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This note presents a new update on the implementation of the EU-Africa Cotton Partnership
signed by the EU and the African States in July 2004. At the Paris Forum (July 2004), the EU
and the African States approved the Partnership and adopted a joint action plan for cotton. It
deals with components pertaining to both the trade and development aspects of the
Partnership. The seven fields of the action plan are: (i) international trade; (ii) national and
regional cotton strategies; (iii) policies and institutions; (iv) technological innovation; (v) risk
management and finance; (vi) integration in the cotton value chain; et (vii) coordination. A
general overview for each field is annexed to this note (also consult the site www.coton-
acp.org).

A Steering and Follow up Committee for the ACP-EU Cotton Partnership (COS-cotton) was
created to follow up the development component of the Action Plan adopted at the Paris
Forum in July 2004. Its priority assignments are to supervise mobilization of financial
resources, stimulate implementation of approved activities, coordinate and disseminate
information available on the subject. In addition as the Partnership develops, it will also
consult on a regular basis a broader group of representatives of the public and private sectors
of the EU and Africa.

COS-cotton is presently chaired by the Ambassador of Burkina Faso, who represents the ACP
Cotton Group. COS-cotton is a committee of experts consisting of 11 members representing
five categories of players: the ACP States; the EU represented by the Commission (DG
Development and EuropeAid) and an EU donor country for cotton (presently France); regional
integration organizations represented by WAEMU; the joint ACP-EU organizations (CDE,
CTA); the private sector (ACA for the ginners, ACTIF for industrialists involved in local
processing of the fibre and AProCA for producers). At the 11th COS-cotton meeting held on
23 July 2008', AProCA was admitted as the producers’ representative in COS-cotton to
replace ROPPA? and ACTIF? as the representative of industrialists instead of AlA.

It should also be recalled that, since the month of August 2007, COS-cotton benefits from
technical assistance and support for its operations. These have contributed to give new
impetus to its activities. This support and technical assistance ended on 30 September 2008.
However, financing of €400,000 will be available under the “All ACP Agricultural Commodities
Programme” (AAACP) for the next two years.

This update seeks to contribute to the need to share information with a broader audience, but
does not claim to exhaustively cover all the aspects of the Partnership.

The previous update on the EU-Africa Cotton Partnership of April 2008 was a very complete,
detailed report accompanied by a summary version®. This extensive coverage was justified to
a large extent by the need to narrow the gap since the last update. In fact, to date COS-
cotton has published only two updates: (i) July 2004 to January 2005° and (ii) July 2004 to

'See the report: http://www.coton-acp.org/docs/CR_COS-11.pdf

2 ROPPA will be involved in the implementation of activities of the AAACP Programme, like the other regional
organizations.

ACTIF was accepted as a member of COS-cotton because of the role that this association plays upstream in
cotton (local processing of fibre) and its current position in East Africa. The presence of ACTIF, could be a
helpful addition to the work of ACA.

These two reports can be consulted on the site www.coton-acp.org; the addresses are:
http://www.coton-acp.org/docs/acpue/rapp _misejour parten ver complet avril 08.pdf and
http://www.coton-acp.org/docs/acpue/rapp _misejour parten ver courte avril 08.pdf

® http://www.coton-acp.org/docs/acpue/072005-ACP-UE-Cotton-FR.pdf

3




July 2005°. Then, the EC produced two intermediate documents, one in 2006 and another in
2007, succinctly reporting on the evolution of the Partnership and its financing.

This new update does not attempt to be as detailed as the previous one, it first refers to the
main facts and events that have occurred since April 2008 concerning the evolution of the
partnership, situating them in the evolution of the international cotton context and the main
African cotton value chains. It then outlines the main initiatives, activities and regional/national
information concerning the components of the African cotton industries.

Since the objective is to publish three to four updates per year, it is recommended to keep the
format brief, similar to this document, and to produce a more detailed version every year or
two years, when a better perspective of the evolution of the Partnership and the context of
cotton are to be provided.
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According to ICAC forecasts (www.icac.org), world cotton production could decline by 6% in
2008/2009 to 24.7 million tonnes, due mainly to a decline of the cotton area all over the world
as a result of increased competition from rival crops. The expected drop in world production in
2008/2009 is mainly attributable to an anticipated decrease in production of 1.2 million tonnes
anticipated in the United States. Production should also decrease significantly in Turkey,
(Continental) China, Brazil and Egypt. However, a major increase is expected in cotton output
in Australia, India and Pakistan. The share of Asia in world production of cotton is forecast to
increase, from 59% in 2007/08 to 62% in 2008/09.

World consumption (industrial use) of cotton would decline by 26.0 million tonnes (-1%) in
2008/09, due to a global slowdown in the economy and higher cotton prices as compared to
polyester’. The industrial use of cotton has increased continually between 1998/99 and
2006/07, rising by 8 million tonnes during this period. However, it stabilized in 2007/08 at 26.6
million tonnes and should decrease in 2008/09.

World imports are expected to increase by 3%, to 8.6 million tonnes in 2008/09, stimulated by
larger imports of (Continental) China. However, imports of other countries are expected to fall
for the second consecutive season

World cotton stocks are expected to fall by 11% to 10.9 million tonnes in 2008/09. The most
significant reduction (of 1.1 million tonnes) would be in the United States.

From April to August 2008, the monthly average of the ‘A Cotlook’ index evolved between 75
and 80 cents US/ per pound. In the month of September 2008, international cotton prices fell,
like those of other commodities, dropping below the 70 cents US/pound mark to 65 cents
US/pound on 30 September 2008. In October, the declining trend continued and the ‘A
Cotlook’ index dropped to nearly 60 cents US/pound on 24 October 2008.

http://www.coton-acp.org/docs/acpue/012005-ACP-UE-Cotton-FR.pdf

See www.coton-acp.be and the file:

http://www.cotonacp.org/docs/acpue/Cotton_Partnership Update Nov07.pdf

Since the spring of 2007, cotton prices have increased faster than polyester prices. This is also true in
comparison to the prices of « spun » on the main export markets of spun threads (India, Pakistan, Indonesia,
China and Turkey) from January 2007 to August 2008. This situation is also likely to reduce industrial use of
cotton fibre worldwide.
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Despite these new uncertainties, which are likely to increase the volatility of international
commodity prices, the ICAC price forecast model established in 2007 continues to predict a
rise in cotton prices in 2008/2009: the average A Cotlook index for the season is predicted at
79 cents'® US per pound in 2008/09, which is 6% more than for the 2007/08 season.

The gradual rise in the Chinese yuan as compared to the American dollar affects the
competitive position of textile exports from (Continental) China, which is the world's largest
exporter of textile products and the world's largest consumer of cotton fibre.

The depreciation of the US dollar vis a vis the Euro /FCFA continued at a high rate but
between April and August 2008, the exchange rate fluctuated between 1.56 to 1.58 USD for
one euro (420 to 415 FCFA for a USD)"". This exogenous factor continues to have a negative
impact on the competitive position'? of cotton exported from the African CFA zone. However,
during the first half of September 2008, the exchange rate movement between the dollar and
the euro/FCFA seems to have been inversed. In fact, the €/$ exchange rate was under 1.40
at the end of September 2008. This trend continued into October with a €/$ exchange rate
that fell to 1.25 by the end of the month. We should note, however, that the average
equilibrium €/$ exchange rate is close to the parity'® rate estimated by the OECD at 1€ =
1.15$. Other bodies, such as the IMF, put it closer to € 1€ = $ 1.35™.
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Negotiations on the liberalization of world trade that began in Doha, Qatar in November 2001,
were supposed to end by December 2004. After missing that deadline, WTO and its members
have been trying to conclude the Doha Round by the end of 2008.

The last update on the EU-Africa Cotton Partnership in April 2008 gave a detailed report'® on

the evolution of WTO trade negotiations in the DDA framework, since they began and also

covered the "cotton sector initiative" of the C4 (Benin, Burkina Faso, Mali and Chad) that was

released in May 2003. To recall the key requests made under this initiative pertained to:

(i) Gradually ending subsidies of developed countries for producing and exporting cotton;

(i) A compensation mechanism to counterbalance the loss of income in the least developed
countries during this gradual elimination of subsidies in developed countries

As at April 2008, although no final agreement on cotton and agriculture had materialized at the

WTO after five years of negotiations, a solution was still held to be possible.

° The "sub-prime" crisis that began in 2007 is now rapidly spreading to other large industrial countries. The depth
of this crisis has not been well estimated yet, although its impact on world economic growth and on demand will
be significant.

' The current and brutal consequences of today's world financial and economic crises could mean that these

forecasts are revised downwards significantly

" We recall that it took about 0.88 USD for one euro in January 2002 (743 FCFA for one USD).

