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EXECUTIVE SUMMARY

Cotton, which is an important cash crop as wellh@smajor export commodity in many parts of
the world, has even a greater importance in a nurabéfrican countries, especially in those
which are situated in West and Central Africa (WCwhere between 2 to 3 million households
have a direct dependence on cotton, while this muramounts to some 15 million people when
the indirect dependence is also taken into accdurg.income created from cotton generates not
only significant export earnings but also dome&iad security.

International market and price developments fordbton fibre have major implications in the
fight against rural poverty, especially for thetoatproducing Least Developed Countries (LDCS).
Cotton’s macroeconomic importance in WCA varieidigantly from one country to the other.
For example, the share of cotton exports in tha toerchandise exports was about 30% in Benin,
Chad and Mali, while it was around 56% in Burkinasé. Cotton also makes a significant
contribution to the GDPs of most of the WCA coussri

Cotton has been grown in WCA for more than 100 yeard a significantraditional textiles
industry has existed in the region for more thany®@ars. The cotton industry in the WCA
francophone countries was pioneered by the Frenate-ewned Compagnie Francaise de
Développement des Fibres Textiles (CFRIONg with numerous national cotton companies|evhi
in eastern and southern Africa, parastatal margeboards and/or cooperative unions were
actively engaged in the cotton production and ntargeactivities.

The cotton production and export sector of WCA,ahihad been regarded by many as a “success
story”, has recently entered into a series of stiskie mainly to depressed world cotton prices.
This has badly affected the income levels of tmmé&s, who depend mostly on cotton cultivation.
Most of the WCA countries, with the exception otj@a few, have not been able to extend their
way upwards on the cotton value chain ladder owangarious reasons. Finding the best possible
ways in which the WCA countries can explore theaad&ges of value addition to the cotton fibre
produced in the region is considered as a possibdegy to alleviate poverty and improve the
living conditions of millions, who largely depend sxcomes from cotton.

As part of this assignment, the experiences ofandiurkey and Egypt have been studied,
including the strategies these countries have eyeglido develop their respective cotton sectors,
particularly in the enhancement of value addititne@ery stage of the cotton-textiles-clothing
(CTC) value chain. This study has revealed valuabiermation on the experiences of these
countries and the lessons learned by each coumivg been utilised in the identifications of
possible strategic options and in structuring aneal assistance document.
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Various international organizations, including t#WB, IMF, UNIDO, UNCTAD/WTO, FAO,
ITC, OECD, UEMOA, IDB together with the OIC, as Wwals the EU and many developed
countries, such as the USA, Japan, France, Gernttamyetherlands, etc., have all taken steps to
assist the cotton sectors of the WCA countrieqdrticular, the initiatives developed by the IDB,
UEMOA, UNIDO, the EU and the USA have been reviewmedome length, from which valuable
information were also obtained, which have alsonbetlised in the identification of possible
strategic options and in outlining the technicalistance document.

The Islamic Development BanlDB, together withOIC, the Organization of Islamic Conference,
has been playing a significant role in the cottentsr of its member countries. It is due to this
close interest that théDB has been financing a number of projects, whichtrdmrted
significantly to the improvement of the cotton sestof many Islamic countries, among which
most of the WCA countries occupy a leading position

There are basically twongoing action plans, to which IDB has been relatieefirst action plan
had been developed withe First Expert Group Meeting (EGMEld in Jeddah, Saudi Arabia, in
March 2005 and it has been under implementatiocesinen, while theecond action planyas
the product othe Second and Third EGMsoth of whichhad been held in Turkey in 2006, and
subsequently accepted by tO8C andCOMSEC meetings in Istanbul in November 2006, whose
implementation phase started in 2007. Both actlangcontain activities mainly relateddotton
guality improvement, capacity building and insibatal developmentmost of which are similar to
the activities foreseen in other initiatives, naynitlose developed by théNIDO, UEMOA, etc.
Examples common to all of these projects incledéting up of cotton research centres; campaign
against contamination; improvement of cotton qualitcotton classing, grading and
standardisatio; standardised instrument testingcofton; etc There are also certain trade and/or
investment promotion activities, such asyanising cotton investment forumsvhere potential
investors are brought together to explore possalaligs in which joint ventures or foreign direct
investments (FDIs) can be attracted to the LDCstiquaarly in the WCA countries. It may,
therefore, be appropriate to establish a more lotitive approach in the realisation of the
activities, which are common in the above mentioimegiatives. A possible option might be to
share the implementation work among these ingtitgti ThelDB may assume the financing of
some of the above mentioned common investment pedpolt may also facilitate activities
focusing the cotton trade promotion, by which WCduitries can export their cotton, with the
IDB as an intermediary, a mechanism which has beefiyodescribed in this study

The UEMOA Competitiveness Agendawhich was approved by the member countries of the
UEMOA in December 2003, is a very ambitious programwith an objectivéo establishnew
production facilities until the year 2010 so thas%2 of the annual cotton production of the

! Such a cotton forum was organized between 12-1&iNber, 2007 in Istanbul, in which the writer dtteport has
also participatedwww.ois-cif.org

Z (see Section 5.3.2.3)
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UEMOA could be processed into value added prodwdisch would provide around 50 000 jobs
to the cotton industryThe amount of investment necessary was estimat@@@billion FCFA
within the framework of the above noted basic study

Almost four years have passed since the initiatibthe UEMOA Agenda. However, through the
extensive desk research conducted, it has not pessible to obtain any sizeable information,
related to the feasibility study on which the ab@ween objectives had been based, nor on the
progress made so far in its implementation. Ithiswever, known that UNIDO has conducted
some studies to improve the quality of WCA cottorder UEMOA Quality Support Programme.
Findings of this study are of extreme interest bseaaccording to the prepared repbe average
quality of the cotton of the UEMOA countries wasnid good and even better than cottons of
other origins, which were used as reference to @itlA Inde% in terms of grade, staple length
and micronaire.It was also added th@ahe UEMOAcotton quality could further be improved
through a better control of the ginning process aneduction in cotton contamination

Within the UNIDO Cotton Initiative, which was launched in 2008ere isthe “3Cs Approach”,
which UNIDO had developed in order to enable thaelfieiary countries to participate in
international trade and, thereby, increase thepoes. The meaning of th&8Cs Approach”
within the context of the cotton sector projectswanply as follows:

- Enhance th€OMPETITIVENESS of the supply capacity of CTG Value Chain,
- Ensure th€ONFORMITY of CTG products with international standards;
- CONNECT efficiently CTG products to national, regional anternational markets.

In order to promote regional cooperation and regickills specialization, UNIDO proposed to
establish technical centres at the regional andregional levels. It has been observed tinat
selection of these regional and sub-regional cemstrelearly reflects the area of specialisation
and progress of the WCA countries within the CTGwa chain.

The specific objectivesof the UNIDO Initiative were to enhance the cdmiition to the economy,
employment and exports by the target countriegutin their cotton and textile industries. The
programme’s activities were based on thremlules with which it was aimed to:

i) Develop and upgrade the Productind Supply Capacities of CTG value chain;

i) Improve Quality Conformity of African manufactur€eilfG products to International
Technical Requirements;
iii) Further integrate local cotton producers into thdtNateral Trading System.

The threemodulesand theiromponentsover most of the areas for the development otttmn-
textile-clothing value chain in WCA.

A thorough examination of the UNIDO Cotton Initiatie will reveal that this programme is well

% Within the Cotlook A Index, a number of US origiiton growths with medium staple length are atssiided.

14



prepared, well documented and presented, consisteith the overall strategy of the UNIDO,
adequately covering all the actions which have bedantified for the attainment of the clearly
defined objectives, as well as comprehensive, idolg almost all aspects and areas which have
been partly referred to in the other initiatives.

Although UNIDO'’s involvement in the cotton sectsrriecent dating back to 2004, it has already
coordinated a number of cotton specific projects activities, which include:

) Conducting a study to identify an action plan fotten quality improvement and the
valorisation of cotton fibres,

i) Organising training sessions on cotton seed brgedimning, classification and
commercialisation

i) Developing a set of cotton standards\WiCA cotton,
iv) Installation of four HVI equipment for Sdardized Instrument Testing of Cotfon
V) Publication by UNIDO «UEMOA Cotton Qitg Manual» in 2006, (in French).

vi) Conducting comparative studies brdia, Turkey andEgypt, aimed at developing
appropriate strategies for the CTC value chain AR

vii)  Coordination of the organization af "Regional Workshop on Cotton Quality and
Standards”for the IDB Cotton-Producing Countries in Africa.

viii)  Developing a project in cooperation with the Comniamd for Commaodities (CFC)
and the International Cotton Advisory Committee AIT), to promote cotton
processing in Mali and Burkina F&so

The EU Initiative on Cotton also deserves mention, since the EU approachdgsliabased on
two action plans, the first one being agricultural commoditieswhile the second was related to
the support of theotton sectorin Africa. Among the other action plans, there awe from the
USA, one being th&Vest African Cotton Improvement Programme (WACWR)ile the other,
known asthe African Growth and Opportunity Act (AGOA} concerned with giving the
possibility for a special customs treatment togheducts from eligible African countries.

Developments related to almost all major elemehtee@CTC value chains dhdia, Turkey and
Egypt have been described in some detail in this re@mty those “lessons learned” which were
found to be successful or had significant impaetgehbeen included below.

The “Lessons Learned” of a general nature were adléws:
» The upward development in the CTC value chain didhappen in a short period of time. In

* The instruments were installed @dte d’lvoire, Mali, Togo andSenegal. This activity has already been included
within the activities of the Technical AssistancegPamme.

® The main lessons learned from each of these desrtiave been identified individually, and the adidstion report
is one of the subject matters of this report.

® Yumkella, K. “Support for the Cotton Industry amdlustrialization Issues” presentation made on Heb& UNDO
to the WTO High-Level Session on Cotton, 15-16ckl&007.
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fact, it took many decades in all the three coestrin the case dEgypt, it has been very

slow owing to the necessity to re-start shaping ghetor in parallel with the reforms
towards liberalisation soon after mid-1990s, whereaIndia, it has accelerated during the
last few decades, when the export potential inile2xdnd clothing sectors was clearly
anticipated. ForTurkey, perhaps, it took even longer, but more healthigcause the

developments in infrastructural environment alsokt@lace concurrently with the other
industries and services sectors, such as bankingnde, foreign exchange regimes, full
convertibility perspectives, et@his is an important observation to note when pobses

to adopt these experiences to the WCA countriebeirey considered.

The upward movement (towards full integration of tralue chain) has not yet been fully
concluded in anyone of the three countries in themarative study. However, there are
differences in the development stages achievedrs&dypt, for example reported that the
country still had a long way to go, due to the |dimge absence of a clear strategy, which
had just recently been formulated. This uncleamasibn was currently being corrected
starting from 2004 under the initiative of the @i sector, which has prepared the long
term development strategy of the T&C sectodia seems to be further ahead with the
comprehensive measures taken during the recens,yedth a strong foothold already
established in major foreign markets, such as tHeakd the USA, mainly for her textile
products, now aiming to develop also the clothindp-sector with a more emphasis on
producing and marketing the clothing items unden @rands, whilelurkey is at an even
more advanced stage, especially in clothing expontgh all the institutional and
infrastructural bases behind.

The positive role of the state involvement at tlegibning of the development cycle is
undeniable and deserves full merit for all the ¢hiountries.This factor will also be
important in the design of any development progranfon the cotton sectors of WCA.

Public-Private Partnerships, (PPPs), appear to leen producing effective results in
solving a number of problems in all the three caest Further developments on these lines
will depend on the degree of integration of thevgiie sector into institution building efforts.
In this regard, recent developmentsEgypt, by way of establishing various NGOs appear
to be promising. The initiation of such movementsTurkey has been reported to be a
matter of mainly 1980s and 1990s, whilelia appears to be excessively rich in terms of the
number and effectiveness of such institutionaluget-

The success in the design and implementation ofr@ngtional or developmental
programme largely depends mistitutional support and effective participatiohimportant
stake-holders in the entire chain of proces3é® successful examples seerindia (such
as the TMC programme, the introduction of Bt cotiord TUFS) have effectively joined
together the key stake-holders as well as the aeakevinstitutions in the design,
implementation and the evaluation of the programmS$snilarly, local inspection
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committees set up imurkey for close monitoring of the campaign to reducetaonnation
from field to the ginneries proved extremely effeet

» Common to all the three countries is also the wstdading that thekilled labour, adequate
infrastructure, established quality systearsl effective trainingare of key importance for
supporting the healthy development of the CTC vahean.

» The provision of agricultural inputs (such as fertilisers, chemicals, machinery, cash
credits, etc.,) for cotton production appears tows#l managed and balanced within the
domestic markets of all the three countries. Whayirly these inputs, the growers have the
benefit of making price comparisons between privaBeers, cotton cooperatives or
cooperatives solely supplying inputs. Paying bdok debts related to the inputs by the
growers with seed cotton deliveries is the mosttmal alternative.Turkey and India
appear to be successful in making the system witickemtly.

» In the varietal development of cotton seedver the yearsindia has been the most
successful from three distinct aspedtstly, in the improvement in varietal composition in
favour of mediumand long staple varietiesrom predominantlyshort and medium staple
cotton. Secondlyjn the recent introduction dt cotton whose preparatory work involved
many research institutions andiversities together with the precautions takeerisure its
safe application, deserve special merhirdly, the initial successful field application and
subsequent expansion Bt cottonresulted insignificant yield increasas well asassuring
the sustainability of cotton production in the countrfhese developments made a
tremendous impact in making India to become alswagor cotton exporter, in addition to
meeting comfortably the cotton demand of her femving textile industry.

» Turkey, on the other hand, has recently been subjectedticisms by many for keeping
herself at a distant in following up the developiserelated to the Bt type (or more
generally GM type) seed technoldgywhereby the sensitivity of the EU towards this
technology, has so far been totally respected bkélu It should be pointed out that ever
since its first commercial appearartbere has been no price differentials in world nedsk
for biotech and non-biotech cotton. Similarly, fextiles containing biotech cotton, there is
also no evidence of rejection by any segment ofnidret or regiofi

» In the use of mechanical harvestingo reduce costsTurkey has so far been the only
country among the three to switch partly to mactpieking, due to prohibitively high cost
of hand picking, which amounted to almost one tlufdhe total cost of cotton production
and more than three times the cost of machine mpgckAnother advantage of mechanical
harvesting was the significant reduction in therses of contamination, which had been
largely encountered in hand picking and subsequ@mdling of the seed cotton.

! Kesen, A.:“lzmir Cotton Exchange, Turkey, Developt®é Production and Trade of Biotech Cotton inkay and
Traceability”, ICAC 66th Plenary Meeting, 1zmir (Q0).
8 See “Biotech Cotton Trade Rising”, p.5 in Worldt@m Trade (2006/07), ICAC, September 2006.
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» In ginning and baling, India has carried out the most successful approach iradpw her
facilities with some governmental support, maintyough the Technology Missions Il
With this modernization, not only productivity imnging and pressing units has remarkably
improved, but also an overall increase in cottoalitjy and a considerable reduction in
contamination have also been achieved. The schéiered by the government was found
to be very attractive by the ginners.

» It is interesting to note that most of the ginningndia is roller-ginning, which has also
been further developed to increase the ginning agpand preserve the cotton quality.
Recently, with double side roller-ginning, the istreent and operational costs limdia
have been reduced considerably. Given that allgihaing installations inEgypt, and
majority of the installations infurkey and inIndia are also ofroller-gin type, this
technology can also be recommended for the WCA tcimsrfor a more detailed evaluation,
since investment costs are significantly lower thaw-ginning.

» None of the three countries in the comparativeyshabs an exceptional performance record
when tested for their successthe elimination of contaminatioihe main reason behind
this inadequacy can best be explained by the ldclkstablishing effective preventive
measures and by the insufficiency in training thkated operators for the elimination or
minimising the sources of contamination. The liigiccess achieved on this problem
Turkey is largely attributed to the practice of using eotlon aprons, bags, large sacs, etc.,
made of 100% cotton or by encouraging the gron@detiver their seed cotton in bulk, in
specially constructed wire-net containers mountethe agricultural trucks, which transport
the seed cotton to the ginning plants. A governndadree was recently put into force,
which required the formation of inspection teambpwhad the power of taking legal action
against those who gave rise to contamination

» The use of the HVI test results has not yet gamedh momentunn cotton classing and
grading in anyone of the three countries. However, thekwoonducted by the ICAC
through the Task Force on the Commercial Standardis of Instrument Testing of Cotton
has recently intensified. The collaborative workoag the testing laboratories continues
with the aim of achieving the repeatability androgjucibility of the test results among the
participating laboratories. The ultimate aim foe W CA countries should be toeasure the
guality parameters per bale basis it is done in the USA, Australia, South Afri@azil,
etc. It is worth to mention here that a CFC supgmbproject, implemented by the ICAC
together with some well known fibre research ing#is, will assist the testing laboratories in
Africa in the above mentioned preparatory work tigto two regional technical centres, one
of which will be in WCA.

°See Box No 5.1 fora comparison of saw ginningoler-ginning
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> All the three countries have attributed great intgace to cotton and to the complete CTC
value chain, since these countries, like many sthgaw cotton as the strategic commodity
for developing their respective textile and clothindustries.

> It was a successful strategy by Turkey to give rggido the establishment, support and
expansion of the textile industry until mid-198@s)ich would be followed by the clothing
sector, which subsequently developed much fastérirratependent of her textile industry,
just by importing the fabrics needed in increasedngties and converting them to
exportable clothing items, without being dependenthe domestic fabric suppliers.

» In India, promoting one segment of the cotton value-addlitbain at the cost of the other
important segments before 2002, had led to imbalindevelopment of the sector,
especially in woven textiles. As a resuhidia had to import good quality fabric in large
quantities for its cotton garment segméntlia has also successfully integrated the value-
addition chain of cotton as a result of recent nnoidation of the spinning, weaving and
clothing segments.

» Despite relatively late starggypt, through the initiative of its private sector, hdsoa
increased country’s exports of textile and clothpmgducts through the utilisation of various
government incentives and institutional supporteetiped on the basis of public private
partnershipsThe decision of the Egyptian government in 2004separate the garment
industry from the local spinning and weaving indys$o as to allow manufacturers of
garment to get their needs of raw materials (yaprey cloth, finished fabric, etc.) from any
source™?, in other words to allow its clothing sector todort freely its fabric needs for
developing the garment exports is also a good lessde learnedyhich can also be taken

into account in the development strategy of the W€duntries.

» In all the three countries, the exchange rate haglgaificant influence on the export
performance of all the sectors in general, andottoa value chain in particular because of
the severe competition in trading in cotton, aslaslin textiles and clothing. It is a well
learned lesson thdlhe export competitiveness Tfirkey increased considerably every time
a devaluation of the TL took placéhe case of an overvalued domestic currency has als
been experienced by Turkey on many occasions ipasg when there was a slowdown or
even stagnation in exports, while the imports édigpt a sudden surge.

