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INTRODUCTION

This document provides an update of the EU-Africa cotton Partnership concluded between
the EU and African countries in July 2004 (at the Paris Forum). This Partnership led to an
action plan, which developed into a framework for action following a midterm review (in June

2009)" The revised action plan became the Partnershi

The Action Framework reaffirms the relevance of the EU-Africa Partnership on Cotton and
the need for it to continue, while adapting it to the current situation. It covers the two
components of the partnership: ATraded and

The framework for action is both a strategic reference document, in articulation with
regional cotton strategies and an instrument for monitoring actions carried out in the
framework of the EU-Africa Cotton Partnership. It in fact serves as a monitoring tool for
all the specific support for African cotton; this data is periodically updated using information
from the various donors and joint trading associations of the African value chains. (See
86.2).

Following the Paris Forum in July 2004, the Steering and Follow up committee for ACP-EU
on Cotton (COS-coton) was created to focus specifically on the development component of
the Action Framework without losing sight of the Trade component. Its priority tasks include
supervision of financial resource mobilisation, giving impetus to approved actions and
coordinating and disseminating relevant available information.

COS-coton is currently chaired by the Ambassador of Burkina Faso?, who represents the
ACP cotton Group. It is made up of an 11 member committee of experts, representing 5
categories of stakeholders: ACP States, the EU represented by the Commission (DG
Development and EuropeAid) and one member of state (France); regional integration
organisations represented by WAEMU; ACP-EU organisations (CDE, CTA); the private
sector (AProCA for producers, ACA for ginners, ACTIF for local fibre processing industry).

One of the major recommendations of t hceton
decentralisation, while maintaining a base in Brussels. § 6.3 gives an update on the
decentralisation process.

This document is a contribution to the necessary dissemination of information to the wider
public, but does not purport to exhaustively cover all aspects of the Partnership. The
previous EU-Africa Partnership update was published in May 2009*

The present update indicates the main facts and events related to the development of the
Partnership since June 2009, starting with the international cotton context and that of the
main African cotton sectors. It then identifies the other main regional/national initiatives
activities and information related to African cotton value chains.

For the report in French and Englisttoteacp.org
French versidmtp://www.cotanp.org/docs/acpue/Rapport%20Final_definitif 17 09 09 FR.pdf
English versiohttp://www.cotanp.org/docs/acpue/Final%20Report_17 9 09 EN.pdf

Formerly thembassador of Benin in Belgium.

®  Forthe report in French and Englistcoteacp.org
French versidmtp://wwwotoracp.org/docs/acpue/rapport_mise_jour partenariat_juin_09_final.pdf
English versidmtp://www.cotaop.org/docs/acpue/COTTON _UPDATE 09 JUN_09.pdf

fiDeve

Part ne


http://www.coton-acp.org/
http://www.coton-acp.org/docs/acpue/Rapport%20Final_definitif_17_09_09_FR.pdf
http://www.coton-acp.org/docs/acpue/Final%20Report_17_9_09_EN.pdf
http://www.coton-acp.org/
http://www.coton-acp.org/docs/acpue/rapport_mise_jour_partenariat_juin_09_final.pdf
http://www.coton-acp.org/docs/acpue/COTTON_UPDATE_09_JUN_09.pdf
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1. WORLD MARKET SITUATI ON

1.1. International Prices

Cotton Lint

The cotton market suffered two major crises over the last ten years, in 2000/02 and 2004/05.
As for most other agricultural commodities, USD prices recovered between 2005 and 2008

(see figure 2).

The global financial and economic crises that started in the United States around mid 2008

strongly contributed to a renewed, accelerated and

increased downward spiral of

international raw materials and agricultural commodity prices. Even though this trend was

short lived, cotton did not escape its effects.

Figure 1 shows the monthly evolution of average prices from the Cotlook A Index, covering
the period from January 2006 to March 2010. As a result of the global financial crises, prices
collapsed again from September 2008, losing, in three months, 30% of their average Cotlook
A Index monthly value, which was 78 USD cents per pound in August 2008. This Index hit a
monthly low of 51.4 USD cents per pound in March 2009. However, on the wave of renewed
global demand, with falling supply and reduced stocks there was a marked upsurge of prices
from April 2009. The increase was particularly sustained and the Cotlook A index rose from
an average monthly price of 51.4 USD cents per pound in March 2009 to 88.1 USD cents per
pound in April 2010, which represents a spectacular 71% rise, reaching monthly prices

unseen for 15 years.

According to the latest CCIC/ICAC* forecasts (www.icac.org), the Cotlook A index will remain

at an average of 88 USD cents per pound for the 2010/11 marketing year.

Figure 1: Monthly Price Evolution of Cotton* and Cotton Oil**,
from January 2006 to March 2010
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Cotton Oil

Figure 1 shows that international cotton oil prices followed a similar trend to those of lint,
between 2006 and March 2009. However, as from April 2009 even though they continued to
increase, prices for cotton oil did not shoot up as they did for cotton lint.

Cotton Yarn

The Yarn Index expressed in USD per FOB kilo, shows the evolution of yarn prices in the
major yarn® export markets (India, Pakistan, Indonesia, China and Turkey).

From March 2007 to August 2008, the Cotlook A increased a great deal more than the Yarn
Index. This type of situation was likely to encourage decreased global industrial use of cotton
lint. However, from September 2008 to March 2009, there was a dramatic fall in the Cotlook
A Index (more than 40%) with a much smaller drop in the price for Yarn. The big increase in
the Cotlook A index since March 2009 has been accompanied by a strong rise in the Yarn
index also benefiting from the removal of an export subsidy for Indian Yarn, with increasing
demand putting pressure on supply. Information from China indicates the increasing
reluctance of clothing manufacturers to pay higher prices for Yarn®.

Polyester

It is useful to recall that the share of cotton in final use in textile fibres continues its downward
trend. In 2009 it was estimated at approximately 35% as compared to almost 40% in 2002.