2 African cotton exports from the free trade zone represented the second-largest share in the world in 2004-05
(12%) behind cotton exported by the United States (40%). In 2007-08, the free trade zone was overtaken by
India and Uzbekistan, and fell to fourth place. Of course, the evolution of the €/$ rate of exchange is not the
only factor explaining this (see the previous update on the Partnership, April 2008).

5 At equal purchasing power
For these estimates, please see the study of Majnoni d’'Intigano, March 2008: L’euro, notre monnaie, notre
probléme. http://www.cotton-acp.org/docs/study/euro_notre monnaie book.pdf

® The main events at DDA up to date are given chronologically.
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On 23 April 2008, after four years of negotiations and law suits, the European ministers of
agriculture agreed to reform the scheme for aids to the cotton sector in the EU and to ensure
its compliance with WTO rules. The system, which comes from a reform initially conceived in
2004, applies the principles of the reform of the Common Agriculture Policy (CAP) to cotton,
meaning a reduction in the link between the amount of subsidies paid to farmers and the level
of their production. Only 35% of aids will therefore be tied to the level of production and the
rest (65%) will consist of a flat rate income allowance depending on the area farmed. For the
African countries in the C4, the “decoupling” introduced by the new scheme for aid to cotton in
the EU does not go far enough, given the commitment of the EU to deal with cotton at WTO
level in a way that is "ambitious, expeditious and effective". The "ambitious" nature of this
commitment is what is most questioned.

In June 2008, the US House of Congress and Senate adopted the new agricultural framework
law called the Farm Bill (Food Conservation and Energy Act of 2008) without the slightest
hindrance. It will be in force for all five seasons from 2008/09 to 2012/13. The Farm Bill
awards American farmers an envelope of nearly $300 billion for the next five years. In total
opposition to WTO requirements, the new version of the Farm Bill even increases certain
subsidies. The American lawmakers added another innovating measure: the « Average Crop
Revenue Election (Acre) », which seeks to stabilize income from major crops on a multi-
annual basis. For the rest, there is no real change as compared to the measures already
presented in a previous version of the law, which the WTO had already considered as
problematic.

On 2 June 2008 after a six-year judicial serial that culminated in an appeal WTO condemned
the American cotton subsidies. The # confirmed the condemnation of
American subsidies for cotton producers that was pronounced last December, putting a final
end to a conflict opposing Brazil and the United States since 2003. Again, it was observed
that the United States acted "in a way incompatible" with WTO rules and "did not comply" with
the previous recommendations and decisions of the Dispute Settlement Body (DSB 1).

The United States now have no possible recourse. This new condemnation opens the way for
an application of trade sanctions by Brazil via that could be
equivalent to as much as one billion dollars. This dossier goes beyond American interests. It
confirms that American subsidies affect world prices and penalize among others African
producers, who cannot compete with the American cotton growers.

On 29 July 2008, Ministers of countries taking part in the multilateral Doha Round of trade
negotiations ended their nine-day meeting in Geneva without reaching an agreement. This
failure was a "serious step backward" for the Doha round, which should have been concluded
by the end of the year, underlined the WTO Director General. And he also specified that the
failure of the mini-ministerial meeting was mainly due to major divergences on the safeguard
mechanism'® in agriculture and the American cotton subsidies.

Developing countries put the blame for the failure of this ministerial meeting on the United
States that refused to make a concession on the safeguard mechanism. The European
Commissioner for Trade indicated, for his part, that it was a collective failure. He felt that this
is a step backward for the system of international trade, greater than the loss of commercial
opportunities. On the future of the Doha Round, Mr. Lamy indicated that he would consult
with the WTO members and that he would endeavour to put the negotiation process back on
track.

'® This system, called "special safeguard mechanism" — or SSM in WTO jargon — allows member countries of
WTO to levy an additional import duty, either in the case of a strong increase in the volume of imports, or a drop
in import prices below a reference price.
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The Doha Round has incurred a serious setback. Today, there is still too much uncertainty to
forecast a deadline and modalities for the possible favourable conclusion of the DDR. For
cotton, African frustration is of course considerable, since the C4 could not obtain an
agreement that takes their claims into account, and that, despite international criticism, the
United States adopted the new Farm Bill.

At this stage, not everything is negative for African cotton producing countries, however. On
the one hand, negotiations in the Doha Round brought the C4 claims to the international
scene. They have also underlined how serious, tenacious and united is the determination of
the African countries (in particular, the C4). Another positive aspect for the C4 countries is the
undeniable strengthening of their negotiation capacities at the highest level.

Nevertheless, the continuation of subsidies to cotton produced by developed countries, and in
particular the United States through the new Farm Bill, will continue to have a negative effect
on international cotton prices, although the significant increase in the price of cotton since May
2007 led to a drop in the total level of subsidies awarded for the 2007/08 season'’.

Moreover, the situation underlines the need to pursue the development aspect of the EU-
Africa Cotton Partnership whose objective is to improve the competitiveness of African cotton,
and to reduce the vulnerability of the sector
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The detailed April 2008 update on the EU-Africa Cotton Partnership gives an overview of the
various types of financing'® by the EC, the Member States of the EU (bilateral cooperation)
and the financing of other agencies (multilateral, regional) for projects and assistance
programmes in the cotton sector (a summary table on financing is given in Annex 2). This kind
of updating takes time because the information coming from the organizations working in the
field must be fed back and the data must be verified. For this reason, it would be more
pertinent to programme future updates of financial assistance for cotton in Africa on an annual
basis.

This update is limited to a reporting on the activities of COS-cotton and the main types of
support provided by the EU (EC and Member States) to African cotton in the Partnership
framework. The time frame covered runs from April to October 2008.

According to ICAC, total direct American aid to cotton production has decreased from 2.9 billion US dollars in
2006/07, to a level estimated at one billion US dollars in 2007/28. Average direct support to production has
decreased from 28 cents per pound in 2006/07 to 11 cents per pound for this season. In the European Union,
the amount of coupled support this season that actually reached cotton production is estimated at 354 million
USD in 2007/08, 35 million USD more than in 2006/07. The largest part of this rise results from the fall in the
American dollar.

http://www.coton-acp.org/docs/projets/Financements _coton 31 03 08.doc and
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This € 45 million programme funded by the EC under the 9" EDF, includes an allocation of
€15 million™ to support the implementation on the EU-Africa Cotton Partnership. The
implementation of the AAACP programme is carried out by five international organizations:
CFC, FAO, ITC UNCTAD and World Bank.

Referring specifically to the cotton component of the AAACP programme, some financial
commitments have been approved before the regional consultative workshops took place.
They relate to the following projects:

- CFC/CSITC project: 7 $ (
(CFC/ICAC/33): € 89"98" % (under
cofinancing). This project is currently underway;? its main objects are the following: (i)
developing a broadly recognized system for assessing the quality of cotton and (ii)
developing an initial support programme to set up two regional centres in Africa which will
be able to provide expertise services to national institutions controlling cotton quality. For
the first pilot phase, the project covers Mali, Burkina Faso and Tanzania.

- QSAFAO: # :
€ :1 111 The pilot phase is taking place in Burkina Faso, but it should then extend into
Mali and Benin.

- QSAWB: ( * *

VAR <t This programme seeks to increase the utilization of market-based
approaches to risk management (climate, disasters, price cuts ...); it also aims at providing
technical assistance to governments and private organizations that request it. There have
been delays in setting up the project but, in principle, it should begin in the near future.

Although the cotton aspect of the AAACP constitutes less than 5% of all specific financial
support to cotton provided by the EU?' under the EU-Africa Cotton Partnership, it is important
for several reasons:

- First, it is the only programme that includes a specific cotton component targeting all of the
African cotton producing countries of the ACP Group of States.

- Secondly, the regional consultative workshops gave an opportunity to undertake a broad
consultation of the main African cotton stakeholders: (i) private sector players, in particular
organizations operating nationally, regionally, or even at a continental level (ex. AProCA,
ACA, ACTIF,...), and resulting from privatization/liberalization of a majority of the
segments of the African cotton value chain; (ii) regional integration organizations
(CEMAC, CEEAC, WAEMU, ECOWAS, COMESA...) ; (iii) IOs involved in the AAACP, the
ACP Secretariat, EC and the EC delegations in the main cotton growing countries (ex.
Burkina Faso, Ivory Coast, Mali, Tanzania,...).

The active participation of COS-cotton?, in the AAACP programme and the regional

consultative workshops has reinforced its importance in the eyes of the African partners who

participated in the Paris Forum in 2004 that gave rise to its creation.