» On regional and bilateral trade agreemeniyrkey appears to be the most liberalized
country in the way of opening her economy to glatihpetition. As part of the Customs
Union with the EU, which commenced in 1996rkey made significant changes in her
tariff regime, abolishing customs duties for indiadtproducts with the EU and drastically

1 «rFyture of Public Sector Spinning and Weaving MillSpeech delivered by Dr. Moukhtar Khattab, the Higyp
Minister of Public Enterprise, in the Conferenceh&l Egyptian Cotton Industry: Growth Through Private
Investment”, held in Cairo, Egypt on 15th May 2004
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lowering the tariffs with third countries to thensa level as the EU tariffs. Furthermore,
signing Free Trade Area Agreements (FTAs) withER&A countries, as well as with many
other countries, including Morocco, Tunisia aBdypt, greatly simplified trade in textile
and clothing, especially under the inward/outwardcpssing regimes. These agreements
also contributed to the improvement of regionali¢rand cooperation possibilities.

» Foreign Direct Investments (FDIs)to Turkey have shown a significant increase soon after
the entry of the Customs Union with the EU in 129l, thereafter, especially as the FTAs
had entered into force and as increased use hadrbade of the FTZs. A similar positive
development was observedhkigypt, particularly after more liberalised and markaented
measures had been taken in 2004 to develop herimé&dstry.

» Pricing policy for seed cotton was of extreme importance inhalthree countries, because
the majority of growers tended to sell their coteanseed cotton during or immediately after
harvesting. For many years in the past, the groweEgypt had to sell their seed cotton to
a sole buyer, which had been the state owned eigerp

» A Price Support and Stabilisation Fund has beeritad and most effective tool for the
sustainability of cotton production, especially tae periods of depressed world cotton
prices. This fund had played an important role urkéy, enabling the imposition ekport
leviesor export refundson cotton exports during 1970s and 1980s, depgmulinthe world
price developments, wherellycome to the funavould flow in at the times of high export
prices, and payment from the fund would be madenvthe world cotton prices fluctuated
at low levels, thus enabling the creation of a §iefinced pool, which needed the use of
governmental finance only when the pool became ympt

» The pricing system employed BOyrkey over the years seems to be the most market
oriented,since the pricing strategy was very much linkeavtrld market conditions. The
introduction of the direct support in the form d&rémium Payments’paid for each kg of
seed cotton delivered to the ginneries, was regasdean important reform in 1993/94 in
Turkey. This premium was incorporated with the awih compensating the difference
between the target price, which was the price aintethe given to the growers, and the
world market price.The system has so far worked successfully. Howdegr premium
payments and huge imports at suppressed pricestivenmost detrimental factors causing
stagnations and even falls in cotton productioceatain years.

In summary, making the exports and imports of cottoTurkey without any restrictions in

addition to zero customs duty starting from 199@ss the most successful step in the
creation of a completely liberalized trading enviment, which enabled the textile and
clothing sectors to develop in an accelerated pdndia also followed the same policy

towards the end of 1990s.

» Related to institution buildingall the three countries have been successful, giverfact
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that they each had a deep history of cotton cultwatextile and clothing industry. It must
be pointed out thatndia has been the most successful among the three resum
institution building.

» It was a successful strategy, Trurkey, to assign the Agricultural Sales Cooperatives
Unions (ASCUSs) dealing in cotton for the implemeiata of price support policies between
the years 1965-1992, which made these institutcapable of regulating the markets and
protecting the interests of the farmers. It hasydweer, been a source of criticism mainly by
the agricultural sector that decreasing the agtcal subsidies has made many commodities
uncompetitivein world markets. Furthermore, recent restrucgiraf the ASCUs caused
these organisations lose their former strengththendomestic and international markets,
rendering them also unable to protect their memimgerests.

» Related to the product rangesfurkey, India and, to a certain extendgypt, have all
successfully integrated the value-addition chaircatton, as a result of modernization, at
varying levels, of their spinning, weaving/knittindyeing, finishing and clothing segments.

» SinceEgypt’'s cotton is ofLS andELS types, her strategy has recently been changed to
export these cotton types and import relativelyagiee medium staple “uplandypes for
her growing textile and clothing exports, whichrli necessitate the use of more expensive
ELS orLS types.

» Currently, almost 50% of the global textile andtklog market is manufacturing and trading
of what is referred to as tffeommodity textiles”,which are generallprdinary items that
can be produced by any country. The decisive faaottinis type of production is generally
the price.In Turkey, there is still a certain section in the productioase, which can
provide textile and clothing items at prices, whark dictated by the buyers. This capability
is largely due to the use of inward/outward procgssegimes to lower the production
costs. Besides, the advantages such as geogramhicnfy, quick response and timely
delivery are the critical factors used by the Tsinkkimanufacturers/exporters to continue
serving such a market segment competitively.

» With the lifting up of the T&C quotas, more and mqressure has been exerted on the
suppliers in the form of demand for lower priceet, which promptedurkey to move
upwards in the quality ladder and target tfeshion market”, which has around 20%
market share with relatively higher valued produetsd in which Turkey can still operate
without severe competition. Thhigh valued fashion market’segment, on the other hand,
concentrates largely on even higher value adddddiagroducts with mainly well known
foreign brands or with suppliers’ newly developednobrands, the latter being on gradual
increase. Although the market share is between %;1there exists relatively less
competition in this segment.

2 Gazanfer, S.: Personal communication with textled clothing manufacturers (2007)
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» A growing market is in thétechnical” or “intelligent” textiles area, which is highly
technical and largely dependent on R&D capability veell as technical infrastructure,
including educated and experienced workforce. T9@gment covers a wide spectrum,
including textile and clothing products, which areed in health, construction, transport,
agriculture, protective clothing, geo-textiles,.efresently, there are increased number of
companies inTurkey which are engaged in the manufacturing, exportisgwell as
domestic marketing of technical textiles, intelhgéextiles and non-woven textiles.

» India is also concentrating her efforts in the developim& own brands because, until
recently, more than 90% of Indian apparel expoas been entirely dominated by various
global brands, and the Indian exporters were mehaysuppliers to such brands. Therefore,
a Public Private Partnership (PPP) approach was dlga appropriate strategy to develop
globally known Indian apparel brartds

» All the three countries have established texglgting and design facilitiessome of which
belonged to public, while the others to private evahip. Inindia andTurkey, some of the
facilities were also developed on (PPP) basis thith objective of expanding testing and
design culture in the industry.

» The importance of training appearfo be one of the best learned lessons by alltheet
countries under study. Howevéndia appears to be the most successful in this fielasrevh
promotion of quality manpower through various ingtons and training centres under the
PPP mode have been intensified, especially in ipation of the needs for the 11th Five
Year Plan period.

» Adoption of the export-led development modélurkey’'s adoption of the export-led
development model, with tH®ecisions of the 24th January 1980ihich had measures of
radical character, including the support of theaigpthrough export refunds for a limited
time and by means of a gradually depreciating ddmesurrency, coupled with a
tremendous entrepreneurial spirit and hard workdenghe manufacturing industry,
especially the T&C flourish, positioning Turkey angpworld’s leading textiles and apparel
exporting countries.

» Creation of the textile specific infrastructure:lt was a very successful initiative brydia
to gather individual textile units, mostly of SMia&hin clusters and to provide the industry
with world class infrastructure facilities on pubprivate partnership (PPP). The Scheme for
Integrated Textile Parks (SITP) had been launchgdifaia in 2004. Government’s
contribution to this scheme was around 40% of th&ltinvestment cost, while the
remaining 60% would be met by the private sector.

» Making the private sector the leader of the T&C iastry: Given the fact thaEgypt had

3 Sahu, M.: “Analysis of the Cotton Value Chain odlia and Identification of Strategies for Develapithe Cotton
Value Chain in West and Central Africa”, UNIDO Dauent, TE/RAF/06/012/11-53, (2007).
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been under a long period of nationalisation oftladl sectors, including the T&C industry
from 1952 until 1990s, the country has made a rkafde progress in converting its cotton
and cotton based T&C sectors from publicly owned amostly inefficient organisations to
mostly privately run efficient and competitive ém@s. It is understood that this
transformation has not yet been completed, especim the upstream (textiles
manufacturing) stages of the supply chain, whicbsently impede the production and
export obligations of the clothing manufacturerd axporters, who, as an alternative, try to
overcome this set-back by importing their needsboé, yarns and fabrics.

Based on the above summarized “lessons learnedi fiee experiences of India, Turkey and
Egypt, the work continued with the&lentification of alternative strategic optionfor the
development of the cotton sectors of the WCA coesitr

Four development strategy alternativeave been identified, which can be subjected tthéu
evaluation in order to select the most approprsitategy for the WCA countriest should be
mentioned here that the sequence of these stratkgsnatives reflects the writer’'s personal
evaluations, from the lowest degree of preferendbe highest, as they are introduced below:

1) Start developing the whole CTC Value Chainselected countries at the same timiéhis
strategy option was found to be the least favoaestnative, mainly due to its huge investment
requirements against limited availability of resmes, inadequate infrastructure, highly
guestionable chances of success, etc.

i) Start developing the Cotton Chain first, subagently the Textile Chain and finally the
Clothing Chain in selected countriesAlthough this strategy represented the traditional
development path, followed by many developed andeldping countries, which have been
successful in the development of their textile alathing sectors, including Turkey, India and, up
to a certain extent Egypt, there are a number pbmant aspects, especially with the textile value
chain, which would make it unfavourable for the W@Auntries to adopt, which include the
extremely long time span needed to move from th#o@dChain to the Textile Chain and later
developing the Clothing Chain, (in the case of Byrkthe development of the textile sub-sector
started mainly in 1970s, and has been going on today with continuous renovations and
sophistications in order to constantly remain cotitipe), necessity of heavy investments
especially in the capital intensive and highly aodbed textile industry, high dependence on
constant supply of reasonably priced energy, waihéd labour, etc., most of which pose serious
problems to be overcome, hindering any attemptdgennto the Textile Chain.

iii) Start developing the Cotton Chain andd@hClothing Chain in selected countries at the
same time (omitting the Textile Chain until necegsicomes from the downstream Clothing
Chain at a later stage)This option was, in a way, a solution to the dragWlsaand criticisms
raised in the second option. Many cotton produclageloping countries, which have not a well
developed textile manufacturing industry, would égqt this option.Besides, developing or the
least developed countries, even if they have nomrcgroduction, may directly choose to enter the
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clothing part, develop it especially for the purpadf exportsBangladesh, Lesotho, Madagascar,
and recently Vietnam are good examples, where Ithteicg sub-sector has emerged as a leading
manufacturing activity, with which direct benefg obtained in terms of contribution to GDP,
exports and employment.

Furthermore, the characteristics of the apparelstrgt are largely different than that of the tetil
industry as far as investments and labour requinésn@e concerned. Unlike the textile industry,
the apparel sector is labour intensive and doeseauapitire high level skill or sophisticated training
It is also a sector, where relatively modern tedbgy can be adopted even at low investment
costs.lt is due to the above mentioned positive charasties that this option has been put under
this ranking. Under the same argument, it can disoclaimed that for those countries, where
there is little or no domestic cotton productiorhigh can include some of the WCA countries,
such as Ghana, Gambia, Guinea, etc., it would better course of action to enter directly to the
Clothing Chain.

Iv) Start developing the Cotton Chain aride Spinning investments only (within the
Textile Chain), together with Clothing Chain in setted countries (omitting the remaining
Textile Chain until necessity comes from the dowmstm Clothing Chain at a later stageXhis
last strategy alternative wasfurther refinementf the previous strategy. In countries, wheredher
Is ample cotton production, most of which is aleadported as cotton fibre, it may well prove to
be viable to invest in spinning operations to pre®and sell the yarn, again to the export markets.

In simple terms, majoadvantageselated to spinning in WCA included the factorstsas; high
value addition on cotton depending on the typeashyand its counts; relatively simple technology
in comparison to the other stages of the textiletise, such as weaving, bleaching, dying,
printing, etc., with little or no environmental jhaion, no major difficulty in recruiting labour,
existence of a healthy markénot affected by fashion trends. On the other hangh initial
investment costs for machinery, auxiliary servidesildings, etc., and the imperative need for
continuous supply of electrical energy to avoidjtrent stoppages, which are detrimental in cotton
yarn production were sited as maghsadvantageselated to spinning.

Taking into consideration all the relevant aspectswas clear that this option appeared to offer
the best strategy for the WCA. Therefore, this optwas selected.

Having selected the strategic option, the key aoéastervention for each component of the CTC
value chain was to be defined in broad terms, takito consideration the “lessons learned” from
the comparative study of India, Turkey and Egypt.

Related to the improvement of the cotton cultivati@and quality management systenthe
ultimate aim in cotton cultivation should be acl@d\by increasing yield, reducing input costs and

14 China is presently the major importer of cottonryesides lint cotton
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improving farmer productivity. The role of trainirte farmers in acquainting them with Good
Agricultural Practices in cotton cultivation is tkey to success.

Since there are many areas needing attention apbweament on the cotton cultivation, ginning
and pressing operations in almost all the cottadpcing countries of WCAan approach similar
to the Technology Missions on Cotton (TMC) sucadgsmplemented by India, is recommended
for the improvement on cotton quality. Linkagesusthicalso be established with the research
institutes in developed countries, as well as witise in Turkey, India and Egypt.

Training and extension servicesare of paramount importance for obtaining the Ibestilts in
cotton cultivation, ginning, classing and marketing this context, the Manual prepared by
UNIDO entitled (in French)‘Manuel qualité pour les filieres cotonnieres UEMOAs an
excellent collection of six handbooks, each addngssne aspect of the cotton production chain.
This material can be used in the training actiatidirstly to train the trainers, who will
subsequently train the various operators, workets,

Soil analysescan prevent excessive or unnecessary use offers] and also help minimise soil
degradationTherefore, through the extension services farmeM/CA should be better informed
about the soil analyses and effective and ratiomsg of fertilizers. The present system of soil
analysis should be reviewed and, where necesdagyestablishment of new soil testing centres
should be considered.

The selection, procurement and distribution of aigeicultural inputs to cotton farmers are all
important elements in cotton cultivatiom order to achieve an efficient system, it would b
necessary to strengthen the organisations in chagenput handling. Secondly, a direct link
between the payment of seed cotton and the reco¥amput credits should be preserved

Research oseed quality improvementshould become an ongoing activity. However, owimg
the limited resources that can be allocated toonotesearch, collaborative work can also be
conducted with the cotton research institutes didnTurkey and Egypt. The present conventional
cotton varieties necessitate heavy use of inputschw in turn, not only increase the production
costs, but also the environmental pollutidinerefore, cotton seed research shocdshcentrate
more on thdow-input varieties.

Since the issue oBt cotton is of extremely controversial nature, particulanty developing
countries, it is recommended that this issue shaadcarefully, objectively and scientifically
handled. In this context,studies related to the adoptability of Bt cottonthe WCA countries
should be thoroughly reviewed, taking into accoalfit the pros and cons, as well as the
experiences of the other countries, which haveaalyeswitched to the Bt cotton productidmdia
appears to offer an excellent example for condgcsaoch a study, considering that she has
successfully developed the use of Bt cotton teadgin the very recent years.

The successful experiences gainedgnowing organic cotton in Benin, Senegal, Tanzania,
Uganda, etc., can be a source for encouragemensdime of the NGOs and/or commercial
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companies in the Northern countries to increasé sxamples, thereby expand the organically
grown cotton areas in the WCA countrié®rthern NGOs supporting the production of organic
cotton should be able to convince those commeodaipanies, the international donors as well
as the policy makers on the viability of Africamganic cotton, which would justify them to absorb
initial costs and investments until the area degiote organic cotton production significantly
expand and, as a result, the economies of scaldeattained.

The examples given in the report indicate thatighthbe more advantageous for the poor cotton
farmers of the WCA countries to turn to organictaotproduction, where the low cotton yields
can be compensated with better pric€kerefore, the possibility of allocating new aretas
organic cotton cultivation should be evaluated bg WCA countries, and where necessary, such
areas should be offered for collaborative cultieatitrial projects with companies/organisations
in Europe and in the USA, which encourage growersnany parts of the world to produce
organically grown cotton.

In the parastatal cotton organisations in the W@#ere is often a malpractice arising from
insufficient distinction between the seed cottorgobd quality and those of inferior quality when
classing seed cottoriThis practice largely eliminates the necessityttum part of the grower to
show due care and diligence in producing bettetityuzotton because he/she is not accordingly
rewarded. Furthermore, with such a practice, goaality cotton is mixed with seed cotton of
lower grades, which results in downgrading the aWNeruality unnecessarily. The
recommendation made by the UEMOA study ghdtgpovercome the above mentioned problem,
by way of establishing a base grade for a lowerligg@otton, which might better represent the
quality of majority of cotton, and give a “qualifremium” to only those seed cotton deliveries,
which truly and distinctively possess much bettesuperior quality parameters, appears to be a
very logical approach.

The recommendations mader improving the ginning and pressing operationgs well as
obtaining cotton with consistent quality parametargluded the preparation of the following
feasibility studies:

- for upgrading the ginning operations in theC¥A, and deciding on the form of support after
making an assessment of the present state of tiseagid the requirements for their upgrading,
including the ancillary equipment such as pre-oe@, humidifiers, etc. The decision on cost
sharing of such an upgrading operation can be mafier the completion of such a feasibility
study, but a moderate share, similar to the TMCeS8wh of India, could well be considered,

- for setting-up of a regional structure to ares regular availability of ginning spare parts,
including their procurement, warehousing and distition,

- for the viability of using roller-gin typdarming equipment in the new ginning factories, sinc

15 “|dentification d'un plan d'action d'amélioratiode la qualité et de la valorisation de la qualité doton dans les
pays de 'TUEMOA”", Rapport d'étude préparé pour legtamme Qualité de 'UEMOA, (TONUDI), (2004)
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the experience of India, Turkey and Egypt on refjers indicate successful ginning results,
especially on hand-picked cotton. Besides, thesinvent and the operational costs in the roller-
gin installations appear to be lower than the soshcountered in saw-gins, in addition to the
advantages of roller-gin equipment being of robssucture with no major breakdown nor
maintenance problems,

- for the establishment of a regional ginning schedbjch can systematically train the ginnery
managers, technicians and other key personnel,

- for the establishment of cotton quality paedens per bale basis, identifying the adoption of
measures necessary in all phases of cotton praaluctiain within the WCA.

Since the WCA cotton is still a major export itemthe world cotton markets, better recognition
of its quality can be attained through the predemtaof quality parameters determined with
universally accepted methods. If the use of Stathsked Instrument Testing of Cotton, (SITC) is
well adapted to the measurement of the qualityrpatars of the WCA cotton, this will help its
correct positioning in the international marketsaleling the exporters and the growers fetch better
prices. Furthermore, when the SITC system is fafgrational, it is expected that any disputes on
cotton quality between buyers and sellers will asilg and quickly settled by making reference to
the SITC measurements. Therefopeeparatory work related to the Standardised lostent
Testing of Cotton must be speeded up together thitmecessary training of the operators who
will be using and maintaining such equipment. Thek can be conducted in those technical
centres, where the four HVI units have already bestalled.

It is also recommended that as the manual testingotion will continue, at least for the near
future, cotton technical centres should periodicarganise training courses or workshops for
the classing and grading experts to ensure thatuaholassing and grading operations for both
seed and lint cotton are performed in the bestmodt objective manner.

