeria
	89,200
	516,800
	173
	145,000
	537,000
	270
	62.6
	3.9
	56.4

	Senegal
	16,228
	39,004
	416
	9,516
	31,722
	300
	-41.4
	-18.7
	-27.9

	Togo
	36,049
	77,419
	466
	59,636
	161,503
	369
	65.4
	108.6
	-20.7

	Chad
	57,118
	214,704
	266
	65,122
	298,274
	218
	14.0
	38.9
	-17.9

	Zimbabwe
	73,634
	247,458
	298
	107,877
	358,356
	301
	46.5
	44.8
	1.2

	
	
	
	
	
	
	
	
	
	

	Other Africa
	706,674
	1,949,519
	362
	634,773
	1,757,879
	361
	-10.2
	-9.8
	-0.4

	
	
	
	
	
	
	
	
	
	

	Sources: FAOSTAT
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


	Table 7. Productivity comparison with the world
	

	
	
	
	
	

	
	
	
	
	

	
	Yield
	Yield
	
	Growth in 

	
	
	
	
	Yield

	
	Average
	Average
	
	

	Country
	1988-92
	1988-92
	
	(%)

	
	(Kg/Ha)
	(Kg/Ha)
	
	

	
	
	
	
	

	World
	550
	578
	
	5.1

	
	
	
	
	

	Australia
	1,455
	1,550
	
	6.5

	
	
	
	
	

	Western Africa
	366
	392
	
	7.3

	
	
	
	
	

	Benin
	490
	400
	
	-18.3

	Burkina Faso
	369
	422
	
	14.6

	Côte d'Ivoire
	561
	549
	
	-2.1

	Ghana
	356
	368
	
	3.4

	Guinea
	538
	534
	
	-0.6

	Mali
	564
	411
	
	-27.1

	Nigeria
	173
	270
	
	56.4

	Senegal
	416
	300
	
	-27.9

	Togo
	466
	369
	
	-20.7

	Chad
	266
	218
	
	-17.9

	Zimbabwe
	298
	301
	
	1.2

	
	
	
	
	

	Other Africa
	362
	361
	
	-0.4

	
	
	
	
	


	Table 8. Value of world cotton, textiles and clothing export in 2002

	  Unit: billion US $
	
	
	
	

	
	
	
	
	
	

	
	
	World
	
	Africa
	

	
	
	Export Value
	
	Value
	Share in world

	
	
	
	
	
	(%)

	
	
	
	
	
	

	Cotton
	
	5.93
	
	1.2
	20.24

	
	
	
	
	
	

	Textiles
	
	152
	
	3.2
	2.11

	
	
	
	
	
	

	Clothing
	
	201
	
	1.15
	0.57

	
	
	
	
	
	

	Cotton value ratio to total textiles and clothing value
	
	1.68

	
	
	
	
	
	

	
	
	
	
	
	

	Sources: Textile Asia, November 2003 and author's estimates
	

	
	
	
	
	
	


	Table 9. Benin 2002 Cotton Textile Trade Balance

	
	
	
	
	
	
	

	
	Quantity
	Quantity
	Trade balance
	Value
	Value
	Trade balance

	
	Export
	Import
	
	Export
	Import
	

	
	(MT)
	(MT)
	(MT)
	(Million)
	(Million)
	(Million)

	
	
	
	
	(USD)
	(USD)
	(USD)

	
	
	
	
	
	
	

	Total
	221
	7,129
	-6,909
	7
	54
	-48

	Cotton Yarn
	0
	0.5
	0
	0
	0
	   0

	Cotton Fabrics
	196
	6,116
	-5,920
	7
	48
	-41

	Cotton Clothing
	7
	780
	-773
	0
	5
	  -5

	Cotton Oth. Manuf.
	18
	233
	-215
	0
	1
	  -1

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Sources: author's estimates based on FAOSTAT country data tape.
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High yield and low cost bring about greater 

profit.
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[image: image20.wmf](2) Establishing/expanding the 

textiles and clothing sectors

•

Target: increasing exports of textiles 

and clothing by 200%.

•

Need to: increase (a) 32% skilled 

labour

and (b) 300% investments in textiles 

manufactures.

•

Benefit: 187% higher export revenue 

and 35% more cotton output.


[image: image21.wmf](3) More efficient marketing and 

trading systems

•

Target: 50% reduction in market 

margin.

•

Need to: reform the current marketing 

system to allow farmers to obtain 

greater benefit from cotton production.

•

Benefit: (a) 37% increase in farmers’ 

income and (b) 14% increase in 

production.


[image: image22.wmf]Final remarks

•

In the view of development, increasing 

production efficiency, marketing efficiency 

and competitiveness in world textiles and 

clothing markets holds the key to long

-

term 

prosperity of the African cotton sector.

•

Development should focus on increasing 

farmers’ income and enhancing their food 

security.

•

Diversifying export revenue is important for 

these countries with very high dependency 

on cotton.


Annex 10
FOOD AND AGRICULTURE ORGANIZATION OF THE UNITED NATIONS
ROLES AND CONTRIBUTIONS OF MULTILATERAL INSTITUTIONS


Cotton is one of the most important crops in West Africa. Cotton production and exports have contributed significantly to rural employment, farmers’ income, food security, national export revenue and economic development. For instance, cotton production accounts for 5.5 per cent of GDP in Benin. On average, cotton exports account for more than 22 per cent of total agricultural export revenue for West African cotton exporting countries. Over the past few decades, African cotton production and exports have been facing challenges of substantial price decline and fluctuations in the world cotton market, exacerbated by the strong currency appreciation which seriously disadvantages exporters.


In order to rebuild the profitability, competitiveness and sustainability –economic and environmental– of the cotton industry in West Africa, it is essential to develop appropriate sectoral policies and strategies to cope with the international market dynamics and requirements, while also helping the region develop more cost-effective and broadly sustainable production systems and improve efficiency in product processing, handling and marketing.

The principal external constraint is low and variable global prices. While world prices have recovered somewhat in the past year, the strength of the CFA Franc vis-á-vis the US Dollar has limited the beneficial impact of this on West African producers. 


The principal local production constraints include excessive pesticide inputs, and inadequate crop and soil management practices. These result in high on-farm production costs and low farm-household income security. Cotton farmers also face high risks due to lack of diversification.


Weak farm-level services and institutional support contribute to high costs, low productivity, and the vulnerability of cotton farmers. Lack of added value processing and poor product quality add to the vulnerability of cotton farmers and further reduce the competitiveness of the cotton industry. 


Sound strategies are needed to improve product quality and increase value addition along the supply chain by improving market efficiency and supporting expansion of the textile and clothing industries.


FAO is well placed to help improve the competitiveness of the West African cotton industry and reduce the vulnerability of cotton farmers by strengthening policy and institutional capacity to plan and implement actions to reduce production costs, to improve the sustainability of cotton farming, and to increase product quality, value addition and efficiency along the supply chain.

FAO has a diversity of expertise in economics and farm management; plant production and pest management; and post-harvest processing and other fields, in addition to strong capability in the delivery of such assistance programmes, which could be brought to bear on the cotton problems in West Africa.


We would be keen to take part in  multidisciplinary cooperation in which  technical and economic experts from FAO could work with other international organizations, research institutes, trade and industry as well as with experts from local governments and institutions, with support from multi-lateral funding agencies and individual donor countries. 


An integral part of any assistance should be to dialogue with stakeholders from the industry, from government, and other relevant institutions, to promote consensus building and participation in the definition of the problems, as well as examination of proposed solutions by various stakeholders.


The components of a programme to boost the productivity and competitiveness of the West African cotton sector could include: 

Development of capacity for developing and implementing sectoral and trade policies and strategies to ensure prosperity of the cotton industry in African cotton producing countries. Regional and country based policy and strategy studies could be conducted on critical factors affecting viability of the cotton industry, including policies and strategies necessary to ensure compliance with various international conventions Policy and strategy workshops would provide participants with a better understanding of the policies and strategies required to sustain their cotton industries, and an outline of the measures required to implement these policies and strategies.

There are three major components of the cotton supply chain which might be addressed. The first is to improve the profitability of cotton production by identifying and promoting options for increasing productivity and reducing production costs, including  flexible management strategies for farmers to respond changes in world markets. 


The second component is the performance of the cotton marketing system. Action could focus on marketing costs and efficiency, risk management, inputs access, and models for provision of inter-linked services.


A third avenue is improving the competitiveness of textiles and clothing industries, encouraging the cotton industry to move into exports of value-added textiles in place of raw materials. There are opportunities to expand the downstream cotton industries such as those involved in ginning, production of cotton-seed oil, and cottonseed cake processing for animal feed, as well the more upstream cotton-related industries such as textile manufacturing as well as further processing of cottonseed  oil.


There is substantial scope to improve the production efficiency of smallholder cotton/cereal producers through Integrated Production and Pest Management (IPPM) that includes elements such as: crop rotations and crop residue management, plant nutrient use in synchrony with crop rotations, soil preparation options including reduced tillage, weed control; insect and disease management, cover-crop establishment (relay systems) to ensure improved soil management, harvest optimization etc. There are also promising opportunities to expand the cropping choices so that cotton has a wider range of rotations to permit diversification, which is important not only for agronomic sustainability but also economic sustainability.  

An additional input would be the introduction and application of a Good Agricultural Practices (GAP) approach to address the economic, social and environmental dimensions of sustainability. Farmers’ Field Schools (FFS) would be central for building farmer capacities to use good agricultural practices. Attention should be given to strengthening the institutional framework and services to support promotion of GAPs.


To be most effective, assistance would need to link up with the ongoing process under the WTO and key regional trade agreements. To this effect, the assistance should also include follow-up actions to WTO-Cancun Meeting, specifically by:

· Studies and analyses of the impact of agricultural and trade policies particularly in developed countries on the developments in the world cotton market 

· Studies on strategies to increase profitability of cotton farmers in ACP focusing on the adoption of new technologies in cotton production and the role of vertical integration of cotton production and textile exports. 

· Support to promote production efficiencies and diversification and in post-harvest management and marketing, 


FAO stands ready to take part in a programme of assistance to ACP cotton-producing and exporting countries. We would hope that in doing so we can contribute to an improvement in the welfare and food security of the cotton producing farmers of West Africa.
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INTERNATIONAL COTTON ADVISORY COMMITTEE

THE WORLD COTTON MARKET:  A LONG-TERM OUTLOOK

Carlos A. Valderrama Becerra
Head Economist 
Introduction


The world cotton market has experienced dramatic changes over the last five decades. Consumption of cotton more than doubled from 7.6 million tons in 1950/51 to 18.5 million in 1998/99. The industrial processing of cotton fiber rapidly concentrated in developing countries. While in 1950/51, 28% of world mill consumption of cotton took place in developing countries; by 1998 the share had increased to 77%. Cotton production increased along with consumption, and the increase was the result of gains in yields, combined with an area dedicated to cotton fluctuating within a rather narrow range of 28 to 36 million hectares.

Over the last four years cotton consumption increased by 2.7 million tons, an average increase of 3.4% per year, after ten years of stagnation at around 18.5 million tons. The rapid increase in cotton consumption has only been matched by increases in the early 1980s and is mainly the result of low cotton prices relative to prices of competing fibers. Over the next seven years, cotton consumption is expected to expand at an annual rate of 1.2%. Despite low prices, world cotton production reached a record 21.5 million tons in 2001/02 and is expected to maintain the pace of consumption growth in the next seven years. Three main factors have promoted increases in cotton production since the mid-1990s: new technologies, the incorporation of new area dedicated to cotton and government measures. These factors are expected to continue to support cotton production in the next seven years, without exceeding the large accumulation of stocks registered in the second part of the 1990s. Consequently, world stocks, which averaged 52% of consumption between 1994/95 and 2000/01, are expected to average 41% of consumption over the next seven years.

Another influence on prices is the trade of raw cotton between China (Mainland) and the rest of the world. China (Mainland) is the largest producer and consumer of cotton. The very rapid increase of mill consumption of cotton in China (Mainland) was supported in the late 1990s by large stocks in that country. However, with depleted stocks, the strength of the Chinese textile industry has had to resort to imports of raw cotton in the last two years. It is expected that imports of raw cotton by China (Mainland) will average 1 million tons a year over the next seven years, equivalent to 15% of world trade in raw cotton.


International cotton prices, as measured by the Cotlook A Index, have declined overtime due to more efficient production practices. During the ten years to 1985/86 international cotton prices averaged 75 cents per pound; between 1985/86 and 1994/95, prices averaged 70 cents per pound; and in the eight years to 2002/03 prices averaged 63 cents per pound. It is expected that international cotton prices will average 60 cents per pound over the next the seven years.
Final Demand for Textile Fibers

World textile fiber consumption increased at an impressive pace since the 1950s. From 7.6 million tons in 1950, textile consumption increased to 52 million tons in 2002. While about 50% of the increase was the result of population growth, the remaining 50% was the result of higher income per capita levels, declines in real textile prices, and competition among fibers which generated new uses for textile fibers. However, the pace of growth of textile consumption has decelerated gradually. The average annual rate of growth of textile consumption was 3.7% during the 1960s, 3.1% during the 1970s, 2.5% during the 1980s and 2.7% during the 1990s. Indeed, the growth of the two major economic variables that determine textile consumption, income and population, has also decelerated.

During the 1990s, consumption of textile fibers in developing countries continued to increase above world average rates and most of this growth was concentrated in Asia. In 1990, 28% of world textile fiber consumption took place in Asia, and the share increased to 33.6% by 2002. Gains in share of world textile fiber consumption in other developing country regions during the same period were not significant, from 3.8% to 4.2% in the Middle East, from 6.2% to 7.3% in Latin America and the Caribbean and from 3% to 3.4% in Africa. The share of industrial countries of world textile consumption increased by just one percentage point during the twelve-year period to 46% in 2002. These gains in industrial and developing countries occurred at the expense of declines in Eastern Europe and the former USSR, where textile fiber consumption as a share of world consumption declined from 14% to 5.6% between 1990 and 2002.


Long term projections of world GDP and population growth suggest that world textile fiber consumption can expand at an annual average rate of 2.3% over the next seven years to reach 62 million tons in 2010.


In contrast to overall textile fiber consumption, cotton consumption at the end-use level continued to concentrate rapidly in industrial countries during the 1990s, essentially in the United States and Canada. While industrial countries accounted for 38% of world cotton consumption in 1990 and 44% in 2002, developing countries accounted for 48% in 1990 and 52% in 2002. Eastern Europe and the former USSR captured 14% of world cotton consumption in 1990 and 4% in 2002.


World cotton consumption increased by 2.6 million tons between 1998 and 2002, a four-year rally last registered in the early 1980s. Between 1982 and 1988, world cotton consumption increased by 4 million tons, and then stagnated between 1989 and 1997, fluctuating around 18.5 million tons.

Without any doubt, the strong increases in cotton consumption since 1998 have mainly been the result of lower cotton prices. Indeed, the Cotlook A Index, a measure of international cotton prices, averaged 54 cents per pound between 1998 and 2002, sloping down almost continuously over the period. Further, the bulk of cotton sales occur between October and December in any year, as production in the northern hemisphere, which accounts for 90% of world output, is ginned and marketed. The average price between October and December in the years 1998 to 2002 was 51 cents per pound. In contrast, prices of polyester in the U.S. market averaged 58 cents per pound and, most importantly, sloped upwards over the same period. Further, polyester prices in Asia, where most cotton is processed, have also trended upwards. Polyester prices in China (Taiwan), as reported by Cotlook Limited, increased from 37 U.S. cents per pound in 1998 to 43.4 cents per pound in 2001. Taiwanese polyester prices declined to 39.5 cents per pound in 2002, only to increase to 51 cents in April 2003. As a result of these trends the annual average relative price of cotton declined by 30% between 1998 and 2002.


World cotton consumption reached 21 million tons in 2003 and is projected to expand at an annual average rate of 1.8% to reach 23.6 million tons in 2010. Cotton's share of the world textile fiber market is projected to decline from 39.7% in 2002 to 38% in 2010.

Mill Consumption of Cotton

Mirroring end-use consumption, world mill consumption of cotton was stagnant during the first half of the 1990s, growing by only 0.6% between 1990 and 1997, but increasing rapidly thereafter. In the early 1990s, mill consumption of cotton declined dramatically in Eastern Europe and the former USSR from 2.5 million tons in 1990/91 to 730,000 tons in 1998/99, offsetting gains elsewhere in the world. Mill consumption of cotton recovered in that group of countries since 1998, increasing to over 900,000 tons in 2002/03. Mill consumption of cotton in industrial countries remained at about 4 million tons during the early 1990s, but declined rapidly since 1998/99. In contrast, mill consumption of cotton in developing countries increased at an annual rate of growth of 2.9% during the 12 years to 2002/03. As a result, the processing of cotton continued to concentrate in developing countries, and their share of world mill consumption rose from 67% in 1990/91 to 83% in 2002/03, compared to 46% in 1970/71 and 60% in 1980/81.


The declines in mill consumption of cotton experienced between 1990/91 and 1998/99 in Eastern Europe and the former USSR prevented world cotton and textile consumption from achieving greater growth during the first half of the 1990s. Mill consumption of cotton in this group of countries in 1998/99 was less than a third of the level of mill consumption in 1990/91. Imports of cotton manufactures mitigated the decline in mill consumption but consumption of cotton at the end use level registered similar declines. The dramatic declines in both mill and end-use consumption of cotton in Eastern Europe and the former USSR during the 1990s were the result of similarly dramatic declines in economic activity, which in turn caused incomes to decline. According to data from the International Monetary Fund, GDP in that group of countries contracted every year between 1990 and 1995 in a range of -0.2% to -12%. Had consumption of cotton in Eastern Europe and the former USSR remained at the level of 1989, the world would be consuming now 22.8 million tons of cotton.


Mill consumption of cotton in industrial countries increased from 3.2 million tons in 1980/81 to 3.9 million in 1990/91, fluctuated in a narrow range of 3.9 to 4.1 million tons between 1990/91 and 1997/98, and declined rapidly to 2.8 million tons in 2002/03. The declines reflect the increasing concentration of cotton processing in developing countries that has occurred during the last five decades. High labor costs and increased competition of imports from developing countries have caused the cotton textile industries in many industrial countries to decrease production levels since 1998/99.

Mill consumption of cotton in developing countries increased at an annual rate of 3.9%, from 8.5 million tons in 1980/81 to 12.3 million tons in 1990/91. Growth of mill consumption decelerated during first seven years of the 1990s to an average annual rate of 2.7% reaching 14.3 million tons in 1997/98, but regained strength since 1998/99, growing at an average annual rate of 5.5% to reach 17.5 million tons in 2002/03. The bulk of the increase since 1998 occurred in China (Mainland), but important expansions were also registered in Pakistan and Turkey.


For the past five years, China (Mainland) has been the driving force of the world textile industry. Between 1998/99 and 2002/03, additional mill consumption of cotton in China accounted for 83% of additional consumption worldwide. The Chinese industry processed 6.5 million tons of raw cotton in 2002/03, an increase of 2.2 million tons since 1998/99. The textile industry in China (Mainland) is highly dependent on the export market, and can be sensitive to world affairs. Nonetheless, low labor costs and Chinese policies have improved the country's competitiveness vis-à-vis other textile exporting developing countries, and China (Mainland) has increased its share of world textile and apparel exports in the last four years. China (Mainland), which surpassed Mexico as the second largest source of U.S. textile imports in 2001, surpassed Canada in 2002 and became the leading supplier of textile manufactures to the U.S. market.


In India, the second largest cotton processing country, mill consumption of cotton between 1990/91 and 1997/98 increased at an average annual rate of 4.3%, or seven times more rapidly than world consumption growth. Demand for Indian textile products has been supported mainly by very strong exports, in particular exports of cotton yarn, which increased from 60,000 tons in 1990 to 450,000 tons in 1997. Taking advantage of relatively low costs of cotton processing, Indian exports to other Asian markets increased faster than to other destinations between 1990/91 and 1997/98. In addition, promotion of exports to the United States, Canada and Mexico, as well as to Latin American countries has been developed since 1996. Nonetheless, Indian mill consumption of cotton has remained at 2.9 million tons since 1998/99, as it lost its export markets in Asia due to the Asian financial crisis of the late 1990s.

Driven by increasing exports of yarn and fabric over the last four years, Pakistan surpassed the USA as the third largest cotton processing country in 2001. Currently, the Pakistani textile industry is in a drive to add value to exports, and is modernizing its infrastructure as part of the goal of expanding exports of manufactured products. Mill consumption of cotton in Pakistan increased from 1.3 million tons in 1990/91 to 1.5 million tons in 1998/99 and 2.1 million tons in 2002/03.


Excluding China (Mainland), India, and Pakistan, mill consumption of cotton in East and South Asian developing countries declined at an average annual rate of 1.2% between 1990/91 and 1997/98. Increases in Indonesia, Bangladesh, Malaysia, Sri Lanka, the Philippines and Vietnam were more than offset by declines in other countries in the region, particularly in China (Hong Kong), China (Taiwan), and the Republic of Korea. Increases in labor costs in countries where textile production had prospered during the 1980s caused a shift of textile capacity to lower-cost countries in the region. Due to currency devaluations forced by the Asian financial crisis in 1997, mill consumption of cotton in East and South Asian developing countries excluding China (Mainland), India, and Pakistan, increased at an annual average rate of 5.1% since 1997/98 to reach 2.2 million tons in 2002/03.


In Turkey, mill consumption of cotton increased at an average annual rate of 10% between 1990/91 and 1997/98, reaching one million tons. Turkey has benefited from rapid expansion of exports of cotton products to the former USSR and Europe. However, despite sharp devaluations of the Turkish currency in the last five years and access to the European market as the country became a member of the EU Customs Union, mill consumption of cotton in Turkey increased at an average annual rate of 2.6% in the last five years, as exports to the former USSR greatly diminished and exports to the EU faced greater competition from China (Mainland).