1.2. Production and Yields

After reaching a record 27 million tons in 2004/05, global cotton production went down to
26.0 million tonnes in 2007/08 before falling to 23.4 million tonnes (-10%) in 2008/09. The
estimate for the 2009/10 marketing year, shows a further reduction of about 6%, down to
22.1 million tonnes’. Producers have been growing less cotton as a result of falling cotton
revenue, higher prices for competing crops and difficulties in financing inputs. There was a
significant drop in US production, reaching almost 50% between the 2005/06 and 2009/10
marketing years. However, ICAC forecasts global production of 24.8 million tons in 2009/10,
12% higher than in 2008/09, in response to renewed global cotton consumption and
extremely bullish fibre prices. US production also seems to be showing a substantial
increase (+28%).

It is worth noting that average global yield, which was only 411kg of fibre/ha in 1980/01 rose
from 600 to 793 kg between 2000 and 2008. It has since gone down as global yield for
2008/09 is estimated at 769kg of fibre/ha (-3%) and 728 kg of fibre/ha in 2009/10. Average
yield figures obviously conceal big differences between rain-fed and irrigated cotton. The
yields of the latter are in general double that of the former and irrigated cotton represents
more than 55% of the area used for cotton growing. One of the factors explaining the upward
trend of global yield over the last ten years is the rapid development of genetically modified

5This figure is calculated on the basis of the average FOB price published by the Cotton Outlook Tdne2® ab 30t dnamts
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India, Pakistan, Indonesia, China and Turkey are weighted to reflect cotton yarn exgiriddebicosatty. The final figure is

expressed as a percentage of comparable average values for 2005.
® Source: Cotlook Monthly, Vol. 3, Issue 4, April 2010
" ICAC, Cotton, this month, May 1st 2010



cotton, which covered 15% of cultivated areas in 2000; this percentage has increased to
almost 55% in 2008/09.

1.3. Evolution of demand and trade

Consumption

Industrial cotton consumption steadily increased by 8 million tonnes over the period between
1998/99 and 2006/07. However, this figure stabilised at 26.4 million tons in 2007/08 and
showed a marked decrease in 2008/09 (-11%), falling to 23.4 million tons as world economic
growth slowed. World industrial cotton use is expected to recover by about 4.3 % in 2009/10,
to 24.4 million tons.

We must recall that the industrial use of cotton lint is characterised by strong geographical
concentration. In 2009/10, three countries, China, Pakistan and India accounted for 67% of
global demand.

Exports

From 2000/01 to 2007/08, there was a large increase in the volume of exports (+42%),
significantly more than production (+34%), consolidating the tendency for cotton to be one of
the most traded agricultural raw materials. In less than 10 years, India, which was once not a
player in this market, has become the second largest exporter in the world behind the USA.
Francophone Africa is amongst those regions losing ground, with a world market export
share that has gone down from 13.2% in 2000/01 to 7.2% in 2008/09, in line with the drop in
production.

However, in 2008/09 world exports were down by almost 22%, at around 6.5 million tonnes,
compared with 8.4 million tonnes exported in 2007/08. Exports have started to grow again
with an expected + 15 % (7.5 million tons) in 2009/10. The United States remains the largest
world exporter (36% of the market), followed by India (17%), which continues to increase its
market share, Uzbekistan (11%) and the African CFA zone (7%).

Imports

After a 21% drop in global cotton trade in 2008/09, bringing it to an eight year low, world
cotton imports have recovered by about 14%, increasing from 6.6 million tonnes in 2008/09

Update June 2010 relating to the Europea\tlic@iPartnership On Cotton Pagell @@@

to 7.5 million tonnes in 2009/10. The almost 40% recovery of (cont i nent al ) Chi

has significantly contributed to this renewed rise.
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2. EVOLUTION OF COTTON SECTORS WITHIN ACP ® COUNTRIES

2.1. Financial crises and effects of the US Dollar/CFA Franc
Exchange Rate on cotton exported from the African CFA
Franc zone

African cotton sectors, particularly those in the CFA Franc zone suffered the extreme
adverse effects of the two major cotton market crises in 2000/02 and 2004/05. As a result,
many African cotton sectors experienced dire financial crises in 2005 and 2006. These were
especially severe in the Franc zone where several cotton companies, at the risk of
bankruptcy, were obliged to recapitalise their equity. They went through a short lived slight
improvement in 2007/08 before finding themselves at the mercy of the fallout from the global
financial and economic crisis that commenced in August 2008. Furthermore, buying and
selling cotton on futures market has become more difficult since the soaring speculative price
increases that affected the cotton futures market in the first quarter of 2008, causing great
financial losses for some traders.

There had been a recovery of USD cotton prices between 2005 and mid-2008, as for most
agricultural commodities. However, this recovery was of no benefit to CFA zone countries
because of the steady depreciation of the dollar over this period against the Euro and CFA
Franc. As a reminder, from the second quarter of 2002 the dollar steadily depreciated
against the Euro and CFA Franc, reaching a low point in July 2008, when on average 1 USD
was worth only an average 416 CFA Francs, 45% less than the peaks of 2002. The benefits
of the increased international cotton price (quoted in dollars) from 2005 to August 2008 were
significantly diminished for African cotton exported from the CFA zone. For a lengthy period,
this exogenous factor had a negative impact on the competitiveness of exports from the
African franc zone.

From September 2008 to March 2009 the effects of the global financial and economic crisis
led to world cotton lint prices falling again by about 35%, though this was somewhat
attenuated by an almost 15% appreciation of the dollar against the Euro and CFA Franc.

2.2. Improvement since 2009

From April 2009 to April 2010, world cotton lint prices have clearly been on the increase,
going up by more than 65% and reaching record levels not seen for the last 15 years.
Furthermore, the trend of a strengthening of the dollar against the CFA Franc appears to be
confirmed, with the rate reaching 525 CFA Francs for one USD, 26% higher than the troughs
of July 2008. African cotton sectors appear therefore to enjoy an improved situation, at least
for the 2009/10 and 2010/11 marketing years.