In conclusion, it appears to be the most logicgbraach to continue with the manual classing and
grading for the present time, with improvements eheecessary. However, owing to its distinct
advantages, it should be the ultimate goal for WA cotton industry to prepare itself towards
classing and grading, based on the HVI measurenprtdale basis. A comprehensive plan will
have to be developed to attain this goal succdgsful

It would be extremely difficult to give a singlecipe for the elimination of contamination
However, drawing up a strict code of practice fack step in the cotton production chain from
harvesting to the spinning stage, and educatinghdagman element involved in these stages,
would be the ideal approach in minimising if nottalty eliminating contamination. The
experiences of India, through a sustained campaighe Best Management Practices by farmers,
auctioneers, ginners, etc., and successful impléatien of the modernization of the market yards,
ginning and pressing mills under the Cotton TecbgglMissionas well as the positive results
achieved in Turkey with the use of collection agtdmgs, large sacs, etc., made of 100% cotton
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or by encouraging the growers to deliver their seetton in bulk, in specially constructed wire-
net containers mounted on the agricultural truckjch transport the seed cotton to the ginning
plants can also be adopted. Finally, the formatidnnspection teams at cotton production areas,
where these teams had the power of taking to ¢boge who gave rise to contamination can also
be an alternative to be considered by the WCA cmmt

Some conclusions were drawn and recommendations orathe pricing policies for WCA, one of
which was the application of the “Premium Paymegst&m”, which had been introduced in
Turkey in the 1993/94 season and has been in coings@ since the 1998/99 season.

The pricing policy for lint cotton whether owned by public or by private entitiestiie WCA,

will not differ significantly. Export pricing for &h producing country will naturally be different
due to several factors, such as differences irooajuality parameters, differences in geographic
locations, which necessitate different inland tpams costs to the port of shipment, differences in
the cost of sea transport to the ports of the inmpgrcountry, etc. Becaudbe infrastructure of
the transport networkin WCA is not well developed, transporting cotttom land-locked
countries to the ports is costly, difficult and &nconsuming. Similarly, delivery times of the
cotton shipments from the WCA countries to a gidestination may also be different.

Promotional effortsto acquaint the cotton importers about the quabfythe WCA cotton is
imperative and a joint effort by the WCA countriesher together or grouped on regional basis,
would be more effective. Such promotional actisitieight produce more successful results and
might be more cost effective, compared to the dastgred when acting individually either on
company or on country basis

A number of measures to increase cotton export® WYW6CA have been recommended, which
would also enable exporting cotton to major impatmarkets more profitably. The use of Free
Trade Zones, coupled with the involvement of cartdinancing institutions acting as
intermediaries have also been suggested in thetrepo

Cotton exporters of the Francophone African coestrivhose currencies are tied to Euro in the
WCA, have been finding themselves under severe gmiessures, due to the strong Euro against
US$ during the recent yeark light of the lessons learned from Turkey’'s eigreze, and
considering that the role of thexchange rateas of crucial importance in making the exportable
products competitive in foreign markets, and that @vervalued domestic currency simply
promotes the imports instead of exports, it is negended that the foreign exchange rates in the
CFA zone should be closely monitored and necessagsures taken in order to make the West
and Central African export sectors in general ahd totton sectors (including the planned future
exports of textile and clothing products) in paut&r highly competitive.

A good number of initiatives can be regarded astipessteps in achievingegional integration
especially those which aim the establishment ofRtee Trade Area Agreements. It is expected
that it will take only a few years to achieve swg=fal conclusions with most of these initiatives,
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which will not only open new opportunities for ppasity within African continent, but also good
economic and trading relations with the other reglointegrations. Although tariff levels are
important for the textile and clothing sectors, mofthe sub-Saharan African countries have
tariff-free access to a number of major marketsafavide range of export products, particularly
when exporting to the EU, USA, Turkey, etc.

It will be necessary for the WCA governments toealep the necessargfrastructural facilities

for the transportation of goods in general, andorpttextiles and clothing products in particular
before they can attract domestic and/or foreignestiments to their respective countriés.
regional approach will be necessary to tackle ghwisblem and its solution concerns most of the
countries also at regional levdlack of continuous and adequate supply of eledtanargy is the
biggest bottleneck in many countries in WCA. It Iwile meaningless, of course, to make
significant leap forward in the industrial develogmh in WCA by attempting to draw FDI for
viable CTC projects, if there is a serious defickem meeting the required energy capacities
relieving to know that a number of comprehensivergn projects have been prepared and
intensive efforts are underway to speed up theamphtations. However, delays in raising the
required financing will naturally delay the industl development efforts, including those related
to CTC value chain developmenBomestic or cross-border conflicts also negatiadfgct the
international trade, causing costly diversionshae transport of goods, leaving the net returns to
growers to reduced amounts.

It should be noted that for some of the large sthectural investments in WCA, such as energy,
transport network, telecommunication, etc., the BBOT or BOOT® models could be possible
alternatives. Similar arrangements could also leel isr building FTZs, EPZs as well as industrial
parks for textiles and clothing. Since 1985, Turkeyg been making use of the BOT and BOOT
models successfully in the construction of dametrttal power plants, motorways, etherefore,

it is recommended that studies should be conduatethe establishment of FTZs/EPZs for the
identified cotton yarn and clothing production aegport projects, preferably on BOOT basis.
Specific attention should be given to include owmwgr generation facility and an acceptable
level of basic infrastructure in such zones.

Given the fact that there are still some 20 texéktablishments operating in various WCA
countries producing a number of textile items, including gaowhich are traditional fabrics,
mainly sold in the domestic markets, it is recomdegtto initiate a rehabilitation programme for
the existing or recently closed textile and cloghanterpriseswhich might still have a potential
for achieving competitiveness. It is very likelyathwith marginal supports, a good number of
already operating factories can be converted ifficiently and profitably running establishments.

% The Build-Operate-Transfer (BOT) model and varidike Build-Own-Operate (BOO), Build-Own-Operate-Tstar (BOOT)
are private —public participation models. All ofede models refer to either partial or full ownegsfar a defined period of time
(either permanent like BOO or temporarily like BO@TBOOT) so that the investment by the privatecsecan be recovered
with some degree of profitability.
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Similarly, with certain renovations/capital backisgme of the previously shut factories can be
rehabilitated and put into operation.

The strategy option, which comprisg¢lde improvement on cotton production and marketing,
extending the operations to spinning component, atarting export oriented clothing
manufacturingwas selected not on the basis of a comprehensaghility studies, but more on
some empirical factors, such as the basic charsitsrof each chain component, market studies,
past and current examples from the real life, itmest requirements, relative risks involved,
basic comparisons of the various observations wéthiincluding the experiences of India, Turkey
and Egypt gained through this comparative studyahinion of leading experts and lastly, but not
the least, the writer’s personal opinion.

Naturally, for each investment project, involvingoguction and marketing (domestic or
international) of cotton yarn and clothing productsfeasibility study will be required to carefully
establish various aspects of the proposition, esfigcfor clothing projects; the type(s) of
product(s) to be manufactured, required input matefin this case finished fabric, accessories,
sources of supply, etc.) as well as possible ekgpmnarkets. At the start, these investment
proposals could be based on standardized pilotstment projects, especially for the projects
associated with clothing manufacturing, for whiacdl/foreign entrepreneurs or joint venture
arrangements can be expected.

In order to attract investment (especially in cioty), it may well be necessary to grant for a
defined time period certain investment incentividse option of the FDI on BOT or BOOT basis,
as mentioned earlier, should also be availableht investors. It is recommended that parallel to
these preparations, the investment promotion dw®imay be commenced with supportive
promotional material. For this purpose, investmé@ums can be organised, where the available
investment promotion tools can be introduced. Bygaly monitoring the interest shown by the
potential investors on the proposed spinning andlothing investments, it may become necessary
to take new decisions to further enhance the invest interests.

Possible product ranges, in addition to the alreadyketed conventional cotton and cotton by-
products, have been identified as “organic” orr'@ade” cotton, open-end and ring type cotton
yarns, as well as different types of cotton wastatsined during spinning. Production of clothing
items will be largely dependant on buyers’ prefesemn The simplest way to start clothing
manufacturing would be on the “CMT” basis, in whicase the “cut, make and trim” operations
will be performed in the WCA countries on the teraply imported finished fabric. Establishing
a manufacturing base of a wider spectrum of kniteetd woven products will minimise
competitionamong the clothing manufacturers. Current texiletéries can continue, as they are
or with certain rehabilitation, with the productioaf printed fabric for loincloths (fancy and
waxed fabrics) used mainly to make traditional lsiog for women also with “boubous”, which
are traditional West African dresses, various typésimforms, all for domestic market. Basic t-
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shirts or other knitted items may also be produimedhe domestic market or for exports on CMT
basis.

A table showing the basiaostitution building related to cotton production, ginning, etc., hasrb
prepared for each of the major cotton producingntwes of the WCA. Besides, setting-up of
additional institutions has also been proposedn@ With theselected strategic option which has
been identified as the future development stratdgthe CTC Value ChainThese institutions
include mainly on regional basisresearch and development institute on cotton seeedng, a
cotton testing, classing and grading centre, aileXmainly for cotton yarn) and clothing testing,
research and development institun export promotion centre for cotton, cotton yaand
clothing, as well as training centres, includingthstablishment of a regional ginning school, as
well as periodic training courses to be conducted @xport/import procedures, temporary
importing, etc.

A table indicatingmajor areas of cooperatioffior India, Turkey and Egypt has also been prepared
India and Turkey have a number of fields in whikbbyt could cooperate with the WCA countries,
particularly in the capacity building related taieas components of CTC value chain, while Egypt
proposes that the WCA countries link themselve$ wie North African textile industry as well as
join the Africa Competitiveness Observatory, whistbeing established in Egypt. It is clear that if
the contamination problem is solved, there willdbgignificant increase, both in quantity and in the
unit price of WCA cotton exported to Turkey or eldere.Therefore, elimination or minimising
contamination in the WCA cotton should be one efttp priorities in the technical assistance
programme.

A Technical Assistance Programme has been prefdayechaking certain modifications in the
UNIDO Cotton Initiative to reflect the basic elemenn the selected strategic option and the
recommendations of this study. No changes inotrexall objectivesvere made, while thepecific
objectivesof the programme were modified to “significantijnprove, inthe short term.the
production and marketing potentiaistly of cotton,secondlythe cotton yarn spinning component
of the textile value chain, artlirdly, clothing sector’s contribution to the economy, eoyphent
and exports in the targeted countries”. While wogkiowards the achievement of these specific
objectives, due consideration was to be given ¢ovihbility of rehabilitating the current as wedl a
recently ceased production activities in textilel afothing value chain.

The “modules” and“components’ concept introduced in the UNIDO Initiative hasebekept as
before, with the necessary modifications to acconet® the proposed priorities in the above
mentioned objectives. However, there are threebtotdifferences from the UNIDO Initiative
document, which have been explained in the report.

The logical framework of the programmehas been kept basically the same as the framework
given in the UNIDO document, with the exceptiontttiee scope is not the total CTC value chain,
but only the selected components of the textile vahancpresently the cotton yarn spinning
only, and also selected clothing investments.
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The budget related to the‘selected preliminary activities’has been prepared by allocating
indicative costs to each of the selected activitidsich have been suggested in this study. Total
budgetary allocations related hze selected preliminary activitiesnount to€ 2.2 Million, while

the budgetary allocations of the modules and corapinof the UNIDO Initiative document add
up t0€20.41 Million. In other words, the total budgeted expenditurehef gelected preliminary
activities is roughly 11% of the total budgetaripehtions of the UNIDO Initiative.

The selected preliminary activities will be complgtwithin 2-4 months after the start of the
implementation, with the exception of the ongoirggipdically performed activities, which do not
affect the start of the other activitieBherefore, it is recommended that those activiieshe
UNIDO Initiative, which have been identified as dieg more detailed investigations, should be
completed and evaluated by the project managemam,tand start to thémain phase” should
be given only to those activities which indicatabiity. It is due to the need of the above
mentioned exercise that a revised budgeting cooldbe made for thémain phase” of the
programme at this stage. Therefore, the total bufigare has been kept @20.41 Million.
Similarly, time needed for the implementation o tmain phase” with possible revised activities
will be better known when the evaluation of tlselected preliminary activities’is completed.
Therefore, the total duration of the project, imthg “the preliminary phase”, has been kept at 36
months.

ThelDB has been playing a significant role in the cotteatsr of its member countries. It is due
to this close interest that tHBB has been financing a number of projects, whichtrdmrted
significantly to the improvement of the cotton sestof many Islamic countries, among which
most of the WCA countries occupy a leading positibme action plans of th®B andOIC both
contain capacity building and institutional devetmmnt activities, some of which are similar to the
activities foreseen in other initiatives, namelysd developed by thgNIDO, UEMOA, etc.
Examples common to all of these projects inclutle,detting up of cotton research centres, fight
against contamination, improvement of cotton qualitcotton classing, grading and
standardisation, standardised instrument testingptibn, etc. It may be appropriate that IBb&
would have interest in sponsoring some of thesgepi® solely or with the participation of other
organisations. ThéDB may also facilitate the cotton trade in which WCaduntries can export
their cotton, with théDB as an intermediary, the mechanism of which wasrde=d in this study
in some detatf.

Finally, the study lists various factors which mefyect the success of the Technical Assistance
Programme and ends with a concluding remark tleaptbgramme’s success and sustainability lie
at the hands of all stakeholders involved, inclgdime local beneficiaries.

'7 (see Section 5.3.2.3)
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CHAPTER |

1. INTRODUCTION
1.1 BACKGROUND

Cotton plays a significant role in the economies\fst and Central African countri&swith 2 to

3 million producers and around 15 million peopl@@eding on cotton, the sector’s contribution to
the GDP of these countries ranges from 5 to 9%hoAlgh there is a potential to increase the
contribution the sector makes to economic growtti poverty alleviation in the region, there is

also a very real danger that it will in fact logsegnd in a quota free market.

UNIDO and the Islamic Development Bank have emédrlon a programme to enhance
production efficiency as well as international catifiveness of the cotton value chain in West
and Central Africa. The main objective of the paogme is to enhance the contribution of the
cotton sector to the gross domestic product, enmpémyt, export earnings and reduce poverty.

1.2 SCOPE OF WORK

The purpose of the projectis to prepare a comprehensive programme and action fptathe
development of the components of the cotton valnainc with a focus on the supply-side,
particularly to enhance competitiveness and expateéntial. The programme seeks to enhance the
cotton sector’s contribution to the GDP, employmamd exports. It also presents itself as a viable
contribution to the efforts aimed at reducing poyen the WCA countries.

Purpose of Assignmentlt is to study and evaluate the experiences l&csed countriegindia,
Turkey, and Egypt) in the implementation of strategies employed toettep the cotton sector,
particularly to enhance value addition at everygstaof the value chain (farmers-cotton
transformation-textiles—garment enterprises). Sssfoé experiences to be identified and
developed as strategic options to promote the madator in cotton-producing WCA countries. A
copy of the report will be shared with the Islarbievelopment Bank (IDB). The work has been
conducted in the following sequence:

Identification of the needs and priorities: Through desk research and consultations with
stakeholderS, the problems have been assessed, together witietrds and priorities.

8\West African Countriesnclude Benin, Burkina Faso, Guinea-Bissau, Cotedre, Mali, Niger, Nigeria, Senegal
and Togo, while Chad and Cameroon are frin@ Central African States

The key stakeholders of the programme afEhe regional and national governments; cottonnfars and their
representatives; private and public cotton texstel garment operators; regional and national supastitutions;
including: the investment promotion offices, qualistandardization and metrology infrastructureschnology
centres; trade associations; information struetsiand networks; consumers (textiles and clothing).
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CHAPTER I

2. IDENTIFICATION OF PROBLEMS, NEEDS AND PRIORITIES

Through the desk research and consultations watkebblders, the problems faced by the WCA
countries have been identified, together with theds and priorities of the cotton value chain in
this region. It was considered to be more appropfiest to give an overview of the cotton sectors
in the WCA, before the problems faced were idesdifi

2.1 OVERVIEW OF THE COTTON SECTOR IN WEST AND CENTR AL AFRICA

2.1.1 The Economic Importance of Cotton to West an@entral Africa

Cotton, which is an important cash crop as welth@smajor export commodity in many parts of
the world, has even a greater importance in a nurabdéfrican countries, especially in those
which are situated in West and Central Africa, vehbetween 2 to 3 million households have a
direct dependence on cotton, while this number ansoto some 15 million people when the
indirect dependence is also taken into account.iiit@me created from cotton generates not only
significant export earnings but also domestic feedurity.

World cotton price developments have major impiara in the fight against rural poverty. For
example, it has been estimated that a 40% deatin@ice would lead to a 7% reduction of the
rural income in Benin, a typical West African catoroducing countfy.

Cotton’s macroeconomic importance in WCA varienngigantly from one country to the other.
For example, the share of cotton exports in thal toeerchandise exports was about 30% in Benin
and 56% in Burkina Faso, while it was around 30%Cimad and Mali. Cotton also makes a
significant contribution to the GDPs in the WCA atues(Table 2.1).

2.1.2 Cotton Cultivation in West and Central Africa

Cotton has been grown in the WCA for more than adned years and a significamaditional
textilesindustry has existed in the region for more thary&érs. The cotton industry in the WCA
(in the francophone countries) was pioneered byFtleach state-owne@ompagnie Francaise de
Développement des Fibres Textiles (CFRIBNg with numerous national cotton companies)evhi
in east and south of Africgparastatal marketing boardand/orcooperative unionsvere actively
engaged in the cotton production and marketing tiets.

After the independence of the WCA states in 19%é, €FDT remained a shareholder in each
parastatal as a monopoly in ginning and marketpeyations. Between the years 1980-2000, share
of Francophone Africa in total world cotton expoitgreased from 4% to 15%, due to very

2 “Development of the Cotton, Textiles and Garmealu¥ Chain and Networks in Africa: Supporting Traafed
Building Productive Capacity”, UNIDO Document (2006
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efficient services by the CFDT in cotton cultivatjoesulting in high production yields with good
quality cotton.

In WCA, most of the cotton is grown in Sahelianasewhich generally benefit from annual
rainfalls ranging from 600/700mm to 1200/1300mmmedy in the coastal countries, suak
Benin, Togo, Ghana, Nigeria, and Co6te d’lvoireCotton is also produced in rain fed regions,
where landlocked countries, suchMali, Burkina Faso, Niger andChad are situated.

In WCA, cotton is produced using relatively low & of inputs and relatively cheap family labour
compared to many other cotton producing regionthénworld. Harvesting is invariably by hand-
picking, which means securing better fibre lengttompared to those obtained with machine-
picked cotton elsewhere in many parts of the worldt is largely due to the low cost production
factors that cotton cultivation in WCA has showdramatic expansion, which enabled significant
increases in exports, which, in turn, contributedhe improvement of incomes, livelihoods, as
well as facilitating better access to social amesisuch as schools, health centres, pharmactes, et

Cotton is generally produced as a cash crop onl $amaily farms,with an average size being less

than one hectardistorically, there have been very few alternatash crops in the Sahel. These
alternatives are still limited to cereals, maizel aegetables. Cotton seed oil, which is used for
human consumption, is produced from crushed catgmus, while, at the same time, animal feed
is obtained from the cotton seed meal, which, m,taontributes to livestock breeding and to milk

production.

Cotton production in WCA has rapidly increased otee recent decades, rising from some
150,000 tonnes of cotton lint in the 1970s to dvemillion tonnes in 2006. Especially, over the last
20 years, cotton production has quadrupled andatka allocated to cotton growing has been
increasing at an average rate of 16% per year.uetmeh, consumption, export and import figures
of the WCA countries for the 2005/06 season arergimTable 2.2.