In Latin America and the Caribbean, mill consumption of cotton increased at an average annual rate of 2.8% between 1990/91 and 1997/98. The bulk of the increase took place in Mexico, with small increases in some countries being offset by declines elsewhere in the region. The largest processor of cotton in Latin America and the Caribbean is Brazil, where mill consumption fluctuated between 720,000 and 830,000 tons during the period because of a reduction in cotton's share of fiber use and increased textile imports. Cotton's share of mill consumption of textile fibers in that country fell from 65% in 1990 to 59% in 1997. Brazil became a net importer of textile products in 1992 and has remained a net importer. In contrast, in Mexico, the second largest processor of cotton in the region, mill consumption of cotton increased at an average annual rate of 13% between 1990/91 and 1997/98. Mexico registered the fastest expansion of any cotton textile industry in the world during the mid-1990s, as it became a member of the North American Free Trade Agreement, which was implemented in January 1994 with access to the U.S. and Canadian markets. Mill consumption of cotton in Latin America and the Caribbean continued to increase through the end of the 1990s due to a recovery in Brazil, only to decline below the levels of the mid-1990s in the last three years, as Mexican mill consumption declined due to competition from Chinese products in North American markets.


Mill consumption of cotton in Africa declined at an average annual rate of 2.1% between 1990/91 and 2002/03, reaching 577,000 tons at the end of the period. Declines took place in the two largest cotton processors on the continent, Egypt and Nigeria, while mill consumption failed to increase in South Africa and Morocco other important cotton processors. Together these four countries account for 65% of African mill consumption.


During the 1990s, mill consumption of cotton became more concentrated in the largest processing countries. In 1980/81, the six largest processing countries today, China (Mainland), India, Pakistan, the United States, Turkey, and Brazil, accounted for 51 % of world mill consumption. These countries accounted for 57% of world mill consumption in 1990/91, 69% in 1997/98 and 72% in 2002/03. Current projections by ICAC suggest that the six largest cotton-processing countries will account for 75% of world mill consumption by 2010/11. China will likely continue to register the most rapid expansion from 6.5 million tons in 2002/03 to a projected 8.5 million tons in 2010/11. Mill consumption in India and Pakistan will likely increase by half a million tons in each country over the next seven years, while Brazil and Turkey will expand by 100,000 tons each. Declines or no major gains are expected in other developing countries. Mill consumption in the United States is expected to continue to decline rapidly from 1.6 million tons in 2002/03 to 800,000 tons in 2010/11. Similarly, mill consumption of cotton in the EU from 860,000 tons in 2002/03 to 500,000 tons in 2010/11.
Supply

During the 1990s, the world cotton market was characterized by stagnant supply, which resulted in prices above average between 1993 and 1997. World cotton production failed to increase due to problems associated with diseases, resistance to pesticides, and disruption of production due to economic reasons. Increases in cotton production between the 1950s and the 1980s was possible due to improvements in yields, which increased from a world average of 233 kilograms per hectare in 1950/51 to 574 kilograms in 1990/91. World area dedicated to cotton has fluctuated since 1950/51 between 28 million hectares and 36 million hectares, utilizing between 2.2% and 2.6% of the world's arable land. As yields failed to increase during the 1990s, so did production. As a result, the Cotlook A Index averaged 80 U.S. cents per pound in the period 1993-1997, well above the average of 71 cents per pound registered by cotton prices since the mid-1970s. Price declines in the second half of the 1990s seemed to be justified by increased production after years of relatively high prices in the middle of the decade. Yet, production continued to increase by the end of the 1990s and into the new decade despite sizable reductions in prices.


An important factor that promoted increases in cotton production despite relatively low prices was the strengthening of government policies regarding cotton. Direct income and price supports worldwide are estimated by ICAC to have increased from US$3.8 billion in 1997/98 to US$5.8 billion in 2001/02. Direct income and price supports worldwide are estimated by ICAC to have declined to US$3.8 billion in 2002/03. Increases in income and price support mechanisms have maintained production in subsidizing countries by between 300,000 tons to 3.9 million tons a year above what otherwise would have been produced in the last seven years. Subsidies deepen the decline in cotton prices and increase the length of the cycle of cotton prices.


New technologies, more extensive use of existing technologies, and new areas dedicated to cotton cultivation, have changed the structure of the world cotton market since the mid-1990s and contributed to promote world production since 1997/98. By shifting the supply of cotton to the right, these new factors in cotton cultivation allow production to respond more efficiently to the expansion of demand, while enhancing the economic viability of cotton production.


Among the new technologies, the most visible is genetic engineering of cotton. It is estimated that 21% of world cotton area was planted to genetically engineered (GE) varieties in 20003/04, up from just 2% in 1996/97. GE cotton is commercially approved and grown in nine countries, namely, Argentina, Australia, China (M), Colombia, India, Indonesia, Mexico, South Africa, and the USA, but its use concentrates in Australia, China (Mainland) and the United States. As this technology is offered at lower prices, it is expected to spread to other countries. Area dedicated to GE cotton varieties is expected to climb to 40% of world area by 2007/08, accounting for 50% of cotton production. GE cotton lowers the use of insecticides and, although it does not guarantee that cotton yields will be higher than with a non-GE variety, it might lower the cost of production. The most significant impact of the use of GE cotton has occurred in China (Mainland), where the adoption of GE cotton in the Eastern part of the country has significantly reduced damage from insects, lowered production costs and increased the income of growers. The increased use of other existing technologies and crop management techniques has also contributed to contain the cost of producing cotton and to increase world cotton production.

The use of new area dedicated to cotton production has also contributed to increased world production. It is estimated that new area dedicated to cotton production over the last decade in Mato Grosso Brazil and Southeast Turkey contributed 730,000 tons of additional world cotton production in 2002/03, with an average yield of over 1.3 tons per hectare, twice the world average.

Yet another factor that promoted cotton production despite relatively low prices was the appreciation of the U.S. dollar between 1995 and 2001, which partly offset declines in prices in countries where the currency devaluated, making cotton prices in domestic currency more attractive. Between 1998 and 2001 the U.S. dollar appreciated by 30% against the Australian dollar, 90% against the Brazilian reais, 25% against the CFA franc and 500% against the Turkish lira. Nonetheless, the strength of the U.S. dollar came to an end in early 2002. In the year to February 2003, the U.S. dollar lost 19% against the CFA franc and 14% against Australian dollar.

Cotton is produced in about one hundred countries, but production has traditionally concentrated in a few of them. Over the last three decades, the four leading producing countries have accounted for an increasing share of world production. China (Mainland), the United States, India and Pakistan accounted for 48% of world production in 1970/71, 52% in 1980/81, 61% in 1990/91, 63% in 2000/01 and 66% in 2002/03.


Within industrial countries, cotton is produced in the United States, Australia, Spain and Greece, and accounted for 19% of world production in 1980/81, 21% in 1990/91, 26% in 2000/01 and 23% in 2002/03. Developing countries accounted for 61% of world production in 1980/81, 65% in 1990/91, 67% in 2000/01 and 68% in 2002/03. Nonetheless, the share of world cotton production in developing countries, excluding China (Mainland), India and Pakistan, declined from 26% in 1980/81 to 22% in 1990/91 and 2002/03. Cotton production in the former USSR declined during the last two decades and accounted for 19% of world production in 1980/81,14% in 1990/91 and 8% in 2002/03.


Cotton production in China (Mainland), the largest producer, fluctuated within a range of 3.7 to 5.7 million tons during the 1990s. During the 1980s, Chinese production increased at an average annual rate of 5.2%. However, production in most years was lower than at the beginning of the decade. In 1990/91 and 1991/92, Chinese production seemed to be following the trend of the 1980s. International prices above 80 cents and favorable climatic conditions promoted gains in Chinese production, which reached 5.7 million tons in 1991/92. The production outlook changed radically in subsequent years. Production fell due to a decline in yields caused by increased pest pressure in the Eastern part of the country and a subsequent decline in area. More efficient pest control management and a shift of area from the east to the west of the country, mainly from Hebei and Shandong to Xinjang, sustained the levels of production above 4 million tons in the mid 1990s. Over the last four years, increases in Chinese production has been sustained by government policies that maintain domestic prices above international prices and by increases in yields due to the adoption of GE cotton, which reduced damage from insects and increased yields in the Eastern part of the country to the levels of the 1980s.


Since September 1999, new policies in China (Mainland) allow domestic cotton prices to be influenced by market factors. The government still sets a reference price for cotton, but actual prices can now be negotiated between buyers and sellers. Before September 1999, the prices set by the government were consistently above international prices. Nonetheless, despite the reform, which allows state mills to procure cotton directly from farmers and an additional policy of reduction of stocks, domestic prices continued to be above international prices due to restrictions on the importation of cotton. Production for local consumption and export is subsidized in China (Mainland) through direct financing made by the central government to exporting and local agencies, designed to bridge the difference between international market prices and the internal cost of buying, ginning and transporting cotton to an export or mill location. As a result, Chinese production in 2001/02, a year when prices reached the lowest level in over 30 years, increased to 5.3 million tons, the largest crop since 1990/91. Cotton production in China (Mainland) declined in 2002/03 to 4.9 million tons but is expected to expand over the next seven years to 6.8 million tons in 2010/11, still 83% of the expected need of the local cotton textile industry. Because of the rapid expansion of its textile industry, China (Mainland) became a net importer of cotton in 2001/02 and is expected to remain a net importer over the next seven years.


In the United States, cotton production increased from 2.4 million tons in 1980/81 to 3.3 million tons in 1990/91, and, with the exception of 1998/99, production fluctuated between 3.5 and 4.3 million tons during the 1990s. Production in 1998/99 was severely affected by drought and reached 3 million tons. As international prices deteriorated in the late 1990s, the existing government policies resulted in higher subsidy payments, and production increased in the following three years to reach a record high of 4.4 million tons in 2001/02 (which in turn created further downward pressure on international prices). By 1997/98, the United States exported 40% of domestic production, while 60% was sold to domestic mills. Because of the rapid deterioration of the U.S. textile industry in the last five years, more cotton was sold in international markets and U.S. exports represented 69% of the local production in 2002/03. As a result of the loss of the domestic market, U.S. production declined below 4 million tons in 2002/03 and is expected to continue to decline to about 3.5 million tons by 2010/11.


Cotton production in India rose from 1.3 million tons in 1980/81 to a record 3.0 million in 1996/97, mostly because of an increase in yield. Thereafter, production fluctuated downwards to 2.3 million tons in 2002/03 because of lower prices, poor weather and disease. The cotton yield in India climbed from 170 kilograms of lint per hectare in 1980/81 to a record 330 kilograms in 1996/97, but since then has fluctuated around 300 kilograms per hectare. Gains in yields in India were tied to improved availability of cotton planting seeds and chemical inputs, but yields remain well below averages of most other countries. Despite the rise in cotton production in India, growth in mill use meant that cotton remained in tight domestic supply, and prices paid to growers increased in real terms during the 1980s and 1990s. Still, low rates of adult literacy in the non-urban population result in low levels of technical knowledge in the agricultural sector. Yields in India are not expected to improve over current levels in the next seven years and production is likely to be 2.9 million tons by 2010/11, some 300,000 tons short of the projected needs of the local textile industry.


Production in Pakistan expanded rapidly during the 1980s, growing from 700,000 tons in 1980/81 to 2.2 million tons in 1991/92. However, production fell in 1992/93 and has remained well below the 1991/92 level since. The rise in production during the 1980s was mostly the result of increases in yields resulting from better methods of pest control, improved seed varieties and expanded use of fertilizer. The leaf curl virus spread throughout the Punjab growing areas in the late 1980s and early 1990s, and by 1992/93 the virus had a devastating effect on yields. By the late 1990s, the virus had

been controlled through better management of pests and the adoption of resistant varieties of cotton. Average yields in Pakistan rose from 340 kilograms per hectare in 1980/81 to 770 kilograms in 1991/92, but were no higher than 600 kilograms through 1999/00. In the last three years, production in Pakistan has not surpassed 1.9 million tons and is expected to remain at about that level over the next seven years. Production in Pakistan will likely fall half a million tons short of the projected needs of the local textile industry by the end of this decade.


As suggested above, the world cotton market will likely expand to 23.6 million tons in 2010/11, and expected increases in production in the four largest producing countries account for half of the projected increase in world production between 2002/03 and 2010/11, equivalent to 2 million tons of additional production. Other increases will likely come from Africa, Brazil, and Turkey, and recovery in Australia and countries in Latin America other than Brazil. Along with production in the United States, further declines will likely occur in the European Union.


In Africa, cotton production increased from 1.3 million tons in 1990/91 to a record 1.8 million tons in 1997/98, but low cotton prices have prevented production in that continent from surpassing that level in the last six years. In 2002/03, Africa produced 1.7 million tons and is expected to produce 2.2 million tons by 2010/11. French speaking countries in west and central Africa produced 1 million tons in 2002/03, accounting for 56% of production in the continent, and have the potential to increase production to 1.3 million tons by 2010/11, or 59% of total production in the continent.


Cotton production in Brazil declined rapidly between the mid 1980s and the mid 1990s, recovering in the second half of the decade because of shifting of production to new areas in the south west of the country, particularly in the state of Mato Grosso. Production, which declined from 965,000 tons in 1984/85 to 310,000 tons in 1996/97, climbed back to 940,000 tons in 2000/01. Low prices prevented production in Brazil from increasing in the first two years of the new decade, and production reached 850,000 tons in 2002/03. Production in Brazil is expected to increase to 1.2 million tons by 2010/11, accounting for 67% of production in Latin America and the Caribbean.


As a result of a shift in area from the south to the eastern part of the country, where an irrigation project known as the GAP project is being developed since the mid 1990s, cotton production in Turkey increased from 650,000 tons in 1990/91 to 900,000 tons in 2002/03, and is expected to increase to over 1 million tons by 2010/11.


Cotton production in Australia is essentially 25 years old and increased very rapidly during the 1980s and 1990s, from 100,000 tons in 1980/81 to 800,000 tons in 2000/01. A lack of water has kept Australian cotton production from increasing more than it has, and in some years has caused dramatic production declines. One such year is 2002/03, when production declined by 48% to 380,000 tons. Australian production is expected to recover to about 800,000 tons by 2010/11.


Excluding Brazil, cotton production in Latin America and the Caribbean declined rapidly during the 1990s and into the new decade, from 1 million tons in 1990/91 to 245,000 tons in 2002/03. The decline was the result of an erosion of the local textile market, which faced increased competition from imports throughout the 1990s, combined with low cotton prices in since 1998/99. Cotton production in Latin American countries, excluding Brazil, is likely to recover partially over the next seven years to 600,000 tons in 2010/11.


Cotton production in the European Union (EU) increased from 300,000 tons in 1990/91 to 475,000 tons in 2002/03, mainly reflecting increases in Greece. During the 1990s cotton production in the EU was supported by subsidies. However, recent changes in the subsidy program offered to growers, which convert a proportion of total subsidies into de-coupled payments to growers, is likely to reduce EU cotton production to about 200,000 tons by 2010/11.

Prices

International cotton prices, as measured by the Cotlook A Index, averaged 63 cents per pound between 1995/96 and 2002/03, down from an average of 70 cents per pound in the previous ten years. Several factor have been described that influenced the decline in long-term average prices, among which are new technologies, more extensive use of existing technologies, and new area dedicated to cotton. During the 1990s another factor that depressed prices was the strengthening of government policies in various countries.


As with any other commodity, year-to-year changes in cotton prices are driven by changes in supply and demand, which is usually expressed as a ratio between stocks and use. The ICAC uses a price model that utilizes such a ratio for the world excluding China (Mainland), and expresses supply and demand conditions in China (Mainland) affecting international prices with a variable that represents Chinese net trade in raw cotton as a proportion of consumption.


Because of the increasing importance of China (Mainland) to the world cotton market, net trade between that country and the rest of the world has played, and will continue to play, an important role in determining cotton prices. The ICAC Price Model suggests that a change of just 50,000 tons in Chinese net trade can move season average international cotton prices by one cent. China (Mainland) has influenced increases and declines in season average cotton prices over the last three decades, as it has turned into a net importer or net exporter of raw cotton. For instance, during the mid 1990s, dramatic increases in Chinese imports of cotton, drove prices to nearly record highs, where as during the late 1990s, the position of China (Mainland) as a net exporter of cotton resulted in downward pressures on prices. The rapid expansion of the Chinese textile industry over the last four years has changed the Chinese trading position from net exporter to net importer of cotton, and in 2002/03 net imports of cotton by China (Mainland) were half a million tons, the first sizable upward impact on prices since 1996/97. This year, 2003/04, China (Mainland) is expected to be a net importer of 1.5 million tons, and net imports are projected to average one million tons a year over the next seven years, providing upward pressure on cotton prices during the period.


In contrast, the stocks-to-use ratio in the rest of the world increased almost continuously since 1993/94, when at 0.36 contributed to price increases in the mid​1990s. The stocks-to-use ratio in the world excluding China (Mainland) increased to above 0.50 in 2001/02 and 2002/03, and is expected to average 0.58 over the next seven years.


As a result of increased net imports by China (Mainland) and projected increases in the stocks-to-use ratio in the rest of the world, international cotton prices are expected to average 60 cents per pound over the next seven years.
COTTON LINT SUPPLY AND USE IN WORLD TOTAL

Years Beginning August 1

	
	AREA
	YIELD
	PRODUCTION
	IMPTS
	CONSUMPTION

	
	000 Ha
	Kgs/Ha
	000
	Metric Tons

	1950/51
	28,537
	233
	6,645
	2,724
	7,638

	1960/61
	32,445
	314
	10,201
	3,804
	10,231

	1970/80
	31,778
	369
	11,740
	4,086
	12,173

	1980/81
	33,667
	411
	13,831
	4,555
	14,215

	1981/82
	33,948
	442
	14,991
	4,405
	14,147

	1982/83
	32,569
	445
	14,479
	4,350
	14,452

	1983/84
	32,137
	451
	14,499
	4,617
	14,655

	1984/85
	35,217
	547
	19,247
	4,602
	15,108

	1985/86
	32,792
	532
	17,461
	4,763
	16,589

	1986/87
	29,503
	518
	15,269
	5,516
	18,198

	1987/88
	31,238
	564
	17,609
	5,094
	18,117

	1988/89
	33,522
	546
	18,301
	5,654
	18,470

	1989/90
	31,640
	549
	17,365
	5,431
	18,675

	1990/91
	33,049
	574
	18,978
	5,220
	18,574

	1991/92
	34,710
	596
	20,677
	6,497
	18,637

	1992/93
	32,248
	556
	17,941
	5,690
	18,635

	1993/94
	30,435
	554
	16,861
	5,766
	18,496

	1994/95
	32,112
	584
	18,762
	6,458
	18,378

	1995/96
	36,066
	564
	20,330
	5,806
	18,455

	1996/97
	34,195
	573
	19,584
	6,138
	19,093

	1997/98
	33,828
	594
	20,080
	5,738
	19,032

	1998/99
	32,869
	569
	18,692
	5,414
	18,457

	1999/00
	31,953
	597
	19,070
	6,050
	19,610

	2000/01
	31,890
	609
	19,437
	5,747
	19,844

	2001/02
	33,416
	643
	21,485
	6,159
	20,283

	2002/03, estimate
	30,003
	643
	19,302
	6,573
	21,115

	2003/04, forecast
	32,618
	620
	20,217
	6,943
	21,005

	2010/11, forecast
	33,643
	704
	23,675
	6,727
	23,612
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[image: image77.emf]Figure 3: Real Price Indices, 1960-2003 (1980 = 1.0)
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[image: image78.emf]Figure 4: Nominal Price Indices, 1990-2003 (August 2002 = 1.0)
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Annex 12

INTERNATIONAL MONETARY FUND 

CHALLENGES FACING LOW-INCOME COTTON-PRODUCING COUNTRIES
Cyrille Briançon
Division Chief

Introduction

Over recent years, the significant subsidies granted to cotton producers in industrial countries have depressed world cotton prices and reduced revenues for producers in developing countries. As a result, the latter countries’ opportunities for growth, development, and poverty reduction have been lowered. The issue was brought to the fore at the WTO Ministerial meeting in Cancun, when four African countries (Benin, Burkina Faso, Chad, and Mali) demanded that industrial countries eliminate cotton subsidies and compensate African cotton-producing countries for their loss of income. While no agreement was reached in Cancun, there has been renewed discussion since then of whether and, if so, how support might be provided to cotton-producing countries in Africa. Hence, the International Monetary Fund is very pleased to participate in this workshop organized by the WTO and to contribute to the debate on that issue. 

The International Monetary Fund (“the Fund”), together with other international financial institutions (IFIs), has pressed and will continue to press for industrial countries to remove agricultural subsidies, including for the cotton sector, and open their markets to exports from low income countries. This represents for the Fund a priority issue in the development agenda. It has also become a test of industrial countries’ commitment to the development objectives of the Doha Round. At the same time, the Fund will continue to encourage cotton-producing countries to push ahead with reforms to improve the efficiency of their cotton sectors, diversify production, and introduce market-based mechanisms to stabilize farmers’ incomes. The IFI’s can also provide advice and assistance with these reforms. Considering the Bretton Woods institutions in particular, the World Bank would continue to take a lead role in supporting structural reforms to the cotton sector, while the Fund for its part, can support countries in managing balance of payments imbalances and adjustment needs—including those that may stem from the volatility in cotton prices.  

This paper provides a brief review of economic developments, policy challenges, and reform directions in cotton-producing countries.

The increasing importance of the cotton sector 

The cotton sector in West and Central African countries has expanded rapidly over the last 40 years, with cotton production doubling on average every decade since the 1960s (Figure 1). As a result, the CFA Franc zone’s share of world output has grown from around ½ a per cent in 1960 to close to 5 per cent at present. Furthermore, with almost all this output being exported, the region’s share of global cotton exports has also increased significantly—reaching around 15 per cent currently. Also noteworthy, though, are some periods where growth in the cotton sector has been far from steady, including stagnation in the early 1990s, rapid growth following the devaluation of the CFA Franc in 1994, and a sharp fall in output in 2000 owing to drought, mismanagement in some public ginning enterprises and low producer prices.