Figure 2 shows the evolution of cotton prices from the Cotton Outlook A index, from April
1990 to April 2010, in USD cents per kilogram and CFA Francs per kilogram. The evolution
of the USD/CFAF exchange rate is also indicated. The linear regression on the graph shows
the downward trend of international cotton prices over time. If we base ourselves only on the
period from January 2000 to April 2010, the trend is upward even though that does not allow
us to infer a reversal in the long-term downward trend for world cotton prices.

8 For more detailed information se&Ah€.8Days presentatiogoundé March11 20h0w.coteacp.orglick on

odocumenwsokshepsoo


http://www.coton-acp.org/
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Figure 2: Evolution of Cotton prices from April 1990 to April 2009, from the Cotton Outlook A
Index, in USD cents/kg and CFAF/kg
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N.B.: January 11994, CFAF devaluation

2.3. Prices paid to producers and producer revenues

In East and Southern Africa, where in general the market determines prices, those
paid to producers have been more or less similar to world dollar prices, with a slight
improvement between 2005 and 2008. In West and Central Africa, where prices are
set in advance of each marketing year, prices to producers, which were already higher
than world market prices between 2000 and 2004, had to be subjected to late
adjustment to the downward price trend (in CFAF) as can be seen in figure 3. This
resulted in new deficits. Under the pressure of such deficits, adjustments were all the
more brutal and destabilising.

Figure 3: Comparative Evolution of the A Index and Producer Prices in West Africa
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SourceMidterm review of the EtAfrica Partnership on Cotto2009

More recently, some sectors thought that they could take advantage of the 1% quarter
improvement in 2008 to again increase producer prices for the 2008/09 marketing year.
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However, as the market turned around, they found themselves in a difficult situation.
Nonetheless, the marked rise in international prices since April 2009, has made it possible to
see once more rising prices to producers (see table 1). It must be noted that in most WCA
cotton producing countries, producer price fixing mechanisms have been reviewed to take
greater account of the evolution of world prices.

Tablel: Evolution of first grade cotton seed price from1999 to 2008

(CFAF/kg)
Year
Country
2000/01 2001/02 | 2002/03 | 2003/04 = 2004/05 = 2005/06 | 2006/07 = 20007/08 | 2008/09 2009/10 2010/11
Benin 200 200 180 190 190 170 170 170 190 210 200
Bg;’gga 160 175 175 175 210 175 165 145 165 160 182
Cote
Aoy, 216 175 175 185 162 140 145 150 185 175 200
Mali 170 200 180 200 210 160 165 160 200 170 185
Senegal | 185 185 185 185 195 195 180 180 185 185 195
Togo 200 180 175 175 185 150 155 160 145 165 185

SourceMidterm review of the EtAfrica Partnership on Cotto2009

Producer revenue suffered a sharp decline in all West African countries, especially from
2005 to 2008, because of the drop in cottonseed prices and the concomitant hike in the price
of fertiliser (by more than 50% between 2005 and 2008, in spite of input subsidies provided
in many sectors). Even though there has been an improvement in world cotton prices since
April 2009 and a provisional halt in fertilizer price increases, only competitive producers with
yields higher than 1200-1500 kg/ha, who are often well equipped and have a large enough
workforce, can grow cotton® profitably. Other producers barely manage or fail to recoup their
own labour input at the going price of agricultural labour.

From 2007 to 2009, many producers abandoned cotton growing. According to a survey™ in
Cameroon, of the 250 thousand farmers spread out over the extreme north, the north and
part of the Adamaoua regions, less than 100 thousand are still involved in cotton growing.

Some continue nonetheless to grow cotton, as it is their only means of obtaining fertilisers on
credit, which they then partially use for their food crops.

The drop in revenue was less significant in the countries of East and Southern Africa where
the soil is more fertile and requires less fertiliser for cotton.

2.4. Evolution of production and yields

Annex 2 shows a detailed evolution of cotton in Africa for the 1995/96 to 2008/09 marketing
years, by country and main regional economic communities: WAEMU, CEMAC, ECOWAS,
COMESA, SADC. The evolution is examined from the perspective of: (1) production, (2)

°  This reasoning should be used to analyse the entire cotton cropping system, which is naturally elivgrsdibdtteere

gauge overall profitability of farms.

19 ook http://www.quotidienlejour.com/index.php?option=com_content&view=articleguda548: emqyroeto rau-cameroun
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harvested areas, (3) yields, (4) consumption and (5) exports. Only the main trends are
highlighted. Cotton professionals and actors can refer to annex 2 for comprehensive updated
information.

Figure 4 depicts the evolution of cotton lint in the main African economic areas from, 1995/96
to 2009/10.

Figure 4: Evolution of Cotton Lint Production in the Main African Economic Zones,

from 1995/96 to 2009/10
(thousands of tonnes)
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Source: ICAC: global statistics, May 2010

Globally, African cotton production peaked in 2004/05, then tumbled down almost 50% over
the next five crop seasons, to a level below that of 1980/81, 30 years ago. Furthermore, the
fall in production over the last four years is significantly greater than the world average (-
18%).

CFAF zone production (WAEMU + CEMAC) was hardest hit with recorded drops of 55%
between 2004/05 and 2008/09, as opposed to 46% for the COMESA zone and 20% for
SADC.

Amongst the large Franc zone producers, Mali and Cameroon saw the biggest production
drops between 2004/05 and 2009/10: -60%, followed by Benin (-53%), C* t e d 846%)oi r e (
and Burkina Faso (-42%).

This collapse was mainly due to producersd exit
described in § 2.3, and the disorganisation of several West African sectors. Over recent

years, there has been a large reduction, sometimes up to 50%, of the number of producers

and areas under cultivation.