Developments of cotton exports between the 1982@¥6/07 seasons are shownTiable 2.3.1t

can be seen from this table that total cotton aspivom WCA showed a remarkable increase
from 185 000 tonnes to just above 1 million tonhesveen this period, and that Burkina Faso has
emerged as the leading cotton exporting counttig@d by Mali, Benin, Cameroon, etc.

Cotton production is usually onemong several agricultural and non-agriculturalivacts
undertaken by farmers living in WCA. In a way, ouottis normally part of a diverse production
system involving not only cotton, but also, as nwred above, cereals, vegetables and other
crops, which would satisfy farmers’ consumption ammbme needs.

Cotton has been regarded as a major example afcaéss story” in the agricultural development
in WCA, due to the integrated approach, which heenbadopted mainly in the cotton cultivation.
The so calledcotton system”,provides:

L However, it is often the case that contaminatimréases with hand-picked cotton if special caneastaken.
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A\

the procurement of inputs (fertilizers, pesticidss, ),

> the supply of agricultural services (extensionjniregy and supervision, and support for
producer organisations),

the organisation of marketing, and

> the setting-up of basic economic and social infteestire, such as roads, schools, health
centres, etc.

A\

This “cotton system” has produced not only positfeects on agriculture, but also many social
and economic benefits on the rural life, on theneooic development of the cotton growing
regions and on the overall economy of major copiducing countries of WCA.

It is important to note, however, that cotton prcithn and trade have become vulnerable to
external factors, owing to the serious price vbtes in the international markets, especially
during the recent years. Despite of various attemptlessen the negative impacts of price
pressures, caused mainly by the price distortingegoment measures, especially those given by
the developed countries, it can be stated thdé progress has so far been made in that directio

Some have also argued that farmers might benefih fthe diversification of income-earning
opportunities in the long term, either with newsar with non-agricultural activities. However,
it is evident that exercising this option will neséate very long time and considerable investment
to develop economically feasible diversificationpoptunities. It will not be, therefore, wrong to
suggest thatotton is likely to remain important in the shatid medium-term in WCA.

2.2 IDENTIFICATION OF PROBLEMS FACED BY THE WCA COU NTRIES

Problems faced by the African countries in generadl the WCA countries in particular, related to
their cotton sectors have been reported in mardiegsuThe problems which had been identified in
a recent UNIDO study have been grouped below.

2.2.1 Problems at the Sub-Regional and National LeV
A. Lack of regional and national strateqy forthe development of the cotton sector
The absence of regional and national strategisgigrmainly due to the following weaknesses:
* Weak or missing involvement of stakeholders, entenaxd mainly in the interaction,
strategic thinking, enabling governance and sdeitored visions,
« Absence of methodology, tools and mechanisms, whiebuld assist the
identification of priorities and effective formuiah of developmental strategies,
e Weak and limited competence in the formulation dafligees and operational
strategies.

B. Weak cotton quality management systems
Cotton quality management systems are weak due to:
* Inadequate capacity for grading and testing theondtbre,

22«Development of the Cotton, Textiles and Garmeaiu¥ Chains and Networks in Africa: Supporting Teaxhd Building
Productive Capacity”, UNIDO Document (January, 2006
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* Lack of accurate instruments for measurementsdthe only a few equipment for
the instrument based measurement of cotton quality)

» Lack of quality assurance programmes,

* Absence of effective measures to reduce contaromati cotton fibre, and

» Lack of an African standard for cotton.

C. Weak capacity of institutional infrastructure and lack of marketing system
Absence of a highly developed institutional infrasture in WCA leads to the:
* Lack of an accurate public information system, whis pre-requisite for a well-
functioning cotton market,
* Inability to set standards that allow market agetdsassign resources more
efficiently, and
* Inability to take corrective measures in the cdsmarket failures.

D. Lack of necessary productive capabilities

* InWCA, less than 2% of the cotton produced gogzrdcessing internally,

» Despite the approval of various plans to incre&seldcal processing capacity, no
significant progress has so far been achieved ig dhection, which is quite the
opposite to most of the other cotton growing depiglg countries, including Turkey,
China, India, Pakistan, etc., where a big propartb their domestic cotton crop is
processed into value added products for local aopsion and exporfs.

E. Weak capacity for mobilization of domestic invetment and insufficient attraction of

Foreign Direct Investment (FDI):
 Domestic investments cannot be adequately mobjlisgahilarly foreign direct
investment cannot be easily attracted due mosthpt@rnment and market failures,
* Foreign Direct Investments (FDI) cannot be suffitiy attracted.

F. Weak physical infrastructure (energy, water, ommunication):

 Lack of management capacity (mapping, surveying,nitodng) of available
resources and infrastructures,

* Weak technical competencies to adopt innovativéstand technologies to optimize
sectoral inputs and resources,

* Missing integrated information and comprehensiveioni of the needs of cross-
sectoral infrastructures, which reduces the efficyeof decision-making and public
spending cost effectiveness.

G. Domestic textile industry having to compete ith imported cheap new and/or second-
hand textiles
The domestic textile industry is increasingly hyt b

%% China, Turkey and recently Pakistan also have tparhcotton in sizeable quantities in order to cothee needs of
their large textile industries
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* Used (second-hand) clothing articles which are snldhe WCA at very cheap
prices, and
* Cheap imports entering mainly illegally (i.e. witlidhe payment of import duties).

It has become extremely difficult for the domeségtile and clothing industry to compete, which,
in turn, prevents the healthy development of theekstic industry.

2.2.2 Problems at the International Level

A. _Decrease of the international marketnice:
Cotton prices in international markets have rensgppressed due largely to the subsidies given
by the developed countries to their cotton growergorters, etc., which, in turn, cause cotton
prices to decline significantly worldwide.

A big hope and expectation was placed in the Doban@ of Trade Negotiations, in which a
mechanism to deal with this problem was in the dgeilowever, the deadlock reached in 2006,
and the unsatisfactory progress made so far in, 208 diminished these hopes and expectations,
leaving the cotton producing developing countriegeneral, and the cotton producing LDCs of
the WCA countries in particular, in a very diffitstate.

2.3 IDENTIFICATION OF THE NEEDS AND PRIORITIES

Based on the problems encountered at the natioggipnal and international levels, the needs

associated with the solution of these problems la¢s@ been identified. Furthermore, based on the
available information related to the cotton sectwr8VCA both on national and on regional basis,

an attempt has been made to identify the prioritedsted to each area needing attention. Priority
levels, marked a8mmediate”, “medium term”or “long term” are also shown for each activity.

2.3.1 Needs and Priorities Related to the Regionand National Cotton Strategies and
Government Policies

) Review the developments related to regional anshmait cotton strategies and, where
and if necessary, make modificatiqnsedium term)
i) Identify the problems encountered as a resultfoirmes for higher levels of efficiency

and productivitimmediate)

1)) Monitoring and controlling the exchange réteedium term),

Iv) Review the national and regional strategies forGlo¢ton Value Chain Development
(spinning, weaving, knitting, garment or handicr@fnmediate).

2.3.2 Needs and priorities related to cotton qudy improvement and certification
i) Review of African Cotton Standar@sedium term),
i) Seed cotton classignmediate),
i) Classing lint cotton on instrument based qualitsapeeterdmedium term),
iv) Minimising or eliminating the occurrence of contaation in every stage of cotton
production cycl§immediate),
V) Quality assurance in ginnir{gnmediate),
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Vi) Regional cooperation on cotton research and quatipyovemen{medium term).

Given that financial and technical resources aretéid in WCA, it would be the most efficient
approach to identify problems and apply scientkiowledge to find solutions at thegional
level.

2.3.3 Needs and Priorities Related to Lint Cottorexport Marketing
) Providing also the HVI data when selling “on tygeiedium term),
i) Use of Universal Cotton Standar@sedium term),
i) Development and use of the African Quality Labeldotton(medium term)
iv) Cotton trade promotion and the preparation of adgfor exporterémedium term)
V) Setting—up of a system to obtain feedback fromettport marketgmedium term),
Vi) Utilising risk management tools in export marketofgotton(immediate).

2.3.4 Needs and Priorities Related to the Institusin Building
Capacity building related to producer organisatiorsearch and development centres, institutes,
testing laboratories, training centres, etc., drefaitmost importance in the successful condduct o
the activities related to the WCA cotton sectopeesally the following:

) Capacity building on producer@sations, producer groups, etgnedium term),

i) Establishment of a research and development itstiin cotton (seed breeding, soll

management, bio-safety programmes, efmgdium term),
i) Establishment and rehabilitation of cotton testiagd classing laboratories

(immediate),

Iv) Establishment of a cotton production training centwvith extension services
(immediate)

V) Establishment of a textiles and clothing researuh @evelopment institutenedium
term),

Vi) Training centres for textiles and clothing prodaotimedium term).

2.3.5 Needs and Priorities Related to the Improvement ahe Financial Infrastructure
Particular emphasis should be put on instituti@ekngements and capacity building, in order to
generate public awareness about the anticipatedhdial risks and to reduce transaction costs
through greater transparency. The following insittu building and capacity building are of great
importance:
i) Establishment of a well functioning bankirgystem on national regional and
international level for the smooth functioning tdde, payments, etc., (immediate),
i) Gaining access to global financial mark@tedium term),
i) Strengthening the capacity for the mobilizationdoimestic investment and for the
attraction of Foreign Direct Investment (FDlnedium term).

FDIs must be attracted sufficiently in order to incredise productive capacities for processing
cotton, which would increase its value addition axgphand the employment capacity. With the
development of enabling services and methodologiese countries can place their economies
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within the global networks and value chains of mmaltional enterprises, at the same time attract
cross-border SME investments and gain access baldlimancial markets.

2.3.6 Needs and Priorities Related to the Weak Phgal Infrastructure (energy, water,
communication, etc.):
i) Improve the management capacity (mappsagveying, monitoring) of available resources
and infrastructure@medium to long term),
i) Improve the communication netwdrknmediate),
iii) Improve technical competencies to adopt inmmye tools and technologies to optimize
sectoral inputs and resourdesedium to long term).

2.3.7 Needs and Priorities Related to Making the Domesti@extile Industry Compete with
Imported Cheap (new and/or second-hand) Textiles
Although the consumers, especially the poor andehwith medium and low income level, have
benefited from cheap textiles (new or used), gvsglent that these cheap products have severely
damaged the local industries. Firms who used toufaature for the domestic markets can no
longer compete with these cheap imports. They dapraaluce competitively for export markets
either because of the severe competition encouhta@nly from the low cost Southeast Asian
countries. Therefore, there is an urgent need to;
1) Evaluate the imposition of more realistically detered import duties on second-hand
clothing(immediate)
i) Establish a more effective customs control meclmasi® ensure that new items are taxed
appropriatelimmediate)
iii) Assist the small and medium-scale T&®@ghucers to improve their productive capacities to
make them more competitive on regional and evebajlmarketgimmediate)

2.3.8 International Strategies

Future outcomes on the Doha Agenda in general artie agricultural negotiations in particular
do not appear to be easy to forecast, since ndkiwreagh has so far been made to overcome the
present deadlock. However, there exmtsurgent needfor the WCA countries to utilise the
existing opportunities in gaining the necessaryvkmow and expertise for strategies involving
international negotiations in general, and the adfural negotiations (including those related to
cotton, in particula(immediate).
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CHAPTER Il

2. MAJOR INITIATIVES RELATED TO CTC VALUE CHAIN OF THE
WCA COUNTRIES
It was during the recent years, especially sooar dfte“Cotton Initiative”, voiced by Benin,
Burkina Faso, Mali and Chad in the WTO Ministefié¢eting in September 2003 that awareness
was raised on the vital importance of cotton faroasiderable number of African countries and
that cotton was successfully and predominantlygdamn the Doha Development Agenda.

Various international organizations, such as the, 'WB-, UNIDO, UNCTAD/WTO, FAO, ITC,
OECD, the West African Economic and Monetary UnigW/AEMU/UEMOA), the Islamic
Development Bank (IDB), together with the Organ@abf Islamic Conference (OIC), in addition
to the economic and political unions, such as thle & individual countries such as the USA,
Japan, France, Germany, the Netherlands, etc., dhtaken steps in demonstrating their interest
and readiness to assist the cotton sectors of abbr&n African Countries.

The following are the major initiatives, which haween taken up recently:
- THE IDB / OIC INITIATIVES,
- THE UEMOA COMPETITIVE COTTON AGENDA,
- THE UNIDO COTTON INITIATIVE,
- THE EU INITIATIVES, and
- THE OTHER INITIATIVES
In the following section, the major features ofgbenitiatives will be reviewed.
3.1 THE IDB / OIC INITIATIVES
3.1.1 Technical cooperation activities by the IDBelated to cotton

3.1.1.1 1st Expert Group Meeting (EGM) on Cotton
The 1st Expert Group Meeting (EGM) on cotton eatittEnhancing Production Efficiency and
International Competitiveness in IDB Cotton-ProdwgiCountries"was held in Jeddah, Saudi
Arabia on 22-23 March 2005. Eighteen experts fromblip and private companies and
productivity centres of cotton producing member rdoes attended this meeting General
Framework and an Action Planwere developed for enhancirgpoperation, productivity and
competitivenesgmong the cotton producing member countries

A. General Framework:

41



The EGM identified major challenges and/or constsafaced by these countries in strengthening
their production efficiency and international corifieeness, as well as the priority areas to
enhance cooperation among cotton-producing memtgntces. The EGM also highlighted the
possible role of multilateral financing institut®rike the IDB.

i)_Major Challenges/Constraints The following major challenges/constraints in cotto
producing member countries were identified:

» Limited access of cotton growers to inputs neeftgdachieving high yields in many
countries, particularly in the African cotton-pradig countries.

» Poor supply of inputs due to insufficient prodaati high costs and poor infrastructure.

» High levels of the cost of production for farmehge to a high dependence on pesticide
based production practices and lower yields.

» Limited access to many emerging technologies (ltke use of biotechnological
applications and rapid instrument testing).

» Unavailable means and resources for direct comeations among cotton-producing
countries.

» Small size of growers and further fragmentationlasfd into smaller units, making it
difficult to adopt mechanization of cotton prodoctiand harvesting.

» Weak role of the private sector in cotton produttiprocessing and allied industries.

» Limited resources for cotton research and forittedneet the production needs.

 Weak institutions and bureaucratic procedures ctaffg production and research
efficiency.

* Inadequate price levels for quality cotton prodlatue to various reasons such as
contamination.

» Traditional ways of marketing cotton and slow ptization processes in the sector.

* Weak domestic consumption in cotton-producing toes, particularly in WCA.

» High subsidies given by developed countries, tagpln artificially low cotton prices.

* Insufficient public and private investment duettie production and price uncertainties.

» Scarcity in irrigation water and inefficiency irater use in cotton cultivation.

i)_Priority Areas for Cooperationt The EGM identified the following four major prioyit

areas, namelyproduction, marketing, institutional developmend &mancing.
Production: Cooperation could take place on:

» production practices models,

* up-to-date irrigation systems,

 cotton standardization and grading systems afitireery level,

» developing of the high yielding varieties,

« certified planting seeds,

* least use of pesticides,

* biological control,
* agronomic management, and
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* transfer of technology.

Marketing : IDB cotton-producing member countries could:

» cooperate in the enhancement of domestic consamatid export promotion,

* help each other in the promotion of an orderly afficient marketing of cotton by
developing, disseminating, and encouraging the afseniversal cotton classification
standardsand by sharing market news that meets the needsx@attations of the cotton
and textile industries.

Institutional Development The cotton sector suffered from the absence ofialsed institutions
both atregionalandinternationallevels. These institutions were;

* an international research centre,

» an international germoplasm centre, and

» aregional cotton classing laboratory for Africauntries
At the same time, more efforts were required taldsh and strengthenational specialized
institutions, particularly those dealing with traig, research and development. The regulatory
environment also needed improvement in order t@eod the role of the private sector.

FinancingCotton farmers mostly suffered from the lack ordeguacy of the financial sector in
rural areas. The IDB cotton-producing member coestneeded assistance:
* to establish commodity funds (contributed and madday farmers themselves),
* to rebuilt the rural financial facilities for praling emergency seasonal credits,
* to combat price volatilities by using risk manageftrtechniques,
* to finance projects related to infrastructure degeient,
* to finance projects for the manufacturing of fand ginning machinery, etc., and
* to provide facilities for export financing and citeguarantees,

B. The IDB Action Plan:
To promote cotton production efficiency and comjpethess, the EGM recommended the
following actions anational, regional and IDB/international levels:
Actions at National Level
» Enhance farmers’ awareness for improving progitgtand production quality on cotton
through technology transfer,
» Adopt precise measurements of quality charattesithrough instrument-based systems.
* Improve ginning which constitutes the weakedt Imthe cotton chain,
» Enhance the private sector participation in thgton chain, including variety development
and seed production,
» Adopt adequate intellectual property rights ligien in order to enhance the role of the
private sector,
» Develop bio-safety regulations and educate thblipuabout the new technologies
(biotechnology and others) in order to remain caitige in the international cotton
market,
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* Rebuild rural financial facilities with the viewaf providing emergency seasonal credit in
the medium term and enhance the role of small grdun the rural financial system,

* Undertake suitable measures for greater marketdlisation in order to enhance cotton
productivity and international competitiveness,

* Provide assistance to improve water use effigiext¢he farm level, and

» Support the private sector to enhance domesiicaodton consumption for value addition.

Actions at RegionallLevel
» Establish a network of researchers and start torcatewsletter to keep IDB member
countries connected to each other,
» Establish a regional cotton-classing laboratoryAfsican countries, and
» Strengthen transport linkages of landlocked cefimyducing countries.

Actions at thelnternational/IDB_Group Level
» Support facilities for sharing experiences and $mecialized training in areas like
integrated crop/pest management among member cesjntr
» Disseminate information about best practices rdlébezero pesticide plant production in

countries like Syria and productivity enhancementhie spinning sector in countries like
Pakistan,

» Provide support for cotton development programs prmjects, particularly related to
marketing and vertical expansion,

» Provide assistance for improving training facibtia cotton ginning,

» Support quality farm and ginning machinery manufdag in IDB member countries,

» Support commodity funds aimed at reducing cottoieesr and production uncertainties
through the national development financing insiatos,

» Sponsor small and short-term research projectteckta production and fibre quality,

* Facilitate cotton intra-exports by providing exporédit guarantees/financing to promote
cotton trade among IDB member countries,

» Contribute in upgrading one of the existing gernaspt facilities to an international
germoplasm centre on cotton and prepare a germopatalogue.

General Action
Many of the issues could be resolved hbgl#shing a commercially viablmternational Cotton

Research Centreapable of providing a variety of cotton relatedveees to cotton producing
countries.

C._The Implementation of the IDB Action Planand progress achieved
The IDB has been implementing the above mentioeedmmendations within a specibree-
Year Action Plan for Cottonwhich included specific actions that the IDB wotilthnce through
its technical assistance and cooperatipnograms,as well as through itprojects and trade
financing activities The initial total cost of the technical assisenmder the IDB Action Plan
would be around US$245,000 while the total cogtroject and trade financing was about US$55
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million and US$100 million, respectively.
The IDB conducted the followinggchnical cooperation and assistanmgerations:

i) Forum for “Enerqising Trade and Investment in the Cotton Sectin the OIC Member
States” The OIC, in cooperation with the Government of IBaa Faso, the IDB and the Islamic
Centre for Development of Trade (ICDT) organizedFarum on “Energising Trade and
Investment in the Cotton Sector in the OIC MembateS” in Ouagadougou, Burkina Faso on 18-
19 April 2005. The main objective of this forum wasdiscuss the ways and means of increasing
the value addition in cotton sector in Africa.