As a result of the overall upward trend in output and exports, the macroeconomic importance of cotton production and associated activities—including ginning, input supply, transportation, and marketing—has increased significantly. This is reflected, for example, in the growing impact of the cotton sector on GDP, rural employment and development, external balances, and government revenues. For example, cotton exports currently account for around 2/3 of goods exports in Burkina Faso and Benin, or 5 to 6 per cent of GDP. Cotton exports also account for 6 per cent of GDP in Mali, the largest producer in the region, although gold has recently taken over as this country’s leading export earner.

Challenges facing low-income cotton-producing countries

Despite this rapid growth in production and exports of cotton, West and Central African countries continue to face a range of development challenges. For example, these countries remain among the poorest in the world, with growth—although picking up in most cases since the mid-1990s—still well below the rates needed to make substantial and rapid inroads on poverty. The climate for foreign and domestic investment is not sufficiently favorable, and hence does not encourage development of value-added processing of primary products, including cotton, or support broader diversification of economic activities.  

The cotton sector in African economies faces a number of specific challenges. These stem in part from industrial country subsidies and trade restrictions, which have limited the scope for African countries to exploit their comparative advantage in growing cotton. But the difficulties facing cotton producers—and the most appropriate forms of external support for the countries concerned—also need to be viewed in a broader context. Three issues stand out:

· the substantial year-to-year volatility in cotton prices. Research indicates that the most systematic source of volatility has been fluctuations in income and demand growth among industrial country consumers. However, the degree of volatility also reflects in part the impact of subsidies granted to producers in some countries. In effect, subsidies have provided producers with incentives to maintain supply at a given level even in the face of declining demand and prices—hence driving prices even lower. Prices have also fluctuated significantly for other reasons over recent decades. For example, the oil price shocks of the 1970s led to sharp rises and then falls in cotton prices. In addition, economic policy changes—such as the large reduction in U.S. cotton stockpiles in the mid-1980s, and more recently in other countries—have led to sharp, short-lived, falls in prices. 

· ratios of domestic producer prices to international prices that vary substantially from country to country. For example, cotton prices received by farmers in India and Zimbabwe are generally higher than those in West Africa; this was particularly the case following the devaluation of the CFA Franc in 1994. Within West Africa, price ratios received by farmers in Benin and Côte d’Ivoire have often been higher—countries where cotton sector reforms are at a more advanced stage. Such comparisons need to be viewed cautiously, however, given that cotton companies have often made use of their monopoly positions to provide various public services or below-cost inputs to producers. Nevertheless, it is important to recognize that, as with all monopolies, the inefficiencies inherent in the vertically integrated market structure of African cotton production do appear to imply a persistent loss of revenues for producers. 

the long-term trend decline in real cotton prices (Figure 2). Again, this trend is partly a result of supply increases driven by cotton subsidies, which have allowed production to be maintained and sometimes increased in what would otherwise be marginal areas. But the long-term fall in prices owes more to other supply factors as well as to demand side influences. In particular, technological progress, including better fertilizers, pesticides, and seed types, has boosted cotton yields; the relative prices of substitutes (especially man-made 

· fibres) has declined; and cotton markets have been hit by the generally low income elasticity of demand that characterize primary products. The end of the quota system under the WTO Agreement on Textiles and Clothing, on the other hand, is expected to provide a structural boost to cotton demand and prices.

Responding to these challenges 

How can the international community—and the Bretton Woods institutions in particular—best respond to this mix of short- and long-term difficulties faced by cotton-producing countries, and what policy responses are needed from the countries themselves?

As emphasized in the introduction, the Fund will continue to press industrial countries to eliminate agricultural subsidies, including for cotton, and to open their markets to products coming from low-income countries. By removing a key impediment to economic development, such reforms would represent a significant and enduring contribution from the industrial countries toward improving prospects for sustainable growth among developing countries. 

Other forms of support from the Fund can also be considered. In general, the Fund’s main instrument for supporting low-income countries is its Poverty Reduction and Growth Facility (PRGF). Arrangements under the PRGF support governments’ macroeconomic programs directed at achieving sustainable adjustment in response to balance of payments difficulties of a structural character. In this regard, PRGF-supported programs seeks to provide a consistent framework integrating macroeconomic and structural policies that will contribute to enhancing prospects for sustainable growth and reductions in poverty. More broadly, programs supported by the Fund reflect economic policies set out in countries’ Poverty Reduction Strategy Papers (PRSPs), prepared by each country through a broad-based participatory process. 

While the Fund is prevented under its Articles of Agreement from providing assistance to specific sectors, it can support countries facing balance of payments shocks, including those emanating from the cotton sector. Fund staff are considering how the needs of cotton-dependent countries could be given more explicit recognition, and how the Fund could underscore its willingness to consider, within the framework of the PRGF, increased financing should a need arise as a result of unexpected shocks to the balance of payments.  

There are precedents to the use of such an approach—notably in the cases of Mali and Chad in 2001 where, following a fall in cotton prices, the IMF Board authorized an augmentation of these countries’ access to PRGF resources. From this perspective, the main point of the approaches under consideration would be to provide a more explicit, advance indication of the Fund’s intentions for countries with macroeconomic programs supported by arrangements under the PRGF. 

The need for a broader response to exogenous shocks

Such support from the Fund would however address only part of the difficulties faced by low-income cotton-producing countries. In particular, the challenges faced by the cotton sector—together with problems that have arisen with past attempts to support cotton producers (see below)—have led to widespread appreciation of the need for deeper, longer-lasting, and more predictable approaches to reform and assistance. In particular, there appears to have been a growing domestic and international consensus surrounding a reform strategy to increase producers’ participation in management of the cotton sector, improve the share of export earnings received by producers, reduce systemic risk, and improve governance. This strategy has the following key elements:

· Spinning off to the private sector the non-core activities of the cotton parastatals—including extension services, transport activities, purchase and distribution of inputs and equipments, and marketing of seed cotton and cottonseeds. 

· Reinforcing the technical and commercial capacities of farmer associations so they can directly contract for bank credit through a private sector-based recovery system which links repayment of credit to the marketing of the seed cotton. Such efforts need to be backed by broader institutional reforms—including to support the development of collateral mechanisms and the enforcement of contracts. 

· Introducing competition by opening up the sector to private ginneries. In most cases, this would require privatizing ginneries that are owned by the parastatals. In addition, marketing of fibre needs to be performed through transparent and competitive bidding processes. Competition in ginning, as well as in input supply and marketing, need not end at the border:  closer regional integration—which would increase the scope for cross-border transactions in seed cotton, for example—would also help to improve efficiency and returns to producers. 

· Developing appropriate risk management strategies—including methods of reducing the risks associated with commodity price and exchange rate fluctuations. There is a considerable need for cotton-producing countries in Africa to build up their expertise in risk management—an area where the private sector has a clear comparative advantage.

The IFIs are providing advice and assistance in these structural reforms to the cotton sector—the World Bank taking the lead role, consistent with its mandate. The Fund has also been, and is likely to remain, closely involved in monitoring and advising on these reforms in coordination with the World Bank, given the systemic importance of the cotton sector in the countries concerned and hence its impact on overall macroeconomic performance.

Looking beyond these structural measures directed at the cotton sector, the long-term decline in cotton prices highlights the need for cotton-producing countries to pursue broad-based reforms to improve the environment for strong, sustainable growth led by the private sector. The Bretton Woods institutions will continue to provide advice and assistance in support of such reforms—guided, for an increasing number of countries, by the framework for broader economic development set out in the Poverty Reduction Strategy Papers. 

Alternative approaches to support cotton producers  

The consensus that has emerged in favor of the reform strategy outlined in the previous section is based in part on difficulties observed with other approaches to countering the adverse effects of price fluctuations, supporting producers’ incomes, or promoting overall economic development. For example, in many cotton-producing countries in Africa, state owned monopoly/monopsony cotton companies have in the past (and still today in some cases) provided a degree of price assurance to growers. This has generally involved setting a base price at the beginning of each season, followed by additions to or withdrawals from a stabilization fund if the market price at the end of the season turned out to be higher or lower, respectively, than this initial price. An alternative approach that has been considered would involve direct income support to producers, akin to a social safety net. 

Such arrangements create a number of concerns, however:

· Fiscal risks:  Price and income guarantee schemes risk creating costly and open-ended fiscal commitments. For example, when price stabilization funds have been depleted—whether through prolonged periods of low prices, mismanagement, or other reasons—state budgets have often been called on to make up for losses and meet commitments to farmers. In Mali, for example, the fiscal cost of support to the cotton sector amounted to up to 2 per cent of GDP during 2001 to 2003. 

· Market distortions and governance problems:  Price guarantees, whether in industrial or low-income countries, shelter producers from important signals and incentives coming from markets, notably signals pointing to the need for lower production. Moreover, the benefits from these arrangements have tended to go disproportionately to large producers, and the associated stabilization funds have been prone to mismanagement and abuse. Income support schemes tend to weaken incentives for improvements in productivity, and may lead farmers to start production on marginal land so that they can become eligible for support. 

· Equity concerns: Income support schemes targeted just at cotton producers are difficult to justify in countries where poverty is widespread. The same concern applies to price guarantees that consistently required supplementary budgetary support. 

Finally, some attempts have been made to accelerate diversification and development through investment incentives targeted at specific industries or sectors, particularly through public subsidies and tax exemptions. This approach is also problematic, however, especially as pressures for such assistance often come from areas where the country concerned does not have an underlying comparative advantage. Hence, these activities may be sustainable only if backed by ongoing public support. A key concern is that the budgetary resources used to fund these incentives could instead be directed toward areas such as education, health, and infrastructure investment that are needed to underpin sustainable growth.

Conclusions

This paper has outlined a number of measures that could assist low-income cotton-producing countries, including by strengthening the cotton sector itself and by providing a platform for broad-based sustainable development. Such measures need both international and domestic backing. Internationally, a key requirement is to reduce industrial country cotton subsidies and to expand market access to developing countries’ output. The international community can also provide advice and financial assistance to cotton-producing countries, and the paper indicates how the Fund, for its part, could provide a clearer signal of its intentions to support adjustment in these countries. Cooperative external and domestic efforts are also needed to support structural reforms in cotton-producing countries. In part, these reforms would be directed toward improving competition and productivity in this sector, hence improving returns to growers. More generally, ongoing reforms—again backed by domestic and international support—are needed to promote diversification and growth, particularly by strengthening institutions, human resources, and basic infrastructure.
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Annex 13
INTERNATIONAL TRADE CENTRE

UNCTAD/WTO
DEVELOPMENT OF THE COTTON SECTOR IN AFRICA


POSSIBLE TECHNICAL ASSISTANCE BY ITC

What is ITC?


ITC is a technical cooperation organization whose mission is to support developing countries and transition economies, and particularly their business sectors, in their efforts to realize their full potential for developing exports and improving import operations, with the ultimate goal of achieving sustainable development.  ITC’s efforts are focussed on the priority sectors that have a high potential for export growth, development and diversification. 

ITC support takes the form of information, training and advice. Its ultimate ‘client’ is the business community and more specifically, that segment of the business community with the greatest potential for export growth and the greatest need for export-related support: the small- to medium-sized enterprise (SME). However, to ensure widest possible impact of its technical assistance, ITC works directly with ‘multiplier organizations’ or Trade Support Institutions (TSIs) rather than individual firms. 

ITC has five organizational goals which are:

· To facilitate the integration of developing/transition economy enterprises into the world trading system. 

· To support national efforts to design and implement trade development strategies.

· To strengthen key trade support services, both public and private.

· To improve export performance in sectors of critical importance and opportunity.

· To foster international competitiveness within the business community as a whole, and the small and medium-sized enterprise (SME) sector in particular.


In achieving these goals, ITC focuses on national and regional capacity-building within the public and private sector TSIs, which activities are critical to the competitiveness of the SME

The cotton sector: products which could be covered by ITC

· Raw cotton, including organic cotton.

· Cotton by-products: cotton seed, cottonseed oil, cottonseed oilcake and meals.
· Value-added products using cotton: yarn, fabric and clothing.
Potential trade related technical assistance by ITC for the development of the cotton sector


ITC’s specific technical cooperation activities are demand-driven. Therefore, detailed needs assessment in close cooperation with national counterparts would be the starting point for the development of specific technical assistance programmes and projects that would help address priority needs to support the export development of cotton, cotton by-products and value added products derived from cotton.


Activities proposed by ITC could be undertaken either at national, sub-regional or regional levels. Multi-country activities can also be planned to complement specific country level activities. 


Financial resources will be required to enable ITC to develop technical assistance programmes and projects to address priority needs as identified and implement them. 

1.
At national level 


ITC could offer technical assistance solutions using a wide range of tools and services to help build the capacity of Trade Support Institutions (TSIs) and to assist SMEs benefit from the growing international markets.  By providing TSIs with tailor made advice, the required tools, and the dedicated training on their use, ITC ensures that the capacity at national level can be sustainable in the long run. 

1.1
Capacity building at institutional level: 

· Strategic and operational market analysis: This entails an analysis of trade flow statistics, using ITC’s tool TradeMap, to assess trade performance at sector and product levels. This provides an assessment of multilateral/bilateral trade potential and help identify priority markets for export development of cotton and cotton products. This will help decision makers and producers to focus their efforts, especially in view of the phase out of textile and clothing quota in 2005 that will have an impact on major destination markets likely to be found in large Asian developing countries. Training will be provided to all stakeholders on how to use the TradeMap tool and to interpret the analytical tables it produces. 

· Market Access assessment and simulation tool: Decision makers in the cotton sector can use the ITC Market Access Map - MacMap to assess market access conditions. The MacMap simulation function can also help cotton producing countries better understand the implications of change for the cotton sector. Training and information sessions are provided on the use of the tool. 

· Trade information: ITC can help TSIs strengthen trade information services to assist the cotton business community to adjust to the new emerging trends.  ITC’s basic methodology and steps for the creation and operation of an efficient trade information service cover key issues such as assessment of trade information users’ needs; formulation of a strategy for providing trade information; efficient operations of a trade information service; dissemination of information to users. ITC’s trade information specialists can provide active support to counterparts in applying the methodology through the necessary training, helpdesk services, information material and equipment. 

· Export Quality Management: ITC can strengthen the capacity of the National Enquiry Points (NEPs) on SPS and TBT to provide sharp and targeted information on technical requirements in export markets and to undertake dissemination seminars on the standards and conformity assessment in the cotton sector.

· Product sector strategy development: In order to benefit from the export of cotton or value-added products in a sustainable way, a strategic approach is needed, especially when considering the expected changes to take place in 2005. To ensure a sustainable approach based on full country ownership, ITC would work with all stakeholders to coach them to develop their own strategy for cotton, cotton by-products and value-added products made out of cotton. The strategy process will aim at assisting the cotton community, including small producers and village communities, to generate more value from export potential. This could include launching small initiatives using cotton by-products such as animal feed, growing mushrooms, bio-fertilizers, etc…. 
1.2
Capacity building at the enterprise level: 

· Product and Market Development for Clothing: With the 2005 Quota Phase-out, competitiveness requirements for garment manufacturers will increase tremendously. To meet these challenges, ITC addresses 5 major needs of developing countries garment manufacturers with solutions implemented together with all major stakeholders, including market actors. This includes i) clothing sector strategy development; ii) benchmarking with competitors around the world; iii) sourcing information and supply management skills; iv) understanding changing markets after 2005 and developing tailor-made market penetration approaches in traditional and newly emerging markets; and v) promotion of e-applications in the clothing sector.
· Export Quality Management: While ITC does not work in the area of agriculture production, it can help with quality improvement of the export products by assisting producers and ginners to produce according to market/buyer requirements, which essentially covers post-harvest handling. This can be done through the development of awareness and training programmes for grass-root producers and smallholders on how to improve quality control processes, especially on SPS, involving where applicable the NEPs on TBT and SPS.

· Market development: ITC can provide assistance to SMEs, small growers, ginners and intermediaries to link them to the right business partners by organising market tours and market missions to selected markets. These missions will aim at strengthening SMEs capacity to respond to the requirements of the target markets and to adopt new technologies that would help increase the productivity of the sector.

· Competitiveness assessment: ITC “Fitness Checker” tools assist enterprises to undertake self-assessment through simple interactive checklists. The series include a general Export Fitness Checker, ISO 9001 Fitness Checker, and Transport Packaging Fitness Checker. These tools are available on CD-ROM software versions and printed versions. Training in the use of the various tools is provided at field level.

2.
At the regional and sub-regional levels


ITC could provide trade-related technical assistance at regional and sub-regional levels to create synergies and to ensure that initiatives undertaken help to strengthen the export capacity of cotton producing countries within the region or the sub-region. This would result in a holistic approach to the development of the cotton sector to enable the business community to take advantage of increasing market opportunities. 

· Strengthening sub-regional negotiating capacities: ITC can organize Business for Development workshops, training and information dissemination sessions at regional and sub-regional levels where stakeholders from both the public and the private sector would focus on the strategic issues regarding cotton and the business implications of WTO negotiations on the development of the sector. 

· South-South trade along the value chain: Some African countries, in particular SADC countries, are looking into the feasibility of developing an integrated value chain from cotton towards clothing production. While ITC cannot assist in the development of a textile industry, it can assist in creating business linkages between African countries with complementary production factors and trade interests. ITC can bring cotton growers, ginners, fabric manufacturers and clothing manufacturers closer together to do business along a regional value chain to be finally able to penetrate the major clothing markets. This sub-regional, or regional, approach is needed in order to help African countries comply with the rules of origin for market access of clothing products imposed by the worlds major markets and thus benefit from business opportunities. This would not only increase trade within Africa but would also facilitate access to the major clothing markets, especially in light of major changes expected from 2005 onwards. Such an approach is to be seen in the overall context of regional integration

3.
At global level


A selected number of products/activities would also enable ITC to help link national capacities to regional and global networks.

· A“Cotton Guide”: ITC could prepare a “ trader’s manual on cotton”. The guide would contain basic and operational information on the international cotton market and its requirements, with practical help to the trader and the producer. Specific sections would address the issues at the level of the smallholder and the extension services (from the market’s perspective: seeds, storage, pesticides, requirements for producing organic cotton, etc.). 


Based on the ITC product-network approach, training would be organised at regional level to introduce the manual and review the needs for its adaptation to the local contexts. This training would be targeted to decision makers in professional organizations and extension services involved in the cotton production and trade as well as in the textiles sector. 

· Market studies on cotton by-products and valued-added cotton products: these studies would help producing countries to identify and analyse potential export markets for cotton by-products and value-added products in order to diversify exports beyond the commodity market.

· Facilitation of Technical Cooperation among Developing Countries (TCDC): As more cotton consuming industries will be based in developing countries, especially after the textiles and clothing quota phase-out, ITC can facilitate the transfer of knowledge and especially market/buyer requirements from cotton consuming industries in developing countries to growers, ginners and intermediaries.

Three Delivery Modes 


Technical assistance proposed by ITC could be delivered through one of the following modes:

· Generic tools and multi-country programmes 


Specific existing tools or tools that could be developed for each of the components described, would be applied to the realization of the defined objectives.  Some of these tools could be made available through subscription, while others would require ITC specialists to train local counterparts in their use. This would be the simplest and most economic way of using ITC expertise and tool kit. These tools include provision of guidelines for designing, developing and implementing inter-regional trade development programmes.

· Customised initiatives 


This mode provides in-depth technical assistance since it addresses carefully identified specific national needs for trade development. It involves inter-alia formulation of specific country initiatives addressing specific high priority needs that the country may have in the areas highlighted in this document. The initiatives will clearly define specific activities that need to be undertaken together with a time horizon for their implementation. While the funding required for country-based activities under this modality is usually higher, assistance provided through this mode has a greater impact.

· Multi-agency, multi-country programmes


Under this mode, a broad range of the components delineated above could be integrated with current or planned activities of other development partners; this could then be offered as a multi-agency, multi-country programmes. The objective is to cover uncovered areas to provide a holistic trade related technical assistance. The activities that could be delivered through this mode will need to be structured in a manner which gives more value to this joint TRTA than what each partner can deliver by working in isolation. A prime example of this type of assistance is the Joint Integrated Technical Assistance Programme (JITAP) of ITC, UNCTAD and WTO, which is currently running in 16 African countries and seeks to build capacity at different levels for understanding, complying with, and deriving benefit from the evolving MTS. Another example is the Integrated Framework (IF) that coordinates the intervention of six multilateral agencies to help mainstream trade in the national poverty reduction strategies. More information on these two initiatives is given below. 

Annex I: Contribution through JITAP


JITAP is a multi-country, multi-agency capacity building programme implemented by ITC, UNCTAD and WTO in sixteen African countries (Benin, Botswana, Burkina Faso, Cameroon, Côte d’Ivoire, Ghana, Kenya, Malawi, Mali, Mauritania, Mozambique, Senegal, Tanzania, Tunisia, Uganda and Zambia). The programme aims at building capacity and strengthening national knowledge base on the Multilateral Trading System (MTS) in the partner countries, for a more effective participation in the trade negotiations, in the implementation of WTO agreements, and for the formulation of related trade policies. The programme also contributes to improving the supply capacity and market knowledge of exporting and export-ready enterprises in the participating countries, to derive benefit from business opportunities resulting from better market access under the MTS.


Cotton is an important resource for export development and a sector in which smart poverty reduction programmes can make a difference. 14 out of the 16 JITAP countries (i.e. with the exception of Botswana and Mauritania) are participating in this WTO regional workshop; capacity development action may be initiated under this  umbrella.