Yields, that had already been stagnant for about 15 years (while at the same time, they were
on the increase in the rest of the world), also fell across the board, from 2005. While yields
were slightly down in the rest of the world (-4%), in Africa, on the whole they were
down by 19% between 2004/05 and 2009/10. Also in Africa, from 2004-05 to 2008-09,
there was a 15% yield drop in the Franc zone and that figure was 24% in the COMESA zone,
owing to reduced inputs use and less attention being paid by producers to cotton growing.
Over the same period, average yields for the SADC zone dropped by 9%.
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2.5. Evol ution of African cotton lint exports

In 2003/04 Africa exported 21% of world cotton lint . This share fell to 12,5% in 2009/10
and is forecast to remain at this level in 2010/11. There has clearly been a substantial loss
of market share over the last five crop seasons. This is even more pronounced in the
CFAF zone which exported 12.0% of world cotton in 2003/04, (71% of African cotton
exports), and only 5.8% (56% of African cotton exports) in 2009/10. Consequently, over a
few years the export share of other African regions, especially East and Southern Africa, has
considerably increased, going from 29% (2003/04) to 44% (2009/10)

3. EVOLUTI ON OF ADHGOMPONENT OF THE EU-
AFRICA PARTNERSHIP O N COTTON

3.1. Developments in the WTO trade negotiations

Negotiations on global trade liberalisation that started in Doha in November 2001 should
have concluded at the end of 2004. After this deadline expired, the WTO and its members
have despite their efforts, still not been able to conclude the Doha round. It has suffered
some serious setbacks. Today it is plagued by far too many uncertainties for a foreseeable
favourable conclusion. Success of both negotiations and reforms seems only possible
through a slow process and through dialogue. .

3.1.1. Evolution of the situation since June 2009*!

All contracting parties agree with the often-repeated comment of WTO Director General
Pascal Lamy, that there will be no conclusion to the Doha round without cotton. Finding a
solution to the cotton issue will therefore contribute to the success of the Doha Round.

The Washington International Conference on the 20th July 2009, on the theme: frhe
Multilateral trading system: US-Africa Dialogue on the cotton Tradeo , provided
for all parties to reiterate that a solution must be found for cotton within the Doha Round.
Cotton must be looked at comprehensively with a link being established between trade, aid
solutions, domestic reform in developing countries and subsidy reduction in developed
countries. Assistance for the African cotton value chains is essential to guarantee their
viability. Aid activities will only succeed if they are consistent with domestic reform and
results of trade negotiations.

At the Washington conference the C-4 were able to stress that trade component discussions
were central to achieving the desired results. African cotton produces require stable,
predictable and fair prices on the world market. The conclusion of the Doha Round is their
only hope. They are fully aware that the cotton issue cannot be settled without the conclusion
of the Doha Round. Aid cannot be considered a substitute for a commercial solution and
subsidy reduction would put all players on a level playing field and guarantee that both
developing and developed countries comply with the same ground rules.

The position of the United States has changed considerably over recent years as their
production has fallen by 40%, reducing their impact on the world cotton market, which is
henceforth dominated by India and China.

" For more details gohttp://www.ideascentre.ch/documents/ConferenceCotonWashingt@meRFinal.pdf

http//www.ideascentre.ch/documents/Newsletter85CotonBidsibipHfats
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http://www.ideascentre.ch/documents/ConferenceCotonWashingtonFRFinal.pdf
http://www.ideascentre.ch/documents/Newsletter85CotonBresilvsEtats-Unis.pdf

Furthermore, an agreement was reached in April 2010 on the Brazil-United States WTO
cotton dispute, for which the US had been sentenced. In this deal the US agreed to short
term changes to its export credit guarantee programme and technical discussions with the
Brazilian government on the future workings of the programme. This constitutes a first step
towards US compliance with specific WTO commitments. The US have been granted a 5.5
billion dollar authorisation for export credit guarantees, of which 2.7 billion have been
allocated and 1.9 billion used to date. The unutilised credit will be withdrawn and put into a
new and as yet undefined system.

Under the agreement Brazil will receive financial compensation; the US has committed to
pay Brazil about 147.3 million USD a year in damages. This money will make it possible to
set up a technical assistance fund for producers. The fund may also be used to support sub-
Saharan African cotton sectors™. It will remain in place till the next Farm Bill (2013/14
marketing year) or until a mutually agreed solution to the cotton dispute at the WTO is
reached.

ICAC estimates that global subsidies to cotton will amount to some 4.7 billion USD in
2009/2010 as opposed to 6.2 billion USD in 2008/09. The steep rise of international cotton
prices in 2009 is the main explanation for an almost 25% reduction of subsidies. Seven
countries allocate aid to their sectors at an average of 11 USD cents per pound of cotton:
United States, China, Brazil, Turkey, Colombia, Greece and Spain. In the US, subsidies went
down to 3.2 hillion USD (53 cents per pound) in 2008/09 and to 1.8 hillion (31 cents per
pound) in 2009/10. 1.8 billion USD is also the estimated amount of subsidies to Chinese
producers in 2008/09 and 2009/10 (12 cents per pound). European cotton subsidies are
expected to reach 360 million USD in 2009/10 with Greek farmers receiving an average 57
cents per pound and Spanish, 202 cents per pound
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4. EVOLUTION IMPLEMENTA TI ON OF THE WNWMBEVE&LOP

COMPONENT OF THE EU-AFRICA PARTNERSHIP ON COTTON
THROUGH DEVELOPMENT INITIATIVES

4.1. Introductory remarks

Specific funding to the African cotton sector over the period since the start of the EU-Africa
partnership on cotton to the 30™ April 2010 has been updated. A summary table of updated
funding can be found in annexe 3. It includes not only EC and EU Member States (bilateral
cooperation) funding which relate to specific cotton assistance projects and programmes, but
also funding and support from other agencies (multilateral, regional), outside the strict
framework of the Partnership.

The following points must be underlined:

1 Financial assistance mainly covers (i) support that started since 2004 (that has been
completed or is ongoing); and (ii) assistance that is still in the pipeline (formulation
phase).

I Sectoral budget support to governments is also included when specifically targeted to
cotton.

12

than direct financial aid.
13

bodies working in the field.

However, these support modalities remain vague. They are more likely to take the form of a partnershiprfaattezthnology trans

Updating thigpte of information once a year is adequate, as time is required to receive and verify the information from the relevant



1 General budget support to cotton-producing countries was substantial but it has been
excluded.

1 Amounts also do not include broader agricultural support, rural infrastructure support
not linked specifically to cotton areas, support for farmer organisations where the
majority of members are not cotton growers, etc.