'® The clarification note by COS-cotton on the use of these €15 million.
http://www.coton-acp.org/docs/DOCS5 Budget coton final.pdf
20 Started in September 2007 for a four-year period. Also see § 2.3.
' Seethe report on the update of the EU-Africa Partnership for cotton, April 2008
http://www.coton-acp.org/docs/acpue/rapp _misejour_parten ver _complet avril 08.pdf




Given the importance for COS-cotton of the cotton component of the AAACP and the
implementation of the cotton action plan, it would have been desirable to implement the
section on cotton a few years earlier. This would have made a better contribution to the
coherence of the various supports to cotton provided by the EU by linking them to the cotton
action plan of the EU-Africa Partnership and by underlining central role of COS-cotton at the
international level in terms of: the orientation, follow-up and coordination of all cotton-related
activities.
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The three African regional consultative workshops organized by AAACP have included a
cotton component:

. Central Africa: Douala, 6-8 May 2008;

. Western Africa: Dakar, 27-29 May 2008 ;

. Eastern and Southern Africa, Dar Es Salam, 17-20 June 2008

These three workshops have led to a strong mobilization of cotton stakeholders and reached
globally positive results® in terms of exchanges among the main stakeholders and formulation
of technical assistance requests. These requests are now being translated into intervention
matrices. Still, two expectations communicated during the workshops must be considered
attentively, not only by the Programme and the |Os responsible for implementing it, but also by
COS-cotton: they are (i) the setting-up of regional working groups to include the main private
and institutional stakeholders and (ii) the correspondence of priorities identified during the
workshops with needs for support related to the value chain in the sector and the national and
regional strategies.

Indeed, the private sector stakeholders have expressed their desire to constitute a working
group with the institutional players involved, in order to maintain the discussion dynamics of
each workshop, to take initiatives with regard to the challenges facing the value chains, to be
informed of the follow up of the work done and to be involved in the implementation of the
intervention priorities retained by the 1Os.

The second expectation to be considered concerns the appropriation of 10s’ intervention
priorities. The African regional integration organizations (CEMAC, CEAC, WAEMU, ECOWAS,
COMESA, SADEC, etc.) want these priorities to be integrated in the national and regional
strategies and to contribute to their evolution, where they exist (western Africa); to help
develop them where they do not exist; or finalizing them when they are under study (central,
eastern and southern Africa). It will be quite important to take the second expectation into
account for the post-workshop phase.

bed S -
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This conference®, which took place in Montpellier (France) from 13 to 17 May 2008, was
organized by the ISSCRI project (‘Integrating Social Science Research into Cotton Reform’).
This project is a component of the scientific support programme (SSP) for agricultural policy
under the sixth Framework Programme of DG Research of the EC. It is intended to promote

22 See the document « Enseignements et perspectives découlant du volet coton des ateliers de consultation du
Programme AAACP ». http://www.coton-acp.org/docs/Point3 Memo UC AAACP juillet 2008 Fin.doc

B For further information, see http://www.coton-acp.org/docs/Point3 Memo UC AAACP juillet 2008 Fin.doc

2 For further information, see http://www.coton-acp.org/docs/montpellier/ISSCRI 2008 D/accueil.pdf
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sharing of results by means of encounters and meetings, setting up of networks, but without
undertaking basic research (requiring data collection, experimental research etc.).

The project secured financing of € 142,000 from the EC to conduct the scheduled actions over
a period of 20 months, January 2007 to August 2008. CIRAD, the coordination institution,
contributed about € 20,000. In addition, the project benefits from a contribution of ICAC which
participates with its own funds.

COS-cotton took part in this conference. One of its interventions concerned the observation
that countries supporting their cotton sector by various means, made up a very diverse group.
The debate in Africa today should point to pertinent, effective and efficient cotton policies to
improve the productivity and competitiveness of African cotton.
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This conference (a project financed by the EC under the 9th EDF; € 400 000) organized by
COS-cotton, was postponed several times for various reasons, and was finally held in
Ouagadougou, from 16 to 18 September 2008.

Some 120 participants attended the conference (17 ACP countries, several European
countries, the United States) including 95 participants and 25 speakers: African and
international researchers who presented the results of their work in fields as varied as
genetics, good agricultural and IPPM (Integrated Pest and Plant Management) practices,
technological innovation, financial and economic profitability in various agricultural systems,
biological security and regulations in Africa, industrial property...

The objective of the conference was not to support one point of view or another on GMO and
still less to support or question the sovereign decision made by Burkina Faso to adopt GM
cotton.

By sharing the results of the speakers’ research work in a wide variety of fields as mentioned
above, the objective was to provide African decision-makers in cotton value chains with the
required inputs for an informed reflection on GM Cotton. This objective corresponds to one of
the results expected from the EU-Africa Cotton Partnership.

A final document will be published shortly, giving the main conclusions of the workshop and
elements that could help cotton value chains decision makers’ in Africa take a pertinent
decision.

One of the outputs of the conference is a grid to contribute to reflection which will be
submitted to the stakeholders by the COS before finalization.

The presentations of the speakers can be found on the web site www.cotton-acp.org .
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Since 2004, the implementation of the Partnership has been going forward. This involved a
series of activities in various fields of the action plan in several African countries. Reports on
the progress achieved in setting up the Partnership have been drafted by COS-cotton and by
the EC. In addition, the Internet site www.acp-cotton.org gives information on the development
of cotton in Africa and on EU-Africa cooperation on cotton.
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To date, the partnership has not been evaluated by an independent external assessment. This
evaluation will therefore be interesting, with the objective of drawing lessons from the
implementation of the EU-Africa Cotton Partnership with a view to its improvement in the
immediate future. As these lessons are drawn, conclusions will be reached on the level of
implementation achieved, for all seven fields of the Partnership and all of the categories of
activity undertaken by the various stakeholders involved. An assessment of the perception of
the Partnership will be included, and views expressed on how the Partnership could be
improved.

The evaluation mission began its work on 25 September 2008 and should finish in December
2008 - January 2009. It should meet the main stakeholders of the Partnership in Europe and
in Africa.
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financed by French cooperation in 2006 for a duration of three years and an amount of €
2,000,000. This project consists of three components: (i) sustainable improvement of
productivity in the African cotton value chains. This component has two parts: (1) setting up a
regional platform for biotechnologies (€ 530 000)and (2) regional coordination of
phytosanitary measures (€ 300 000); (ii) strengthening of capacities of representation and
negotiation of players (€ 480 000); (iii) mastering management of sectoral information,
particularly by means of the creation of a cotton database within APROCA (€ 200 000) and
structuring a regional information system on cotton (€ 430 000 €).

The project held its second steering committee meeting in September 2008 in Ouagadougou.
After a longer than scheduled preparatory phase for the mission, components (i) and (iii) of
this project should become operational before the end of the year. As concerns the two parts
of component (i), the steering committee asked WECARD (West and Central African Council
for Agricultural Research and Development — CORAF) to propose the organization of a final
preparatory workshop for the ‘regional platform for biotechnologies’ and ‘regional coordination
of phytosanitary measures’ in Dakar in December 2008. This workshop will enable the launch
of the activities planned for each of these two sections of the component.

As regards component (ii) of the project, its implementation is already well underway. On the
one hand, support to the WTO/cotton project, implemented by IDEAS, has been brought to
completion. On the other hand, AProCA is now preparing a proposal for institutional support
which will be submitted to the MAE.

< 2 7 $ ¢

34 §C 5(see §2.2.1). Tanzania,
Arusha, 21-23 April 2008. The seminar included participants from Tanzania, the host country,
Uganda, Zambia, Mozambique and Zimbabwe. The four-year CSITC project (2007-2011) is
financed by the CFC and the EC through the “All ACP Agricultural Commodities
Programmes”. On its side, Tanzania will inject US dollars 178,000 in the fund. The project has
built two regional technical centres (RTC) in Africa, one in Mali for West Africa and the other in
Tanzania for the countries in eastern and central Africa. During the seminar, the secretary-
general of the Tanzanian Ministry of Industry, Commerce and Marketing called on African
producers and those from other developing countries to improve the quality of their products in
order to meet demand on the world market. Pressure is increasing for the production of high-
quality cotton in developing countries. She added that the drop in producer prices resulted
partly from the ability of producers to meet the demands of the external market, a situation that
could jeopardize the viability of cotton production.

2 For further information, see http://www.coton-acp.org/docs/projets/Approche_regionale partenariat-UE_Afr.ppt
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( ) E @ F (2005-2010),
financed by Germany (€4 million for total cost of €9.6 million). The programme, which is now
underway, aims at promoting sustainable production of cotton in Africa and the development
of demand for cotton ‘Made in Africa’. Three countries are involved: Burkina Faso, Benin and
Zambia. In Burkina Faso and Benin, this programme has already enabled the training of 15 to
20 thousand small farmers. In Zambia, the programme (PPP) is associated with the
« improved yield » programme implemented by trader Dunavant.