The Forum agreed on the following recommendations:

» Adoption of political measures by the African gaweients to support their local cotton
industries by limiting imports of low cost textifgoducts,

» Expression of political will at the inter-statevéd among the African Member States in
adopting a set of concrete measures aimed at regpdle constraints to the development
of cotton industries,

» Adoption of adequate measures to support locabeatidustries, such as providing low-
cost energy and reducing taxes to the textile itndhss etc.

i) Workshop on _‘Cotton _Industry in the WCA Member Countriés The IDB organized a
Cotton Sector Workshop on 12-13 June 2006 in Raatpcco. The workshop was attended by
the cotton producers in the Sub-Saharan membertiesitogether with the cotton users in other
member countries, particularly in South-east Asia.

iii) Publication of the Proceedings of the Fst EGM on "Enhancing Production Efficiency
and International Competitiveness in IDB Cotton-Pdocing Member Countries: The IDB
published the proceedings of the First EGM in ortedisseminate the ideas developed in the
various papers and the views expressed during@id.E

iv) Preparation of a feasibility study for “Establishing/Strengthening Two Regional Cotton
Research Centres in_Africa _and Asingoing): This feasibility study was expected to
investigate the potential for the research cenfrem different angles such as marketability,
demand side, location as well as financial and esoa aspects. It would also help the IDB in:

* the identification of the centres,
* the type of activities to be conducted; and
» the mechanism for the exchange of information, scwad experiences among the IDB’s

cotton-producing member countries.

These regional research centres were expected fulpeeommercialized without relying on the
IDB’s financial support in their day to day opecais.

v) Dissemination of Information_on ‘Best Practices on Zero-Pesticide Plant Production
and Productivity Enhancement in the Spinning Sectdongoing): The IDB would undertake an
activity to collect information related to the bgshctices on zero-pesticide plant production in
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Syria and productivity enhancement in spinning akiBtan. This information was expected to help
in improving the technical efficiency and produdihvas well as reducing the cost of production.

3.1.1.2 2nd Expert Group Meeting on Cotton organiz jointly by Turkey and the IDB:

The 2nd EGM orfEnhancing Production Efficiency and Internation@lompetitiveness in OIC
Cotton Producing Countriestvas held in Izmir, Turkey, on 28-30 March 2006 eT2nd EGM"
decidedto review the Action Plaadopted at its first meeting (Jeddah, 22-23 M&@bb) so that a
better understanding about the challenges and apptes of the cotton producing OIC countries
could be achieved and practical ways developechi@amce cooperation in a multitude of areas of
extreme importance. The meeting also agreed, b@s¢lde Revised Action Plan, to provide a five
year programme to be implemented. A Steering Cotemit(SC) was formed, giving
considerations to a balanced representation byt member staté% to collect the necessary
information related to the cotton sectors of th€ @lotton Producing Countries. It was also agreed
that theRevised Action Plamwas to be finalized by the 3rd EGM to be held UTREyZG and soon
after submitted to the 92Session of the Standing Committee for Economic @achmercial Co-
operation (COMCEC?, which was held in Istanbul, on 21-24 November &0@r its
consideration.

3.1.1.3_3rd Expert Group Meeting on Cotton organizé jointly by Turkey and the IDB:
As part of the preparatory work for the 3rd EGMjugestionnaire had been prepared and forwarded
to all cotton producing countries of the Sfc“The Draft Action Plan” later prepared by the
Steering Committee, included the activities andjgmts which could be realized within the
strategic goals and targets of the OIC. In the re@ a Memorandum of Understanding was
signed between Turkey and the IDB, regarding thepeaation related to Turkey's African
Development Strategy. The 3rd EGM was held in AralTurkey, on 9-12 October 2006, mainly
to review the above mentioned Draft Revised Actidan, which was referred to dhe Action
Plan for the OIC Cotton Producing Countries’ Coogeon Development Strategy (2007-2011)”.
After discussing the Draft Revised Action Pléime areas of cooperation and the related strategic
goals were identified as follows:

» Enhanced productivity and production techniquesoitton;

» Strengthening structural capacities of member atsand their organisations related to

cotton;

24 |t was chaired by the writer of this Comparativedt

% Under the chairmanship of Turkey, the Steering iitee was comprised of Burkina Faso (Vice Chaitji and
Nigeria (African Group), Pakistan and Azerbaijars{@n Group), Egypt and Sudan (Arab Group)

% In this regard, the meeting welcomed the offer enlagl the Republic of Turkey (Ministry of Industndarrade) to
hold its third meeting again in Turkey.

2" COMCEC, established in 1981, consists of the mgmatives of OIC Member Countries at ministeraidl, and is
chaired by the President of the Republic of Turke@ MCEC meetings are held in Istanbul, Turkey. (SBH@ was
entrusted with the task of following up the implatagon of the resolutions passed by the Islamiaf€ence in
statistical, economic, social and commercial fielsstudy all possible means of strengthening peration among
Islamic States in those fields, and to draw up progmes and submit proposals designed to increasedstamic
States' capacities in those fields.

% Those contacted were 17 OIC Cotton Producing Quest
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» Developing the processing, marketing, trade artdrmational competitiveness;
» Arranging the necessary finances for the activities

The meeting approved the Plan of Action and forwdrdt to the Government of Turkey for
submission to the COMCEC through the General Saga¢tof the OIC. The IDB was also called
upon to contribute to the financing of the opemwosts of the OIC Action Plan.

COMCEC held its meeting in Istanbul, Turkey on 2l-{8ovember 2006 with the following
decisions: COMCEC,;

» Endorsed “the Action Plan for OIC Cotton Producing Countrie€ooperation
Development Strategy (2007-2011yvhich was adopted at the 3rd EGM.

» Urgedthe participating OIC Member States to take pathetimely implementation of the
Action Plan,

» Requestedthe Member States concerned to nominate their fquaihts for the
implementation of the Action Plan,

» Invited the General Secretariat of the organisations ofQle, IDB, SESRTIC and the
ICCI to organise in collaboration with internatibrzend regional organizations concerned,
an investment forumcomprising of the OIC cotton producing countriegahcial
institutions, textile industries, and research mtwith a view to working out concrete
projects and proposals for the implementation ef @C Five Year Cotton Programme,
also requested from the above mentioned organmsati® monitor and report the
implementation of the ActioRlan,

> Welcomed the offer of the Republic of Turkey to tibe cotton investment foruh

According to the adopted Five-Year Action PlangthCentres of Excellence were to be selected
(one in Africa, one in Arabic countries, and oneAsian countries)with a view of harmonizing
and strengthening research for the developmeriteo€otton sector. Furthermore, there would be a
Mid-Term Review in 2009 for the Action Plan, whitfad a 5-year time frame from 2007 to
2017°.

3.1.2. Projects and Trade Financing Activities oftte IDB

Within the same Three-Year Program of the abovetioeed IDB Action Plan, the IDB had also
financed projects and trade operations since tseEGM, which mainly included the approval of
the following trade financing operations:

)] Trade financing credit for Mali: Beneficiary of this trade financing activity was
Compagnie Malienne pour le Developpement des €ex{iCDTM)and the total
amount wa€46 Million.

i) Trade financing credit for Burkina Faso: A syndicated structured commodity

?* The Investment Forum was to be held between 10e¥@8mber 2007 in Istanbul
% A complete copy of the OIC Action Plan can baioled from:
www.oic-oci.org/english/conf/comcec/Cotton%20ikan%20Plan-En.pdf
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financing facility for €30 Million in favour of theSocieté Burkinabe des Fibres
Textiles (SOFITEXjvas approved for the import of fertilizer to beedsfor cotton
production.

i) Trade financing credit for Burkina Faso: Another syndicated structured
commodity financing facility for€6 Million was approved in favour of thieocieté
Burkinabe des Fibres Textiles (SOFITEX).

iv) The IDB was also intending to provide a financifgus$ 20 Million by way of
leasing to Sudan Cotton Company jointly with thebBiuslamic Bank.

As can be seen from the above mentioned develogm#rgre has been an ongoing initiative
among the cotton producing Islamic countries, wiuotier a large area, ranging from West Africa
to the Central and South-east Asian countries, hichv Turkey has been taking an active part
together with the IDB and the OIC.

Another observation, which can be made from thevalgpven information is that WCA is in the
forefront of any development assistance prograrhis i an important observation because there
should be a certain care taken in formulating wemiaactivities, avoiding duplications or
overlapping. For this reason, it may also be ablesto maintain a close dialogue with all the
organisations, institutions, etc., to avoid suchegessary duplications.

It should also be noted that the main purpose ef dbhove mentioned technical cooperation

activities as well as the trade financing operagiohthe IDB is to enhance competitiveness of the
cotton sectors of the OIC countries in general, #muke situated in Sub-Saharan Africa, in

particular. It is further understood that the IDP&nains committed to taking necessary steps to
contribute to the implementation of the new OIC idwetPlan, which had been approved by the

COMCEC in November 2006.

3.2THE UEMOA COMPETITIVE COTTON AGENDA

The UEMOA had long been considering the developroérat strategy and an action plan for the
development of the textile industries in the UEM@dne. The main objective was to identify the
ways and means by which use of cotton could beasmd in the local textile industries. Following
the basic study on cotton realized by the BOADB@aque Ouest Africaine de Développement) in
2002, the UEMOA made a proposal related‘ttee improvement of the competitiveness of the
cotton-textile chain”. This objective was also in line with the fight awggti poverty, which
necessitated the acceleration of growth by divgrsif the resources and by creating better value
addition, including more employment on the localele in particular by increasing the local
processing of cotton fibre internally, instead pperting as lint cotton.

3.2.1 Characteristics and problems related to the CTC chia in the UEMOA Zone**
A large part of the lint cotton is exported frone tiEMOA zone to other countries, where they are
processed into textiles and subsequently manufedtimto clothing items, among which the

®1 Findings of the % Workshop held in Lomé in November 2002 have kegely utilized in this report
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artisanal textiles and garment manufacturing occapysignificant share. The other major
characteristics and problems associated with th@ @ilue chain are listed below:

» There were around 40 textile units, which had bestablished in 1960s. Currently, only 20
of them were in operation, however, well below thastalled capacities, although 7 of
these units had been subjected to restructurii§as,

» Cote d’'lvoire occupied the leading position in tiegional market, followed by Senegal,
Benin, Mali, Burkina Faso, etc. Local textile ddishments in the UEMOA zone
controlled less than 20% of the regional marketreshaAccording to the estimates, the
regional textile market was composed of: 7% domegtoduction; 17% used clothing;
17% registered imports, and 49% illegal imports ithte UEMOA countries.

» Cotton yarnspinningappeared to beompetitivan the UEMOA zone; the comparative cost
of production in the UEMOA Zone was the lowest, wiemmpared with other countries,
such as the USA, EU, Thailand, India, etc.

» Cost of electricitywhich is a major cost factor in yarn spinning, edrsignificantly within
the UEMOA countriesbut it was generally more expensive than in moshefdeveloping
countries, which were competitive in world cottoarty market¥. This will be a critical
factor when future development strategies will be@ated.

» Due to high cost of energy and other factaveavingand finishing operations are also
uncompetitive when compared with the cost of thpdrted products.

» When compared with the international standardsatikaly low productivity in the
UEMOA zone was another important factor for the ampetitiveness in the textile and
clothing manufacturing,

> Lack of adequate training and education for théleeand clothing manufacturing was also
a major negative factor limiting improvement in t@&C value chain.

The above mentioned features need to be takenaodount when the development alternatives
related to the textiles and clothing sectors arbeoevaluated for WCA.

3.2.2 Financing and actions taken by the BOAD fortte promotion of the CTC*
The BOAD had taken some major steps in order tonpte the development of the cotton-textile
value chain within the UEMOA zone.

3.2.2.1 _Projects financed by the BOAD in the tion-textiles value chain
Until mid-2004, the BOAD financed 21 projects, wightotal investment need of 823 Billion
FCFA, of which:

- 37% (10 projects) were related to cotton products,

- 30% (5 projects) were related to the ginning invesits,

- 18% (6 projects) were related to textiles industiestments,

% The energy situation of the UEMOA presents stra¢thandicaps, which do not make it possible tosider a
significant improvement in the cost in the short ru
33«1 a Filiere Coton-Textile dans I'Espace UMEQAresentation by BOAD in the EU-Africa Cotton Foru(@004)
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15% (6 projects) were concerned with the infragtmad investments.

3.2.2.2 Actions taken by the BOAD to promote the cotton-tetile value chain in the

UEMOA zone:

A. The 1st Regional Workshop on the CottoiChain within the UEMOA Zone: This

workshop took place in March 2002 in Lomé. The thewmh the workshop was on cotton crises.
The principal conclusions and recommendationsisfiwlorkshop were as follows:

(i)

(ii)

Emergency Plan:Participate in the WTO negotiations on cotton,alelishment of a
balanced approach between the cotton producerghendotton textile industries,
fight against illegal imports and subsidised impor

Short term solutions: Encouragement of cotton processing, making thesimvent
environment more attractive for the potential inees initiation of a study related
to cotton processing.

B. The 2nd Regional Workshop on the Cotton &in within the UEMOA Zone: This

workshop took place in November 2002 also in Lofftée topic of the workshop was related to
the transformation of cotton fibre. A number of dband foreign investors, decision makers,
financing organisations, donors and other relataedigs participated in this workshop, whose
conclusions and recommendations were as follows:
» Definition of the conditions necessary for the sfanmation of the cotton fibre within the
UEMOA Zone was established, which included:

the implementation of the Emergency Plan,

improvement of the competitiveness of the cost di@ctcompared with the
advantages offered in the other regions of thedyorl

Development of a regional strategy and an ActicenHbr the Competitiveness of
the cotton-textile value chain in the UEMOA Zone.

» In April 2003 a study was completed on the elimination or reduf the price distorting
effects on the international cotton markets, agsinom the supports given by the
developed countries to their cotton sectors. Thipgae of the study was to prepare a file
which would allow the engagement of consultationthwhe North for defending and
promoting the cotton value chain in the UEMOA Zoimdjne with the WTO rules.

» In June 2003 contribution was made to the organisation of aistérial meeting on the
regional evaluations on the cotton chain in the WEMCEMAC zone with the
collaboration of the UEMOA Commission and the BCEA@this meeting, a declaration
was adopted to defend and promote the cotton chdhin the UEMOA/CEMAC zone
with a common strategy.

» In December 2003, the UEMOA Competitiveness Agdaddhe Cotton-Textile Value
Chain within the UEMOA Zone was adopted.

50



3.2.3 Major provisions of the UEMOA Competitive Coton Agenda
The Decision of the UEOMA to adopt the Agenda for the competitiveness ofcibtiton-textile
value chain in the UEMOA zone was comprised ofasticles;

Article 1 gave a list of the institutions, which were rethte this Decision.

Article 2 gave a short description of each of the six strateges, which have been included in the
UEMOA Agenda for the competitiveness of the cottextile value chain within the UEMOA
zone, as follows:

Axis 1was related to thereation ofregional fundswhich could be utilised in making domestic
cotton more competitive, so that it could be usgdhe local textile industry. By developing such
a textile industry, it was expected that:

> the incomes of the cotton producers would be enlsamd
> private investments for the processing of locélaowould be attracted.

To obtain the above mentioned objectives, it wappsed to take the following steps
e guarantee a minimum pride cotton growers, in cases of depressed cottiocar
* tax cotton exportgthe amount of the tax being proportional to #neel of the cotton prices),
» tax the imports of used textile and clothing prddat national level,
» tax the imports of all the textile produgigarn, fabric, unbleached, finished),
» grant long term investment incentives to potentaéstors in textiles,
» allow free access to cotton produbigthe textile industrialist within the UEMOA couligs.

The institutions responsible from the implementatmd progress of the above activities were the
UEMOA, BOAD, as well as the individual countriestn the UEMOA.

It is evident from the above measures that theraigetermined approach to support the cotton
producers, make the domestic cotton competitive aechove any obstacles, which may hinder
the successful developments in the cotton-textheio.

Axis 2 was related to the creation and installationrefiional investment fundfor the
development of the textile industry within the UEMQwith the following objectives:

»  Support present textile enterprises as well apttentially competitive ones,

»  Support financing of new investors,

»  Finance the development of the economic infrastinecdf the sector.

To obtain the above mentioned objectives, it wappsed to take the following steps
* Finance the working capital requirements
» Support the restructuringf potentially competitive current companies,
» Contribute to the recapitalisationf these companies, via the entry of new partners,
« Contribute to the modernization investmeagswvell as those with increases in capacity,

% Decision was taken by the Council of Ministershef UEMOA in Lomé, on 22 December 2003. For theeut of
the Decision, visit:http://www.uemoa.int/actes/2003/CM22_12_03/DEC_1802 CM.htm
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Facilitate the establishment of the investarthin the UEMOA zone,
Finance the development of private industrialksar

The institutions responsible from the implementat@md progress of the above activities were the
UEMOA, BOAD, finance organisations, as well as ithaividual countries within the UEMOA.

To ensure success on the above mentioned stepsessecy feasibility studies and other
evaluations were to be conducted. Special effoltedd also be directed towards making the
investment environment as attractive as possibleluding offering to the potential investors
land and buildings at attractive prices and paymeatms.

Axis 3was related to the launching afpermanent sectoral dialogugetween state and the
private sector, comprising all the relevant actidmsthe accomplishment of the competitiveness
on the cotton-textiles value chain. The objectiveésnded to be achieved and the institutions to be
involved were identified as follows:

>

>

Setting-up of a Follow-up Committee to monitor thgenda, (UEMOA, BCEAO, BOAD,
CDE),

Work out a programme and a timetable for a dialoguthe national and regional levels,
(Member States, OPICT, the Follow-up Committee),

Carry out the dialogues at national as well as BMOQA levels, (Member States, national
textiles organisations, OPICT, UEMOA, BOAD, CDE),

Follow-up the total process of the implementatioh tbe Agenda, (the Follow-up
Committee).

Axis 4 was related to the development and implementatibra oegional programme of
formation, in particular through the Centre of Rasgh and Formatiorof Textile Industry. The
following objectives were intended to be achieved:

>
>

Setting-up of a structure of formation on the tiestiprofession on a regional level,
Promote formation on an apprentice basis by a aottal arrangement between
government and enterprises.

To obtain the above mentioned objectives, it wappsed to take the following steps

Restart CERFITEXfter an analysis of the needs of the enterprises,

Work out a device of formatiodirected towards the needs of the textile indusing
incorporate all levels of the institutes, specidizchools by branches, etc.

Propose periods of traininfpr the textiles profession in the existing scisoof formation:
Develop, within the framework of Regional Textile@res, sessions of perfection on the
textile profession and on the needs identifiedi®ydompanies.

Set-up a system of training in the workplalog,creating a “team” of qualified operators,
technicians and engineers, qualified in variousviygt branches, to carry ouin situ
trainings.

Create “turn-key” training programmesn different vocational branches and diffuse these
activities with the multi-media, as a support te giractical professional training performed
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on the machines.
The institutions responsible from the implementatend progress of these activities were the
UEMOA and the OPICT.