1 Neither are small amounts of cotton support incorporated into agricultural assistance
or rural development programmes included.
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For a more comprehensive estimate of overall funding ofthecot t on sector, -fibudge

type broader agricultural programmes would have to be broken down to determine how much
was allocated to cotton. This would be a useful but complex and time consuming task,
requiring methodological care and a harmonised approach amongst development assistance
bodies. This is why this document only reflects specific cotton assistance from each donor.
This approach makes sense in the framework of the EU-Africa Partnership on cotton, which
has been translated into specific and direct cotton support.

The updated table on funding in Annex 3 presents relatively detailed, verified and
crosschecked data, but it does not claim to be totally comprehensive.

4.2. Overview of cotton sector support from the EC, Member
States and mul tilateral and regional agencies

Based on data from annex 3, the following figure, updated as at April 30" 2010, gives an
outline of the breakdown of funding.

Figure 5: Breakdown of cotton specific project/programme funding in Africa in millions of
Euros and in percentages, as at April 30" 2010
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Financial assistance for cotton amounts to a total of almost 445 million Euros with 64%
allocated by the EC and its Member States.

Under the EU Africa Cotton Partnership, EU financial assistance directly linked to cotton
is currently about 287 million Euros; of this amount, 60% is channelled through the EC in
the form of grants, and the remainder is managed by EU Member States, through loans
and subsidies.

Aid from multilateral agencies (FAO, CFC/ICAC, ITC, WB™) by 30" April 2010 is estimated at
about 88 million Euros (110 million USD), representing some 20% of total financial support.
Mention must also be made of financial assistance from: (i) regional agencies
(ADB/WAEMU™, IF*" JITAP®), which for the same period amounted to 42.5 million Euros
(10% of overall funding) and (ii) non-EU states (United States™ Japan) which are estimated
to have provided 26.6 million Euros (6% of total funding).

The next table compares the situation at 30th April 2010 with those of 31st October 2007,
31st March 2008 and 30th April 2009. We see that growth of funding allocated to cotton
ended in April 2009. This is because some funding, especially loans (AFD/France) to cotton
undertakings could not be provided® or were cancelled.

In this regard, it should be recalled that most currently implemented EC intervention is
budgeted under the 9th EDF, yet there is considerably less money budgeted for specific
cotton sector funding under the 10th EDF. The EC has also provided precise data that
shows an appreciable progress of disbursement rates over the period being considered.

Table 2: Progress of EC and Member States funding between October 2007 and April 2010
(in millions of Euros)

31 October 07 31 March 08 30 April 09 30 April 2010
CE 141 147 161 170
EU Member States 118 168 162 117
Total 259 315 323 287
EC disbursement rate 32.6% 41.6% 50% 68.1%

Source EC, EU Member States, May 2010

The following observations can be made about the 287 million Euros of European aid for
cotton (EC + Member States):

- 84% of European aid is allocated directly to individual African countries. The rest is
for group of countries or regions (ACP, regions)

14 Franceprovides about 66% of EU member state financial aid and most of the remainder com@8%9m Germany (

15
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Total WB support for cotton is certainly underestimated because it provides substantial funding throughhiastruments such as t

«PRSG»> or agricultural programmes that could be broken down to identify the amounts devoted to cottoa.dbine same could
for other donors such as the EC but this type of breakdown would be complex and hard to carry out aethpant in time. (s

16

o Integrated Framework for least developed countries.

18 Joint Integrated Technical Assistance programme.

19 Mainly the WACIP programme (West African Cotton Improvement Programme) for C4 countries.

20 conditions for grantinigarfis were not fulfilled.

Multinational Project for cotton competitiveness (multinational project for cotton textiiPASEC@Q BLippbet C4 countries.
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- 43 % (122 millions u) is dir ec t{Benyn, Bukihadase,t ed t o
Mali and Chad).
-1 f we include Ctte doélvoire, which gets 25% of

t hat the C4 and Clte doélvoire receive two thirc«

- Direct funding for ESA region countries is only 5.3% of total aid. However, the cotton
component of the AAAC programme (see § 4.3.2) has helped to better balance funding;
21% of the budget that is directly attributable to cotton component activities goes to the
ESA region.

The following table shows the state of implementation of the various projects and
programmes from October 2007 to April 2010. We note that over this period the number of
projects has gone up from 93 to 139, with however a tendency towards a lower relative
percentage of projects in the pipeline (going from 73% to 52%). The share of completed
projects has risen from 27 to 47%). It must also be noted that the cotton component of the
AAAC programme is taken here in aggregated form as a single support instrument. In reality,
it is broken down into 39 cotton-specific support actions, with 6 already completed and 33 in
progress or in the start up phase (see § 4.3.2).

Table 3: State of implementation of specific African cotton projects/programmes

31% October 07 31% March 08 30™ April 09 30" April 10
Status Acronym*

number % number | % number % number %
Formj;?ij;’nctphase PFP 20 22 18 16 22 17 21 15
In Progress IP 47 51 58 52 51 37 51 37
Completed C 25 27 34 31 62 45 66 a7
Discontinued D 1 1 1 1 1 1 1 1

Suspended S 1

Total 93 100% 111 100% 137 100% 139 100%

*PFP:Project Formulation phase; IPa: In progress; CCompleted D : Discontinued S: Suspended
Sources EC, EU Member States and other donors, May 2010

't is not easy to br eak doiwfmantiahassistanced forrAkicamea mo u n t
cotton with regard to the six strategic focus areas of the Action Framework of the EU-Africa
Partnership on Cotton. The main difficulties arise from: (i) inadequate data on funding of

some projects/programmes; (ii) lack of detailed allocation of aid envelopes.

As such, 23% of overall funding cannot as yet be ascribed to a given strategic focus area or
thrust.