< B E B
D : ; # G18H
4 5 for partial financing of the project that
costs a total of €11.8 million for a duration of five years (November 2008 — 2012). This
programme comprises three components, as namely:

Component 1: Consolidation and expansion of fair trade and organic fair trade cotton,
particularly by means of support to the technical backstopping of producer, organisations that
latter’'s operation, and a strategic steering aimed at expanding the production of faire trade and
organic fair trade cotton. The subsidy from AFD for this component amounts to €2.2 million;

Component 2: Sub-regional coordination and strategic steering: this aims at supporting AProCA,
in partnership with national farmers’ unions and cotton companies, to develop a regional
strategy for consolidation and extension of fair trade and organic fair trade niches in the cotton
sector, in relation to demand, and to ensure that they have a maximum leverage effect on the
entire value chain by means of targeted support. The AFD subsidy for this component is € 2
million.

Component 3: Development and coordination of markets: this component seeks to increase the
market share of fair trade and organic fair trade cotton from Africa in textile products in Northem
markets. The subsidy from AFD for this component is €400,000.

Implementation of this project has been entrusted to AProCA which has signed: (i) an
agreement to delegate implementation to the Inter-professions (or cotton companies) of the
countries concerned for component 1; (ii) with Helvetas (for production development) and Max
Havellaar-Flo (for certification and development activities downstream of production)
concerning components 2 and 3.

The agreement was signed between AFD and AProCA on 18 October 2008.

814

6

In Benin, the main share of financial aid from the EC (€9.2 million) is intended to
and takes the form of budgetary support.
The remainder (€0.8 million) is particularly intended to reinforce producer organizations.

(AFD, grant of €1.85 million) is
ongoing. The project completes and reinforces the World Bank Project to Support the Reform
of the Cotton sector (PARFC) concentrating on areas that the latter project covers little or

2% For further information, please refer to:
http://www.farm-foundation.org/IMG/pdf/Document_de_Projet final diffext.pdf

27 For further information, please refer to:
http://www.afd.fr/jahia/jsp/jahia/templates/afd/AFD/projet/pdf import/20071213 CBJ1129 APPUI_FIL_COTON.pdf
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poorly. It particularly intervenes upstream of this WB project, by undertaking diagnoses and
studies which provide input to reorganize certain functions of the value chain by strengthening
the relevant stakeholders. It particularly emphasizes ownership of the reforms and their
evolution by those same stakeholders (notably the producers) which is one of the conditions
for their effective implementation. The project comprises three components: (i) improving
organization and competitiveness of the sector; (ii) strengthening stakeholders and their
involvement in decisions; (iii) defining the framework for evolution of the sector in the medium
term.

! " #$% ' (AFD — € 10 million,
total cost of the project: €10.8 million). This programme, for which the financing agreement
was signed in February 2007, has three objectives: (i) first of all to improve technical and
economic capacities of farmers through to increased advice to family farms, particularly by
introducing adapted literacy courses and by setting up a real training course. In five years, the
objective is to reach 18,000 farmers, of whom 15,500 will be in cotton growing zone; (ii) to
enhance the sustainable nature of family farms in cotton growing zones by reinforcing suitable
agricultural techniques; (iii) finally, the third objective is to reinforce the structure of Producer
Organizations, to enable them to improve financial management and transparency of their
accounts, to better manage their procurement and marketing of their products.

should also be
mentioned. It is financed by the German cooperation, €12 million. This programme is
scheduled for a period of 11 years (January 2004-December 2014). Its objective is to
increase the income of the beneficiary populations in Atacora and Donga through value
adding to their natural resources. The end purpose of the programme is to contribute to
reducing poverty. In this context, the programme provides technical and organizational
support for small cotton producers who are numerous in the zone.

6 *
To recall, in a context of acute financial crisis in the sector, the EC has provided
- . The
strategy notably foresees the recapitalization of cotton companies. In this context, a sector
budgetary support of €10 million, signed in November 2007, enabled the government of
Burkina Faso, through a grant, to cover a part of the participation of UNPCB in the increase in
capital of cotton companies. The disbursement of a first fixed amount of €8 million is
imminent, further to the decision, taken on 8 September 2008, to recapitalize the SOCOMA.

AFD has just awarded®® a loan of €15 million to Burkina Faso to back up® a (

) This fund should help dampen the (sometimes) disastrous effects
of the various external shocks that the cotton sector must cope with (particularly fluctuation of
world prices and exchange rates) by maintaining a sufficiently profitable price for protectors.
The project is meant to guarantee autonomous and sustainable operation of the buffer fund in
Burkina Faso. It can also contribute to improving competitiveness because stakeholders in the
cotton sector can continue to follow the evolution of prices and of the share going to cotton
companies and producers.

2 For further information, please refer to:

http://www.afd.fr/jahia/isp/jahia/templates/afd/AFD/projet/pdf import/20080624 CBJ3001 CBJ3001.pdf

% The financing agreement between AFD and the State of Burkina Faso was signed on 16 October 2008.

%0 More specifically, the buffer fund in his funded as follows: a sovereign loan to the State of FCFA for 9.84 billion (€
15 million) passed on to the cotton interprofession and a subsidy of FCFA 1.96 billion (€ 3 million). The conditions
of the loan are « Contracyclical concession loan » (PTCC), at a rate of 1% for 30 years and 10 years deferred : 5
years deferred initially and 5 « floating » years deferred as needs require (extreme shocks).
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The AFD also finances $in

Burkina-Faso (subsidy of €11 million), underway since 2007. The aim of the programme is to
reinforce the adjustment capacity of the cotton value chain, particularly by developing new
relations among stakeholders in the entire production zone, and by improving competitiveness
through consolidated support to groups of producers and farmers. The specific objective of
the programme can be broken down into three sub-objectives: (1) reinforcing competitiveness
of the sector by adjustments, particularly with regard to agricultural and industrial productivity,
the role and responsibilities of AIC and measures to reduce the effects of volatility of cotton
prices (cf. internal self-insurance fund managed by the sector ); (2) reduce asymmetries
among value chain stakeholders, mainly by reinforcing representativeness of producer
organizations (UNPCB-not in the acronymes list); (3) improving the distribution of wealth
created , in the context of sustainable development of farms from the technical, financial and
environmental standpoints.

Among programmes that are currently ongoing, we should mention the

@ *? (AFD loan of €15.2 millions).
The purpose of this programme is to finance a ginning unit in Kompienga with a nominal
capacity of 50,000 tonnes of seed cotton per season plus related environmental and
agricultural components.

The goal of the programme is to contribute to economic and social development in eastern
Burkina Faso, where cotton plays a crucial role. The main objectives of the programme are:
(i)

to support the increase in cotton production and area cultivated , in a high potential zone, by
enhancing the evacuating and ginning capacities of coton seeds and, (ii) a sustained
increase, both socially and environmentally, of the level of income of cotton farmers through
diversification of income and improved productivity.

Finally, the B [ J -
6 * 4 (54 B @ * -
6 * 5 # & This project is financed to promote craft textile

products®. Its objective is to create a sales force for the distribution of craft textile products
through the development of promotional and marketing capacities in order to increase income
of the various cotton stakeholders (producers, garment workers, dressmakers, designers,
weavers, etc.).

Through this strategy, PACOTA'’s objective is to increase the share of processed cotton, which
does not currently exceed 1%, create jobs and increase sources of income to fight poverty
and improve living conditions of those involved in craft textiles.

Since 22 September 2008, PACOTA has been organizing training of 25 salesmen recruited to
reinforce their capacity in sales techniques and marketing in the fashion field. At the end of
these three months training, PACOTA expects to have commercial engineers in craft textiles
on the local, sub-regional and international markets. They will be dealers for the players in this
sector. Expected results include, among other things: (i) viability and economic growth of
persons working in weaving, dying, and garment making; (ii) modernization of production
technique of craft textiles; (iii) protection of the environment, and finally (iv) creation of
distribution channels.

3! For further information, please refer to:

http://www.afd.fr/jahia/isp/jahia/templates/afd/AFD/projet/pdf import/20071213 CBF6003 APPUI FILIERE COTO
N.pdf

For further information, please refer
to:http://www.afd.fr/jahia/isp/jahia/templates/afd/AFD/projet/pdf import/20071212 CBF3013 SOCOMA _lll.pdf
% In coherence with: (i) the strategy for developing the textile sector and for promoting crafts, adopted by Burkina
Faso and (ii) the UEMOA agenda for competitiveness of the cotton industry.
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The « environmental protection » aspect of this project is very important and fewer chemical
products are used in the dyes, preference being given to natural products made from plants.
The treatment of waste water from the dyeing process is also planned.