Axis 5 was related to the creation wggional centres for technical textilesrxanaged by the
private sector. To obtain the above mentionedaivges, it was proposed to take the following
steps:

* Mobilise the governments on the necessity of segtires,

» Directly imply the industrialists and cotton proéus the benefits of setting up such
technical centres,

* Define the missions of such centres, their objestiv mechanism of operations
(organization, financing of the activities, panpiating textile companies, means to
implement, etc)

* Choose the possible locations of these centres,

* Choose the fields of activity to develop in shortedium and long term (certification,
quality, promotion of labels, etc),

* Plan the activities and recruit the personnel mous centres.

The institutions responsible from the implementatend progress of these activities were the
UEMOA, OPICT and the member states.

Axis 6was related to the launching of a campaign for aneacommunication of the Agenda
and promotion of the UEMOA zone, whose implementagupposes the mobilization of all the
players (the authorities, regional and internationstitutions, international investors and private
economic operators). The following objectives wiatended to be achieved:

» Promotion of the adopted stratedg the Authorities of the UEMOA Member States,
(UEMOA)

» Mobilizing the private sectoraround the vision 2010, (OPICT, supported by CDE
Prolnvest),

» Promotion of the strategy at the international ingtons anddonors,(UEMOA, BOAD,
OPICT)

» Mobilizing the foreign investorsin particular through an Investors Forum (UEMOA,
BOAD, OPICT, CDE)

The institutions responsible from the implementatemd progress of these activities were shown
in parentheses for each defined objective. To obthe above mentioned objectives, it was
proposed to take the following steps:
« Communicate the strategy and challenges reltadethe competitiveness of the cotton-
textile value chain in the 8 member countries eftHEMOA,
* Prepare a communication and a visit plan to daEIMOA state and identify possible
investors to be met during these visits,
* Identify the organisations to be met,
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* Meet the professional organisations of the Eeaoptextile sector (in Germany, Italy,
France),

* Produce “guides for the investors”, “guides tbe donors and financial supporters”,
“guides for the buyers”, etc., on the basis of UEM@ata with all the technical,
economical and environmental indicators on textithustry to be created,

* Organize a training workshop related to the pdoces to be followed for the Investment
Forum.

Article 3 explained the specific attributions of the Membeaiat& of the UEMOA, the
Commission, the BOAD, for the implementation of fkgend&”.

a) The BOAD was charged with:

* Leading the study for the creation and the Itadtan of the regional funddor the
promotion of the production and incentives to tbeal transformation of cotton fibren
order to ensure the incomes of the cotton produaedsto attract the private investment in
the transformation of cotton fibre;

* Leading the study for the creation and instatatof regional investment funds for the
development of the textile industry in the UEMOANEQ in order to support the financing
of the new investors and to finance the developrméie economic infrastructure of the
cotton cluster;

» Organizing, within the framework of the followsl.Committee and with the supporters of
the fund, a round table forum of investors, agddtelow in Article 4.

b) Commission of the UEMOA was charged with the:

« Control of the study relating to the revival betFormation and Research Centre of Textile
Industry (CERFITEX) of Mali initiated with the assance of the Centre for the Enterprise
Development (CDE) for the installation of a regibpeogramme of formation to the textile
trade;

» Coordination of the negotiations within WTO whilentmuing the actions which were
within its Agenda for the local transformation @ftion in the UEMOA zone.

c) The Member States would take care of the:

* Installing regional specialized centres for the technical itegtintended to support the
technological levelling of the cotton chain;

» Launching ofa sectoral dialoguearound all the players for the implementationstiod
competitiveness of the cotton-textile chain;

» Launching of a communication campaign of the Algethus defined and the promotion of
UEMOA zone on the development of the cotton chaid, in a general way, by taking into
account the orientations and the objectives ofAtpenda in their national policies.

% The complete agenda (in French) can be accessedgh:
http://www.uemoa.int/actes/2003/CM22_12 03/Are&DEC 15 2003 _CM.pdf
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Article 4 described the organisational set-up foreseen feretkecution of the Decision, which
included setting up of a follow-up Committee, by tGommission of the UEMOA, and gathering
the representatives of the Member States, the Cesion, the BOAD, the BCEAO and the
Regional Consular Chambers as well as externah@arteager to contribute to the realization of
the Agenda. The follow-up Committee would repaitt,least once every financial year, to the
Council of Ministers of the UEMOA on the executiohthis Decision. It would make proposals
related to the realization and the deepening ofAthenda. They were to engage by this approach
the dynamics and a process of consistency of thienad policies around the objectives of the
Agenda for an increased valorisation of the cotexiile value chain in the UEMOA zone.

Article 5 emphasized that the cost of the various actiorth@fAgenda would be evaluated in a
thorough way by the Follow-up Committdeor the establishment of the textile facilities essary
for the transformation of 25% of the cotton prodostof the UEMOA from 2003 until 2010, the
volume of investment necessary was estimated ab#lith FCFA within the framework of the
above noted basic stutf. For the mobilization of the necessary resourchs, Eollow-up
Committee was charged with the preparation of &astors’ forum.

Article 6 specified that the Member States of the UEMOA, @oenmission of the UEMOA, the
BOAD and the BCEAO, all in perfect synergy, were dnarge with the implementation, the
follow-up and the execution of this Decision.

3.2.4 Future vision for the cotton-textile chain othe UEMOA
The following objectives were set for the UEMOA Qoatitiveness Agenda:
» Processing of the 25% of domestically producedooott
» Creation of 50 000 industrial employment (15 O@@at employment in the cotton yarn
spinning, and 35 000 employment in the artisandllés and other undertakings,
» Development of know-how (particularly in artisahandcrafts)
» Development of the necessary regional economiastifuctures,
» Diversifying the activities to be undertaken

The development strategy of the cotton-textile gathain was to be followed in two phases:
(i) The development of cotton yarn spimjin
(i) The development of the integrated complex pssing and production facilities for the
domestic and export markets (cotton yarn spinnvegving, dying, printing and garment
productions).
The realisation of such a vision will be based ertain actions, such as:
* Initiate permanent research efforts on competiegsn

% Despite various attempts, a copy of the feasjbiltidy on which the UMEOA Competitive Agenda heshlbased,
could not be obtained. Any opinions expressed aodgsals made on the UMEOA Competitive Agenda baea
done so at the absence of this feasibility study.
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* Mobilise the economic players of the sector in otdeovercome the problems
associated with the competitiveness and defindalkey factors of the new vision
for the future and the objectives of a long termovgh of the total value chain,

» Organise the implementation of the initiatives adawg to their priorities by all the
players of the sector.

3.2.5 Progress made in the UEMOA Cotton Competitive Agend

Through the extensive desk research conductedast ot been possible to obtain sizeable
information, related to the progress made so fathen UEMOA Cotton Competitive Agenda.
However, UNIDO has conducted studies to improvedhality of WCA cotton under UEMOA
(Union Economique et Monétaire Ouest Africai@@)ality Support Programme.

3.3 THE UNIDO COTTON INITIATIVE

3.3.1 Background

The basis of the UNIDO Cotton InitiatiV/avas its new Trade Capacity Building (TCB) Initiatj which
had been launched in 2002. The aim of this ini@tivas to enable théeveloping countries to
participate in international trade by strengthentiihgir supply capacities. In the meantime, there
has been a gradual progress towards reducingstaaiifi quota barriers to trade in general.
Furthermore, there have been special initiativesgrising preferential treatments to developing
countries’ exports, such as:

- the ACP country access to EU ( recognised by thg EU
“Everything but Arms” initiative ( recognised byaHeU);
- The African Growth and Opportunity Act, AGOA (recosed by the USA), eif
Unfortunately, despite these preferential treatsientost of the developing countries have not
been able to benefit from globalization and intéoral trade because of their limited supply

capacities, with no major surplus production. Besjdhey are often unable to comply with the
international standards and technical regulatiassch are generally required for exports.

It is a fact that standards and technical regutativzave become real obstacles to the exports of the
developing countries. However, these countries haweother option but to comply with the
international standards and regulations, if theptvwa participate in international trade.

UNIDO, has launched the UNIDO Trade Capacity Buidgi(TCB) Initiative in order to:

- Enable developing countries to establish infrastmas, which were essential for the
assessment of quality and conformity (i.e. stanglardhetrology, -certification,
accreditation),

- Provide assistance to the sectors, having high rexotential, in upgrading
product/production quality and complying with stards and regulations for exports,

$"“Development of the Cotton, Textiles and Garmealu¥ Chains and Networks in Africa: Supporting Teaahd
Building Productive Capacity”, (UNIDO), January (@6)
% A more detailed explanation will be given on thstiatives in Sections 3.4 and 3.5, respectively
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- Further integrate by promoting investment/partngraimong the SMEs.

UNIDO TCB Initiative also developed partnership armboperation possibilities with
complementary international, regional and natiamrglnisations. UNIDO had also developed the
“3Cs” Approach, which would allow the beneficiary countries tatpapate in international trade
and, thereby, increase their exports. The mearfiniged3Cs Approach” within the context of the
cotton sector projects was simply as follows:

- Enhance theOMPETITIVENESS of the supply capacity of CTG Value Chain,
- Ensure thEONFORMITY of CTG products with international standards;

- CONNECT efficiently CTG products to national, regional amternational markets
(Figure 3.1).

In order to promote regional cooperation and regjiagkills specialization, UNIDO proposed to
establish the technical centres at the regionalkaberegional level@~igure 3.2).

An examination of Figure 3.2 indicates the suitakyl and appropriateness of the selection [of
these regional and sub-regional centres, since thifoice clearly reflects the area of
specialisation and progress of the countries wittilmee CTG value chain.

3.3.2 Interventions
3.3.2.1 Global objectives throughout 11 African Stes—Overall objectives, specific objectives,
outputs and actions:

The overall objectivef the UNIDO proposal was to assist African cotfmnducing countries to
improve their capacities to participate in muleiat trade and, ultimately contribute to the
alleviation of poverty in the region through theirstainable and stable economic growth, which
they could progressively achieve.

The specific objectives the initiative were to enhance the contributibe economy, employment
and exports by the target countries, through tbeiton and textile industries. The programme’s
activities were based on three modules, with witigkas aimed to:
i) Develop and upgrade the Productiad Supply Capacities of Cotton-Textile-Garment
(CTG) chain;
i) Improve Quality Conformity of African manufacturéiTG products to International
Technical Requirements;
iii) Further integrate local cotton producers into thdtNateral Trading System.

While carrying out the above activities, particuktention would be paid to the building or
reinforcement of local capacities in the followiageas:

- Management of technological change;

- Marketing and commercialization of cottologucts on the international market;

- Development of the national and regional sgatier the cotton sector;

- Strengthening investment and technology proomti
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- Building up worldwide partnerships with othestiitutions and enterprises.

3.3.2.2_Modules and Components

Module 1, which focused orharmonizing the sectoral strategiesdupgrading the supply and
productive capacitiesf the CTG sector, was divided into twomponents:one dealing with the
harmonization of the strategieshile the other focusingn enhancing the supply capacitefsthe
CTG sector.

Specifically, Module 1 would work on developing strategies in order émhance the
competitiveness of the CTG sectBarticular attention would be paid to thational capacity
building in the field of good governance amd/estment/technology transfer order to stimulate
andimprove the CTG actors in public and private sestdihe second component would be more
based on technical assistance and infrastructy&cds building.

Module 2 provided technical assistance to the quality suppustitutions as well as to the
production systems

Module 3 was more related towargsomoting regional tradendadvertising /marketing\frican
CTG products on the international markets. It woualat only promote the establishment of
regional and international partnerships but alseestments in CTG enterprises. Other major
actions of this module would include the develophadrexport capacities of cotton or the creation
of a database to include all the cotton enterpo$éise region.

3.3.3 Programme Budget

The total estimated budget for the implementatibthe project proposal w&20.41 million The
implementation of the programme would require ar8§ith period. A total indicative amount ©f
20.41 million (excluding overhead) would be inilyalallocated between the International
Organizations for the provision téchnical assistancandcapacity building

The total indicative budget with the breakdown sost the three modules and their respective
components as well as other important aspectsbeiljiven in Chapter VI, where this Technical
Assistance Programme will be reviewed, based ofitdengs and recommendations of this study.

A thorough examination of the UNIDO Cotton Initiatie will reveal that this programme is weg|
prepared, documented and presented, consistent with overall strategy of the UNIDQ,
adequately covering all the actions which have badantified for the attainment of the clearly
defined objectives, as well as comprehensive ingigdalmost all aspects and areas which hayve
been partly referred to in the other initiatives.

3.3.4 The Involvement of UNIDO in Cotton Sector and Progess made on the UNIDO
Initiative
UNIDO has been supporting the cotton sector sifd€l2and coordinated the following work:
I) Conducting a study to identify an action plan fe@otton quality improvement and the
valorisation of cotton fibres This study was conducted in April 20@¢hich was financed by the
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EU. One of the important findings of the study wag th#e to the favourable growing environment
and the hand-picked cotton, the average qualithefcotton of the UEMOA countries was good and
even better than those which were used as refetenCetlook A Inde¥, in terms of grade, staple
length and micronaire. However, the UEMOA cottoralgy could further be improved through
better control of the ginning process and a reduttof cotton contaminationlhe market value of
UEMOA cotton was, on the contrary, often about 1@4er than the Cotlook A Index. The study
report recommended many actions for the cotton ymers to follow in order to achieve the right
quality of cotton and to make this quality bettecagnized by the importers, spinners’®®ased on
the action plan proposed in the study, UNIDO hdsequently implemented the following:

i) Organising a training session on cotton seed breedinginning, classification and

commercialisation This training session was attended by more tharns2@ir personnel from various

cotton companies in the UEMOA region.

iil) Developing a set of cotton standards for the Wottonn These cotton standards had

been prepared in cooperation withssociation Cotonniére Africaine (ACA)and“Association
Francaise du Coton (AFCOT)”"in order to make WCA cotton increasingly bettecagnised in
world market, which will in turn increase its markalue.

iv) Installation of four HVI equipment for Standardizednstrument Testing of Cotton
(SITC)" : These systems were installed @dte d’lvoire, Mali, Togo and Senegal. With the
proper use of these equipment, various physicarpaters of cotton fibres, such as fibre length,

short fibres, fibre length uniformity, fibre strehgand elongation, micronaire, maturity, colour,
and trash, can be measured and recorded inst&uliaborative work is intensively continuing
with the participating laboratories to ultimatelyake these measurements recognised in
international trade.

v) Publication by UNIDO the first version othe «UEMOA Cotton Quality Manual» in
July 2006 (in French) This manual consists of six documents, including"Quality Plan" and
five "Technical Guides"namely:(1) Production of Quality Cotton; (2) Ginning of &lity Cotton;
(3) African Cotton Quality Standards; (4) Classiiion of Cotton Fibre; and (5) Cotton Trade
Practices. The Quality Plancontains the procedures associated with the imghéation of the
activities described in the five "Technical Guides'The manual is widely used by many

stakeholders, and can be used as a teaching nh&de@ality improvement of cotton.

vi) Comparative Studies With the recently completed comparative studiesnfrimdia,

Turkey andEgypt, UNIDO is aiming to develop appropriate stratedmsthe cotton value chain
mainly in WCA. The main “lessons learned” from each of these cmsthave been identified
individually, and the consolidation report is pgithe subject matter of this report.

39 Within Cotlook A Index a number of US origin 133/cotton are also included.

40| dentification d'un plan d'action d'amélioratiode la qualité et de la valorisation de la qualité doton dans les
pays de 'TUEMOA”, Rapport d'étude Préparé pour legramme Qualité de 'UEMOA, ('ONUDI), (2004)

“I This activity has already been included within #ogivities of the Technical Assistance Programme.
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vii) UNIDO hasrecently coordinated the organisation aof'Regional Workshop on Cotton
Quality and Standards™for the IDB Cotton-Producing Countries in Africdhe two-week
workshop took place in Bursa and Izmir, betweer©2®ber-2 November 2007, and it was jointly
financed by Turkey and the IDB.

viii) UNIDO has also developed a project in cooperatiath vhe Common Funds for
Commodities (CFC) and the ICAC, the Internationaltt@n Advisory Committee, to promote
cotton processing in Mali and Burkina Faso.

3.4 EU INITIATIVES ON COTTON

3.4.1 The EU Action Plan on Commodities and the EBction Plan on Cotton

On 12 February 2004 the EU took two major initiatives concerning tgricultural commodities.
The key objectives of these initiatives were to liaye the income of commodity producers in
developing countries and reduce the effect of amvprice developments.

The firstinitiative involvedan EU Action Plaron agricultural commodities, while tlsecondwvas
related to the support of tleetton sectoiin Africa. The EU also proposed to simplify thétema

to benefit from FLEX, which had been an EU instram® compensate the ACP countries for
short term fluctuations in their export earnings.

More details on the EU’s Action Plan on agriculttsammodities as well as EU’s support strategy
to African cotton are given iAnnex 3.1, while the main aspects of EU’s Africa Cotton Action
Plan are given iBox No: 3.1.

3.5 OTHER INITIATIVES/PROGRAMMES

3.5.1 The West African Cotton Improvement ProgrammegWACIP)

In the Consultative Framework Process, which waabéshed by the WTO Director-General for
the implementation of the mandates, co-sponsoro#ret cotton proponents were urged to submit
cotton sector projects, and projects in any otheas of identified national priorities to the
Millennium Challenge Corporation Account (MCC).

The United Statesalso put in place a new programme, nanigte West African Cotton
Improvement Programme”(WACIP) *3, provided additional funding and is working with the
cotton proponents to implement it. Brief information WACIP is given irBox No 3.2.

3.5.2 Trade Initiatives Promoting Regional Economidntegration

Regional integration efforts have intensified dgrihe recent years in sub-Saharan Africa, which
is expected to result in a significant boost iniwagl trade and economic growth due to improved
economies of scale, reduced transaction costsnaneased productivity.

“2 http://ec.europa.eu/trade/issues/global/developnierit20204_en.htm
434y.S. Announces Launch of West African Cotton Improent Program”
http://usinfo.state.gov/af/Archive/2005/Nov/11-796%html
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Box No 3.1: Main areas of the EU-Africa Cotton Acton Plan

1. International trade: Continue with the WTO negotiations in the Doha Depment Agenda in order to
find an effective solution for cotton, which woule satisfactory to all parties. Continue towarddria
access to existing trade related assistance pregi@mengthen capacity building to defend and natgot
the cotton trade position in the WTO.

2. National & regional strategies: The cotton stakeholders in African countries widbpt a more
strategic perspective to the cotton sector in tb@imtry. This strategic perspective will be bailtthe
existing initiatives and incorporated in the natibdevelopment plans. In order to achieve a comgua,
the knowledge, skills and resources of differeaksholders will be combined.

3. Policies & institutions The governments will create an environment thabfias investments,
strengthens producer associations and encouragesrfa participation in the processing industrythivi
the context of a clear division of responsibilitesaong various institutions.

4. Technological innovationsinvest in the improvement of the productive caiyaof soil in combination
with effective input management, at the same tiaakice the use of pesticides in cotton cultivatiomrder
to avoid negative impact on the environment anchredth of the rural population. Increase informed
decision making capacity related to the expansfaenetically engineered varieties in the African
smallholder economies. Improve the cotton classifom systems by a more extensive use of the HVI
instruments.