The remaining 343 million Euros is broken down as indicated in table 4. AlImost a quarter of

EC funding was spent on compensating producers and workers from cotton companies who

were especially affected by the cotton sector fi
share of compensations (90%), and the remaining (10%) went to the Central African

Republic. This type of funding was granted under strategic thrust n°4. Leaving aside this type

of support, a funding breakdown by strategic focus area is indicated in the penultimate

column of table 4. It is clear that most funding is granted to strategic focus area n°2

(i mprovement of the cotton sectorsd institutio
efficiency). Focus areas 2, 3B* and 4%t oget her take up about 85% of
allocated.

2 Improvement of internal competitiveness factors of cotton value chains through market access, support &ictechnological innov

and productivity improvement.
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Table 4: Break down of specific support for African cotton based on the strategic focus areas
of the Action Framework

Total” Total support | cotton
N° Strategic Focus areas of the Action Framework support (%) (non- component
PP compensation) | AAACP
1 Improvemgnt of the abll[ty to formulate, mqmtor, assess and 0.3% 0.3% 5.0%
update national and regional cotton strategies
5 Improvgment of institutional enwrgnment, internal organisation 45.7% 52 0% 7 1%
and efficiency of cotton value chains
3 Improvement of the competitiveness of African cotton value
chains
Improvement of the exogenous determinants of cotton value
3A _chaln competitiveness through a redu_ctlon of cotton sub5|d|es_ 0.5% 0.6% 0%
in cotton-producing developed countries and an improvement in
market access rules
Improvement of the internal determinants of cotton value chain
3.B : competitiveness through access to trade, support for 18.8% 21.4 69.8
technological innovation and improved productivity
4 Reduction of the vulnerability of cotton value chains 20.4% 9.4% 14.1%
5 Incrgasmg the added value generated by the cotton value 14.1% 16.0% 1.0%
chains
Strengthening efficiency and effectiveness of international, 0 o 0
6 regional and national coordination 0.2% 0.3% 3.0%

* Including the AAACP cotton component

4.3. Main international and regional programmes, projects and

4.

studies

3.1. Mid term review of the EU-Africa Cotton Partnership

Recommendations of the Mid-Term Review of the EU-Africa Cotton Partnership®® were
detailed in the previous Partnership Update in May 2009%*.

Implementation of the major recommendations on the Action Framework, that replaced the
Action Plan, and COS-coton decentralisation are examined in Chapter 6.

4.3.2. Cotton component of the All ACP Agricultural Commodities Programme

Background

T

his programme of (45 MEDFi basfahtedatuedenlbhaemidt

the implementation of the EU-Africa cotton Partnership. Five (5) international organisations

22

23

24

Reduction of cotton sector vulnerability.

See repottttp://www.cotaop.org/docs/acpue/Rapport%20Final_definitif 17 09 09_FR.pdf

See repottttp://www.cotanp.org/docs/acpue/rapport_mise_jour_partenariat juin_09_final.pdf



http://www.coton-acp.org/docs/acpue/Rapport%20Final_definitif_17_09_09_FR.pdf
http://www.coton-acp.org/docs/acpue/rapport_mise_jour_partenariat_juin_09_final.pdf

are responsible for implementing the AAACP: WB, ITC, CFC, UNCTAD and FAO, and a
Coordination Unit (CU).

Its specific aim is to build capacity in formulating and implementing sustainable commodity
strategies to improve farmer productivity, increase their means of existence in rural areas
and reduce their income vulnerability.

Four expected results have been defined:

Q) For mul ati on, updating and i mplementation
stakeholders;

(2) Definition of strategic priorities (market access and use, improved factors of production
and services);

(3) Development of easily accessible market based risk management instruments for
reducing producer income vulnerability;

(4) Effective use of complementarities and synergies between ACP and EU countries and
IOs for the benefit of Stakeholders.

Progress of activities as at 31°' March 2010

The CU prepared a progress report on the activities implemented under the cotton
component of the AAAC programme. This report is available on the COS-coton website®. It
includes a summary table of the 39 activities of the AAAC programme cotton component as
of 31% March 2010. The activities are listed by funding chronology (start up funding, tranche
1 and tranche 2) and by region (CA, WA, ESA and ACP). The table displays activity titles,
and budgeted and disbursed amounts per activity as at 30" April 2010.

Whentaki ng only direct costs of activities i
cotton component stood at 12.5 million Euros. The majority of activities budgeted during the
start up phase or tranche 1 are completed or underway, with a 70% disbursement rate.

These activities were also classified on

strategic focus areas (annex 4). The last column of table 4 shows, the relative volume of
funding for activities per strategic focus area, and notes that 23% of the overall budget could
not be allocated on the basis of the strategic focus areas. It can be seen that almost 70% of
direct costs of the cotton component of the AAAC programme were allocated to strategic
focus ar ea 3B: il mpr ovdetarimdnts of f cottan hvalue ichain
competitivenesso. Further mor e, in respons
programme midterm review, greater support was provided for the formulation of regional
cotton strategies.

In general, even though it is too early to assess their effectiveness and impact, most
programmed activities of the cotton component have run smoothly.

Mention must however be made of the extremely slow pace of formulation of cotton
strategies in West and Central Africa. In West Africa this is further exacerbated by the
increased complexity of taking on board the update of the Cotton-textile sector
competitiveness Agenda, adopted by Heads of State and Government in 2003, and evolving
a regional strategy shared by all stakeholders.

Considering this delay, COS-coton has asked the AAAC programme CU to speed up its
West Africa decentralisation process to facilitate work and mobilise all actors for the
formulation and adoption of a regional cotton strategy.

% Frenchhttp://www.cotanporg/docs/projets/Progress%20Report%200n%2010s%20Inte e POB R pdate . pdf

Englishhttp://www.cotanp.org/docs/projetelgress%20Report%200n%2010s%20Interve H@MEALRO20%28final%29. pdf
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4.3.3 Adoption of a regional cotton strategy by COMESA

In line with one of the main recommendations o]
2009)?°, the cotton component of the AAAC programme should play a federating role by

giving impetus to the consultation process through providing greater support for strategic

thinking amongst stakeholders. Though there were delays in West and Central Africa, the

AAACP was nonetheless able to contribute to th
strategy adopted by COMESA in June 20097’

COMESA and ACTIF identified seven pilot countries where the regional strategy would be
validated and prioritised at national level. The seven countries were also chosen for specific
support for strategy implementation under the AAACP. They are: Kenya, Malawi,
Mozambique, Tanzania (hon COMESA member), Uganda, Zambia and Zimbabwe.