A project to support reforms in the cotton sector has been financed since 2006 by the EC
(€700,000)*. Its objective is to implement a Road Map of reforms in the cotton sector by
undertaking: (i) preparatory studies, technical notes to assist decision making at policy level;
(ii) follow-up and secretariat support to the decision-making processes; (iii) coordination of
actions and communication on the implementation of the Road Map.

K B

In Coéte d’lvoire, the EC funding to the cotton sector is, , allocated to the following
components: (i) settlement of arrears in cotton (€ 33.8 million) which constitutes aid to settle
the debts of the sector ; (ii) rehabilitation of cotton roads (€ 5 million); (iii) support to the cotton
sector (€ 7.6 million) in various forms (reinforcement of capacities, institutional framework,
mechanization, ...). Note that, referring to the last component, the implementation of a support
programme for animal-traction cotton growing will begin soon. In addition, as support for the
cotton sector, a long-term technical assistance will be provided in the near future to the cotton
interprofession (Intercotton).

Several recent studies of the cotton value chain have been financed by the EC. These
notably include: (i) rehabilitation of the classification room in Bouaké (study completed); (i)
diagnosis of mandatory withholding and review of the mechanism for setting prices of seed
cotton (final report submitted in August 2008) (iii) feasibility of a new organization for financing
procurement of inputs (underway).

@

The EC Programme to support the cotton industry (€ 15 million) consists of a sector budget
support® (€ 8.7 million) linked to reforms in the cotton value chain, and support to projects
(€6.3 million) to rehabilitate rural roads in cotton growing areas and to reinforce producers
organizations.

As concerns budgetary support, a first tranche a €3 million has already been disbursed. This
notably allowed financing of various studies. These included (i) studies on a fund to support
cotton prices (ii) advisory services for setting up a cotton exchange; (iii) advisory services for
the setting-up of a cotton classification bureau; (iv) drafting of legal texts to govern the
creation and operation of the cotton interprofession (IPC). On 20 August 2008 a national
workshop took place in Bamako, bringing together stakeholders of the cotton sector, to
discuss the provisional report on this study. The discussions showed that there was
consensus among producers on the idea of creating Inter-Profession Cotton and on the texts
defining its operations.

A second tranche of €5 million was disbursed in the first half of 2008. This is intended to
replenish the price support fund that is being set up. Disbursement of the remaining €700,000
for budgetary support is subject to acceptance of a new timetable for the cotton sector reform
programme that the Mali government is currently formulating.

As regards support in project form, an agreement for €1.5 million on functional literacy should
be signed between the EC and AFD before the end of November 2008. We also note that
public supply contracts for the rehabilitation of rural roads in cotton areas have been signed
recently.

34 http://Iwww.deltcd.ec.europa.euffr/eu_and_country/fiches projets/FP_coton.htm

% This will also be the case for Chad under the 10" EDF (the amount of financing must still be specified).
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EC support for the promotion of organic and fair trade cotton (€725,000, 2006-2008) will end
on 31 December 2008. Negotiations for a possible extension of this support are underway.

The AFD plans to provide a grant of €11 million to finance a ‘Project for the reinforcement of
governance of the cotton sector in the context of the institutional reform, and for the
improvement of productivity and sustainability of farms’ (B
L C 8

F C C C " J54 5. However, the
implementation of the project has been delayed and will probably be postponed until 2009.
The main reason for this postponement is related to the request for a new timetable for the
cotton sector reform programme from the Mali government.

PASE 2% aims to: (i) increase the income and reduce the vulnerability of cotton producers; (ii)
reduce the macro economic risk due to the significant weight of the cotton sector in the
economy of Mali, by improving competitiveness of the sector, its governance and by
modernizing price risk management .
The specific objectives of the project are: (i) helping the stakeholders to take on their
respective roles in the governance of the cotton sector by reinforcing their capacity; (ii)
reinforcing productivity, diversification and sustainability of farms in the cotton system
(agricultural advice, functional literacy, access to financing linked to the cotton guarantee,
professionalization of procurement of inputs for food farming); (iii) contributing to secured
income of producers, of the sector as a whole and of the State (management of cotton price
risk, management consulting, quality policy, reducing constraints associated with boosting
diversification (crop and livestock).

@ 7 0
EC financial support (€8.05 million) continues for reinforcement of the National Cotton
Institute.

Support is provided by the EC to improve aspects pertaining to cotton quality, diversification
and strengthening of producer organizations (financing of €4 million).

AFD funds a project to reinforce capacities of the Senegalese Cotton Inter-profession (€ 1
million). This project is ongoing.

(

Togo benefits from a programme for the improvement of the sector with the following
components: rehabilitation of tracks, support for storage and support for producers (€
7 million).

% For further information, please refer to: http://www.afd.fr/jahia/Jahia/lang/fr/pid/4778
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K These major crises are occurring at a time when a good number of African
cotton value chains, particularly those in the FCFA zone, have already had to face serious
financial crises in recent seasons®’. The beneficial effects expected from the rise in
international cotton prices, which has been quite marked since May 2007, were eroded
significantly by an exaggerated speculation on the international cotton market in the first half
of 2008. The world financial and economic crises have made the situation significantly worse.
In fact, the international price of cotton fibre has lost more than 20% in a few weeks, since the
end of August 2008. Two key factors could have disastrous consequences: the growing
reluctance of banks to lend, and the evolution of demand for cotton which may fall during the
upcoming months. Among the rare positive factors at play today for cotton in the FCFA zone is
the strong rise in the dollar vis-a-vis the euro since the end of August (see § 1 .1). In addition,
the sharp drop in world oil prices® since mid July 2008 should have a favourable impact in the
short/medium term on the evolution of the cost of imports.

$ "3 = >
&

Moreover, in an attempt to be brief while disseminating complete information, this chapter
gives three types of information collected since April 2008 on African cotton sectors: (i)
initiatives taken by stakeholders in this sector; (ii) a few important activities undertaken by
them; (iii) various relevant information to provide a better understanding of the sector’s current
situation. These three types of information are described at regional and national levels.

/8 &<

# - # @
COMESA, with the support of ACTIF, is now finalizing a regional strategy for cotton and
textiles®. This strategy will cover the entire value chain, from production to ginning, spinning
and garment manufacture in order to market finished products on both regional and
international markets. The strategy should become official before the end of this year.

? @ in Yamoussoukro (Cote d’lvoire), on 15 and 16 June 2008. 13
African countries, members of AProCa, organized a think tank on the critical situation of
African cotton, both at the level of the States and on the international market. Among the

37 We recall that in the African FCFA zone, this crisis has notably resulted in a major drop in production, of the
order of 40% over a few seasons. The level of production seems to have reached a low point in 2007/08.
Accentuated by significant annual increases in the costs of fertilizer, the negative consequences in terms of the
drop in producer income (and that of other major players in the industries) have already been felt strongly.
Nevertheless, in certain countries, the start of the 2008/2009 cotton season showed promise of the beginning of
recovery. This improvement may well be illusory.

% The barrel of oil fell from $ 145 mid- -July 2008 to $ 65 on 24 October 2008 (WTI New York).

% An intermediate version of this regional strategy, in the finalization stage, is available at:
http://www.cotonacp.org/docs/strategies/l COMESA ACTIF Strategy Matrix Int.pdf
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main difficulties of producers, underlined on this occasion, was the continual drop in yield and
consequently in income. This situation is particularly attributed to insufficient research to
propose new, high-performance, well-suited varieties. The high price of fertilizer is another
major difficulty for producers. In fact, a sharp rise in cotton fertilizer from one season to
another has accompanied a drop in the price of cotton. Among the solutions proposed by
AProCA, one entails creating a plant to produce fertilizer in the subregion.

( (Kampala, Uganda, from 24 to 27
June 2008). The main theme of the conference focused on the market for organic cotton and
its integration in the cotton and textile value chains. The possibilities and conditions for a
development strategy for African organic cotton were discussed. Practical sessions also
looked at the various constraints encountered all along the value chain (costs, certification,
labeling procurement for organic cotton production facilities and processing industries ...).

# (UdC) took place from 8 to 12 September
2008 in Bobo Dioulasso, Burkina Faso. 43 participants from 13 cotton producing countries in
western and central Africa participated. The course was led by teachers from the Bobo
Dioulasso polytechnical University and from HEC, and dealt with the strategy of professional
organizations and leadership. It will continue in January 2009. These training courses
correspond to demand from AproCa; they help leaders of cotton producer organizations to
better master the market and integrate technological innovations in management and
organization, and to adopt new ways of producing new products in the sector.
We also note that the EC is going to finance a feasibility study on the possibilities of co-
financing the UdC.

( in Paris, on 7 October 2008, brought out that the
international situation for cotton gives rise to considerable concern. In fact, the market for
cotton has no visibility at this time. At the Stock exchange level, the calls for margins have
reduced available cash; it is no longer possible to trade securities in New York. In Africa, the
situation is grim. The last two seasons achieved mediocre yields, and internal indebtedness is
getting worse. Tight international credit has created liquidity problems in the sector. At
international level, the cotton value chains may well undergo profound changes.