Cotton was mentioned as a priority sector or a sector of high potential in the project documents of Benin, Burkina Faso, Côte d’Ivoire, Kenya, Mali, Mozambique, Uganda and Zambia. Burkina Faso had emphasized the cotton case made at the WTO, without specifying what type of assistance would be required from the JITAP participating agencies.


Generally and based on contributions by ITC and WTO, JITAP could undertake some activities in the cotton sector provided that needs are expressed by the countries and are included in their respective project documents. Specific needs and priorities must correspond to the JITAP mandate and pertain to one of the programme’s five modules: MTS Institutional support, Compliance, Policies and Negotiations (Module 1); Strengthening MTS Reference Centres and National Enquiry Points (Module 2); Enhancing MTS knowledge and networks (Module 3); Products and Services Sector Strategies (Module 4); Networking and Programme Synergy (Module 5). Once identified and deemed pertinent for the relevant JITAP countries, the capacity building activities will be considered in the context of the JITAP implementation plans. JITAP could also ensure a catalytic role in coordinating various initiatives that aim at helping the African countries in developing their cotton sector. 

Annex II: Contribution through the IF


ITC’s contributions to the IF initiative have been designed with specific objectives in mind:  to show immediate and concrete results by promoting the participation of the private sector; to use to the largest extent locally available expertise to maximize resources and enhance the local capacity; and to optimise the potential for a broad based participation of development partners.


ITC is committed to put in place new ways to link LDCs’ production capacities to fast growing export markets.  Thus, ITC concentrates on strengthening the capacity of export‑oriented SMEs in LDCs, almost always labour‑intensive enterprises, to have a direct impact on employment and income generation, hence on wealth creation.  This is done through capacity‑building for sectoral strategy formulation, for trade support services and for enterprise‑level performance improvement.


Under the IF initiative, ITC is assisting selected LDCs in the formulation of strategies for export diversification of products and sectors having good potential. Activities include, among others, improvements of export production technology and quality management, training in product conditioning and marketing, and feasibility studies followed by advice on plantation, agro‑processing and marketing.


Since trade development of cotton is becoming increasingly a priority area of intervention common to 14 LDCs (Angola, Benin, Burkina Faso, Chad, Ethiopia, Guinea, Madagascar, Malawi, Mali, Mozambique, Senegal, Tanzania, Uganda and Zambia) actively participating in the IF, it is suggested that a regional programme aimed at addressing the country‑specific supply‑side concerns, prioritized through the different stages of the IF process, be prepared based on the DTIS recommendations. Such a regional programme will have to follow a comprehensive and holistic approach to cover the needs at all levels in cotton producing African countries. While ITC cannot address all needs, it can do so in its niche areas where it has expertise and experience. 
Annex 14
SAHEL AND WEST AFRICA CLUB / OECD
TRANSFORMATIONS IN WEST AFRICAN AGRICULTURE

AND THE ROLE OF FAMILY FARMS

Camilla Toulmin and Bara Guèye
Executive Summary

This report, commissioned by the Sahel and West Africa Club (SWAC) Secretariat, examines changes in West African agricultural systems, the major challenges being faced by millions of smallholders in the region, and pathways for the future, given international pressures and domestic constraints. Based on consultations and analysis of key issues, this scoping study was undertaken to lay the ground work for the development of a longer programme on the transformation of West African agriculture. This aims, among others, to strengthen debate on West African agriculture, the role of family farms and trade policy at national, regional and global levels. The proposed programme aims to identify and document how agricultural patterns and livelihoods are evolving in different parts of the region, to identify winners and losers, to outline the impact of OECD trade and agricultural policy on farming livelihoods, and to highlight the opportunities for producer organisations to influence policy design and negotiations - all in partnership with diverse organisations and interests in West Africa.

Agriculture is a central sector of West African economies, contributing a third of GDP, occupying 50-80% of the population, and providing a major share of export earning and government revenue. Looking towards the future:
•
There is a growing demand within the region for more diverse grains, fruit, vegetables, meat and dairy produce, which may be met by a mix of domestic production, sub-regional sources and imports from other major producers. '
•
Land will be increasingly scarce and valuable, especially in peri-urban areas and high-potential zones. A pragmatic approach is needed to provide greater security for smallholder farmers, to encourage investment and productivity growth.
•
Smallholder farmers must organize to lobby their governments to ensure their priorities are taken into account in new strategy and policies, not only in the agricultural sector but also in related fields, such as land tenure and trade negotiations.
•
The future for these family farms depends on agricultural trade negotiations under the WTO Doha round, to cut over-production and dumping by richer countries, as well as easier access to developed country markets.
•
Reliance by West African farmers on traditional export crops does not provide a secure route out of poverty, given global over-production, declining terms of trade, and tariff escalation on processed produce.
•
The sincerity of OECD countries' commitment to meeting the MDGs will be seriously tested by whether they are ready to cut farm subsidies, and help smallholders in poor countries "grow their way out of poverty".
_______________

' For example: the European Union, United-States, Latin America, and South East Asia.


Differences in past agricultural performance are largely explained by the effects of policy, market incentives, and climatic factors. Rural people continue to diversify their activities to cope with change, including rising levels of migration within and out of the region and it is estimated that 70-80% of rural people fall below the poverty line in almost all West African countries. Lack of data makes it difficult to assess changes in poverty levels over the last 20-30 years. Some longitudinal case studies suggest many rural communities have become better-off. However, economic collapse and conflict have brought a rapid descent into poverty for some populations, such as in Cote d'Ivoire.


There have been major long-term changes in the structure and character of West African agriculture. These include the power exerted by rapid urbanization throughout the urban hinterland, with towns and cities providing markets, a source of income and economic opportunity; the changing structure of farm households, and growing individualism; diversification of incomes and activities, especially migration earnings; new crops and niche products; rising scarcity and value of land, especially in peri-urban areas; and the greater role of private sector operators in input supply, marketing and contract farming systems. At the same time, the emergence of producer organisations offers the possibility of getting farmers' voices heard at high levels of government.


Weak performance of the farming sector in West Africa is usually attributed to supply factors (e.g. rainfall and land availability). But farmers here, like those throughout the world, are also concerned by returns from investment. Low prices, limited market access, uncertain transport, high transaction costs, and very limited access to inputs, set tight constraints on performance. The persistence of family farms is testimony to their adaptability, despite harsh challenges. Family farms adapt to changing market conditions by switching between crops and exploring new niches while coping with severe constraints. Continued growth in output of many crops despite stagnating or declining prices demonstrates their capacity to compete. However, this has its limits, leading to squeezing of margins, inability to renew equipment, difficulties in maintaining soil fertility and soil conservation investments, and the discouraging of youth from remaining in this sector.


"Family farming" or "agricultures familiales" provides the overwhelming share of agricultural production in West Africa. Its fundamental characteristics concern the link between economic, social and cultural dimensions, and multiple objectives, achieved through balancing individual and collective goals, risk reduction by diversifying activities and sources of income, and a degree of independence from market relations. Nevertheless, there is diversity within the sector, with 2-3 person households at one end, and substantial domestic groups of 80-100 people at the other extreme. West African agriculture is to a very large extent based on family farms, which produce almost all food grains, oil seeds, cotton, cocoa, coffee and other crops. Exceptions concern rubber, palm oil, and sugar for which commercial plantations provide a major share.


A clearer definition is needed of "family farming" to acknowledge their diversity, the nature of support they require for continued growth, and their ability to seize new opportunities. A threefold classification is proposed, but it should be remembered that these groupings are not watertight. There may also be movement by households between categories over time.


•
Type 1: farmers oriented towards the market, organized around a major cash crop, such as cotton, cocoa, coffee, fruit and vegetables. Often highly specialized, they are exposed to significant risks from fluctuations on global market prices.

•
Type 2: farms in which cereal and cash crops are largely balanced in terms of relative importance. Such farms often pursue considerable diversification to protect themselves from climatic and market risks.
•
Type 3: farms oriented towards grain production for household needs, some part of the harvest sold to raise cash. They constitute the poorer households with limited access to inputs and markets, little equipment and few livestock. In many places, these households are finding it particularly difficult to make ends meet and are undergoing a process of decapitalisation leading eventually to their disappearance.


Many West African governments note the need for agricultural "modernization" associated with large-scale commercial farms, relying on hired labor, modern technology, and mechanization. A contrast is often drawn with the small-scale family farm, its reliance on backward technology, subsistence orientation, and low productivity. Governments are interested in promoting large-scale irrigation and agribusiness to enable agriculture to respond to new markets and standards, and raise levels of productivity. This represents a caricature of both large and small-scale farms. Large-scale commercial farms in West Africa have been high cost producers, very vulnerable to changes in markets, and access to cheap credit, and are the first to collapse into bankruptcy when conditions change. By contrast, small-scale producers have been responsible for the vast majority of food and cash crop production, responding to improved incentives when prices are right. A clearer assessment is needed of the strengths and weaknesses of the small farm sector, how to support its development and responsiveness to changing market conditions. Attention needs to be paid to ensuring better balance in the preferences granted to large and small-scale farmers (access to land, cheap credit, etc.) so that the latter gain a fairer share of available opportunities.


The adverse impacts of trade and agricultural policy in OECD countries on the developing world are gaining recognition, with evidence showing the damaging effects of farm subsidies paid to rich country farmers. Adverse impacts stem from:


•
Downward pressure on world market prices caused by over-production from rich country farmers who are protected from falling prices and have no incentive to cutback output when demand is falling.


•
Unfair competition in third country markets, given the export subsidies provided to sell-off surplus stock.


•
Adverse impacts on local farmers from surplus farm produce being sold at below cost price, making it increasingly difficult for local farmers to earn a living, and discouraging investment in agricultural intensification.


The scale of OECD member state subsidies to their own farmers at some $350b per year has mobilized opposition to such continued largesse, given the comparison with budget allocations to overseas aid or debt relief.


There are many arenas for discussion of trade and agricultural policy.2 The Poverty Reduction Strategy (PRS) process is one avenue for ensuring coherence between strategic policy objectives in trade, agriculture and poverty reduction. Equally there is ongoing work on fair or ethical trade, and associated certification systems. Civil society groups in OECD nations have launched several networks to influence negotiations by campaigns for better access to rich country markets including tariff reductions for processed commodities, and cutbacks in non-tariff barriers; abolition of production related subsidies under the Common Agricultural Policy (CAP) and US Farm Bill; abolition of agricultural export subsidies and rights for Least Developed Countries (LDCs) to protect their own farmers, especially against dumping; and strengthened capacity for negotiation at national and global levels.
_______________

2  Such as the current WTO negotiations, CAP reform, the Everything But Arms initiative (EBA), the US's Africa Growth and Opportunity Act (AGOA) and Millennium challenge, the New Programme for Africa's Development (NEPAD) and the International Initiative on African Agriculture.


There is a growing body of producer organisations, federations, and some NGOs within the West African region with an interest in trade organisations. Such groups require support to enable them to fulfill their promise, maintaining strong links to the people they represent, and enhancing their ability to voice the interests of their members in national and global fora. ROPPA is a central actor in this network of regional organisations.


To work in this field, the SWAC needs to consider its comparative advantage and where best it can add value to the number and diversity of existing initiatives. Priority arenas, topics, and partnerships must be chosen to ensure an effective focus. Key to this process will be close working relations with existing initiatives, strengthening relations with partners in West Africa, iterative debate on priority themes, and responsiveness to new openings in the debate. WTO negotiations are the highest level at which trade and agriculture are addressed, with all other processes referring to the need for WTO compliance. A large proportion of West African states fall into the category of Least Developed Countries (LDCs) and face more favorable negotiating conditions under the WTO and Cotonou Agreement, given the non-reciprocal nature of their obligations. West African countries and regional bodies need to consider their room for manoeuvre, given their status as LDCs as regards protection of domestic food production and trade-related benefits.


The SWAC Secretariat might best add value to these processes in the following areas:


•
Consultation and providing a platform for discussion amongst stakeholders in West Africa on priorities for agricultural development, trade negotiations and the trade-offs involved with different options.


•
Identifying key themes with West African partners for action research to highlight the implications of current trends and policy measures, distributional implications, and choices to be made.


•
Working with government and civil society groups in OECD member states to push for greater policy coherence, and understanding of the global risks associated with short-term considerations of electoral politics at home.


•
Feeding materials and ideas into high-level global debate, to inform stakeholders of the interlinkages between trade and farm policy in countries north and south, and to build bridges between different constituencies, based on the influence, access and reputation of the SWAC.

This work has been undertaken under the direction of Karim Hussein (Principal Administrator, Secretariat of the Sahel and West Africa Club - SWAC) as part of a series of analytical papers and prospective studies on the Transformation of West African Agriculture
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Note: 

Prepared by Karim Hussein, Head of the 

SWAC’s

Agricultural Transformation and 

Sustainable Development Unit, with assistance from 

L.Bossard

, 

C.Perret

and P.Heinrigs, 

SWAC Secretariat, Paris) 

Ø

Thank you very much Mr Chairman, distinguished participants and 

colleagues. It is an honour 

for the Sahel and West Africa Club Secretariat to participate on

behalf of the OECD in this 

timely Forum. 

Ø

Please let me start by clarifying that while I am participating

on behalf of the OECD, the 

presentation I will make today does not represent an official po

sition of the OECD nor the 

SWAC. In fact, the OECD has not focused its analytical work on A

frican cotton and does not 

have an official position on the issue. However, I will introduc

e material drawn from the 

SWAC’s monitoring of the West African economy, regional trends a

nd interactions with West 

African actors.  

Ø

It is important to say one or two words about the SWAC at this p

oint. The SWAC is not a 

donor. It was formed as an international response to the serious

famines of the Sahel over 25 

years ago. Since then it has broadened its scope beyond food sec

urity and to cover the whole 

of the West Africa region. It is an informal Forum for strategic

reflection and exchange on West 

African development perspectives and priorities 

–

bringing together a subset of OECD 

members and West African stakeholders. Our Directorate is attach

ed to the OECD but it has 

an autonomous governing body and Work programme and it has a 

regional

mandate. Our work 

is organised according to four focus areas: medium and long term

development perspectives; 

agricultural transformation and sustainable development; regiona

l integration and local 

development; and governance, conflict, peace and security. A key

part of the SWAC’s mandate 

is to foster informed debate on regional development policies an

d practice based on West 

African field realities and the perspectives of diverse regional

actors. 

Ø

We have worked on issues relating to cotton through our scoping 

studies on the 

transformation of West African agriculture (studies available at

: 

http://www.sahel

-

club.org/en/agri/index.htm

); field studies in cross

-

border cotton production zones; ongoing 

consultations with West African governments, private sector, pro

ducer networks and 

international agencies on regional agriculture priorities and co

tton and joint work with other 

OECD Directorates on the impacts of trade and agricultural polic

ies in West Africa, policy 

coherence for development, and the Development Assistance Commit

tee’s work on donor best 

practice. Throughout we have acted as an 

impartial facilitator 

to foster dialogue among West 

African actors and OECD members.

Ø

We will demonstrate cotton’s importance in economic, agricultura

l, social and livelihood terms 

in West Africa, and hope through this to contribute to better in

formed dialogue on the key 

stakes and creativity in the search for appropriate solutions.

Ø

Finally, my presentation draws on this interaction and I want to

thank our collaborators for 

their contributions.
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It is important to recall some key characteristics of the West A

frica region before going further.

•

The West African region I refer to, as covered by the SWAC, comp

rises 17 countries from 

Cape Verde in the most western part of the region to Chad on the

eastern side. They include 

the fifteen member countries of the Economic Community of West A

frican States (ECOWAS), 

plus Mauritania and Chad. Cameroon is also taken into account du

e to its role in the Chad 

River Basin. 

•

The population of this region was estimated at 290 million in 20

03, representing approximately 

40% of the population of Sub

-

Saharan Africa, and includes all key cotton producing countries 

in 

West and Central Africa. The region is characterised by a proces

s of rapid demographic, social, 

agricultural and economic transformation. Population growth is m

ore rapid than that known in 

other regions of the world, and population is expected to double

by 2050. Any actions in 

agriculture need to keep this broader process of transformation 

in view.
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It is useful to recall the main cotton producing zones in the re

gion. 

•

According to FAO figures, the CFA Franc zone in West and Central

Africa produces 

between 4

-

6 % of total cotton produced in the world; the region now produc

es over 1 

million tonnes of cotton

(lint and seed counted together 

-

but with seed accounting for 

only 5

-

10% exports) . Most is exported, with the main exception of Nige

ria, which 

consumes most cotton produced. 

•

There are three main zones of cotton production as shown in this

map Most West 

African cotton production is concentrated in the Soudano

-

Sahelian savanna (semi

-

arid, variable rainfall). 

The CFA Franc zone, which has benefited from long term 

investment in structured national commodity chains, produces mor

e than 80% of the 

region’s cotton. It is particularly important for 5 countries  w

here it ranges between 5

-

10% of 

GDP. Most of the rest is produced in Nigeria. Production is comp

aratively limited in Ghana, 

Niger, Guinea, and The Gambia. 

•

In the last 20 years, West African farmers have increased areas 

of cotton cultivated 

to maintain production levels in context of liberalisation of th

e sector, falling yields 

and the need to maintain income in the face of structural price 

reduction on the 

international market to prices below the cost of production (

Particularly from the late 

1990s when increased consumption of synthetics

,

support for cotton production in the North 

and supply to international markets rose substantially. In 2002,

the price of cotton had 

dropped to 35 cents per pound 

–

a level which Africans found near impossible to compete 

with as it is a price considered below the cost of production).
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This table 

demonstrates

the

massive 

increase

in 

regional

production 

of

cotton

lint

since

economic

liberalisation

began

in West 

Africa

in 

the

early

1980s. This 

dramatic

rise

has

occurred

in 

all

three

main production zones, 

with

overall

production passing 

from

200,000 

tonnes in 

the

1970s to 

over

1 million tonnes in 

the

late

1990s / 

early

2000s 

-

with

cotton

lint

reaching

more 

than

1.2 million tonnes in 2003.

•

The

table 

also

shows 

the

remarkable

capacity

of

West 

African

farms

to 

adapt

strategies

to 

respond

to 

market

demand

and

attempt

to 

maintain

income

through

increased

production in 

the

face 

of

falling

prices

.
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This graph shows that West African cotton exports have progressi

vely risen in the last forty 

years 

–

and is now projected to reach some 13% of the international mar

ket in 2004/2005, 

taking second place, in front of Uzbekistan, after the US. 

•

Certain economies, particularly those in the CFA Franc zone, are

highly dependent on cotton 

exports. For example, cotton accounts for almost 50% of Burkina 

Faso’s national export 

revenue, between 32% and 36% for Benin and Chad and 14% for Mali

(

see Annex for further 

detail

).
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[image: image36.wmf]Work undertaken by the SWAC on structural trends in West African

agriculture confirmed the strategic importance 

of cotton in the dramatic process of regional agricultural trans

formation. 

•

In contrast to US or European farms, often averaging over 100 he

ctares, highly mechanised and using 

high levels of inputs, 70

-

80% of West African agriculture is undertaken on 

small family farms of 3

-

10 

hectares

. 

These depend largely on household labour and, if they can, oppor

tunistically switch types of production 

over time to adapt to opportunities and shocks. These farms gene

rate some 30

-

50% of national GDP 

–

depending 

on the country 

–

and produce almost all of the region’s staple food crops, oilse

eds and cash crops. 

•

Dramatic population growth and rapid urbanisation have increased

regional demand for agricultural 

products. West African farmers have demonstrated their capacity 

to adapt as agricultural production of 

cereals has broadly kept up with population and demand over the 

last 40 years. 

•

At the same time, key export crops have expanded in importance: 

in terms of area cultivated and amount 

produced (cotton, cocoa…). Nonetheless, reliance on export crops

and primary commodities is clearly not 

a secure route to poverty reduction,

due to price volatility and environmental risk  among other fac

tors.

•

Some 1

-

2 million households in West Africa cultivate cotton, with up to

16 million people estimated to 

directly or indirectly benefit from the impacts of cotton produc

tion. Most cotton is produced on such 

family run farms which combine diverse agricultural and liveliho

od activities: cotton is one major cash 

income generator, in some areas the only viable cash crop. 

•

Most of these farmers are poor by international standards. Howev

er, farmers in cotton zones are often 

better off than farmers elsewhere as they have benefited from ac

cess to inputs, capacity to produce a rare 

cash crop suited to the Sahel and availability of production and

marketing chains. In these zones, it seems 

as if a cotton boom might have been accompanied by a boom in cer

eals production, helping to account 

for the region moving from structural deficits and famine in the

1970s to impressive surpluses (e.g. the 

last harvest in 2003).

There

is some evidence that there is an agricultural revolution in cot

ton production 

zones, with cotton driving a process of “extensification” on the

one hand and intensive production of 

cereals as cash crops for urban markets on the other. 

We aim to explore this in  field studies in late 2004 and 

2005.

•

Another key development is that support for  institutional devel

opment in cotton areas has facilitated the 

rise of strong producer organisations.

Producer voice has become increasingly important  in national a

nd 

regional agricultural policy formulation 

–

although producer representatives are not consistently involved

in 

decision making on the cotton sub

-

sector. The degree to which producer organisations are sufficien

tly structured 

and close to their members varies, however. They are not all equ

ally able to effectively interact in national, regional 

or international policy arenas.  
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[image: image38.wmf]•

In this context, a number of core incentives remain for farmers 

to continue to produce cotton in the Sahelian zone: 

natural comparative advantage given the low production cost and 

high quality of West African cotton and limited 

alternatives for cash crops;  a crop suited to climate (limited 

rain); high quality fibre; existence of international 

demand; route to accessing a cash income; availability of a supp

ort infrastructure and established marketing 

channels; access to services…and it has been highly competitive 

(production cost/quality /price) until the sustained 

plunge in world cotton prices over the last 7 years (with the ex

ception of this unusual year, where prices have risen 

temporarily due to Chinese sustained demand and exceptionally lo

w harvest). 