An initial validation workshop, funded by COMESA and facilitated by ACTIF and ITC, was
held in Kampala (Uganda) from the 31% August to the 1 September 2009. The strategy has
been validated and prioritised at national level. A national strategy has also been adopted by
Uganda. Further national validation workshops are planned in the six other pilot countries in
collaboration with COMESA and ACTIF.

Annex 5 establishes a relationship between the
chaindo (COMESA) and t he Adafrica @tion Fartreenstepwiomust beof t h e
recalled that the Action Framework must take account of and be in articulation with regional

cotton strategies.

4.3.4 Commercial standardisation of instrument testing of cotton for African
cotton-producing countries (CFC/ CSITC/ICAC/ 33)%®

This is one of the 39 activities funded by the AAAC programme cotton component referred to

in § 4.3.2. Details are provided on it together with other support in the progress report on

AAAC cotton programme activities. It is highlighted here because on the one hand, it alone
accounts for almost 20% of the AAAo oteeohartdatn ¢ o mp ¢
is working on improving the quality of African cotton lint (measurement standardisation,
control of cottonseed contaminationé) together \
this type of support, focusing on quality improvement, accounts for 40% of overall funding of

the AAACP cotton component. This high amount of support is justified by the fact that (1)

Quality remains a challenge for the whole African cotton sector; (2) It is desired by private

actors (AProCA, ACAerAGENES) (28ng.g WAEMU, ECOWAS ¢
committed to quality improvement; (3) For a real medium to long term impact on quality
improvement, activities must be sustained and require substantial resources.

Today the need for objective and reliable test results on cotton lint is becoming unavoidable.
Indeed, cotton-importing countries increasingly incorporate the use of data provided by
instrument testing into the cotton trade. This is why the AAACP is giving especial support to
African classification laboratories to ensure that they meet international reliability standards
and requirements for instrumental cotton testing. Two regional technical centres (RTC) that
will be providing all the necessary assistance for implementing instrumental testing in grading
laboratories have been set up in Dar-Es-Salaam (Tanzania) and in Ségou (Mali). The first
was inaugurated in April 2010 and the modernised CERTIFEX was inaugurated in Mali early
June. In the coming months, the programme will mainly focus on developing and

% For the report in French and Englistwyw teoteacp.orgr:

Frenchhttp://www.cotanp.org/docs/acpue/Rapport%20Final_definitif 17 09 09_FR.pdf
Englishhttp://www.cotanp.org/docs/acpue/Final%20Report 17 9 09 EN.pdf

! Reference Documénttp://www.cotanp.org/docs/strategies/Regional COMESA_Strategy.pdf

28 See reporittp://www.euacpcommodities.eu/files/NL%208%20FR.pdf
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strengthening the internal operational structures of these RTCs and formulation and
implementation of their work programmes.
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435 Study entitled AOrganisation and perfor m

Sectors: | esson’$WBAMRTARACB)r ms 0

This wide-ranging World Bank Study was also co-funded under the AAACP cotton
component. Nine countries were looked at®®: Benin, Burkina Faso, Cameroon, Mali,
Mozambique, Tanzania, Uganda, Zambia and Zimbabwe. This study made it possible to
have more detailed country reports® and also led to a report on quality and marketing of
cotton lint in Africa®.

Without drawing any hasty and definitive conclusions on the impact of reforms, one important
conclusion of the study was that increased competition does not necessarily improve
performance of sectors and that the role public authorities must play depends on the specific
structure of the market and legislative framework of the cotton sector.

This does not mean that regional cotton strategies are not relevant, but implies the need for
related national cotton strategies to take account of national specificities and the new
frameworks (e.g. Joint trading associations) emerging as a result of cotton sector reforms,
particularly in the area of privatisation/liberalisation. This observation supports the principle of
subsidiarity and therefore advocates concerted formulation of regional and national
strategies.

Furthermore, in extending this study, it would be useful to gain a deeper understanding of
cotton production systems in order to design more targeted and effective support for
producers. The varying situations of producers represent a particularly important element, as
they do not all have the same access to factors of production (e.g. draft animal cultivation,
product transportation, family workforce, land rights, etc.). Therefore, their strategy, response
and adaptation to external sector shocks (e.g. weather, drop in prices to producers) vary.

4.3.6. Cotton University (UdC) 1 Study on the project and a possible EU
contribution

The specific aim of the Cotton University is to provide cotton sector actors (leaders and
executives of Agricultural professional organisations (APO), cotton companies and other
actors) with a sustainable tool that will enable them to:

1 Acquire and share knowledge, know-how and managerial competence necessary for
competitive cotton sector organisations and companies;

1 Ensure that technical, managerial, organisational innovation are shared and built on,
within the sectors.

Four areas of activity are planned: (1) continuing education for leaders of APOs and cotton
companies; (2) Training of trainers and teaching faculty; (3) Communication (4) Monitoring
and evaluation of the project.