This meeting was held alongside that of AFCOT, at which the ACA participated. The meeting
took place on 9 October 2008. It underlined the enormous problems created by the current
financial and economic crises. For traders, the uncontrolled rise in the market triggered by
investors at the beginning of the year has affected them significantly. They had barely gotten
over this when they were again assailed from all sides. Given the extreme volatility of prices,
it is very difficult today to buy or sell crops two years ahead of time, as they used to do to
balance risks over time. Particularly since banks no longer want to finance these operations.
Finally, and this is perhaps the worst element, demand has slowed down drastically. With a
recession looming, selling cotton has become a challenge and a risky bet.

2 ( M - 3 B, financed for an amount of
€700,000*° by CDE, is scheduled to be implemented in the near future. The overall objective
of the project is to contribute to developing value added of the cotton/textile sector, leading to
new job openings. Its specific objectives are (i) to support fair trade cotton in four pilot
countries (Mali, Senegal, Burkina Faso and Cameroon) and then extend this support to other
African cotton growing countries (for example Madagascar, East African countries); (ii) support
craft textile companies and networks in four pilot countries (Madagascar, Mali, Senegal and
Burkina Faso); (iii) promote the creation of value added at local level in the textile sector
where opportunities are identified.

? 4" 5 D) #. These indications were
communicated to the public at large on 14 October 2008. After a recovery and reorganization
phase (particularly a social plan which resulted in a decrease in staff by two thirds), the group

“’ The total cost of the project is €950,000, including co financing of €250,000 by the beneficiaries of the project.
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plans to focus on Africa and its subsidiaries, abandoning the new zones developed a few
years ago in central Asia and Brazil. Another strategic thrust is the association for cotton and
peanuts with a common focus on oil processing plants. We recall that in 2005, the group
purchased a former public company at the time of privatization, the Société nationale de
commercialisation des oléagineux du Senegal (Sonacos), now called Sunéor.

< 8 D 8 #. He may well be one
of the first victims of the recent turnaround in the prices of raw materials. The origin of the
problem goes back to the first quarter of the year. The price of cotton reached a peak of 92.9
cents per pound, the highest level in 12 years. This forced the company to commit large
amounts to buy 2008 harvests, particularly in the United States. But since that time, prices
have plummeted. This unprecedented situation has virtually stripped the company of a large
share of its liquidities. Reinhart is purportedly negotiating to sell its American activities to its
competitor Allenberg Cotton Co, a subsidiary of the French group Dreyfus. Today, the
consequences on African activities of the company cannot yet be estimated.

7 7 are related to the problem of the increase in

the cost of inputs. This increase was felt strongly in the large cotton growing countries in the
CFA zone. In fact, while the depreciation of the dollar as compared to the Euro /FCFA
counteracted the gradual rise in the international price of cotton that began in 2005 and
accelerated as from May 2007, the price of inputs, particularly fertilizer, have not stopped
rising*'. Thus, the cost of cotton fertilizer (NPK and urea) has increased by more than 25% in
the last three seasons. At the same time, the price paid to producers has tended to drop after
the 2004/05 season, up to 2007/08 despite the fact that the calculation mechanism has been
gradually adjusted in various countries (ex. Burkina Faso, Mali,...) to better take account of
the evolution of international cotton prices. This situation has compromised the financial
viability of growing cotton for many producers*?, particularly those who have a low level of
mechanization. The most dire situation was reached in the 2007/08 season in Burkina Faso
when the price of seed cotton fell from 165 to 145 FCFA (- 12%), while the cost of fertilizer
rose by 16% (cost-price scissor effect).
Similar trends have been observed in the main producing countries in the CFA zone (Benin,
Céte d’lvoire, and Mali). Consequently, the public authorities had to take emergency
measures to limit the risk of an « economic breakdown » resulting from the situation. Among
these measures, fertilizer subsidy schemes were often set up (Benin, Burkina Faso, and Cote
d’lvoire). For example, in Burkina Faso, a fertilizer subsidy has been awarded since the
2005/06 season. In 2008/09, the subsidy is estimated at 6.5 bilion FCFA (€ 10 million).
Certain countries, like Mali, did not award a fertilizer subsidy in 2008/2009. However, the floor
price for seed cotton has risen significantly (200 FCFA per kg of top grade seed cotton) as
compared to the average for other countries in the subregion.

/84N A

6 .

In Benin’s strategic development guideline, the textile-cotton pole is one of the five major
development poles that should contribute to accelerating economic growth. In May 2008, the
Council of Ministers approved a communication on the reform of the cotton sector and
launched the process of transferring SONAPRA’s industrial facility. This communication
followed (i) rescinding by decree n° 2007-492 of 2 November 2007 the decree n° 2007-462 of
12 October 2007 creating the Société pour le Développement du Coton (SODECO) and
approving its Articles of Association, due to defective procedures and irregularities in the

“'"In relation to the sharp rise in the price of raw materials, in particular oil.
2 See the presentation given at the GM conference in Ouagadougou, on 16 September 2008: « Le prix du coton
et des engrais: problématique économique de la zone franc ».
http://www.coton-
acp.org/docs/Burkina_coton _gm/Seminaire Coton GM Ouaga Sept 08 GM Cotton Seminar/Session 1/BERTI
Ouaga CGM_160908.pdf

20



handling of the file, and the cancellation of the tender procedure for the transfer of
SONAPRA’s industrial facility.

The approach adopted to define the new strategic orientations for reforming the sector
consists of identifying options and guidelines, on the basis of a sector diagnosis, from which
strategic orientations have been identified and retained. These include:

(i) Creating, by means of a regulatory framework, an institutional set-up that is operational
and effective, and devoid of incoherence, ambiguity or serious defects;

(i)  high-level industrial processing of cotton products and by-products, creating high value
added, and strong primary production of cotton;

(iii) in the medium term, reaching a financial balance in the cotton sector in Benin.

(iv) defining clear guidelines for the new approach to the reform of the cotton sector: (1) the
principal objective being to make of the cotton sector reform an instrument of social-
economic development, promoting the private sector and the creation of facilities in
production areas; (2) the principle of encouraging diversity of stakeholders in the sector
and their federation; (3) the principle of setting up a competitive management context
and a public/private partnership with a view to a balanced share of risks and profits of
the sector among all stakeholders ; (4) the principle of genuinely taking charge of public
goods functions that are critical for the sector (maintenance of roads, improvement of the
quality of fibres, improvement of yields by means of improved seed, supervision of
producers, regulation of the industry, etc.) in the context of concerted, efficient
management; (5) the principle of setting up a highly performing, dynamic and integrated
value chain whose financial balance is supported by a stabilization fund and a fund for
the integrated development of the sector ; (6) the principle of industrial transformation of
cotton products and by-products through a reorganization and diversification of the
sector;

(v) setting up a new institutional framework including: (1) a regulatory authority that will
supervise the effective operation of the sector and compliance by all stakeholders with
the rules of governance; (2) a public-private partnership framework open to both
domestic and foreign private sector partners that sets the rules of management, ensures
sharing of costs and products and sets mechanisms pertaining to producer prices, to the
cost of inputs, to imports and distribution of inputs, to management of credit for inputs, to
payment of producers, to quality standards for fibres and large scale industrial
processing; (3) the creation of a stabilization fund to achieve a financial balance in the
sector ; (4) the creation of an independent and integrated development fund to finance
crucial functions such as the improvement of sectoral performance and promoting
cotton as a growth pole; (5) creation of a Mixed Public — Private Management Society for
SONAPRA’s industrial facility; (6) centralized procurement unit tasked, alongside input
importers and distributors, of procuring inputs for Benin.

In a recent interview with the press, the Minister of Development, Economy and Finance
recalled that cotton is the mainstay of the economy of Benin, and spoke on the subject of the
reform of the cotton sector. As a result of serious malfunctioning in the past, the government
has taken over of this file, but has changed its approach fundamentally. Now the idea is no
longer to create a ginning company, but to constitute by means of tenders a mixed public-
private company that will be responsible for developing the sector as part of a public-private
partnership. The capital of the company is set at 35 billion francs CFA. The State will
contribute 66.5% of the capital in this mixed company in the form of contribution in kind. The
private sector will contribute 33.5% of the capital by paying 11.7 billion francs CFA in cash.
The working capital of the future company has been set at 7 billion francs CFA. The difference
between 11.7 billion francs CFA and 7 billion, 4.7 billion, will go directly to the public treasury.
In this arrangement, we note that the State carries 33.5% within its 66.5%. These shares will
later be transferred to various shareholders (general public in Benin and abroad for up to
17.5%, producers 6%, local authorities 8.5% and workers 1 %.). In addition, in the envisaged
organization, the plan is to integrate a number of agricultural projects in SONAPRA which will
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recover its original agricultural promotion mission, be it for food-crops, horticultural products or
a crash crops for export.