Four 

further

points are 

worthy

of

note:

•

Where

cotton

producers

have 

benefited

from

the

existence 

of

a 

cotton

production support structure, 

their

families

have 

benefited

from

multipliers

that

make

them

less

vulnerable

to 

poverty

:

increased

cash 

income

, 

improved

access

to 

schools

and 

clinics

(via extra 

earnings

or services 

provided

by 

cotton

companies

leading

to 

increased

access

to 

education

and 

health

).

•

Access to agricultural innovation is higher in cotton zones, due

to the cotton production support system 

introduced initially by the colonial administration: providing c

onsistent extension advice, technology and 

inputs in a number of countries.

A recent case study we have undertaken in Mali on agricultural 

innovation 

shows the wider risks related to reforms and reductions in the  

cotton support system assured by the Compagnie 

Malienne pour le Développement des Textiles CMDT (these will be 

available on our web pages shortly). Will 

producers  still access agricultural inputs, fertiliser and tech

nology  when CMDT is privatised

? 

Will

the

State 

be

able to 

effectively

step

in to 

take

up

the

role

of

technical

support to 

producers

? If 

not

-

how

will

this

affect 

the

production 

of

related

food crops

?  

•

A 

community

development

/ 

producer

organisation 

strengthening

approach

to 

cotton

development

in 

the

FCFA zone 

has

not

only

enhanced

technical

and

productive 

capacities

in 

relqtion

to 

cotton

, but 

has

also

contributed

to 

improved

overall

living conditions.

This is due to 

incfome

from

cotton

but 

also

secondary

activities

, e.g.: coordinated marketing 

of

cereals

; support for 

additional

economic

activities

(e.g. CMDT support for 

livestock

development

and

income

generating

activities

for 

women

in Mali). 

•

Food

grain 

availability

has

also

increased

given

a 

strong

association 

between

cotton

and

increased

production 

of

staple

crops

such

as millet 

and

maize

. 

•

Another

example

from

our

studies

in Mali 

illustrates

this.
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The SWAC Secretariat's “Ecoloc” studies on local economies and d

ecentralisation in the 

Sikasso zone of Mali have shown that

when the cotton production support framework, 

maintained through CMDT was loosened in the mid

-

1980s to allow farmers to freely 

manage the allocation agricultural inputs across different  farm

plots, they began to 

apply these to maize for which there was growing urban demand. M

aize then became a 

major cash crop. 

Farmers also expanded areas cultivated, spreading the use of ani

mal 

traction from cotton to other fields, and increasingly integrate

d crop and livestock activities. 

Similar patterns were observed in Bobo Dioulasso, Burkina Faso a

nd Korhogo.

•

For example, between 1984 and 1997, average farm size in the Sik

asso zone rose from 1 

hectare to 3

-

4 ha. Between 1977 and 1997, maize production increased from 10,

000 t to 

70,000 t per year. At the same time, while yields fell, the area

sown to cotton rose from 15,000 

ha to 78,000. 

(See Annex for further detail on this case)

•

While farmers are clearly ready to adapt strategies, a key conc

ern in the Sahelian zone 

is that given limited alternative income earning opportunities a

vailable, a long term 

decline of cotton is likely to be accompanied with a decline in 

the cultivation of maize 

and other associated cereals with perhaps unintended consequence

s for supply of 

urban centres, farmer incomes and food security. 
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[image: image42.wmf]This graph further illustrates the interdependence of cotton and

maize production in Sikasso. 

Maize production also went down when cotton production fell dram

atically in 2000

-

2001, 

largely due to a long strike by cotton producers in dispute with

government over reforms.
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[image: image44.wmf]In 

preparation

for 

this

meeting, 

the

SWAC 

consulted

regional

actors

(NGOs, 

private

sector

, 

producers

…).

Notwithstanding

some

important nuances, 

there

is a 

high

degree

of

consensus 

among

regional

actors

on 

the

key

stakes

regarding

the

cotton

crisis

in West 

Africa

and

wider

implications for agriculture. I 

think

it

is 

worth

recalling

6 

key

points 

here

:

(i) 

It

is 

urgent

to 

find

a solution to 

price

volatility

in 

order

to 

avoid

destruction 

of

the

West 

African

cotton

sub

-

sector

. 

Albeit

that

wider

key

challenges 

exist

for West 

African

agriculture, 

cotton

remains

a 

special

case, 

deserving

sector

-

specific

approach

. 

(

ii

) Public 

awareness

of

the

importance 

of

policy

coherence

in 

richer

nations 

needs

to 

be

raised

. 

Enhanced

understanding

of

the

actual

impacts 

of

different

national 

and

international trade 

and

agricultural 

policies

on 

Africa

could

provide

evidence

to support 

targeted

action to 

address

these

. OECD, 

some

bilaterals, a 

number

of

agencies

, 

and

NGOs are 

working

on 

this

.

(

iii

) As 

confirmed

by 

the

recent

Association Cotonnière Africaine (ACA) meeting, actions are 

necessary

to 

preserve

the

quality

and 

competitiveness

of

West 

African

cotton

on international 

markets

(

cost

of

inputs 

and labour, 

yields

, 

price

….) 

(

iv

) 

Opportunities

for diversification 

need

to 

be

explored

, but are 

unlikely

to 

be

sufficient

given

the

limited

availability

of

alternatives 

particularly

in 

the

Sahel.

(v) 

Targeted

protection, support for 

and

investment

in West 

African

agriculture is 

required

–

but 

it

is 

unclear

how

the

costs

of

this

can

be

covered

. 

Fostering

regional

markets

and

processing

may

be

a 

way

forward

.

(

vi

) 

There

is 

scepticism

about 

the

proposal

for 

further

reform

proposed

by certain international 

actors

. 

What

new 

reforms

are possible 

after

extensive 

liberalisation

since

the

1980s?

West 

Africans

argue for more 

agricultural support 

not

removal

of

the

remainder

of

the

cotton

support 

system

.
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[image: image46.wmf]This 

slide

recalls

a 

few

of

the

wide

range 

of

proposals

currently

on 

the

table to 

address

the

cotton

crisis

. In addition to 

these

development

intervention 

oriented

initiatives, 

regional

actors

highlight

the

importance 

of

continuing

to 

work

to 

address

the

trade aspects 

of

the

cotton

crisis

(e.g. 

the

effects

of

subsidies on 

prices

). 

While

the

latter is 

not

for 

debate

at

this

meeting, 

many

of

the

development

initiatives 

will

be

discussed

during

this

Workshop

I 

would

simply

like

to 

draw

attention to 

the

need

to 

consider

a  

number

of

challenges 

and

questions 

that

any

new initiatives 

need

to 

address

as 

proposals

for action are 

debated

and

evaluated

. This 

will

, I 

hope

, 

contribute

to 

tailoring

proposals

to 

better

fit 

regional

realities

. 
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debate
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iv
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investment

?
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What
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[image: image49.wmf]Thank

you

Additional

resources

SWAC web pages on agricultural transformation 

and

cotton

www.oecd.org/sah

(

icon

-

cotton

)

www.

sahel

-

club.org

/en/agri/

index.htm

www.

sahel

-

club.org

/

fr

/index.htm

OECD initiative on 

Policy

Coherence

for 

Development

www.oecd.org/development/policycoherence

DAC guidelines on 

strengthening

trade 

capacity

www.oecd.org/dac/trade

•

Please let me end by referring you to some useful resources on c

otton and 

West Africa. 

•

I would like to draw attention to the fact that we have establis

hed web pages 

devoted to cotton and providing access to extensive materials fr

om regional 

and international actors (

www.oecd.org/sah

). We intend to build on this 

“living”  resource and will be happy to include further contribu

tions as time 

goes on to facilitate debate and information sharing. Please sen

d to me at: 

karim.hussein@oecd.org

•

Once again, I would like to congratulate the organisers for thi

s important 

initiative and thank you for listening. I wish participants ever

y success in 

identifying constructive  ways forward.


APPENDIXES
SUPPLEMENTARY DATA
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[image: image51.wmf]Note

•

This slide provides an idea of the degree to which cotton is imp

ortant as a source of export 

revenues for a selection of key producing and exporting countrie

s in West Africa. 

•

It is interesting to note, that Nigeria is a different case: it 

produces some 150,000 MT cotton 

but exports only 8

-

10% of this, the rest being consumed and processed nationally.
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[image: image53.wmf]This graph, using data from SWAC Ecoloc studies, shows that tren

ds in cotton and maize production have been close and 

interdependent in the Sikasso zone of Mali in recent decades. A 

major rise in maize production has accompanied rises in 

cotton production. More recently, the trajectory for maize seems

to continue upwards while cotton has stagnated.

This relationship is not primarily due to State intervention or 

incentives as these became less important after 1994. Rather, 

rapid urban growth, rising demand in neighbouring countries and 

availability of inputs via the cotton support system have been 

key. A similar relationship has been noted by regional actors in

other zones between cotton and millet, and even cotton and 

sorghum 

-

though this remains anecdotal. This relationship principally ar

ises through sharing of  inputs, availability of 

infrastructure, technical innovation, access to agricultural ser

vices and increased capacity to invest in agriculture due to cot

ton 

cash incomes. These examples also illustrate that family agricul

ture can diversify in response to changing incentives and 

demand when the conditions are right. 

More background on the Mali cotton industry may be useful here. 

The cotton industry in Mali has a long history and Mali 

produces more cotton than any other single country in the region

. Cotton was introduced to Mali as an export crop by the 

French colonial administration. In efforts to coordinate the sub

-

sector, a

single national organisation 

was

established

to 

oversee

cultivation

, collection 

and

ginning

: 

the

Compagnie Malienne pour le Développement des Textiles (CMDT). 

The CMDT 

has provided incentives to farmers to increase yields from 200 k

g to 1,600 kg over time, limiting areas sown to cotton and 

providing fertiliser. Farmers were quick to realise that the fer

tiliser provided through the cotton production support system co

uld 

also be used on cereals and other crops. Hence, they sometimes "

diverted" some of the fertiliser intended for cotton to other 

crops. Farmers typically used income from cotton for savings and

agricultural investment : primarily, increasing herds as a form

of savings; secondarily, acquiring draught animals to increase c

ultivated areas. When the CMDT eased its cotton support 

framework with liberalisation farmers increasingly used their an

imal

-

drawn ploughs to increase areas sown. At the same time, 

farmers responded to increased local, urban and regional demand 

for cereals, particularly maize, turning these into commercial 

cash crops. 

Agricultural transformation is accompanying this process, with t

he introduction of crop rotation and mixed farming systems that 

combine crop and livestock activities, replacing historic forms 

of itinerant farming. The current challenge is to introduce 

effective methods of soil regeneration and end fallow.  A simila

r transformation seems to have begun in other parts of the the 

Sahel. Ecoloc studies in Korhogo and Bobo

-

Dioulasso have also experienced this type of change, with minor 

differences. 

Furthermore, according to an independent observer Gérard Magrin,

the combination of a worsening political climate and 

volatile cotton prices is causing a similar shift in southern Ch

ad. Although the level of urbanisation in this area is low and t

he 

capital, N’djamena, is distant from producing zones, overall dom

estic demand for cereals has increased due to growing  urban 

demand from neighbouring countries (e.g. Cameroon and Central Af

rican Republic). Chad's "cotton" farmers are producing 

cereals for these countries, in spite of  problems related to di

stance and poor transport links. 
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Cotton support system favoured high access to 
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demand
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[image: image55.wmf]Our recent field work on access to agricultural innovation has c

onfirmed some of these points 

in relation to current reforms of CMDT. A more detailed case stu

dy will be available on our 

web

-

pages shortly.
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[image: image57.wmf]The evolution of cotton and maize production are close and inter

-

dependent. This slide 

provides further evidence of the  remarkable increase in maize a

nd cotton production, and the 

way in which the maize curve closely follows the cotton curve. T

his is reflected even in the 

marked downward trend in 2000

-

2001, primarily due to a strike of cotton producers.

However, maize is produced for African markets where demand is v

ariable and tight. It 

therefore currently remains marginal when compared to cotton as 

source cash income. 

However, this example illustrates that if the cotton production 

system is seriously damaged, 

maize and millet production could also suffer, with concomitant 

impacts on poverty, food 

security, nutrition.


Annex 15

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION

UNIDO'S CONTRIBUTION IN IMPROVING COMPETITIVENESS OF THE

COTTON SECTOR AND INCREASING AFRICA PARTICIPATION

IN GLOBAL TRADE

Abel J.J. Rwendeire

Managing Director

Programme Development and Technical

Co-operation Division

Mr. Chairman,

Excellencies,

Distinguished  participants,

Ladies and gentlemen,

1.
Introduction


It is indeed a great honour for me to be participating on behalf of the Director-General of UNIDO, in this meeting with very many distinguished personalities drawn together to explore the crucial issues pertaining to the cotton sector in Africa.  Allow me to extend UNIDO's gratitude to the Government of Benin, through H.E. the Minister for Industry, Commerce and Employment Promotion for the excellent arrangements to host this meeting, the warm welcome and hospitality extended to the participants of this meeting, and to the WTO Secretariat for organizing this meeting.

1. UNIDO's Technical Co-operation Approach


The mandate of UNIDO is to assist in developing meaningful capacities for promoting sustainable industrial development in developing countries and countries with economies in transition while giving priority to African countries with a view to connecting marginalized countries and communities to the process of globalization.  Ultimately, this would ensure that globalization becomes a positive force for all in turn contributing effectively to reducing poverty.  In pursuit of this overall mission, UNIDO's approach in supporting African countries is primarily based on either the existing Poverty Reduction Strategy Programmes (PRSPs) of the respective developing countries or the UNIDO's conceptualization of Integrated Programmes capable of addressing the requirements of industrial development in a holistic manner.  These Integrated Programmes combine a select number of UNIDO's Service Modules (reflecting core competencies in a variety of combinations of such services as:  industrial governance;  investment promotion;  private sector development;  trade capacity-building;  energy and environmentally sound technologies) into a targeted support programme.  Such Integrated Programmes are developed in close consultation with counterparts in the government, business community and social society.  Subsequently, they provide the basis for UNIDO's own specialized support but also the framework for mobilizing complementary programmes and resources from other multilateral and bilateral development agencies.


In cases where the IP programmes do not exist, UNIDO utilizes the Country Service Frameworks, which are designed after an undertaking though needs assessment and prioritization following close and intense consultations with the recipient countries.


In addition to its operational activities, UNIDO devotes significant efforts to analysis and research on the industrial development of African countries, ranging from a comprehensive set of industrial statistics to country- and sector-oriented studies.

3.
Strengthening of Productive Capacities

The international community committed itself to achieving the Millennium Development Goals of poverty reduction, fight against killer diseases, gender equality, basic education and environmentally sustainable development.  This is one agenda that poses tremendous and most formidable challenges to member countries, especially those from the developing regions of the world.  Given the current economic conditions taken together with globalisation and the continuous technological changes, the only avenue to enhancing productivity growth demands that domestic industries must compete through innovation and technological upgrading.  This means that governments and private sector enterprises in the developing countries will have to mobilise and utilise efficiently technologies that help in transforming the abundant raw materials into finished products for both local and international markets.  This strategy envisages developing global partnerships and linkages with other businesses and sources of technology such that there is continuous upgrading of domestic capabilities and skills.


While UNIDO also has technical assistance programmes that deal with issues of policy formulation and implementation, UNIDO has had to work consistently with and support private sector entrepreneurs who are the main drivers of industrial development.  UNIDO's approach has been to encourage linkages between large, medium, small and micro enterprises for enhancing productivity growth, technology transfer and diffusion so as to maintain competitiveness.  UNIDO supports micro enterprises to help them move from a "survivalist mode" to a growth mode in poverty reduction.  The support for small enterprises is to ensure the creation of the "Missing Middle" to supply initially the local market with a view to entering the export market.  As for medium scale enterprises, the agenda is to ensure their insertion into the global value chains as true participants in equitable global economy.


In response to numerous requests from member states and taking into account the decision taken at the 15th Conference of African Ministers of Industry in 2001 to support African industrialization under the framework of the New Partnership for Africa's Development (NEPAD) in line with Resolution 57/297 of the United Nations General Assembly, UNIDO developed recently:  the Trade Capacity Building Initiative (launched in 2002 in Monterrey at the UN Conference) and the Africa Productive Capacity Initiative.  The aim of the two initiatives is to contribute to the achievements of a considerable increase in the share, volume and amount of the Manufacturing Value Added and exports of developing countries, with a special focus on LDCs and African countries.  This is done under the Trade Capacity Building Programme popularly known as the TRIPPLE-C INITIATIVE which ensures that the products from these developing countries can Compete, Conform and Connect to the global market.

4.
Cotton Sector and Development


The main objective of this regional consultative meeting is to discuss factors constraining the development of cotton production and trade for African countries in the frame of the Cotton Initiative initiated by WTO and African countries.  It is well established that in this region, cotton is one of the most widely grown and widely traded of all agricultural commodities.  Africa has been one of the significant regions producing cotton in the world.  West and Central African countries produce more than 5% of the world cotton production.  It is important to note that production of cotton in this region registered a significant increase characterized by a multiplication factor of three of yield/hectare in the last ten years;  a multiplication factor of four of cotton fibre production during the last 20 years.  It is not uncommon to find annual average growth of 16% of the cotton production acreage.  The cotton sector is one of the major employers in Africa accounting for nearly 15 million persons working in the cotton sector in West Africa.  Moreover, export of cotton represents 30% to 60% of total export earnings in several African countries.

5.
Major Constraints to Cotton Industry


As mentioned above, the cotton sector has a big employments and export potential but also has equally serious challenges to overcome before its full integration in world trade.  It has been found that the production and trade of cotton in African countries are facing some of the following key constraints:

5.1
Lack of necessary productive capacities


It is noted that less than 30% of the cotton production was processed in 2000/2001 in the Sub-Saharan countries, mainly in Nigeria and South Africa.  In West Africa countries less than 5% are processed.  Sub-Saharan cotton producing countries add very little value to their cottons.  This is in contrast to most of the cotton growing developing countries, such as Pakistan, India, China, which process a big percentage of their crop into value added products for local consumption and exports.

5.2
Poor physical infrastructure:  energy, water, communication.

5.3
Weak support institutions in the field of quality infrastructure, research and technical centres.

5.4
Lack of the necessary export capabilities (such as limited access to international markets and commercial information).

5.5
Limited capacities in the field of design and product development.

5.6
Decrease of cotton prices in the last years which caused a big drop in export earnings of UEMOA countries, estimated at around US$ 150 million per year between 1997 and 2000.

5.7
Protection policy adopted by several developed countries by way of grants or subsidies and financial support to producers and exporters of cotton in their own country or Union.

6.
Cotton Sector Strategy

Specifically, for the cotton sector UNIDO aims to assist African countries to achieve the following objectives:

6.1
To remove supply side constraints and increase the competitiveness of the sector, through more efficient collection mechanisms, waste minimization, introduction of quality grading, restructuring and upgrading of productive capacities.

6.2
To enable products to conform with market requirements through development and adoption of standards and technical regulations and conformity assessment procedures and assistance for accreditation of laboratories.

6.3
To enable producers of cotton and textile firms to be connected with the international market and foster integration in the multilateral trading system through development of market information systems, partnership and business opportunities in destination markets.


UNIDO has promoted, for a number of years, the development of the cotton textile and garment industry in several developing countries, particularly in Africa.  Specifically, technical assistance was provided to the following countries (indicative list):  Algeria, Egypt, Tunisia, Ghana, Senegal, Nigeria, Madagascar, Mauritius, etc.


It is also important to mention that at the request of the UEMOA countries, UNIDO initiated technical assistance to the UEMOA countries in order to improve competitiveness of the cotton sector and increase UEMOA's participation in global trade.  The UEMOA Ministers of Agriculture, Industry and Trade met in Ouagadougou in June 2003 and adopted a strategy for enhancing competitiveness of the cotton sector in UEMOA countries.  UEMOA aims, by the year 2010, to transform 25% of the cotton fibre into textiles and to create 50,000 employments in industry.  However, in view of the present constraints in infrastructure, the established enterprises and world demand for cotton and cotton-based products, an uneven distribution of countries in the cotton value chain is likely.  As a first step, closer regional co-operation should be strengthened and African countries like Mauritius, Morocco, Tunisia and South Africa should be encouraged to increase the importation of cotton from African countries.

7.
UEMOA-UNIDO Cotton Programme


The UNIDO implementation strategy, prepared in order to assist UEMOA countries, encompasses two phases:

Phase 1 – Strengthening Trade Capacities with Focus on Quality Infrastructure

(1)
Survey on problems facing export of the cotton fibre in the UEMOA countries and formulation of an action plan with focus on:  testing capacity for grading, contamination, conformity with market requirements;


(2)
Strengthening national capacities at regional and national levels including trainings of classifiers, laboratory staff, association of farmers and enhancing the capacities of the existing Cotton Technical Centre in Mali for transforming it into a regional centre for technical assistance in the field of cotton to all UEMOA countries;


(3)
Strengthening capacities of the quality infrastructure with focus on cotton including:  harmonization of policy and procedures for testing and classification, development and adoption of standards, accreditation of laboratories;


(4)
Establishment of an instrument-based cotton quality evaluation system (HVI) for grading and testing of cotton fibre;


(5)
Development of a cotton quality database based on HVI instrument classification for UEMOA countries.  This system is developed in all developed country producers of cotton – the USA, China, Spain, Greece, etc.

Phase 2 – Restructuring and Upgrading of Productive Capacities

(1)
Assessment and upgrading of selected cotton and textile enterprises in the UEMOA countries including technology transfer, certification of enterprises;


(2)
Strengthening export supply and support services capacities including:  export promotion structures, trade information services;


(3)
Building institutional capacities in investment and technology promotion including project formulation, appraisal, technology transfer and management.