29 French versidnttp://www.cotanp.org/docs/study/Comparativedd20&00f%20Cotton%20Sector%20in%20S SA%20
%20French%2620Final.pdf
English Versidmtp://www.coton
acp.org/docs/study/OrganizatidnParformance_of Cotton_Sectors_in_ SSA 9780821377703.pdf

% ci1te dolvoire was added afterwards.
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Zambi a, Z i mb a baaebe aonstiltedCbit:/Bvwvd cdthop.org/documents.blick on &tudies
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Reports for Burkina Faso, Mali and Mozambique have not yet been produced. Country reports for Benin, Cameroon, Tanzania,

Seehttp://www.cotanp.org/docs/strategies/Cotton%20guality%20and%20marketing_French_Final July%202008.pdf


http://www.coton-acp.org/docs/study/Comparative%20Study%20of%20Cotton%20Sector%20in%20SSA%20-%20French%20-%20Final.pdf
http://www.coton-acp.org/docs/study/Comparative%20Study%20of%20Cotton%20Sector%20in%20SSA%20-%20French%20-%20Final.pdf
http://www.coton-acp.org/docs/study/Organization_and_Performance_of_Cotton_Sectors_in_SSA_9780821377703.pdf
http://www.coton-acp.org/docs/study/Organization_and_Performance_of_Cotton_Sectors_in_SSA_9780821377703.pdf
http://www.coton-acp.org/documents.htm
http://www.coton-acp.org/docs/strategies/Cotton%20quality%20and%20marketing_French_Final_July%202008.pdf
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Following a feasibility study carried out in June 2009, the EC is working with WAEMU and

APROCA, to finance a UdC activity programme for 2010/2011 in the framework of a
WAEMU-EC agreement. This agr eement provides for 687.500 u
should be made official in the near future (June or July 2010).

437. FSP-Cotton Mobilisation Project:-Afiidhegi onal

Partnership®on Cottonbd

This project was funded by the Frenc h Gover nment in 2006 to the tu
year period. It has three components (i) sustainable productivity improvement within the

African cotton value chains. This component has two aspects: (1) setting up a regional
biotechnology platform ( U 5 @00) and (2) regional coordination of phytosanitary controls
(u30@0) (ii) representation and negoti a@l@son cap:
(i) sector information control management, in particular through setting up a cotton data

bas e within A FO00» @ building GaOregional cotton information system

( U 4 @00).

After a longer than planned preparatory phase and administrative setbacks the two aspects
of component 1 (biotechnology platform and phytosanitary research) were launched at a
workshop in Mali (Bamako) on the 28" and 29" of June 2010. The scientific partners for this
component are CIRAD, CORAF and national institutes (IER for Mali).

Implementation is also well underway for project component (ii). It must be recalled that
support for the WTO/cotton project, implemented by IDEAS is completed. Strategic support
for AproCA is in progress.

Implementation of the third component (sector information control management) has not yet
begun because of administrative problems and pending validation for the technical feasibility
proposal for setting up a regional information system.

Owing to the |l onger than expected start up of ve
have to be extended beyond the initial 2009 deadline.

4.3.8. Publiccpri vate partnership iRBMradger d mmeAf rd Catot d

2010)
Funded by Germany (04 million, out of a total l
aiming to promote sustainable cotton production in Africa and to create a demand for cotton
AiMade in Africao. It involves three countries:
Faso and Benin the programme has already supported the training of twenty thousand small
producers in each country. In Zambia the programme (PPP) i s Il i nked t o t he
i mprovement o programme i mplemented by the Dunava

Stimulating demand is an essential element of this programme. This is why the project has

hired a resource person to suppordte rient aAiflrercsa 0i nc
in their supply networks/circuits. A project progress report should be available as from

August 2010. For more information consult the GTZ website:

http://www.qgtz.de/en/themen/laendliche-entwicklung/23283.htm

% For more information gbttp://www.cotanporg/docs/projets/Approche_regionale patikhakiaippt



http://www.gtz.de/en/themen/laendliche-entwicklung/23283.htm
http://www.coton-acp.org/docs/projets/Approche_regionale_partenariat-UE_Afr.ppt
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4.3.9. Promotion of the cotton value chain in sub-Saharan Africa®

This project is implemented by GTZ / DEG for th
million.

Its objective is to improve by a minimum of 34%, income generated by agricultural activity of
the 265 000 cotton producers (in sub-Saharan Africa this would affect an estimated 1.8
million beneficiaries) over 3.5 years.

Four major results are expected: (1) economically, ecologically and socially sustainable
improvement of cotton productivity; (2) strengthened organisational ability of producer
groups; (3) availability and use of sustainable credit mechanisms; (4) sustainable commercial
relations between cotton producers, ginners, traders and retailers.

The countries covered ar e: Clte dolvoire, Beni n,

A progress report should be available as from August 2010.

4.3.10. PRCC Project i Sub-regional support for the development of fair trade
and organic fair trade cotton in West and Central Africa*:

AFD has provided a grant of 4.7 million Euros to AProCA for the partial funding of this project
for which the total cost is 11.8 million Euros over 5 years (2008 i 2012). The programme has
3 components:

Component 1 :

Consolidation and expansion of fair trade and organic cotton production, particularly through

technical support for POs, for their operational organisation and for strategic guidance aimed at

expanding fair trade and organic cotton production. The AFDgr ant f or t hi s compor
million;

Component 2:
Sub-regional coordination and strategic guidance: aimed at supporting AProCA, in partnership

with national farmers unions and cotton companies, to formulate a regional strategy for the
consolidation and expansion of fair trade and organic cotton sub-sectors in line with demand,
and to ensure, through targeted support, their leverage effect on the entire value chain. The
AFDprovidedu 2 mil |l i on for this component.

Component 3 :
Market coordination and development: aimed at developing African fair trade and organic

cotton market share for use in textile products of markets inthe North. AFD provided 0400
for this component.

Project management is entrusted to AProCA which will sign: (i) a delegated project
management agreement with the joint trading associations (or cotton companies) of
component 1 beneficiary countries; (i) an agreement with Helvetas, for production
development and Max Havellaar-Flo, for certification and development of post-production
activities for components 2 and 3.

The project received an AFD subsidy in February 2008 and the financing agreement was
signed in October of that year. There was no disbursement as at mid April 2009 due to
suspensive conditions (which relate to the hiring of an AProCA project coordinator and the
signature of the various subcontracted agreements and operator agreements) that should be
lifted shortly.

34 Detailed intervention information can be ool lovvw . cotanp.org/docs/projets/ COMPASI.zip

% For more information go to:

http://www.fafimundation.org/IMG/pdf/Document_de Projet final _diffext.pdf



http://www.coton-acp.org/docs/projets/COMPASI.zip
http://www.farm-foundation.org/IMG/pdf/Document_de_Projet_final__diffext.pdf























































































































