In September 2008, a second cooperation protocol was signed between Benin and the town
of Bahia (Brazil). It relates to economic and commercial fields and envisages actions such as
exchanges in the field of research and technology, of relevance to cotton productivity, and
subsistence crops such as maize, beans, cashew nuts and cassava. This second protocol
also covers exchanges in the textile industry fields.

For the 2008/09 season, the price of fertilizer is set at FCFA 235 per kilogram, with a subsidy
of FCFA 111.34 per kilo provided by the Benin government. In all, this represents a subsidy of
nearly 7 billion FCFA that the government is providing to support input importers and dealers.
However, at mid-September 2008, the government reviewed its initial forecast of production of
500,000 tonnes down to 310,000. This still represents a rise as compared to the previous
season, (268 054 t). The Ministry of Agriculture refers to weather conditions to explain this
revised forecast.

6 * . In June 2008, the Council of Ministers on one hand authorized SOFITEX and
INERA to proceed with the signature of a BGIl cotton license contract as co-contractors
instructed ministers in charge of scientific research, the environment, agriculture and trade,
to ensure a rigorous monitoring of the multiplication of seeds envisaged for the 2008-2009
season.

15 000 hectares of GM cotton should have been sown this year. 85% of this forecast was
achieved following problems with seed supply.

After a very bad season in 2007/2008, when 360,000 tonnes of seed cotton were produced at
national level, the 2008-2009 season promises to be better. SOFITEX has therefore set the
objective of reaching 650,000 tonnes, with a rise in minimum producer prices for seed cotton
(165 FCFA for 1st grade ) and a subsidy for cotton fertilizer amounting 6.5 billion FCFA (twice
as much as last year).

. June 2008. The Minister of Industry and Mines indicated that relaunching the
textile industry was among the priority projects within the framework of the industrial
development strategy based on processing of local raw materials. With a value added
accounting for 11% of the manufacturing sector, this sector represents 10% of the country's
industrial production, and generates more than 10,000 direct and indirect jobs. According to a
time-table set by the government, the current redeployment of the textile-cotton industry
targets the processing of 40% of domestic production by 2015. This option takes account of
the small size of the local market and other limiting factors such as the lack of synergy
between producers, unfair competition and poor organization of the market. A recent study by
the Ministry of Industry shows that "the decrease in exports that naturally follows the
operational implementation of the identified structuring industrial projects should improve the
quality of textile products in the long run, along with the fight against fraud and unfair
competition”. The completion of this project in the next seven years could favour expansion
and modernization of by-products in the textile-cotton industry, thanks to the development and
application of appropriate standards for better competitiveness of Cameroonian products.

July 2008. As a result of the fall in yields for the cotton crop in Cameroon, researchers
recommend sowing under plant cover. This agricultural practice contributes to restoring fertility
of the soil and improving yields. These conclusions give of a ray of hope to farmers, because
according to a study financed by AFD, after having reached a peak of 1.4 t/ hectare in 1988,
cotton vyields have dropped progressively and today they stand at about 1.1 t/ha. This
reduction in yields is due to the decreasing fertility of the soil, which in turn depends to a large
extent on the organic material in the soil. As soils deteriorate faster in cotton growing zones,
their organic content falls.
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In August 2008, the forecast for cotton production was counting on breaking the mark of
200,000 tonnes this year as compared to 180,000 tonnes on average in previous years.
Sodecoton announced an assistance programme for cotton producers, making fertilizer and
other facilities available to them. A price of cotton per kilogram would rise from FCFA 175 to
200 this season, which represents FCFA 15 more per kg because of the premium should the
level of 200,000 tonnes be reached.

Otherwise, a shortage of cottonseed has shown the importance of the Sodecoton oil press
activity. The income drawn from selling oil today represents about 20% of Sodecoton’s
turnover and has the advantage of supplying liquidity that serves as working capital. This is
not the case for the sale of fibre, for which the mode of payment is complex and is made at
medium-term at best. Stopping the production of oil for lack of raw materials would therefore
have damaging consequences well beyond the layoff of the 350 employees working in the two
oil presses in the company. On the market, there would be less supply, although demand is
not fully satisfied currently. To survive in this situation, Sodecoton will be putting oil on the
market packaged in 1 litre bottles that will have the special characteristics of being a
combination in equal parts of cotton oil produced by the company itself on site and refined
palm oil purchased locally.

< . The government wants to boost the cultivation of cotton.
Production of cotton fell to about 2000 tonnes. With an awareness campaign and the
increase of prices to farmers (from FCFA 100 to 150 per kilogram), the government hopes to
see a rise of production to 1000 tonnes for the current season.

K F$ the members of InterCotton met on 28 May 2008 in a General Meeting to take
stock of the prevailing situation. The last cotton season registered 120,000 tonnes of cotton
seed, whereas in previous years, bumper harvests of over 400,000 tonnes had been recorded
at national level**. The difficulties undermining the sector were recalled, among other things:
lack of high-yielding seeds, lack of structured financing, a high level of debt, the drop in prices,
the appearance of speculators, and the losses incurred by cotton producing companies. But
there is still hope, particularly because there are experienced growers and competent
technicians, without forgetting the support of specific development partners including the
European Union.

The group from Singapore 2 $ A 3) %l @ #

e K 5 # 4A  $. Further to the call for
tenders launched on 25 April to 2 May, Olam won the contract with a bid of FCFA 8 billion
against Advens Group and lvoire Cotton, from the group IPS/Aga Khan. LCCI was liquidated
by court order in June 2006, with liabilities at the time assessed by the Ministry of the
Economy at FCFA 93 billion, of which 15 billion FCFA were owed to growers. The LCCI has
four plants in Korhogo (2), Ouangolodougou and in Mbengué, all located in the northern zone
of the country. In addition, assets represent about 100,000 hectares of cotton fields cultivated
by approximately 50,000 producers. With this acquisition, Olam reinforces its presence in the
Céte d’lvoire. lIts subsidiary, Olam Ivoire established in 1994, specializes in the cocoa, coffee
and cashew trades.

For the 2008/09 season, the government has decided to grant a subsidy of 50% on the price
of fertilizer, for a total amount of FCFA 10 billion. The State will also do everything it can to
promote disbursement of FCFA 3.6 billion, reimburse part of the loan contracted for about
FCFA 10 billion to the Islamic Development Bank to buy inputs, support development of CIDT
(Compagnie lvoirienne pour le Développement du Textile — lvorian Textile Development
Company).... to this should be added an efficient, transparent mechanism for operating and
regulating the sector. All of these measures should contribute to increasing and securing
income for cotton producers. The motivation for the Ivorian authorities is to really help
producers. But, the farmers from the standpoint of their daily problems, which are similar to

* With a drop in average yield that oscillates around 800 kg/ha vs. 1200 to 1400 kg/ha six years earlier.
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those of farmers in other countries, dream of creating fertilizer plants, alongside producers in
other African countries, so as to protect themselves from the rise in the price of fertilizers. In
addition, this could mean developing local cotton processing capacities. However, for many
farmers, the achievement of all of these projects will never see the light without government
support.

@ . In April 2008, when a privatization process was imminent and gave rise to many
controversies*, agricultural experts of the WB observed that not all the favourable conditions
for this operation had been met, in particular as concerns producers who had not organized
into well structured cooperatives and are not in a position to adequately maintain their
agricultural assets, so as to attract investors. In addition, the industry approved to be in a
vicious circle with banks beginning to withdraw their investments from the CMDT. As a result,
no credit was awarded to farmers, and producers could not service their equipment so that
production stayed low. This further reduced the attractiveness of the company to investors.
Nevertheless, the privatization project of the CMDT was adopted by a very large majority*® of
Mali MPs on 2 August 2008. According to the African Press Agency, the institution, with
capital held by the State (92.4%) and by Geo-cotton (7.6%) would be replaced by four new
companies in which the State participation would be reduced to 17%. The rest of the capital of
each of the four new companies should be broken down between a private operator with a
majority holding of 61%, producers who benefit from 20% and workers who are to get 2% of
the shares. Each new company will be entrusted with a management monopoly over the
sector via the organization of production and marketing in one of the four cotton producing
zones in the country. According to the government, the reform should increase cotton
production, establish price-setting mechanisms, involve producers and workers in the
management and ensure the sustainability of the sector.