Assistance already started through the ongoing UEMOA/EU/UNIDO programme for "Establishment of a UEMOA System for Accreditation, Standardization and Quality Promotion".  This Programme is funded by the European Union.  This is a clear demonstration of taking advantage of synergies available in the implementation of a regional programme.  Indeed, in the development and implementation of the programmes, and for ensuring better coordination and synergy, UNIDO has already established a network of links and signed several co-operation agreements and has been systematically cooperating with several specialized technical agencies such as WTO, ISO, UNCTAD, FAO, ITC, CFC, etc.
8.
Financial Support Mechanisms


As is evident thus far, UNIDO not only fully supports African countries within its financial resources, but also mobilizes financing jointly with the recipient countries, as we are now doing on a larger basis with the African Ministers of Industry (34 African countries are classified as LDCs) to implement the "Africa Productive Capacity Initiative (APCI)".  This fundamental initiative has been taken on as a major industrial component of NEPAD programme of work.  Linking trade and industry is fully covered by the APCI, which is also a proactive tool to promote trade facilitation activities.


Indeed, looking at the items of this workshop, the issue of financial support mechanisms is to be discussed.  One really hopes that with the presence of the World Bank, IMF, African Development Bank, EU and other members of the bilateral donor community, the vexing question of providing adequate funding to support the good plans already designed by recipient countries together with their development partners will find an appropriate solution.


Thank you for your kind attention.
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1.
Introduction


Cotton supports the livelihoods of at least 10 million people in West and Central Africa, where it is a typical, and often dominant, smallholder cash crop. Because it is one of the few viable cash crops in this area of Africa, developments in world markets for the fibre have major implications in the fight against rural poverty. A 40 per cent reduction in price—equivalent to the price decline from December 2000 to May 2002—is estimated to imply a 7 per cent reduction in rural income in Benin, a typical West African cotton producer (Minot and Daniels 2002). Cotton also has macroeconomic significance in several countries of the region, as it accounts for approximately 40 per cent of total merchandise export earnings in Benin and Burkina Faso, and 30 per cent in Chad and Mali. Its contribution to GDP in these and other developing countries ranges from 5 to more than 8 per cent (table 1).


The United Nations Food and Agricultural Organization (FAO) estimates that 100 million rural households were involved in cotton production worldwide in 2001. Among the countries in which cotton is an important contributor to rural livelihoods are China, India, and Pakistan—where 45, 10, and 7 million rural households, respectively were engaged in cotton production. In African producing countries, including Nigeria, Benin, Togo, Mali, and Zimbabwe, the number of rural households depending on cotton totalled 6 million.


In the early 2000s, low cotton prices, combined with high support for the sector in some of the major producing countries, brought several reactions. Some West African governments were forced to support their cotton growers directly from the government budget, as the price of cotton on the world market fell below the cost of producing it. In India, a minimum-price-guarantee mechanism was triggered, prompting the government to provide $0.5 billion in support in 2002. Brazil initiated a consultation process before the World Trade Organization (WTO), claiming losses to its cotton exports due to subsidies by the United States. More recently, four West African cotton producing countries (Benin, Burkina Faso, Chad, and Mali) have pressed through the WTO for removal of support to the cotton sector.i

The importance of these issues has been widely recognized by the international community, and several strategic planning meetings have been convened by the World Bank (jointly with the International Cotton Advisory Committee), the European Commission, and the WTO. In the context of the current meeting, the objective of this paper is to review the market setting and the global and country-specific policy issues, the responses to date of the significant players in the cotton market, and possible options for individual country policy-makers and international donors.

2.
The Global Cotton Balance


Cotton is produced in many countries, but the northern hemisphere accounts for nearly 90 per cent of global output. More than two-thirds of cotton is produced by developing countries. During the last four decades cotton production grew at an annual average rate of 1.8 per cent to reach 20 million tons in 2001 from 10.2 million tons in 1960. Most of this growth came from China and India, which tripled and doubled their production, respectively, during this 40-year period. Other countries that significantly increased their share of cotton production were Turkey, Greece, and Pakistan (table 2). Some “new entrants” also contributed to this growth. Australia, for example, which produced only 2,000 tons of cotton in 1960, averaged 650,000 tons during the late 1990s. Francophone Africa produced less than 100,000 tons in the 1960s and now produces ten times as much. The United States and the Central Asian republics of the former Soviet Union, the two dominant cotton producers during the 1960s, have maintained their output levels at about 3.5 and 1.5 million tons, respectively, halving their shares. A number of Central American countries that used to produce almost 250,000 tons of the fibre now produce virtually none. The share of East African cotton producers has declined considerably during this period.


Consumption of cotton is primarily determined by the size of the textile industries of the dominant cotton consumers. China, the leading textile producer, absorbed more than one-quarter of global cotton output during the late 1990s. Other major textile producers (and hence major cotton consumers) are India, Turkey, and the United States, which together with China account for three-quarters of global cotton consumption. Several East Asian countries have emerged recently as important cotton consumers. For example, Indonesia, Korea, Taiwan, and Thailand, which consumed only 130 thousand tons in 1960 (1.2 per cent of global consumption), absorbed 1.5 million tons in 2002 (7.2 per cent of global consumption). Between 1960 and 2000, cotton demand has grown at the same rate as population (1.8 per cent per annum) implying that per capita cotton consumption has remained stagnant (figure 1). By contrast, consumption of chemical fibres has increased consistently over the last four decades, causing cotton’s share in total fibre consumption to decline from 60 per cent in 1960 to less than 40 per cent in 2000 (figure 2).

One-third of cotton production is traded internationally. The four dominant exporters—the United States, Uzbekistan, Francophone Africa, and Australia—account for more than two-thirds of world exports. Four major producers—China, India, Pakistan, and Turkey—import cotton to supply their textile industries (table 3). Currently the eight largest importers account for more than half of world cotton imports. The four East Asian textile producers—Indonesia, Thailand, Taiwan, and Korea—accounted for 22 per cent of world cotton imports in 2002, compared to just 3 per cent in 1960.


The International Cotton Advisory Committee (ICAC) collects data comparing costs of production among cotton producers. In its most recent (2001) survey, based on a questionnaire of 28 cotton-producing countries, ICAC suggests that West Africa (especially Benin, Mali, and Burkina Faso), Uganda, and Tanzania, are among the lowest-cost cotton producers. High-cost producers are the United States, Israel, and Syria. Two European cotton producers, Greece and Spain, are probably the world’s highest-cost producers, although they did not participate in the survey.


Real cotton prices have declined over the last two centuries, although with temporary spikes. The reasons for the long-term decline are similar to those characterizing most primary commodities: reduction in the costs of production due to technological improvements, stagnant per capita demand, and competition from synthetic products. Between 1960–64 and 1999–2003, real cotton prices fell by 55 per cent, quite similar to the 50 per cent decline in the broad agriculture price index of 22 commodities (figure 3).


Reductions in the costs of production have been associated primarily with a doubling of yield during the last 40 years, from 300 kilograms per hectare in the early 1960s to surpass 600 kilograms in 2000. The phenomenal growth in yield was aided primarily by the introduction of improved varieties, expansion of irrigation, use of chemical fertilizers, and mechanical harvesting. Developments in genetically modified seed technology and precision farming, introduced in the late 1990s, are expected to further reduce the costs of production. Substantial technological improvements have also taken place in the textile sectors, so that the same quality of fabric can now be produced with lower quality cotton, a trend that holds for many products whose main input is a primary commodity.


During the last 10 years, nominal cotton prices fluctuated between $2.53 per kilogram in May 1995 and $0.82 per kilogram in October 2001 (figure 4). The post-1996 decline in prices was a result of various factors, including: excess production in 1997–98; weak demand from the East Asian textile producers affected by the financial crisis of 1997 (Indonesia, Republic of Korea, and Thailand together account for some 15 per cent of cotton import demand); record stocks, reaching 9.8 million tons in 1997–98 and pushing the stock-to-use ratio to 0.51, the highest since 1985–86; low chemical fibre prices reflecting currency devaluations of several East Asian producers; and the strength of the U.S. dollar.


During their decline, cotton prices have been volatile. The nature of volatility, however, has changed considerably during the last 40 years. A simple measure of volatility shows that during 1985–2002 volatility was 2.5 times greater than in 1960–72, but only half as great as in 1973–84 (figure 5).ii
3.
Policies Affecting the Cotton Market


Cotton has been subject to various marketing and trade interventions. Townsend and Guitchounts (1994) estimated that in the early 1990s, more than two-thirds of cotton was produced in countries that had some type of government intervention, including taxation and subsidization policies. The ICAC (2002 and 2003), which has been monitoring the level of assistance to cotton production by major producers since 1997–98, found that at least eight countries have consistently supported cotton production—Brazil, China, Egypt, Greece, Mexico, Spain, Turkey, and the United States. The level of assistance in these 8 countries between 1998 and 2002 averaged $5.3 billion (table 4). In 2002—the year in which support was highest—assistance to U.S. cotton producers reached $3.6 billion, China’s totalled $1.2 billion, and the EU provided almost $1 billion. Producers in Brazil, Egypt, Mexico, and Turkey received a combined total of $110 million. India also supported its cotton sector in 2002 with an estimated $0.5 billion.iii

In addition to domestic support, there are some border restrictions. Import tariff rates for 2003 were: Argentina (7.5 per cent); Brazil (7.5 to 10 per cent); Egypt (5 per cent); India (10 per cent); Uzbekistan (10 per cent); Zimbabwe (20 per cent). Countries with tariff rate quotas (TRQ) in place included China (3 per cent within quota, 90 per cent outside quota; TRQ of 856,250 tons in 2003) and the United States (4.4 cents/kg within quota and 31.4 cents/kg outside quota; TRQ of 73,207 tons in 2002, when cotton imports totalled 6,295 tons). The remainder of this section analyzes the structure and degree of interventions in the United States, European Union, and China. It also looks at Uzbekistan, a country that taxes its cotton sector.

The United States


The main channels of support in the United States are decoupled payments (formerly known as production flexibility contracts), deficiency payments (also known as loan rate payments), insurance, subsidies to domestic mills (the so-called Step-2 mechanism, often referred to as an export subsidy), and emergency payments (introduced in 1998 to compensate for the “loss” of income due to low commodity prices but made permanent under the 2002 Farm Bill). Direct payments, predetermined annual payments based on historical areas of cotton production, were introduced with the 1996 Farm Bill to compensate for “losses” due to the elimination of deficiency payments. Market price payments, which consist of loan deficiency payments, marketing loan gains, and forfeitures, are designed to compensate cotton growers for the difference between the world price and the loan rate (that is, the target price) when the latter exceeds the former. Step-2 payments are made to eligible cotton exporters and domestic end users of cotton when domestic prices exceed world prices, so that U.S. exporters maintain their competitiveness.

According to U.S. Department of Agriculture data, in 1997, the first year of the 1996 Farm Bill, support to U.S. cotton growers reached $878 million. Almost $700 million came in production flexibility contract payments, and the rest as an insurance subsidy. In 1998 support was $1.2 billion. When prices began declining, the emergency assistance measures were introduced, increasing the support to $1.9 billion in 1999, $3.5 billion in 2000, $2.2 billion in 2000–01, and $3.6 billion in 2002.


In 2002 the United States passed the 2002 Farm Bill, which will be in place for six years. This legislation retained the earlier support through various loans, flexibility contracts, and insurance, as well as the Step-2 payment, while legitimizing emergency assistance as “counter-cyclical payments.” Preliminary data for 2002–03 and 2003–04 indicate that budgetary outlays for the cotton sector (excluding Step-2 and insurance) will be $2.7 and $2.5 billion.


Perhaps the best summary of the complexity and costs of the U.S. cotton program was given by the 1995 audit of the U.S. General Accounting Office:

The cotton program has evolved over the past 60 years into a costly, complex maze of domestic and international price supports that benefit producers at great cost to the government and society. From 1986 through 1993, the cotton program’s costs totalled $12 billion, an average of $1.5 billion a year. Moreover, the program is very complex. With dozens of key factors that interact and counteract to determine price, acreage, and payments and to restrict imports. The severe economic conditions and many of the motivations that led to the cotton program in the 1930s no longer exist … The [U.S.] Congress could, for example, reduce or phase out payments over a number of years, perhaps over the life of the next [1996] farm bill.

The European Union


During the 1960s and 1970s Greece and Spain together, the two main cotton producers in Europe, produced an average of 130,000 tons each. Following their accession to the European Union, cotton production grew by an annual average of 7.3 per cent, averaging more than 400,000 during the 1990s. Support to cotton growers under the Common Agricultural Policy is based on the difference between the market price and a guide (support) price. The policy also influences the quantity produced by specifying a maximum for which assistance will be provided—the equivalent of 255,000 tons for Greece and 82,000 tons for Spain.

The European Union modified its cotton program in 1999 (European Commission 2000). While the guide price and the maximum guaranteed quantity were maintained, “penalties” (reductions in subsidy) for excess production over the maximum guaranteed quantity increased. Under the reformed policy, for each 1 per cent of excess production, the level of subsidy is lowered by 0.6 per cent of the guide price, as opposed to 0.5 per cent prior to 1999. As production increases, the penalty becomes stiffer, effectively imposing a ceiling on the level of budgetary outlays. It is important to note that the maximum guaranteed quantity applies at the country level (as opposed to individual producers), implying that when this restriction is translated to a grower basis, it creates not only administrative complexities but also leads to misallocation of resources, since there is no well-defined mechanism of allocating quotas. Karagiannis and Pantzios (2002), for example, argued that the current system failed as a surplus-containment mechanism while resulting in farm income losses.


Between 1996 and 2000 the budgetary expenditure on cotton aid ranged between €740 and €903 million, implying that, on average, EU cotton producers received more than twice the world price of cotton. EU cotton producers receive support even in periods of high prices, since the budgetary allocation to the cotton sector must be disbursed. For example, EU cotton producers received approximately the same level of support in 1995 and 2002, although cotton prices in 1995 were twice as high as in 2002. In addition to output subsidies, EU cotton producers receive subsidies on inputs, such as credit for machinery purchases, insurance, and publicly financed irrigation.


On September 23, 2003, the European Commission proposed to reform its cotton sector. Under the proposal, an estimated €700 million will fund two support measures, with 60 per cent of the total coming in the form of a single farm payment decoupled from current production decisions and the remaining 40 per cent in the form of an area payment. Eligibility for the decoupled payment will be limited to growers who produced cotton during the three year period from 1999 to 2001. The area payment will be given for a maximum area of 340,000 hectares in Greece, 85,000 hectares in Spain, and 360 hectares in Portugal and will be proportionately reduced if claims exceed the maximum area allocated to each country. To receive decoupled payments, cotton growers must keep the land in good agricultural use. To receive area payments they must plant (not necessarily produce) cotton.

China

China is currently the largest producer, consumer, and stockholder of cotton. China’s cotton sector became fully government-controlled in 1953 after the introduction of the first five-year plan (Zhong and Fang 2003). The central planning policies adopted then, similar to those of the Soviet Union, remained in place for 35 years. The central government set production targets and procurement quotas. This monopoly was easily exercised because all ginning facilities were owned by cooperatives. A step to boost cotton production was taken in 1978 by increasing the price of cotton and supplying more fertilizer. A second boost came in 1980 following the partial abolition of the communal production system and the distribution of land use rights to individual farmers.


Evidence suggests that the government of China protects its cotton sector through support prices, import tariffs, export subsidies, and public stockholding. The government sets a reference price for cotton, typically above world prices. China also imposes a 3 per cent tariff on cotton imports up to 0.86 million tons (it becomes 90 per cent afterwards). The ICAC found that support to the cotton sector during the six years beginning in 1998 ranged from $0.8 to $2.6 billion.iv  Huang, Rozelle, and Chang (2003) estimated that in 2001 the nominal rate of protection for cotton averaged 17 per cent.


In 1999 the government of China announced reform measures that included creating a cotton exchange to facilitate domestic spot trading, reducing prices paid to producers, and lowering stocks. In September 2001 further reforms were announced and are under way (Zhong and Fang 2003). First, the internal cotton market will be open to cross-regional trade. Second, various enterprises will be allowed to buy cotton directly from producers with approval granted by the provincial government. Third, ginning operations will be separated from marketing cooperatives, in effect making them commercial enterprises. To some extent the reforms have achieved their stated objectives. China’s stocks declined from some 3.5 million tons in the 2-year period 1998–99 to 2 million tons in 2001–02. In these two periods, support to the cotton sector declined from $2.4 to $1 billion. Cotton prices during these two periods averaged $1.30 and $1.04/kilogram, respectively. Furthermore, the TRQ for 2004 has been extended to almost 1.9 million tons, far exceeding the likely levels of imports. Finally, Jinglin (2003, p. 103) noted recently on Chinese subsidies:

In order to assure the interests of the farmers and to promote their stable incomes, China is actively exploring the direct subsidy system for the bulk of agricultural products such as grain and cotton, and having the existing indirect subsidies adjusted to become direct subsidies and changing the subsidies meant previously for the distribution enterprises to the subsidies directly for the farmers. Nevertheless, such subsidy method and standard will not surpass the framework of the WTO rules.

Uzbekistan


Uzbekistan, the world’s fifth-largest cotton producer and second largest exporter, produces more than one million tons of cotton, most of which is exported. During 1998–99 cotton exports accounted for one–third of total merchandise exports, while the sector contributed an average of 6.4 per cent to the country’s GDP. Prior to 1991 all aspects of Uzbekistan’s cotton sector were under state control. Most cotton was consumed by mills in Russia or shipped to Eastern European countries under barter arrangements. Following the collapse of the Soviet Union, Uzbekistan began exporting its cotton to Western countries in exchange for foreign currency. Until 1996, some cotton still went to Russia under barter trade terms.

Although 12 years have passed since the change in the trade regime, most aspects of marketing and trade in the sector closely resemble the pre-1991 arrangements. There are numerous entities involved in all post-production activities of cotton, the most important of which are (i) the state ginning company; (ii) the state trading organizations (STOs) responsible for exports; and (iii) the Ministry of Foreign and Economic Relations, which handles financial transactions.


All pre- and post-ginning operations are handled by UzKhlopkoprom/UzPakhta-sanoitish (UKP), now a state company but formerly a ministry. UKP is responsible for collecting, storing, ginning, and classifying cotton; making payments to growers; and providing inputs. UKP owns considerable assets, including all ginning and storage facilities as well as handling machinery and equipment.

The three STOs handle all aspects of cotton exports. Their main responsibilities include contracting with cotton merchants, organizing shipments, receiving payments for exports, converting them into local currency, and paying UKP. Although the STOs have other responsibilities (such as purchasing machinery and equipment on behalf of the government), exporting cotton is their core activity. Because each organization has been allocated a quota of cotton to be exported, there is no competition.

The third important entity is the Ministry of Foreign Economic Relations, whose main function is to manage cotton export operations—setting prices, selecting buyers, and monitoring dollar receipts. Several other entities are involved in the sector, such as the state company responsible for domestic and international transportation of cotton, the organization responsible for quality monitoring, and customs.

It appears that cotton growers are heavily taxed both directly, through the lower price received by UKP (which, in turn, receives a fixed price from the STOs as dictated by the Ministry), and indirectly, through the exchange-rate regime. A recent study found that at an ex-ginnery price of $1.03/kg, the STOs receive the equivalent of $0.63/kg (based on a world price of $1.24/kg). With respect to the difference between $1.03 and $0.63/kg, the study concluded: “It is not clear exactly where this profitability figure is allocated. It is alleged that, after a marketing fee is deducted, the balance is paid to the Ministry of Finance as an export duty.” The declared price to be paid to farmers by UKC is 126,000 Cym/ton of seed cotton, which, at an exchange rate of 960 Cym/dollar and a 32 per cent ginning ratio, implies a price of $0.41/kg, about one third of the world price.

It is not unreasonable to conclude that, apart from the fact that cotton exports from Uzbekistan moved from a barter to a commercially oriented structure, the sector is still tightly controlled by the government. Moreover, growers are taxed heavily, receiving only about one-third of the export price of cotton. The latter statement must be qualified, since the exchange rate is not freely determined (and thus is likely to be misaligned), and inputs are provided at non-market prices.

4.
Reform Initiatives in Africa


During the 1990s, a number of African cotton producing countries undertook substantial reforms, especially in East Africa. The outcome of those reforms has been mixed and, in a sense, mirrors the outcome of the reforms in other commodity sectors (see for example Shepherd and Farolfi 1999, and Akiyama and others 2003). There is broad agreement in the literature that one of the positive outcomes of the reforms has been an increase in the producers’ share of FOB prices, prompt payments, increased entrepreneurial activity, and, on some occasions, supply response. However, the provision of public services, including research and extension, has deteriorated. Furthermore, because reforms in most cases meant that the parastatals that had held monopolistic powers were dismantled, credit recovery rates worsened, in turn reducing input use (Baffes 2001; Poulton and others 2004). The remainder of this section reviews the reform process of the cotton sectors of Uganda, Zimbabwe, and Tanzania, where reforms have been advanced, and of West Africa, where reforms have only recently begun.
Uganda


Cotton was introduced to Uganda early in the 20th century, and production grew rapidly until the mid-1930s, when coffee began to compete as an alternative cash crop. Cotton production continued to increase steadily, however, peaking in the early 1970s at 75,000 tons. Most activities in the cotton industry were administered under monopolistic arrangements. Political instability, poor governance, and inappropriate macroeconomic policies in the 1970s and 1980s had a devastating effect on the Ugandan economy, hitting the cotton sector especially hard. Seed multiplication activities were disrupted, as were research and extension. Cooperatives failed to pay farmers cash for their cotton, and inefficient ginning marketing and operations generated high overhead costs. Production collapsed, plunging to a low of 2,000 tons in 1987.

In 1992, with World Bank assistance, Uganda embarked on a major reform program that included the liberalization of the cotton industry (World Bank 1994). The government redefined its role in the cotton industry, taking on some new responsibilities (especially during the transitional phase) and shedding others. Ginning and the marketing of cotton and cotton inputs were liberalized, and research, seed multiplication, and extension services were strengthened.