5. Risk management & financeReduce the exposure to external price shocksibg usodern risk
management instruments in combination with realigtice formation policies that are based on tladities
of the international cotton market. Utilise thecimtational financial sector in order to have adyedtcess tg
these instruments for the African countries. Imgroapacity building on the price risk management
utilising the services of the World Bank. Furthersyeenhance the efficiency and transparency of self
insurance systems at corporate and sector level.

6. Chain integration: Explore the realistic opportunities for chain iragpn in textiles and clothing
sectors, in particular from a regional perspectevelop restructuring programmes for the exgstéxtile
companies. At the same time facilitate for the ttgument of new private sector enterprises in éxdle
and clothing chain. Incorporate a more concerterdkwa organic/fair cotton production chains at
international and in-country levels.

7. Coordinationt Establish an effective cotton sector coordinasigstem at international, regional and
international levels. At the international levedtablish coordination of the African countries wiitle cotton
donors and with various international organisati@amsduding the ICAC. At the regional level, cooptx on
certain issues, such as the EPA regional integratgzhnological innovation, processing and prodsace
coordination. At the national level, strengthenibess associations, public-private consultatiorslacal
donor coordination. At the national level, strergthusiness associations, public-private consoiitatand
local donor coordination.

- Most of the Sub-Saharan African countries, inclgdime WCA countries, have tariff-fre

D

Box No 3.2: The West African Cotton Improvement Prgram (WACIP)
The West African Cotton Improvement Progr@dACIP) was designed to increase yields &
incomes of cotton producers in West Africa. Thisggam, which targeted the cotton-produc
countries oBenin, Burkina Faso, Chad, Mali and Senegahad a total budget of 27 million US
for a three year duration between 2006-09. Thedatiyities of this program were as follows:

- supporting policy and institutional refofor private management of the cotton sector,

- improving the quality of cotton,

- establishing regional training programsdotton ginners,

- strengthening a cotton biotechnology progra

- expanding the use of good agricultural pcas in cotton-producing areas, including S

degradation and pest management; and,

- improving relationships between the U.S1 ¥WiCA agricultural research organizations.
This programme was mainly based on a US Missioniclwinad made a visit to the abo
mentioned countries in September/October 2004.

and
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$
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access to a number of major markets within a watee of export products. It is, for this reason
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that tariffs are no longer a major concern forgb&ential investors in Africa.

Box No 3.3: The African Growth and Opportunity Act (AGOA) of the USA

The African Growth and Opportunity AQAGOA), which came into force in 2000, offers varigus
incentives for African countries to continue thefforts to open their economies and build free mexka
condition fort he eligibility to benefit from theca Amendments to AGOA, also known A6OA 1l , was
signed into law in 2002 . AGOA 1l substantially expls preferential access for imports from benedicja
Sub-Saharan African countries.

The AGOA Acceleration Act of 200AGOA I1ll) extends preferential access for imports from Leizey
Sub Saharan African countries until September 28%fends third country fabric provision for thresays,
from September 2004 until September 2007; and gdesviadditional Congressional guidance to |the
Administration on how to administer the textile yissons of the bill.

The Africa Investment Incentive Act of 2006 furtheamends portions of the African Growth
Opportunity Act (AGOA) and is referred to 88GOA V" . The legislation extends the third country
fabric provision for an additional five years, frddeptember 2007 until September 2012; adds an abtupd
supply provision; designates certain denim artiae®eing in abundant supply; and allows lessetldped
beneficiary sub-Saharan African countries expattiaie textile articles under AGOA.

AGOA provides reforming African countries with theost liberal access to the U.S. market availaibl
any country or region with which the United Stadegs not have a Free Trade Agreement. It suppofts
business by encouraging reform of Africa’s econoamnd commercial regimes, which will build stronger
markets and more effective partners for U.S. firms.

AGOA expands the list of products whieligible Sub-Saharan African countries may export to thized
States subject to zero import duty under the GéimecaSystem of Preferences (GSP). While generd® GS
covers approximately 4,600 items, AGOA GSP appliemore than 6,400 items. AGOA GSP provisions
are in effect until September 30, 20untry eligibility criteria include continual progress toward the
establishment of a market-based economy and tkeofulaw, the elimination of barriers to U.S. traated
investment, implementation of economic policiesréaluce poverty, the protection of internationally
required worker rights and establishment of a sydi® combat corruption. All the products, excepheg
are eligible to be exported to the USA. Textile apgarel exports are also subjected to certainitonsf*,

Various trade advantages recognised by major cegrdre as follows:
- AGOA, the African Growth Opportunity Act (by the B§
- Millennium Challenge Cooperation Accotih(by the USA),
- The Cotonou Agreement (with the EU),
- The Everything But Arms (EBA) amendment to the EGSP (by the EU).

Among the above given trade agreements, the on¢ relesant to the WCA countries, from the
point of exporting T&C items to the USA, is the AGQOwhich promotes regional cooperation and
trade in sub-Saharan Africa by encouraging intaemreal trade among AGOA beneficiary
countries, which may also use regional yarn anddab apparel that qualifies to enter the United
States duty-free (See Box No 3.3 for the AGOA psmns).

Information on major regional economic organisagiom sub-Saharan Africa isriefly presented
in Annex 3.2.

4 Eurther details can be found at the following wely@a
http://www.ustr.gov/assets/Trade Development/Prefee_Programs/AGOA/AGOA Implementation_Guide/asse
t upload_file146_6512.pdf.

4> The Millennium Challenge Account (MCA) is manalgedhe Millennium Challenge Corporation (MCC) and
provides assistance, through a competitive selegirocess, to developing nations that are pursuiolitical and
economic reforms in three areas: ruling justly,asting in people, and fostering economic freedoon.férther
information, pease visit the Web sitevw.fas.org/sgp/crs/row/RL32427 .pdf
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3.6 OVERALL EVALUATION OF THE DEVELOPMENT ASSISTANC E IN GENERAL

AND OF THE COTTON INITIATIVES IN PARTICULAR
There have been concrete results and consideratgess on the development assistance, but
there is also scope for further improvement intr@hato the magnitude of the challenges that
confront the proponent countries.

It is understood that the EU, the United States Japmhnhave played critical and positive leading
roles in the implementation of their donor prograesmby providing a range of discrete
development assistance activities in support ofdbion sector, in which priorities have been
reflected in existing programmes. New programmes @ojects have also been designed and
developed and where possible put into implememdfio The following international or
multilateral institutions have also participatedtvagly and have made vital contributiots
namely:

- The World Bank (WB),

- The International Monetary Fund (IMF),

- The Food and Agricultural Organization (FAO),

- The Industrial Development Organisation (UNIDO),

- The United Nations Conference on Trade and Deveént (UNCTAD),

- The International Trade Centre (ITC),

- The Islamic Development Bank (IDB),

- The African Development Bank (AfDB),

- The International Cotton Advisory Committee (ICA@ partnership with the Common
Fund for Commodities (CFC).

An important observation, which can be made fromethbove given information is that WCA |s
in the forefront of any development assistance pragme. Those programmes, which are
mainly related to the improvement of the CTC Val@ain, often comprise activities of similg
nature. This is an important observation becauseetd should be a certain care taken |n
formulating various activities by avoiding unnecesy duplications or overlapping. For this
reason, it may also be advisable to maintain a elodialogue with all the organisations
institutions, etc., to avoid such unnecessary deplions.

=

““ There were around 184 discrete entries on cottoagmmmes, projects and activities, communicatedthzy
development community.

47 Osakwe, C.“The Role of Donors and Lessons Learned from Impleing the Mandate on Cottoriiternational
Conference on Cotton “The Next Steps for Afric&Vashington D.C. (2006)
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CHAPTER IV

4. IDENTIFICATION OF STRATEGIC OPTIONS
The comparative cotton studies mdia, Turkey andEgypt have been coordinated and analysed
with an emphasis opolicy, contamination, classification, training,qafuct ranges, etc.

4.1 OUTLINE OF THE COMPARATIVE COTTON STUDIES

4.1.1 Aim and the scope of the reports
It was considered appropriate to study and evalingtexperiences thdia, Turkey andEgypt in
the implementation of strategies employed to dgvé@ir national cotton sectors, particularly to
enhance value addition at every stage of the vehaen (farmers-cotton transformation-textiles—
garment enterprises) of each respective countrgceasful experiences of these countries were to
be identified and developed as strategic optiongrémnote the cotton sector in cotton-producing
WCA States.This aim was to be accomplished by:

» Studying the recent policies and strategieslrafia, Turkey and Egypt in terms of

development of their cotton sectors and the meadaken to enhance its value addition.

» Reviewing the performance of the cotton sectorrduthe last 5-6 years (in the case of
Turkey mainly since 1980) and identifying the kesagegic initiatives undertaken by the
public and private sector to promote the cottorugtd,.

» Assessing the impact of the strategies on the dveegformance of the sector and those
that contributed tancreased local processing, competitiveness, exporestment and job
creation as well as introduction of new products/gees embracing the value chain.

» ldentifying actions/measures that could be effetyivintroduced in WCA countries and
identify opportunities for partnerships (technolpgguipment/machinery, joint venture,
etc.) for products/services in the value chain.

» Preparing a final report detailing the findings;luding a brief presentation of the strategy
and action plan adopted in the country and itsiptessadaptation in WCA context.

Major features of below presented comparative stuelse largely based on the country reports of
India, Turkey and Egyptvhich had been completed in January 2007. Howeasdensive desk
research has also been conducted which facilitaied compilation of additional valuable
information, wherever it was deemed to be esseftrainaking meaningful comparative analyses
or for the enrichment of this rep8it

“8 The consultant is indebted to UNIDO, particulatty Messrs. M. Lamine DHAOUI and Y.Hoi LEE for thkiind
assistance in providing needed supplementary irdition or relevant documentary material.
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4.2 GENERAL INFORMATION RELATED TO COTTON IN THE WO RLD AND IN THE
THREE COUNTRIES UNDER COMPARATIVE STUDY (INDIA, TUR KEY, EGYPT)

4.2.1 Some Background Information Related to Cotton

Cotton is the most dominant fibre in the world’sttle industry. The domesticated species of
Gossypium arés. hirsutum(upland cotton)G. barbadensg€Sea Island cotton);. herbaceum
(Levant cotton) and. arboreum(tree cotton of Indian Sub-continent). Most of totton grown

in the world belongs to th&. hirsutumvariety. Originally, cotton was a perennial crdjut
through breeding, it was altered to an annual plardia appears to be the place where the earliest
known use of cotton has been traced. Domesticat#dn; which was made amenable for spinning
by machines, was the prime driving force for inda$ising Western Europe and USA during the
18" and 14 Centuries.

Cotton is still the world’s leading and basic natuibre used in the textile industry. Cotton filise
broadly classified into three categories basedhenstaple length; thehort staplecotton has a
staple length from 1 cm to 2 cm. Some indigenougetias of cotton produced in the Indian sub-
continent falls under this category. This kindcofirse cotton was used for carpets, blankets and
coarse fabrics. Themedium stapleotton fibre has a staple length in the range 6ft@.3.5 cm.
Americanupland cotton belongs to this categoryong Staple (LSandExtra Long Staple (ELS)
cotton has staple lengths varying between 2.5 c®3acm. This fine and lustrous variety is the
highest quality fibre and the popular varieties @ea Island, Egyptian (Giza) and Pima.

Cotton contributes significantly to the nationat@me of many countries. Numerous farmlands
and millions of families are committed to cultivati and processing of cotton. This is more so in
the countries of the tropical and sub-tropical oegi of the world. Cotton dominates the entire
group of natural fibres, with a share of around 4@R4otal fibre consumption in the world. There
are millions of people worldwide who derive thewelihood from cotton’s value chain, which
involves several stages like research and developnoaltivation, extraction of fibres, primary
processing of the fibre for marketing, secondarycpssing of the fibre to yarn, dyeing and other
processing to convert the yarn to fabrics, makrigthes and garments. Furthermore, millions of
people are employed in the associated activitigseading and transportation.

4.2.2 Some general statistical information:
4.2.2.1 World Cotton Statistics:

A. World Cotton Production:
Presently, world’s leading producers of cotton@hena, USA, India, Pakistan, Uzbekistan, Brazil,
Turkey, Australia, Greece, Syria, etc., while Egigthe leading producer of LS and ELS cotton.
The total area under cotton cultivation in the Woslas around 34.4 million hectares and the total
production of cotton was 24.7 million tonnes with @average yield of 718 kg/hectare during the
2006/07 crop seasoiable 4.1shows the area under cotton cultivation and prodiunof cotton
since the 2003/04 season in major cotton produciugptries in the world.
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B._World Cotton Consumption
Table 4.2 shows the list of major countries which have tighést mill consumption. It can be
seen from this table thédia rankssecondin the world, whileTurkey occupies thdourth, and
Egypt the fourteenthplace in cotton consumption. It is interestingniate from Table 4.2 that
cotton consumption of the first five countries ambio three fourth of total world consumption.

C. World CottonYields
Yields in cotton production have shown a significartrease in many countries, especially after
the introduction of GM or Bt cottorifable 4.3 shows the list of countries with highest yields
calculated from the average values of the seasetvgebn 2000/01-2004/05. It can be seen from
this table thaffurkey is among the leading countries with high yields;upying the third place,
while Egypt comes 10th. Yields ilndia have been rather low until recently. Recent inticiithns
of new hybrid and Bt cotton varietidselped yields to go up to 467kg/hectarelndia in the
2005/06 season.

D. World Cotton Trade:
World trade in cotton has also shown remarkablecame especially after 2005, when textile and

clothing quotas had been removed, which resultethereased use of cotton in countries like
China, India, Pakistan and in the South-eastermtc@s, such as Indonesia, Malaysia, Thailand
and recently by Vietham. Presently world tradersuad 9 million tonnes per year. The leading
cotton importing countries are China, Turkey, P&kis Indonesia, etc., while the major exporting
countries are the USA, Uzbekistan, India, Francoehifrica, Australia and Greece.

An important observation is that substantial changecotton trade flows occurred during the past
decade, in the sense that there has been a cld#ainsthe geographic location of the cotton
consumption regions. This was because of a deatineotton mill use in industrial countries,
namely in the North America, Western Europe, Adstrand Japan. Against this significant
decline in mill consumption, there has been a rampigease in Asia, which led to a major shift in
the destination of world importésia now accounts for around 75% of world cottopants.

4.3 DEVELOPMENT PHASES AND MAIN FEATURES RELATED TO THE CTC VALUE
CHAIN OF INDIA, TURKEY AND EGYPT

4.3.1 Development Phases

Studying the development phases of cotton sectbitheo three countriedndia, Turkey and
Egypt, respectively, reveals that there were both cedamilarities and, at times, certain distinct
differences among the countries. A brief summaryhendevelopment phases of the cotton sectors
of these countries is presented below:

4.3.1.1 Development Phases in India

There were five distinct development phases relatetton sector of India:

1950/51 to 1965/66Expansion in areafrom 5.88 million hectares to 8 million hectaresth a
yield increasdrom 88 kg/hectare to 114 kg/hectare, raisingptueluction from 3.04 million bales
to 6.01 million bales. The irrigation coverage weptfrom 8.2% to 15.5%. Due to consumption
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increases, cotton imports increased to 1.17 milbates in 1965/66, while the exports dropped to
0.31 million bales.

1966/67 to 1984/85ntensive cultivation with introduction of high ideng varieties The irrigated
area went up to nearly 30%. With the high yieldseeds, the yield almost doubled to 196
kg/hectare. Production went up to 8.51 million badéd India almost achievaelf-sufficiencyin
cotton production and consumption.

1985/86 to 1996/97Steady increase in both area and productivithe area went up to 9.12
million hectares in the 1996/97 season and thel @260 kg/hectare. The production rose to 14
million bales. The irrigation coverage went up # %. Sluggish domestic demand helped the
country to export significant quantities of cottdaring this period. However, imports remained
stagnant at 0.05 million bales, mostly of long-&tagrieties.

1996/97 to 2002/03Stagnation in area under cultivation and decline groductivity due to
adverse weather and unfavourable market conditiSignificant increase in domestic demand
forced the domestic textile industry bmport huge quantities from international markets. India
imported 2.53 million bales of cotton in 2001/02.

2003/04 to presentResurgence of the cotton sectdhe introduction of the renewed demand for
Indian cotton textiles after the removal of the guoegime under WTO and the introduction of
new hybrid and Bt cotton varietieshelped productivity levels to go up to 467 kg/heeta
2005/06 and production went up to 24.40 millionesalProduction and productivity have almost
doubled within the recent years. Imports and exp@tained negligible.

4.3.1.2 Development Phases in Turkey

Historically, developments of Turkish cotton seatan be broadly divided into five periods since
the establishment of the Republic in 1923. Thesewe

1923-1950:The initial period (1923-1929) was known e “limited liberal economy period”,
when cotton cultivation was on a limited scale. Téllowing period (1929-1950) was referred to as
“the protectionist and interventionist periodtiue to heavy state involvement.

1950-1960:This period was known as tlwmmencement of a liberalization era, which state
intervention was minimised, while private sectovdstments in cotton textiles were encouraged,
together with significant liberalizations in foreidgrade.

1960-1980: This was theplanned development period with import substituteomd intensive
industrialisation A steady increase in cotton production was olesknas a result ahtensive
cotton cultivation with the introduction of highelding varieties.Between 1966/67-1992/93
seasons, cotton production was supportegidge support policies, with export levies or expor
subsidiesalso applied until the end of 1980s, dependingupply and demand conditions. During
the same period, numerous public and private invests in cotton textiles, mainly in spinning and
weaving had been realised.

1980-1999:It was known as thexport oriented growth and development periddring which
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liberal policies were extensively adopted, textéesl clothing investments soared. By mid-1980s,
cotton imports became a necessity due to the imegerit domestic production. From 1993 onwards,
Turkey has become “a net cotton importing count&”.system of“premium payments’was
introduced in 1993, which has been continuoushliapgsince 1998 until today.

2000-present: Period of Turkey’s transition to a strong econojmyuring which domestic cotton
production almost stagnated at around 900,000 toreeel due to domestic cotton growers’
inability to compete with the depressed world @otprices, while cotton imports increased at an
accelerated pace. Low prices and especially selrexgght experienced in 2007/08 season brought
the production to as low as 700,000 tonnes.

4.3.1.3 Development Phases in Egypt:

1822-1900:Discovery and early years of cultivation of lorige cotton

1900-1952:Heavy reliance on cotton cultivation and exports.

1952-1973:Strict governmental control over all stages of eottultivation, domestic and export
marketing,with farmers being obliged to comply with a specidropping pattern within a crop
rotation system and with restrictions on area alled to cotton. Fertilizers and pesticides were
offered at subsidized prices to farmers, while @ottrading was taken over by the government
starting in 1950s, after which export prices weeé Isy government and trade was handled by
public trading companies. The Alexandria Cotton Beuwas closed and the government was the
only buyer of cotton at fixed prices, which weraially lower than the world price levels.

1973-1985:Continuation of the same cotton policies witted domestic cotton prices levels as
low as 1/3 of international prices, which causedpdrin area allocated to cotton plantations and
switching to alternative crops, fruit and vegetablall of the cotton production (long and extra
long alike) was directed to the domestic textil@ustry (all public enterprises) at subsidized mjce
while importing cotton was completely prohibitedCotton stocks, which were in excess of the
needs of the domestic textile industry was exported

1985-2004 Liberalization of agricultural syster(pricing, choice of crops, marketing) started in
1987 for all agricultural cropsxcept for cottoft’ which remained under government control until
1994, when freeing the cotton sector was finallgjated with three major decisions to:

- re-open the cotton bourse,

- establish the Alexandria Cotton Expa@téyssociation (ALCOTEXA), and

- liberalise the domestic trade in cotton.