In May 2008, the Minister of Agriculture declared at the beginning of the cotton season that his
ambition was to have a harvest of 462,000 tonnes in 2008/09. This represents a rise of 87%
over the 2007/08 season, which was decidedly below the average for the five preceeding
seasons (about 500,000 tonnes per year). To encourage farmers to grow cotton, and taking
advantage of a rise in world prices, the price of first quality cotton was set at FCFA 200 per
kilo, as compared to FCFA 160 in 2007/08. Unfortunately, the latest forecasts in September
on cotton production for the 2008/09 season were at 210,000 tonnes, well below the first
estimates and even below the 2007/08 season (242 238 t).

The favourable weather conditions and the rise in the price to farmers were not sufficient to
compensate for a 42% rise in the price of fertilizer and to encourage farmers to commit
themselves to cotton. Given the very high rise in the price of cereals, the producers, who
were already deeply in debt due to low production last year, preferred to plant rice or other
cereals to the detriment of cotton,, especially since the privatization of the CMDT, after long
years of debate and delay is launched.

In addition, it should be mentioned that Mali is on the verge of adopting a law on
biotechnology security. The draft law raises serious reservations, so the Members of
Parliament have decided to organize a parliamentary mission before its adoption. This mission
will contact research authorities (laboratories and research centres) that are in charge of
controlling the quality of genetically modified products. The question of the harmlessness of
GMO is still at the heart of these discussions.

N . At the end of September 2008, the UNIDO launched a programme to improve the
competitive position of the cotton, textile and garment sectors in the context of a South-South
initiative. Among anticipated advantages were: (i) job creation, (ii) support to the creation of
companies, (iii) improvement of productivity of textile companies and, (iv) increase in their
export income, along with promoting industry. This programme will be extended to 10 other

4 No dossier in Mali for the privatization of a public company has ever caused so much discussion as that of the
CMDT. The subject has been making headlines for nearly a decade.
4 Explained by concern for gradually eliminating the chronic fall in production and deficit of the industry.
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cotton producing countries in Africa south of the Sahara (Benin, Burkina Faso, Cameroon,
Chad, Céte d’lvoire, Mali, Senegal, Tanzania, Uganda and Zambia).

& August 2008. Cotton production should triple next year according to government
forecasts. A campaign to boost the sector including through distribution of high-quality seeds
to farmers, was launched by the authorities. The same forecast talks about production of
250,000 bales of cotton (each weighing 185 kg) in September 2009, as compared to 65,000
bales for the current season. Production, which stood at 240,000 bales during the 2005
season, dropped sharply because of poor weather conditionst
A Ugandan researcher developed a trap which seems to be effective against the cottonboll
worm (Helicoverpa Armigera). The process has been tested on organic cotton in Zambia.
Given the encouraging results, testing may begin in Uganda. The trap consists of a yellow
recipient with a capacity of 3 liters. A molasses based solution is added to increase the
attraction of the trap.

7 . According to the « Tanzania Cotton Board », cotton production in Tanzania should
reach 432,000 tonnes of seed cotton this year (2008/09), a sharp rise as compared to the
2007/08 crop which stood at 200,000 tonnes. Last year, there were long periods of drought
followed by heavy rains which finally flooded the low areas. The price per kilogram of cotton
reached USD 50 cents last season because of the strong demand on the world market. For
the current season, the price per kg is between USD 35 and 45 cents.

( & When launching an official campaign at the end of May, the Minister of Agriculture
estimated that cotton production should be at about 80,700 tonnes in 2008/09, as compared
to 55,000 tonnes the previous season and 39,000 tonnes in 2006/07. Togo has produced up
to 180,000 tonnes in the past. In 2007/08, Sotoco planned on reaching 100 000 tonnes. But,
particularly due to the lack of rain during the sowing period, the crop was reduced to only half
the forecast.

. The price to the producer for the 2008/09 campaign was raised to FCFA 185 per kg,

up 50 from the 2007/08 season. After reaching record production of 52,000 tonnes of seed
cotton in 2007/08, production for 2008/09 should be fairly close to the same level.
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Since April 2008, COS-cotton has carried out various activities in the context of the missions
that are entrusted to it. These activities are summarized below:

- Mobilization and information of cotton stakeholders, particularly in the private sector,
supporting the Coordination Unit of the AAACP programme.

- Contribution to leading cotton working groups at the three regional consultation
workshops in AAACP programme (see § 2.2.1).

- Participation and contribution in the follow-up of the priorities defined by the stakeholders
during the workshops and making proposals for intervention of the international
organizations in the AAACP programme.

- Various internal and external meetings that are part of the traditional operation of COS
and collaboration with the AAACP programme. On 23 juillet 2008, the 11th COS-cotton
meeting took place*® in which representatives of ACA, AProCA and ACTIF were present.
This meeting officially confirmed AProCA and ACTIF as members of the COS-cotton.

- Participation in the international conference on cotton: "Justifications et évolution des
politiques cotonnieres”, Montpellier, France from 13 to 17 May 2008 (see § 2.2.2).

- Analysis and contributions to the terms of reference of studies pertaining to the
University of Cotton (see § 3.1) and the midterm evaluation of the EU-Africa Cotton
Partnership (see § 2.2.4).

- Organization of a conference/debate in July 2008 at the ACP House in Brussels on a
presentation of the World Bank study on policies for reforming the cotton sector in Africa
« Comparative Analysis of Organization and Performance of African Cotton Sectors:
Learning From Experience of the Cotton Sector Reform In Africa »*’.

- Organization of the international conference on GM cotton in Burkina Faso in September
2008 (see § 2.2.3).

~ A prospectus*® presenting the EU-Africa Partnership for cotton has been drafted and
printed in 2000 copies. It is now being distributed broadly to the main stakeholders in the
Partnership.

The project “Support to the operation of COS-cotton” ended on 30 September 2008.
Technical assistance provided through this project came to an end too. Henceforth COS-
cotton will benefit from support funded, under the cotton component of the “All ACP
Agricultural Commodities Programme” (AAACP). The operational modalities for continuing
support to COS-cotton are now being finalized.

46 Seer http://www.coton-acp.org/docs/CR_COS-11.pdf

“"See http://www.coton-acp.org/docs/strategiesComparativeStudyofCottonSectorsinSSAFinalReportMay081.pdf

8 This prospectus can be seen on the COS-cotton web site. For the French version:
http://www.coton-acp.org/docs/acpue/depli Coton3.PDFinal.pdf, and for the English version:
http://www.coton-acp.org/docs/acpue/depli_Coton.PDF%20GBFinal.pdf
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1. % . Continuation of negotiations in DDA with the objective that an
effective solution for cotton is found that is satisfactory to all parties. Access to
existing trade related assistance programmes. Strengthen capacity building to
defend and negotiate the cotton trade position in the WTO.

2. N M . It is necessary that the cotton stakeholders in
African countries adopt a more strategic perspective to the cotton sector in their
country. This strategic perspective should be build on existing initiatives, be in line
with international realities and be embedded in the national development plans.
Knowledge, skills and resources of different stakeholders should be combined to
achieve a common goal.

3. M . A clear division of responsibilities between business
associations and government is essential. It is agreed that the government should
create an environment that favours investments, strengthens producer
associations and encourages farmers’ participation in the processing industry.

4. ( . There is need to invest in improving land productive
capacity in combination with effective input management. There is a need to
substantially reduce the use of pesticides in cotton cultivation, in order to avoid
negative impact on the environment and the health of the rural population. It was
also agreed to strive for informed decision making with regard to the expansion of
genetically engineered varieties in the African smallholder economies.

5, < * M . Vulnerable cotton ginners and traders can reduce
their exposure to external price shocks by using modern risk management
instruments in combination with realistic price formation policies that are based on
the realities of the international cotton market. The international financial sector is
prepared to improve access to these instruments for the African countries. Cotton-
producing countries could gain from the capacity building in this area by the World
Bank. Furthermore, the efficiency and transparency of self-insurance systems at
corporate and sector level will be enhanced.

6. . Prospecting opportunities for chain integration. Cotton
instrument classification will be enhanced in Africa with a view to better service the
demand and increase the negotiating capacity. The realistic opportunities in textiles
and clothing need also to be explored, in particular from a regional perspective.
More concerted work on organic/fair cotton production chains at international and
in-country levels is also highlighted.

7. . Coordination is identified at three levels: in-country, regional and
international levels. At the in-country level it is important to strengthen business
associations, public-private consultations and local donor coordination. Regional
level cooperation is foreseen on certain issues, such as EPA regional integration,
technological innovation, processing, and producer coordination. International
coordination is necessary at the level of the African countries (Geneva, Brussels),
cotton donors, international organizations, and at the global level with ICAC.
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Annex 2

in
“Annex 3 of the report: updating of the action plan: April 2008 (long version)”

http://www.coton-acp.org/docs/acpue/rapport provisoire mise jour partenariat vers longue avril 08.pdf
(English version)
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