Government participation in the cotton sector after the reforms takes place almost entirely through the Cotton Development Organization, which represents the cotton industry as a whole and monitors the production and marketing of cotton. A 12-member board of directors that includes public and private sector representatives governs the organization. Among other things the board approves expenditures, senior staff appointments, procurement procedures, and business plans. An auditor-general reviews the organization’s accounts and by law must report findings to the legislature (Sabune 1996).

To carry out its mandate, the Cotton Development Organization can charge for its services, borrow, manage property, and levy a cess. The initiating statute also placed explicit limits on the organization’s authority, however. The agency cannot levy a cess of more than 2 per cent, although the Ministry of Agriculture, which is responsible for the organization, can vary or rescind the cess by statutory instrument. The types of penalties the organization can levy for non-compliance are limited. Further, it is obliged to give all new entrants registration permits, even if they have not previously been engaged in the cotton industry. Businesses can renew their registrations automatically by paying the fees.

In many respects the cotton reforms in Uganda have been successful (Baffes 2001). During the eight-year period starting in 1995–96 cotton output averaged 17,000 tons, an almost three-fold increase over the eight seasons prior to 1995–96. The corresponding world price average before and after 1995–96 was $1.56 and $1.40 per kilogram. The farmers’ share in world prices rose from less than 50 per cent to 70 per cent after the reforms, while a number of new traders and exporters entered the sector. This success came despite the failure of most of the credit mechanisms launched after the reforms (Lundbæk 2002).
Zimbabwe


Commercial production of cotton in Zimbabwe began in the early 1920s; a comprehensive cotton research program and a research station were set up in 1925. Advanced technology through insect control and the development of improved seed varieties increased production, turning Zimbabwe into an important cotton producer in Africa. Initially, cotton marketing was the responsibility of a committee under the Grain Marketing Board. The Cotton Marketing Board was established in 1969. It controlled most aspects of cotton production until 1994, from the sale of planting seeds to the purchase of cotton from farmers.


The Cotton Marketing Board grew into an inefficient organization with poor governance and high operating costs. It developed financial difficulties because of weak management and subsidized cotton sales—often at half the international price—to the domestic textile industry. Cotton production fell by almost half during the 1980s. Producers were not paid on time and often did not receive full payments. By the late 1980s it had become clear that the board would have to be restructured or the cotton industry would collapse. A severe drought in 1991–92 contributed to the sector’s woes, causing a further 60 per cent decline in production.


Reforms in Zimbabwe started in 1992, when private sector representatives were appointed to the board, leaving just one government representative. The board’s mandate at the time was to develop a reform plan for all aspects of cotton trade and marketing. Various regulatory controls (such as seed-quality regulations and cotton grading) were transferred from the board to the Ministry of Agriculture. In 1993 the government announced that the cotton market would be open to new entrants, effectively ending the board’s monopoly to an end. 


In July 1994 the Cotton Marketing Board began having difficulty paying for cotton, and a number of commercial growers started to buy their seed cotton elsewhere and have it ginned at the only private gin. In September 1994 the board’s monopoly was formally terminated. The entity became the Cotton Company of Zimbabwe, with the government holding all shares. The government assumed all of the company’s debts, allowing the agency to start out with a clean balance sheet, and discontinued all subsidies to the textile industry (Larsen 2002).

Private companies have moved into ginning and marketing in the country. As of 1994 the Cotton Company still owned 80 per cent of the ginning capacity in Zimbabwe and operated a network of buying centres and collection points throughout the major cotton-growing areas. The Commercial Cotton Growers Association, a cooperative owned by growers farming 25 hectares or more, joined with an international cotton company to form a new firm, Cotpro, that competes with the Cotton Company. In 1997 the Cotton Company was privatized. The government holds 25 per cent of the shares, small-scale farmers 20 per cent, institutional investors and the general public 15 per cent each, large-scale farmers and the National Investment Trust 10 per cent each, and employees 5 per cent.


Following reforms, the cotton industry improved in several ways. Cotton production is up substantially. In the eight seasons since 1995–96, cotton output has averaged 115,000 tons, 50 per cent more than in the eight-year period prior to 1995–96. Some 30 per cent of the 1997–98 cotton harvest was marketed entirely by private entities. Private companies now transport most cotton. Competition has pushed the price farmers receive to close to 80 per cent of international prices, and producers are being paid faster. Zimbabwe has also retained the premium it used to receive in the world market.

Despite its success, the cotton sector of Zimbabwe is experiencing difficulties that are beyond the sector’s control. Political and macroeconomic instability and uncertainty over land issues have cut investment in the sector. The sector is also suffering from implicit taxation, through inflation and exchange-rate misalignment.

Tanzania


Cotton was introduced to Tanzania in 1904 by German settlers as a plantation crop, but the attempt failed. During the 1920s new efforts focused on smallholder production, first in eastern and later in western Tanzania. Local research during the 1930s led to the development of a local pest-resistant variety. Cotton output, especially in western Tanzania, rose considerably with the releases of these local varieties, along with better organization of the sector following establishment of the Tanganyika Lint and Seed Marketing Board in 1956. By 1966 Tanzania’s cotton output was 80,000 tons, or 0.75 per cent of world production.


A turning point came in the 1960s following the spread of the cooperative movement and deterioration of relations between ginnery owners (mostly Asians) and cotton growers. Eventually, cooperatives took over ginneries and cotton oil mills from foreign owners. Until the late 1980, the cooperatives and the Cotton Board handled all aspects of marketing and trade of cotton. However, most of the cooperatives accumulated huge debts and managed to survive only through government subsidies and donor support.


The first steps toward cotton reform were taken in 1989–90, when the government launched the Agricultural Adjustment Program (Kähkönen and Leathers 1997). The largest reforms came with the Cotton Act of 1994, when the government formally eliminated the monopoly held by the board and the cooperatives and allowed competition in cotton marketing and ginning. At the time 14 regional cooperative unions were licensed to trade cotton. In 1994–95 some 22 private companies started trading cotton, and 8 new private ginneries were built, opening up another marketing channel. By 1996–97 private businesses were purchasing almost half of all cotton. Private traders and ginneries were able to capture a considerable share of the market by offering higher prices than cooperatives and paying promptly. Some private ginneries also engaged in contract farming, providing inputs (seeds and occasionally fertilizer) to producers who agreed to supply cotton in return. The ginneries and producers usually established a minimum price at planting time, but the price could be adjusted if the market price was higher during the harvest.


The outcome of cotton reforms in Tanzania has been mixed (Baffes 2004b; Gibbon 1998). On the positive side, the share of producer prices increased to 50 per cent, from 40 per cent before the reforms. Growers receive payments quickly, a major achievement compared to the long delays encountered previously. And, contrary to many reports, quality appears not to have suffered considerably. On the other hand, average cotton production after 1995–96 has been less than before the reforms. On the policy side, the Cotton Board and the two line ministries (Agriculture and Food Security) still play a major role in the sector that extends far beyond their proper regulatory role. Collection and dissemination of data (as well as accuracy of statistics) are poor by the government’s own admission.
Francophone Africa


The cotton industry in francophone Africa was pioneered by the French state-owned Compagnie Française de Développement des Fibres Textiles (CFDT). As countries gained independence they established their own national cotton companies, but the CFDT retained a minority shareholding position and an ownership interest in companies engaged in processing cotton by-products. The national cotton companies had a legal monopsony in cotton buying, and most had a monopoly on ginning, marketing, and supplying inputs. They would announce a base buying price for seed cotton before planting, sometimes supplementing that price with a second payment (payable in the following season) based on the company’s financial health. Village producer associations handled intermediate input credit and seed payments, and input credits were deducted from payments for cotton. Aided by research in Africa and France, cotton growing expanded rapidly, increasing more than fourfold in the past 25 years. Growers used inputs well adapted to local conditions to produce high yields of cotton of consistent quality (Badiane and others 2002).


The system, however, exhibited weaknesses. Prices received by producers were very low, often not exceeding 40 per cent of FOB. The absence of competition in domestic markets and the involvement of cotton companies in the provision of services allowed costly operating inefficiencies on the part of the parastatal companies, which absorbed a large share of export prices.


The determination of annual cotton prices reflected, at least in part, the relative bargaining power of a number of groups; namely, producers, governments, managers of the state-owned cotton companies, and the CFDT. Pan-territorial pricing of cotton and farm inputs implied that transport costs were not properly taken into account in the determination of where cotton was grown. Furthermore, uniform prices across the region effectively transferred resources from producers who were close to ginning or distribution centres to those who were farther away. Pan-seasonal pricing and planned delivery schedules to ginning plants severely limited growers’ choices on managing inventories. Finally, the system did not respond flexibly to changes in world market conditions. For example, in the late 1980s and early 1990s low world prices and an overvalued currency led to the de facto bankruptcy of a number of cotton companies, which then had to be drastically restructured, supported by injections of money from national governments and international aid organizations.


During the past several years, in conjunction with the Agence Française de Développement (AFD), the World Bank has held intensive discussions with the governments and other stakeholders in West and Central Africa, including the cotton parastatals, CFDT, and input suppliers. These discussions resulted in two broad reform proposals: retaining the cotton companies but reforming and regulating them, and introducing free entry and competition (Badiane 1999; Baffes 2000). The first proposal involved a number of steps including: setting prices at levels appropriate to a competitive environment; giving producers equity in the national cotton companies and more influence over key decisions, especially price setting; subcontracting activities, such as providing inputs and transportation to private firms; and eliminating subsidies on sales of cotton lint and cotton seed to domestic textile firms and oil mills.


The advantage of this proposal is that it reduces the risk of damaging the current system—which has many desirable aspects—with more far-reaching reforms. Maintaining the current system’s ability to recover research and extension costs and its high repayment rates on input loans is especially important. The proposal has two weaknesses, however. First, domestic prices are unlikely to move in line with world prices (a supposed goal of the reform process), because large shares of national income are at stake. The price-setting mechanism has been (and is likely to remain) political because a number of interest groups are involved in the negotiations. Second, the proposal is incompatible with initiatives to establish free trade among countries in the region under the two regional arrangements. New trade arrangements would require reforming the cotton industry again.


The second proposal, which involves free entry, calls for opening the sector to competitive entry at all levels, and hence linking domestic prices to international prices, which would vary according to transportation costs and the season; maintaining and strengthening research, extension, and phytosanitary regulations, areas in which the government has an essential role; strengthening farmers’ groups and facilitating their participation in voluntary contract-farming arrangements; freeing the cotton industry from sector-specific taxation and subjecting it only to economy wide taxes; and increasing the efficiency of regional ginneries by harmonizing reforms of cotton trade across West African cotton zones.


Some reforms in francophone Africa over the last few years point to the future direction of institutional changes in the region’s cotton sector (Goreux 2003). In Burkina Faso, for example, the cotton company still holds a monopsony on cotton purchases, but producers acquired 30 per cent of the company’s shares in 1999. There are also plans to allocate one of the production zones to a new ginning operator. In Côte d’Ivoire, the cotton company was split into three companies of comparable size in 1998; following a two-year transition period, the two new private companies now operate independently.


In Benin, reforms started earlier, with input provision being privatized in 1992 and private operators entering the ginning sector in 1995. Reforms have made significant progress since then, under the strong leadership of farmers’ and ginners’ organizations. The private sector, led by producer organizations, today plays a lead role in financing and setting priorities for research in the sector. It has taken over complete control over extension services. More importantly, it has established an innovative mechanism to recover input credit and manage payment to producers. However, recognizing the gradual character of the reform process, stakeholders in Benin have preferred to retain some aspects of the monopoly/monopsony system, while capacities of local producer organizations are being strengthened. For instance, producer prices are still pan-territorial and still announced in advance of planting. The last next big step in the reform process in Benin is the privatization of the ginning operations of the national cotton company, which is in its final phases.


Mali is the only other francophone country where noticeable efforts are being made to reform the cotton sector, following the near-bankruptcy of the national cotton company a few years ago. There are plans to allow new ginning operators to set up plants in two production zones. In addition, discussions are underway to restructure the national cotton company and possibly move toward its privatization in the near future.
5.
The World Bank's Activities in the Cotton Sector


The World Bank Group has undertaken cotton-related activities in several developing countries. Traditionally, the Bank’s involvement has taken the following forms: lending to support the cotton sector—for both investment and technical assistance—either from IBRD loans or IDA credits; and policy advice through economic and sector work, usually linked to policy reforms associated with quick-disbursing loans and credits.
Lending and Technical Assistance Projects


The World Bank has approved a number of cotton-related investment and adjustment operations.v Two operations were approved during the 1990s. Approved in 1994 for a total of US$14 million, the Cotton Development Project in Uganda sought to improve performance in the cotton industry through liberalization of cotton processing and export marketing; establish an efficient regulatory framework for the cotton industry; and improve managerial, technical, and operating efficiency in a creditworthy ginning industry. The project also sought to improve efficiency of supporting services through support for national research and extension programs and also to improve delivery mechanisms and availability of credit and seeds. Approved in 1995 in the amount of US$66 million, the Cotton Improvement Project in Uzbekistan was designed to liberalize prices of cotton seed, bring producer prices for seed cotton marketed under the state system closer to international prices, create a private cotton-planting industry, eliminate input subsidies, and shift cotton trade from barter-based to cash-based transactions.

More recently, the World Bank made loans in West and Central Africa that had components directly or indirectly affecting the cotton sector. The Cotton Sector Reform Project in Benin (approved in 2002), is expected to facilitate transition to a competitive system through support of private sector operations and institutional change resulting from the privatization of the National Company for Agricultural Promotion's (SONAPRA) ginning activities. This project component’s main focus is supporting the institutions involved in cotton ginning and primary marketing to help them become strong and effective. Technical assistance and advisory services will cover management responsibilities, auditing, and financing operations, including training for institutional capacity building. Furthermore, the project will support the implementation of sector wide technical-service programs to help the private sector take over the agricultural services and other technical support functions carried out by SONAPRA. The effort to privatize SONAPRA’s ginning plants includes assistance and advisory services, notably to address social issues and the financial needs of the government's conversion program.


The Second Poverty Reduction Support Credit Project in Burkina Faso, approved in 2002, is an integral part of the Country Assistance Strategy to support the implementation of the Poverty Reduction Strategy Paper (PRSP). It is the second in a series of three planned operations. The project is designed to help the government achieve better outcomes in public resource management by (i) strengthening program budgets and linking allocations to specific sector objectives, strategies, and action plans; (ii) improving service delivery in education, health, and rural development; and (iii) strengthening the fiduciary framework to promote accountability and transparency in the use of public funds, including external aid. In the context of its rural development component, the government, in collaboration with the World Bank, will closely monitor the poverty impact of cotton liberalization in the medium-term and take corrective measures if necessary. An upcoming PRSC III program ($50 million) is expected to continue to foster the reform process in the cotton sector by supporting participatory mechanisms for developing the rules and conditions governing the opening of two cotton zones to private investors, awarding the contracts, and addressing issues related to input financing.


The Structural Adjustment Credit Project V in Chad, approved in 2003, is designed to support the cotton-sector reform program. Its primary goal is to improve the livelihoods of about 300,000 poor families. Given the complexity of the reform program, which is being introduced in a context of depressed world cotton prices and barely functioning rural markets, it will be a challenge to ensure the program's consistency with its stated objective. To overcome this risk, a study has been carried out to identify the most appropriate scenario for the state's divestiture from Cotontchad. Moreover, an extensive ex-ante and ex-post poverty and social impact analysis is being completed, the results of which will feed into the design of the reform program and allow for ex-post adjustments if necessary.

The Third Structural Adjustment Credit in Mali, approved in 2001 and currently under way, supports (i) recovery and restructuring of the cotton sector to restore positive economic growth and (ii) public expenditure reforms aimed specifically at advancing the government's poverty reduction objectives. The government has laid out its policy for reforming and liberalizing the cotton sector, including a plan to privatize the cotton company’s agro-industrial and commercial activities. The first phase of the project includes initial divestment activities and design of a full sector-liberalization program. The restructuring program will necessarily span several years and require an effort to create an appropriate framework to attract private capital and know-how and to build the capacities of key participants, notably the farmers' organizations. Reinforcement of the capacity of farmers' organizations to play an increasing role in the management of the cotton sector will be provided separately.

Finally, under the Agricultural Services and Producer Organizations Project, approved in 2001, the authorities in Mali expect to implement the first phase of the reform program. Its objectives were to (i) restore the cotton company’s financial stability so as to allow it to secure financing for the forthcoming crop season; (ii) achieve efficiency gains in the cotton company through restructuring and divestment of non-core activities; (iii) divest to the private sector the cotton collection and marketing activities in one cotton growing area; (iv) privatize the cotton-oil company; (v) assure that the producer price of cotton for the 2001–02 crop year was high enough so that confidence of the farmers would be maintained, compensate for the heavy losses in rural incomes suffered in 2000–01, and redress the impact on rural poverty; and (vi) define and prepare the final phase of the sectoral reform program.
Non-Lending Activities


In addition to its lending operations, the World Bank has engaged in non-lending activities that include policy advice, sector work, dissemination activities, and, more recently, price-risk management (box 1).

The World Bank has been active in assisting the reform process in the cotton-producing countries of West and Central Africa. To that end, numerous consultations have taken place among the relevant stakeholders, including farmers’ organizations, the cotton companies, the French cotton parastatal, and the multilateral donors. Initially, the discussion regarding the reasons for reform took a heated tone, most likely due to misunderstanding. Later, however, a consensus emerged. As the special issue of Cotton Outlook on the cotton sector of West and Central Africa noted (p. 2): “Much of the impetus for change in the regions has come from … the World Bank [which] provides a clear outline of the main policy options now under consideration. It is encouraging to note that the sometimes acrimonious nature of the recent debate with regard to the future of cotton in Francophone producing countries appears to be giving away to a more constructive dialogue.”

The World Bank along with AFD convened two major regional meetings, a technical symposium on cotton sector policies in Ouagadougou in 1999 and a ministerial meeting in Abidjan in 2002 on the cotton reforms and the global environment for cotton trade. Furthermore, the World Bank is currently finalizing a study on long term development strategies for the cotton sector in West and Central Africa countries, focusing on 4 main areas: the potential for textile and garment sector development; future trading mechanisms for an expanding cotton sector; technology generation and dissemination to sustain long term competitiveness; and raising the poverty impact of cotton cultivation. The World Bank and ICAC co-sponsored a conference on “Cotton and Global Trade Negotiations” (July 8–9, 2002) that boosted awareness of the global policy environment in the cotton market. Cotton also figures prominently in Global Agricultural Trade and Developing Countries, an edited volume forthcoming from the World Bank. Numerous commodity-related briefings of the Bank’s Board of Executive Directors have taken place, including one that focused exclusively on cotton (March 31, 2003).


Managing price risk in the cotton sector is another area in which the World Bank has been active. Price-risk management in the cotton sector is complicated due to the presence of high basis risk—that is, low correlation between the New York Board of Trade futures contract and the A Index, the main price measure of the world cotton market.vi  In addition to the basis risk, use of the New York contract by producers and traders outside the United States involves currency risk (for example, Euro/$ exchange-rate risk in the case of West and Central Africa). Despite these difficulties, the World Bank recognizes that managing risk, especially in an environment where cotton growers are fully exposed to the forces of demand and supply, is an issue that must be fully explored. Currently, the World Bank and ICAC are examining the existing pricing and marketing systems in selected West and Central Africa countries in order to assess the potential of various devices to manage and mitigate risk. The work will focus on two key areas. First, it will examine the existing marketing and price mechanisms and the way in which risks are currently allocated. Second, it will study potential risk-mitigation devices that go beyond the existing New York futures contract, such as over-the-counter or forward contracts offered by large banks, cotton merchants, and investment houses.

6.
The Road Ahead


Low-income countries that depend on cotton face challenges on several levels. First, cotton encounters intense competition from chemical fibres, especially following technological improvements of the early 1970s that brought the prices of synthetics down to cotton’s levels. Second, agricultural support policies in important cotton-growing countries inflate production and depress world prices. Third, in developing countries where cotton is an important source of rural incomes, reform programs for restructuring the cotton sector to increase its efficiency remain incomplete, or in some cases have just begun.


On the demand side, cotton promotion is something that must be pursued by all producers. Two signs are encouraging. First, cotton consumption in the United States has been increasing for a decade. The United States has an active cotton-promotion program with an annual budget of about $60 million (Jacobson and Smith 2003). Its main feature is raising consumers’ awareness of cotton through the “Seal of Cotton” campaign. Skelly (2003) finds a strong correlation between the program’s advertising campaign and cotton’s market share in the United States. Second, an initiative was undertaken recently through the ICAC to establish a cotton promotion program. To that end, the International Forum for Cotton Promotion (IFCP) was established in 2003 with the objective of encouraging and facilitating national market-development programs to be organized by associations and commercial organizations in individual countries and funded from domestic resources. The IFCP is expected to achieve its objective by serving as a clearinghouse for the exchange of ideas and strategies to be implemented by national organizations, and by facilitating the establishment and expansion of national demand-enhancement efforts. While it is too early to assess the performance of the promotion initiative, it is certainly a step in the right direction.


While a detailed discussion of producer support policies and their impacts on developing countries is outside the purview of this paper, it is clear that any long-run resolution must achieve significant reduction in production- and trade-distorting subsidies, which will need to be addressed in the multilateral trade negotiations. If subsidies to farmers in industrialized countries are not eliminated, a second-best alternative would be to provide them in the form of decoupled support mechanisms. Income transfers under decoupled mechanisms are based on past production and prices and thus have relatively small effects on production.

On the reform side, a number of developing countries, especially in Sub-Saharan Africa, launched policy reforms in the 1990s. Although not a panacea, in many respects the reforms have been successful. Generally, cotton growers in countries where reforms have been sustained have received a higher share of FOB prices. They also received payments more promptly, and their supply response has been greater. In an environment of declining commodity prices, these are not trivial achievements. However, in some cases, the reform process has not been completed (Tanzania), has been reversed (Zimbabwe), has been slow (West Africa), or has not begun (Uzbekistan). Here further reforms are the only feasible alternative.

The World Bank and other international donors can play a useful role in supporting reforms through policy dialogue and appropriate investment programs. In recognition that an effective strategy for rural poverty reduction must give commodity producers opportunities to diversify sources of incomes, the long-run strategy should be to focus the investment program on public goods necessary for overall rural development rather than on commodity-specific lending. But investments to improve the competitiveness of the sector are also important. One approach to improving competitiveness is to increase the efficiency of the production chain through restructuring. As mentioned earlier, the World Bank has approved a number of projects that directly or indirectly deal with the cotton sectors in West Africa.

The World Bank has been working with the International Task Force on Commodity Risk Management on a pilot project to make available risk-management instruments to help developing-country producer organizations and rural finance institutions increase their efficiency by managing their exposure to price risks. The project provides technical assistance and training to institutions in developing countries and to international providers of risk-management instruments in order to bring the two together. While the project focused originally on coffee producers, it has more recently begun to work with cotton producers.


In addition, farmers’ incomes could be enhanced by increasing on-farm productive efficiency—for example, by improving research and extension work in cotton and helping cotton growers access the most appropriate technologies. Appropriate technologies may include genetically modified (GM) cotton. In China for example, where GM cotton is used extensively by smallholders, the costs of production declined by 20–25 per cent (Pray and others 2001). This cost reduction meant doubling the net income for cotton growers. GM cotton in Australia requires half the amount of chemicals used by conventional cotton (Campbell 2003). One should also note that GM cotton has not been subject to negative consumer reaction, as has been the case with food products.

It is also important to reduce the macroeconomic vulnerability of cotton-producing countries to future market shocks. In the longer term, this will involve diversification of exports at the national level. This could occur horizontally (farmers could move out of cotton and into other agricultural products and income-generating activities in rural areas) or vertically (the country could move up the value chain by manufacturing cotton products). The potential for such vertical diversification in the West African cotton-producing countries is not clear, but it could be explored through market tests by extending preferential access to OECD and middle-income country markets for African textile and garment products, with generous rules of origin.


In the shorter term, donors can make extra resources available to countries when they are subjected to shocks, in order to buffer negative impacts on vulnerable groups and productive government investments. This is the objective of the European Union’s new FLEX program, and of the International Monetary Fund’s Compensatory Finance Facility.vii  While the World Bank does not have any analogous special facility to address commodity shocks in IDA countries, it has used existing lending instruments in this way. Both the World Bank and the IMF are currently evaluating how they can best use current or new instruments to mitigate the negative effects of shocks.


Thus, a reasonable donor strategy for assisting countries to overcome these problems could comprise the following elements:

· Support by cotton-producing country governments and the international community for further efficiency-enhancing reforms and restructuring of the sector.
· Donor support for the cotton-growing sectors and the rural sector more generally. This should take the form of productive investments and may include funding for selective safety nets for especially vulnerable groups in cotton-growing areas that may have suffered disproportionately from the depressed state of the cotton market.
· Donor support for development of mechanisms to mitigate vulnerability to risk on the levels of both the individual farmer and the country.
· In the multilateral trade negotiations, redoubled efforts to come to an agreement that will significantly reduce domestic support for cotton producers in industrialized countries and ensure that residual support is provided in a form that has minimal effects on production and trade.
· In bilateral trade policy, reduced barriers to imports into industrialized and middle-income countries from African manufacturers of textiles and garments. 

ENDNOTES

i Even the chemical fibre industry has complained. The Director General of the International Rayon and Synthetic Fibres Committee in a letter to the Financial Times on June 12, 2003, complained that “recent increases in cotton subsidies have rigged the market even more dramatically in favour of cotton, depressing demand for every substitute product. The result is industrial plants being kept idle … that were built in legitimate expectation that the competitive advantages of manufactured fibres would create demand to fill the capacity.”
ii Note that 1973 reflects the commodity price boom, while 1985 coincides with the U.S. change in cotton policy regime and the subsequent disposal of large cotton stocks.

iii Numerous studies have examined the effects of these policy interventions on the world price. as well as the trade and production structure of cotton. For a summary, see the survey in Baffes (2004a). While studies differ on the effects of reforms on cotton trade patterns and world prices, a likely outcome to consider is that under full agricultural liberalization in all commodity sectors (including cotton), cotton prices will increase in the range of 10 to 15 per cent above the level that would prevail in the absence of reforms. African and Australian producers would increase their production and export share, while U.S. and EU shares would decline.

iv Fang and Beghin (2003), however, estimated that between 1997 and 2000, the nominal protection coefficient for cotton averaged 0.80, implying that China taxes its cotton sector by an estimated 20 per cent. The different views on the nature and degree of intervention reflect the complexities of China’s agricultural policies as well as the unreliability of the data. 

v In addition to World Bank’s lending operations, lending and equity investments to private sector entities (notably textiles) take place through IFC (International Finance Corporation, the private sector leg of the World Bank Group).

vi In addition to the low correlation between the A Index and the No. 2 contract, research has shown that some of the components of the A Index are not highly correlated with each other (Baffes and Ajwad 2001).

vii The FLEX program replaced the STABEX/SYSMIN program, which had the same objective but was judged not to be operating effectively.
Box 1: World Bank’s Lending and Non-Lending Activities in the Cotton Sector: 2001–04
The World Bank’s involvement in the cotton sector includes lending operations directly targeting the sector, adjustment operations, poverty reduction support projects, technical assistance, policy advice, and dissemination of information.

Lending Operations: Benin—Cotton Sector Reform Project ($18 million, approved January 22, 2002). Burkina Faso—Second Poverty Reduction Support Credit Project ($35 million, approved July 11, 2002). Chad—Structural Adjustment Credit Project V ($40 million, approved March 18, 2003). Mali—Structural Adjustment Credit III ($70 million, approved December 11, 2001). Mali—Agricultural Services and Producer Organizations Project ($43.5 million, approved December 11, 2001).

Policy Advice: The World Bank has assisted the reform process in the cotton-producing countries of West and Central Africa. To that end, extensive consultations have taken place among the relevant stakeholders, including farmers’ organizations, the cotton companies, the French cotton parastatal, and multilateral donors. Currently, the World Bank and the International Cotton Advisory Committee are studying pricing and marketing systems in selected West and Central Africa countries in order to assess the potential of risk-management  and -mitigation devices.

Sector Work/Dissemination Activities: The World Bank and the International Cotton Advisory Committee co-sponsored the conference on “Cotton and Global Trade Negotiations” (July 8–9, 2002), which raised awareness about the policy environment in the world cotton market. Cotton also figures prominently in Global Agricultural Trade and Developing Countries, forthcoming from the World Bank. Numerous briefings at the World Bank’s Board of Executive Directors have taken place, including one devoted exclusively to cotton (March 31, 2003). The World Bank played a major role during the Cancun Ministerial meetings by facilitating discussions among the relevant stakeholders and disseminating material, including a trade note entitled “Cotton and the Developing Countries: A Case Study in Policy Incoherence.”

Integrated Framework: Chad, Burkina Faso, and Benin have applied to join the Integrated Framework. Given the importance of cotton to these recommendations countries, it is likely that in the IF studies, cotton will feature in the policy and technical assistance. Mali has undertaken a diagnostic trade integration study.

TABLE 1: COTTON’S IMPORTANCE TO DEVELOPING ECONOMIES: 1998-99

	
	COTTON EXPORTS
	MERCHANDISE

EXPORTS

(millions of US dollars)
	PER

CAPITA GDP

	
	Millions of

US dollars
	Per cent of merchandize exports
	Per cent
of GDP
	
	

	Burkina Faso
	127
	43.9
	5.1
	289
	249

	Benin
	164
	39.1
	7.1
	419
	398

	Uzbekistan
	1,038
	32.2
	6.5
	3,227
	467

	Chad
	76
	32.2
	4.7
	236
	224

	Malí
	180
	29.5
	6.7
	611
	285

	Togo
	67
	21.3
	4.7
	315
	341

	Tadjikistan
	97
	15.1
	8.2
	643
	352

	Turkmenistan
	110
	12.3
	3.6
	891
	1,126

	Tanzania
	44
	7.6
	0.5
	576
	185

	Syria
	214
	6.7
	1.4
	3,177
	858

	Sudan
	41
	6.0
	0.4
	688
	290


Notes: Per capita GDP is expressed in constant 1995 U.S. dollars.

Source. FAO (FAOSTAT) and World Bank (World Development Indicators).

TABLE 2: GLOBAL BALANCE OF THE COTTON MARKET (THOUSAND TONS)

	
	1960
	1970
	1980
	1990
	1999
	2000
	2001
	2002
	2003

	PRODUCTION
	
	
	
	
	
	
	
	
	

	China
	1,372
	1,995
	2,707
	4,508
	3,830
	4,417
	5,324
	4,916
	4,870

	US
	3,147
	2,219
	2,422
	3,376
	3,694
	3,818
	4,420
	3,747
	3,968

	India
	1,012
	909
	1,322
	1,989
	2,650
	2,380
	2,686
	2,312
	2,848

	Pakistan
	306
	543
	714
	1,638
	1,911
	1,816
	1,783
	1,736
	1,700

	Uzbekistán
	1,491
	2,342
	2,661
	2,593
	1,128
	975
	1,055
	1,022
	915

	Franc Zone
	63
	140
	224
	562
	881
	728
	1,039
	952
	967

	Turkey
	192
	400
	500
	655
	791
	880
	922
	900
	900

	Brazil
	425
	549
	623
	717
	700
	939
	766
	848
	1,121

	Australia
	2
	19
	99
	433
	741
	804
	745
	386
	295

	Greece
	63
	110
	115
	213
	435
	421
	435
	375
	330

	Egypt
	480
	509
	529
	296
	233
	210
	317
	290
	190

	Syria
	112
	150
	118
	145
	306
	370
	327
	245
	277

	World
	10,201
	11,740
	13,831
	18,970
	19,070
	19,437
	21,485
	19,301
	20,212

	CONSUMPTION
	
	
	
	
	
	
	
	

	China
	1,481
	2,016
	3,300
	4,225
	4,700
	5,200
	5,700
	6,500
	6,750

	India
	1,006
	1,076
	1,371
	1,958
	2,939
	2,924
	2,910
	2,927
	2,950

	Pakistan
	245
	429
	461
	1,343
	1,700
	1,764
	1,855
	2,042
	2,100

	US
	1,803
	1,786
	1,083
	1,885
	2,230
	1,929
	1,676
	1,583
	1,350

	Turkey
	109
	184
	293
	557
	1,483
	1,150
	1,300
	1,310
	1,300

	Brazil
	272
	296
	566
	723
	852
	873
	830
	760
	760

	Indonesia
	10
	43
	104
	336
	480
	530
	510
	500
	475

	Mexico
	109
	146
	165
	170
	525
	435
	430
	460
	410

	Thailand
	15
	65
	127
	328
	340
	360
	415
	415
	400

	Russia
	1,350
	1,821
	1,796
	1,190
	280
	320
	340
	313
	300

	Korea
	59
	117
	322
	436
	325
	320
	340
	325
	310

	Italy
	226
	201
	209
	333
	305
	300
	275
	260
	230

	Taiwan
	46
	137
	229
	346
	295
	250
	280
	260
	234

	Bangladesh
	—
	—
	45
	98
	169
	196
	240
	300
	320

	Uzbekistán
	—
	—
	—
	205
	185
	220
	220
	225
	250

	Japan
	739
	766
	715
	650
	280
	251
	228
	204
	184

	World
	10,231
	12,173
	14,215
	18,585
	19610
	19,844
	20,284
	21,119
	20,978


Notes: Uzbekistan and Russia refer to USSR prior to and including 1990. Bangladesh is included in Pakistan prior to (and including) 1970.

Source:  ICAC, Cotton:  Review of the World Situation, various issues.

TABLE 3: GLOBAL COTTON TRADE (THOUSAND TONS)

	
	1960
	1970
	1980
	1990
	1999
	2000
	2001
	2002
	2003

	EXPORTS
	
	
	
	
	
	
	
	
	

	US
	1,444
	848
	1,290
	1,697
	1,470
	1,472
	2,395
	2,591
	2,862

	Uzbekistan
	381
	553
	616
	397
	893
	800
	810
	798
	643

	Australia
	0
	4
	53
	329
	696
	849
	662
	575
	360

	Greece
	33
	0
	13
	86
	310
	244
	290
	275
	223

	Malí
	2
	19
	35
	114
	201
	125
	126
	167
	262

	Syria
	97
	134
	71
	91
	252
	212
	180
	120
	170

	Benin
	1
	14
	8
	58
	136
	140
	148
	162
	128

	Burkina Faso
	0
	9
	22
	73
	95
	112
	123
	155
	197

	Tadjikistan
	—
	—
	—
	200
	83
	110
	117
	140
	141

	Côte d’Ivoire
	0
	7
	42
	81
	160
	150
	109
	83
	144

	Zimbabwe
	0
	32
	55
	38
	121
	118
	67
	76
	95

	World
	3,667
	3,875
	4,414
	5,081
	6,107
	5,857
	6,470
	6,618
	6,932

	IMPORTS
	
	
	
	
	
	
	
	
	

	Indonesia
	7
	36
	106
	324
	450
	570
	460
	500
	470

	India
	204
	155
	0
	0
	348
	350
	425
	350
	200

	China
	65
	108
	773
	480
	30
	52
	98
	685
	1,500

	Turkey
	0
	1
	0
	46
	575
	383
	624
	516
	400

	Thailand
	4
	46
	86
	354
	371
	342
	443
	410
	391

	Mexico
	0
	1
	0
	43
	404
	410
	450
	501
	361

	Russia
	0
	238
	28
	37
	279
	373
	292
	310
	141

	Italy
	218
	178
	193
	336
	307
	300
	271
	260
	230

	Korea, Rep.
	51
	121
	332
	447
	332
	304
	352
	325
	310

	Japan
	800
	796
	697
	634
	276
	240
	227
	215
	169

	Pakistan
	1
	1
	1
	0
	103
	101
	191
	186
	425

	Taiwan
	47
	160
	214
	358
	313
	226
	333
	265
	201

	Brazil
	0
	4
	2
	108
	340
	131
	55
	123
	75

	World
	3,804
	4,086
	4,555
	5,222
	6,050
	5,747
	6,159
	6,577
	6,932


Notes: Uzbekistan, Tajikistan, and Russia refer to USSR prior to and including 1990.

Source:  ICAC, Cotton:  Review of the World Situation, various issues.

TABLE 4: GOVERNMENT ASSISTANCE TO THE COTTON SECTOR

	
	1997
	1998
	1999
	2000
	2001
	2002

	Assistance (millions of US dollars)
	
	
	

	United States
	1,244
	1,886
	3,485
	2,215
	3,634
	2,690

	China
	2,013
	2,648
	1,534
	1,900
	1,217
	800

	Greece
	659
	660
	596
	537
	735
	718

	Spain
	211
	204
	199
	179
	245
	239

	Turkey
	—
	220
	199
	106
	59
	57

	Brazil
	29
	52
	44
	44
	10
	—

	Mexico
	13
	15
	28
	23
	18
	7

	Egypt
	290
	—
	20
	14
	23
	33

	Assistance (percentage of world price)
	
	
	

	United States
	18
	45
	78
	47
	89
	58

	China
	27
	45
	35
	34
	24
	13

	Greece
	121
	142
	118
	101
	187
	160

	Spain
	114
	151
	130
	151
	253
	197

	Turkey
	—
	19
	31
	10
	7
	5

	Brazil
	4
	8
	6
	4
	2
	—

	Mexico
	4
	5
	18
	15
	22
	15

	Egypt
	53
	—
	7
	9
	7
	9


Notes: Years refer to marketing years (i.e. 1998 refers to 1998–99). Data for 2003 are preliminary (for the United States they do not include insurance and Step-2 payments). Assistance (percentage of world price, lower panel) is the ratio of total assistance divided by production over the world price of cotton, multiplied by 100.
Source: U.S. Department of Agriculture for the United States; European Union for the EU and International Cotton Advisory Committee for the rest.
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During the last 40 years, 

all cotton demand came 

from additional 

population. 

Furthermore, all this 

demand was met by 

yield increases.
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ISSUES:

Ø

Supply side development issues 

(promote efficiency, introduce 

new technologies, e.g., enhanced 

seed cotton technology).

Ø

Demand

-

side issues (e.g., cotton 

promotion).

Ø

Policy issues (policy reforms in 

both developing and developed 

countries).
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(4) Contribution to employment





I 





would





like





to 





end





by 





highlighting





7 





key





questions 





that





need





to 





be





addressed





viable solutions to 





the





West 





African





cotton





crisis





are 





considered





(i) 





What





is 





the





nature 





of





domestic





and





international trade 





and





agriculture 





policy





impacts in 





African





agriculture? 





What





key





adaptations 





of





these





policies





will





generate





real





gains for West 





African farmers





? 





Will





removal





of





subsidies 





really





produce





expected





gains?





More 





detailed





evidence





would





be





useful





on 





which





policies





cause 





harm





and





to 





whom





. Can 





we





model





the





impacts 





of





policy





change on 





African





farmers





or 





other regions





? 





Proposals





to 





develop





a 





policy





impact monitoring 





mechanism





are important 





here





, as 





will





be





continued





work





on impact 





measurement





by a range 





of





international institutions.





(ii)





Further 





-





how might West African producers deal with new competition tha





at may emerge from other regions as 





policy regimes change 





–





e.g. the end of textile quotas with the multifibre agreement in





early 2005 or the new ACP accords in 





2008





? 





The





example





of





Vietnam 





developing





coffee





production 





at





the





expense





of





traditional





exporters





is instructive.  





(iii) Given past efforts with mixed results, how might support f





or a new regional textiles processing strategy really 





foster a profitable and competitive textiles industry in West Af





ririca,  given the existence of economies of scale for 





other powerful players in the international economy





? 





How





can





the





relatively





successful





existing





regional





traditional





textiles 





manufacturing





industry





be





enhanced





competition





from





new 





industrial





plant 





avoided





?





(e.g; 





Kente





and





Faso 





Fani





cloth





)?





Who





will





invest





in 





processing





and





diversification? 





–





given





that





the





private





sector





is 





unlikely





to have 





sufficient





resources





and





interest





in 





the





current





economic





context





. 





How





can





we





be





sure 





such





industry





will





be





economically





viable, 





benefiting





from





regular





supply





and





able to 





respond





to 





changing demand





?





(





iv





) 





How





might





diversification 





really





provide





another





route to 





adding





value in agriculture for 





small farmers





?





As 





our





work





has





shown





, West 





African





farmers





are adaptable, 





respond





to 





changing





demand





and





opportunity





where





possible 





and





have 





a 





capacity





to 





switch





types 





of





production. 





However





, 





there





also





need





to 





be





real





opportunities





for diversification, transport 





networks, 





processing





and





marketing. 





These





do 





not





always





exist





in West 





African





cotton





-





growing





areas. 





What





types 





of





non





-





agricultural





diversification are to 





be  considered





? 





Where





will





the





infrastructure 





come from





? 





Who





will invest





? 





How





will





farmers





be





able to 





take





up





these activities





?





(v) 





What





conditions are 





required





to 





attract





local 





and





foreign





investment





to support 





cotton





sector





development





and





diversification?





(





vi





) In 





principle





, 





both





powerful





and





more 





vulnerable





players





in 





the





international 





economy





stand to gain  





from





a 





functioning





, transparent, 





rules





-





based





trade 





system





. 





How





can





options 





be





developed





where





positive 





sum





games





can 





emerge





? 





Related





to 





this





, 





how





can





institutional





aspects 





of





negotiation





processes





be





adapted





to 





take





account





of





constraints





felt





by 





poorer





nations  ? 





(e.g; 





continued





trade 





capacity





building, 





transparency





, …). 





(vii) Can innovative regional initiatives be built around the pr





oocess of regional integration in a mutually strengthening 





way? 





The ECOWAS proposal for a support fund and the WAEMU proposal on





processing provide examples. Further, 





how 





can the challenges related to cotton addressed in the regional C





ommon Agricultural Policy being developed by 





ECOWAS or in NEPAD





?





The





key





seems





to 





be





to 





pursue





all





options 





where





positive 





sum





games





can





emerge





for 





different





levels





of





actors
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� Benin, Burkina Faso, Chad and Mali.  


	� Angola, Cameroon, Central African Rep., Congo (Dem. Rep. of), Côte d'Ivoire, Egypt, Ethiopia, Ghana, Guinea, Kenya, Madagascar, Malawi, Morocco, Mozambique, Niger, Nigeria, Senegal, Somalia, South Africa, Sudan, Tanzania, Togo, Tunisia, Uganda, Zambia and  Zimbabwe.  


� African Development Bank, African Union, ACP Secretariat; Economic Community of West African States; United Nations Food and Agriculture Organization; Intergovernmental Francophone Agency; International Cotton Advisory Committee; International Monetary Fund; International Trade Centre; New Partnership for Africa's Development; Organization for Economic Cooperation and Development; United Nations Conference on Trade and Development; United Nations Development Programme; United Nations Economic Commission for Africa; United Nations Industrial Development Organization; West African Development Bank; West African Economic and Monetary Union; and, the World Bank.  


� Angola, Benin, Burkina Faso, Cameroon, Central African Rep., Chad, Congo (Dem. Rep. of), Côte d'Ivoire, Egypt, Ethiopia, Ghana, Guinea, Kenya, Madagascar, Malawi, Mali, Morocco, Mozambique, Niger, Nigeria, Senegal, Somalia, South Africa, Sudan, Tanzania, Togo, Tunisia, Uganda, Zambia, Zimbabwe.





� Head of the United Nations Development Group.