A reference price (a minimum price level) was idisoed by the government as a replacement for
the fixed price. Farmers could sell their cottothei to the public organisations or to the private
traders at a price equal or above the reference.pri

The cotton exporting system remained under goventaheontrol. Governments determined the

“9Because of its strategic nature, the Egyptian guwent was reluctant to leave cotton at the haridéhe private
sector right away.
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minimum export price, which was set at the begigrohthe season and remained fixed until the
end. Export prices were mostly higher than intéomat prices’, which caused the accumulation
of stocks at the end of almost every season, ergatorage costs and quality losses.

2004-present: Cotton production and marketing system was conlglditeeralised in 2004, in
order to be more responsive to international pilileegtuations. Traders set prices, negotiating firs
deals with farmers at the start of the season atermining their export prices in parallel with
international prices.

4.3.2 Main Features Related to the CTC Value Chainsf India, Turkey and Egypt

4.3.2.1 Main features related to cotton

A. Comparison of cotton production, consunmion, and trade figures

i)_Comparison of cotton productiorfigures: Within nearly 6 decades imdia, from
1947 until the present time, the area under\atitn has increased by about 50%, while the
productivity has increased by more tHatimes, and the production increase was aBduhes. A
similar comparison made foFurkey reveals that cotton production in Turkey has shavn
remarkable increase from 36 thousand tonnes (irb/D84season) to 900 thousand tonnes (in
2005/06 season). This represents a production aeeref22 times over the last 60 years.
Production change in Egypt showed a different tremdere, initially an increase in area and
production was seen from 1940s until 1970s, folldwg a gradual production drop since 1980s.

Table 4.4gives a comparison table showing cottoea, productionandyieldssince the 1980/81
seasonFigure 4.1 illustrates that cotton production India displayed a higher rate of increase
than the rate of increase seeimkey, whereas irEgypt there has been a certain drop especially
during the recent years. When a comparison is noadgelds (Figure 4.2), it can be seen that
Turkey performed best, due to improved seeds as welh@®ase in irrigated area, while the
increase in yields iimdia has remained moderatghereas irEgypt, it showed a large fluctuation.

i) _Comparison _on_cotton _consumption_d@ures In India, cotton consumptionhas
increased by times giving mostly an annual surplus for exports. Tingeased production has
made the country self-sufficient in cotton with alsh no reliance on imports until recently.
However, cottorconsumptionin Turkey has shown a remarkable increase from 40,000 tonnes
the 1945/06 season to 1.55 million tonnes in th@5ZW6 season, representin@@ fold increase
over the last 60 years, and making the countrytacagon importer since 1993, when annual
imports have accelerated almost exponentially,cattiig a fast growing T&C industry. Cotton
consumption irEgypt did not exhibit a trend similar to the other twauatries, due to relatively
late orientation of the country towards developisgextile industry. Cottosonsumptiorsince the
1980/81 season, shows almost a perfect correlatitth,a parallel increase iimdia andTurkey,
while in Egypt, a gradual decrease in consumption is observdteisame periofFigure 4.3).

* The export prices were announced by governmeifieabeginning of each season and remained unchanggdh
made it easy for competitors to undercut, ofteningathe Egyptian export prices higher than interoaal prices.

69



iii) Comparison on cotton trade figuresIn 1950s,India, Turkey andEgypt were all
among the major cottoexporting countries, because their textile sectors werefancy, which
forced the surplus cotton to exports. Fast devatpgextile and clothing sectors, initially in Tuske
in 1970s and, at a later stage in India in 198Gs/8tade the cotton exports a secondary priority,
the primary strategy being to cover the raw malt@eads of the domestic textile sector.

Cottonimports became a necessity India and Turkey, when the domestic cotton production
could not suffice in meeting the demand of thespextive textile industries. During the recent
years, India managed to free herself from dependenaotton imports with her move towards Bt
cotton, with which a significant increase in protioic occurred, while Turkey remained highly
dependant on cotton imports, which made her thengelargest importing country after China.

Importing cotton byEgypt was a recent phenomenon, purely due to the gowsrhmolicy to
import medium staple cotton, instead of using thmelstic LS and ELS cotton for the production
of those textile items, which do not necessitatghquality fibres, which could alternatively be
exported at much higher prices.

Table 4.5gives a comparison table exportsandimportssince the 1980/81 seasoRigure 4.4
shows the comparison graphs of exports, where it & noticed thatndia’s cotton exports
remained insignificant until 2004/05 season, andntlshot upwards as a result of surplus
production in the recent three seasons. Cottonrexfrom Turkey andEgypt, on the other hand,
remained almost stable throughout the perkadure 4.5 illustrates the trends in imports, where
Turkey displays an accelerated increabaia shows a parallel follow-up up to the 2002/03
season, after which a dramatic drop occurs duéeorise in domestic cotton production. The
recent policy ofEgypt to import medium staple cotton is noticeable in gn@ph starting from the
2003/04 season.

B. Main cotton production regions:

In India, cotton is produced in three zones, namely:

- Northern zonegomprising the states of Punjab, Haryana and Rejas

- Central zonecomprising the states of Maharashtra, Madhya RBtadad Gujarat, and,

- Southern zonecomprising the states of Andhra Pradesh, Karnatak Tamil Nadu.
Maharashtra and Andhra Pradeshave the leading positions in terms of area unm®ton
cultivation as well as production. The states@fijarat and Punjabhave achieved tremendous
success in raising the yields significantly wille introduction of Bt as well as hybrid cottondge
Cotton cultivation has also gained momentum regentthe state of Orissa.

In Turkey, there are mainly three cotton production regiormsnealy, the Aegean region (in the
west), the Antalya region (in the south-west), Goka regions (in the south) and the GAP region
(in the south-east). Among the cotton productioeaarin Turkey, the Aegean, Cukurova and
Antalya regions had a relatively old history of toot cultivation. The south-eastern Region, or
better known as the “GAP” Region, had gained imgoaeze during the last 15 years, in parallel with
the implementation of the GAP, the South-easteratdiran Project.
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In Egypt, cotton cultivation is mainly practiced in threefdrent regions; namely the Delta region,
the Northern region, and the Upper Nile region.

B. Comparisons on cotton production practies

1)_Comparison _on provision of inpig for cotton cultivation: The cotton industry is
particularly input demanding and one important lgmge in cotton cultivation is to create and
maintain an efficient procurement and distributaystem for inputs to the smallholder producers.

In India, most of the inputs needed for the cotton cultivgtisuch as fertilisers, chemicals,

agricultural machinery, etc., can be readily oledimn the market from the private sales points,
which are located in the towns within the cottorovgng regions. A large number of input

cooperatives also provide most of the inputs. Tlaidwal Agricultural Cooperative Marketing

Federation of India Ltd., (NAFED), is the apex argation of the agricultural marketing

cooperatives, supplying also inputs, such as cremand fertilisers.

In Turkey, inputs are largely provided by the private seci®esides, the Agricultural Credit
Cooperatives (ACCs) have an extensive network lesgaoints in their cooperatives for almost all
the inputs, which they can provide on attractiveddrterms. Similarly, the ASCUs buy the inputs
on attractive prices and sell them to their membagain at prices comparable to the input
markets. Most of the input sales are also on credihs, the interest charged being lower than
those charged by the commercial banks. One ofdliardages of the ASCUs in selling the inputs
to its members on credit terms is that through texhanism delivery of the crop is assured after
harvest, while the advantage from the growers’ sgdéhat these inputs are obtained from the
cooperatives at cheaper prices and on credit withmuch paperwork. Those inputs which are not
readily available in the domestic market are imgayrteither by the private distributors or by the
ASCUs. The ASCUs also distribute cash creditssonémbers several times during the production
cycle, starting from soil preparation and sowingjlurarvesting.

The Principal Bank for Development and Agricultur@redit (PBDAC) and the public
cooperatives were the only distributors of input&gypt before 1994. The reforms also included
the liberalization of the input market as part foé goal to achieve a better cotton sector. In 1994,
the PBDAC was more or less out of the distributioh agricultural inputs. In 2001, the
cooperatives and private traders were the largggtl®rs of inputs, but the government still kept
the authority to specify each season certain vasef cotton for each region to cultivate.

The provision of agricultural inputs for cotton prduction appears to be well managed anpd
balanced within the domestic markets of all the #er countries. When buying these inputs, the
growers have the benefit of making price comparisdometween private traders and cooperatives.
Paying back the debts by the growers with seedorotteliveries is the most preferred alternative.

if)_Comparison _on post-harvest handig and marketing of seed cottonIn northern
and western zones trfidia, sowing starts in June and ends in October, wherh#rvesting and
marketing season commences, extending up to Fgbrmacentral and southern India, sowing is
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carried out in August, while the harvesting and keting season commences in January, extending
up to May. From early times, cotton trade has baganized in a fairly systematic and efficient
manner. Although the trade had been at private $ahd government had intervened from time to
time to ensure satisfactory prices to the growAraumber of enactments had ben introduced by
various provincial governments in the 1960s andye&®70s to establish regulated markets
throughout the country. Currently, there &@0 cotton-specific regulated markedstablished in
India.

Establishment of regulated markets in India helpedduce several unfair practices like short
weights, unwarranted deductions, higher rate of comssion, and other unauthorized market
charges and allowances. The APMCs of the state goneents establish the market yards and
provide appropriate marketing and handling infrastcture in these market yards.

Recent efforts througkthe Cotton Technology Mission of the Ministry okfiles helped in the
modernization of thesmarket yardsby furnishing modern marketing infrastructure elitkarmer
information centres (online information about spot future prices of cotton) and clean marketing
and auctioning platforms. Under the regulated maekactments, cotton trading was restricted to
designated marketing yards with payment fees fibera@int services rendered by licensed players.

The premises of the ginneries were also declarédhasket yards” for the purpose of collecting
various marketing fees. It was during the recerdaryehat cotton was allowed to be directly
procured by processors without going through theighated market yards. This has helped
contract farming of cotton by processors. It hao akduced transaction costs and one level of
handling which reduced the scope of contaminatibhese changes also came through the
amendments to the Agricultural Produce Marketingn@uottee, APMC, enactments since 2002.

In Turkey, sowing season takes place in April-May and hamgss carried out from September
through November in the Aegean region, while in oliger regions, these activities start up to a
month earlier. Marketing of cotton (seed or lingshalways been under free competition. Trading
takes place on seed cotton at every productiormeguring harvesting and ginning. Growers sell
their seed cotton either directly to the ginningilfaes or through the intermediaries, who would
buy seed cotton from growers, and subsequentlyitselinearby ginners at a small profit margin.
The other main players in the cotton trading magketthe Agricultural Sales Cooperatives (ASCs)
and their unions (ASCUSs).

Market information is obtained by the growers tlgiouthe local traders, local commodity
exchanges, etc. This information is compared with prices offered by the local ASCs. The
growers are at total liberty in marketing theirtoat through whichever channel they want. The
presence of ASCs in the market as buyers of sed#tdncasually makes them act like market
regulatory institutions. Prices established inlteal markets in seed cotton producing regions are
recorded by local commodity exchanges by way osteggion and made publicly available.

In Egypt, sowing season is generally between mid-March amty éay, with the harvest taking
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place from mid-August until the end of October, eleging mainly on the cotton growing regions,
which extend from the North (Delta) to the Souttpger Nile). During the times of heavy state
involvement, growers had no alternative but to \@litheir cotton to the public organisations.
After the liberalisation of the cotton sector, t@wers became free to choose the buyers of their
seed cotton, which were primarily the public ovpte ginneries.

iii) _Comparison _on cotton gqualitis Today, India is one of the exceptionally few
countries, where all the four known species of agttnamely;G.arboreum and G.herbaceum
(Desi/Asian cottons)G.hirsutum (American upland types) ar@.barbadens€Egyptian type) also
hybrid cottons are cultivated. Historically, cattoultivation in India had undergone a qualitative
transformation since her independence. Until mid@s9India did not have any long-staple cotton
because the entire production wasnmeédium andshort staple category. Since the early 1970s,
there has been a radical change with new hybridhagll yielding varieties. Hybrids like H-4,
DCH-32, H6 and MECH-1 werkng staplehigh yielding varieties. There has been a sigaiftc
change in the short, medium and long staple cattéias example, in 1950/51 season, the
composition ofshort, medium and long staple was 27%, 73% and nil, respectively, while
currently, this ratio ig.2% (short), 25.9% (medium)and69.9% (long)varieties.

India has been extremely successful in her recemtraduction of Bt cotton to cotton sector. The
preparatory work, involving many research institotis and universities with extensive measures
taken to ensure its safe application deserves sgewierit. Lastly, its initial successful field
application and subsequent expansion resulted igrsficant yield increases, as well as assuring
the sustainability of Bt cotton production in India

In Turkey, almost all the cotton grown is d. hirsutum type “upland” cotton, whose lint

characteristics proved to be especially suitable ntost applications, except those which
necessitated the use of yarns with very fine coukgst is widely known, the upland cottons have
the properties of high yield, medium vegetationigms and high ginning efficiency. However,
despite various attempts to grow long staple coitdras not been successful on economic scale.

The Egyptian cotton is made of 16 varieties called Giza, didid&o two groups of long (LS) and
extra long staples (ELS). The ELS group includearieties, while th&.S group ha$® varieties.

iv)_Comparison on_cottorpricing policies and seed cotton procurementsCotton is
primarily marketed by the growers themselves inftiven of seed cotton itndia, Turkey and
Egypt, like in many other cotton producing developingiawies, including China. lindia, the
government sets Blinimum Support Price (MSP)to protect the cotton growers from adverse
price falls and to guarantee them with a minimumome. The main players involved in seed
cotton purchasing are the private sector, the puaictor and the cooperatives, respectively.

The private sectorconsisting of traders, owners of ginneries opegaias individual business
proprietors, private spinning mills, private lindte&eompanies, etc., are significant players in the
seed cotton trade in India. Private merchants @selsizeable quantities of cotton directly from
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the farmers, by-passing the regulated markets dpgriious methods

In the public sectpthe Cotton Cooperation of India (CCIl) is tbaly organisation involved in
procurement and trading of cotton. It was establisin 1970 to conduct primarily the price
stabilization functions through the MSP operati@ighe government and to ensure reasonable
prices to cotton growers. During the recent twoades, CCl conducted only twice significant
MSP operations, while its direct involvement in tbeop procurement activities had been
negligibly low. However, CCI has recently startecbquring cotton on commercial terms by
paying premium above the MSP levels.

Most of the cotton growing states have also thlem-operative Marketing Federation3.he
Maharastra State Co-operative Cotton Growers MageFederation, (MSCCMGF), and the
Gujarat State Co-operative Cotton Federation atk éngaged in cotton only, while the other co-
operative federations deal with multiple commoditigll India Co-operative Cotton Federation is
the apex organization of co-operative marketingefations of various states dealing with cotton.

During the recent seasons, the average marketsgndadia, both for seed cotton (kapas) and lint
cotton remained significantly higher than the MBF,kapasandderivedMSFf’z for lint cotton. It

Is because of this significant difference betwelke average market prices and the minimum
support prices for different varieties that the mfitg of kapas procured by the CCI has remained
very small. Procurements by CCl at MSP were moatlghe beginning of cotton harvesting
campaigns, when intensive arrivals lapaswould often depress market prices, which, in turn,
would touch the MSP level for a short period ofdim

The private trade has recently been procuring rabshe cotton produced in the country. Their
share in total procurement varies from 71% in 2084b as much as 96.5% in 1998/99. CCI
procures 5-10 % of the total arrivals in normal rgeavhereas the co-operatives procured a
maximum of 17.4% in 2004/05, which was an excepticgeason, when the MSCCMGF was
forced to procure a very high quantity of seedarotty paying a premium over the MSP.

In Turkey, the Government in 1966/67 decided to introdacgrice support mechanismwhich
would be implemented through the Agricultural Sal@soperatives Unions, the ASCUSs. In this
mechanisma base pric& would be declared by the government, which wouldthe price at
which the ASCUs were ready to receive seed cotébneaties from their cooperative members and
non—-members. The ASCUs were also authorised tdogie, store and sell the lint cotton and the
by-products (cotton seed, linter, hull, etc.), wath the activities being carried out on behalf of
government (Treasury) account i.e. the profit @sloccurring at the end of the crop season would
be on Treasury accounts. Any profits made couldlib&ibuted to members after approval from
the Treasury’. With this system the cotton growers were largefgtected from adverse price

*'The method is to transport and hold the cottorhinriame of farmers, instead of taking ownershigraders

*2 The derived MSP for lint cotton is the lint cotimice obtained by calculation from the MSP fordeetton.

*3n the case of cotton, base prices were set fafl§#egean) and for Std.1 (Cukurova) seed cotspectively.

> |t goes without saying that if cotton procuremenése to be made on cooperative accounts, thetmofoss would
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developments since they were, in a way, guarantéida support price.

The support price system had continued until th82188 season, except from 1988/89 until
1990/91 seasons. At the beginning of 1993/94 seasben the cost of production was much
above the world market prices, the government duced a new procurement system, which was
totally different from the above mentioned MSP eyst According to the new system, the
growers were entitled to getpgemium payment from the governmertt on the basis of seed
cotton deliveries to the ginning plants. This premi was incorporated with the aim of
compensating the difference between the targee @i the world market pric&hus, the aim of
the direct support was to relieve the cooperatives the additional burden created by the price
support mechanism, as well as to make cotton cativyeeto the traders and to the spinners,
especially when the world markets were significabglow the cost of production.

No premium payments were made between the 199498/49 seasons, simply because world
cotton prices did not necessitate such a suppmte3he 1998/99 season, the government decided
to re-introduce the “Premium Payment Systemhich has remained in practice until today.

The application of the price support policies fromid-1960s through early 1990s had been very
effective for the creation and sustainability of laealthy cotton economy in Turkey, at a time
when most of the other major cotton producing coues were also implementing simila

=

support measures. At the absence of the above maeti price support measures, the
sustainability of cotton production in Turkey wouldave been at jeopardy. Furthermore, so long
as the cotton prices continue to remain highly depsed, it would be too optimistic to expect this

unfavourable trend to change its course in Turkeypsoduction prospects for cotton.

In Egypt, the government priced cotton until 1994, wigeminimum price level (or a guaranteed
price) to farmers was introduced. The cotton growers vafioaved to sell their cotton at any price
they could get. However, these guaranteed priagaliy did not fully satisfy the growers. This is
one of the major factors causing the productionppdnoEgypt after mid-1990s. On the other hand,
when the guaranteed prices were higher than theretpe prices, deficiency paymerttad to be
introduced to make the exporters competitive. Tlefeciency payments would also apply to the
domestic spinners, so that cost of locally produaath would not be raised unnecessarily owing to
increased cotton prices, caused by the guaranteeelspThe presence of both small and large
private tradersgradually increased as they saw profit making ojppdties in parallel with
government encouragements to the private sectahéarentry into the seed cotton markets.

Revisions of the pricing and marketing policies evenade in Egypt in the recent years, in an
attempt to fully liberalize the cotton marketingdainade. Since the 2004/05 season, the minimum
support price system has been discontinued. Theafothe Principal Bank for Development and

naturally fall on the cooperatives themselves. Taisn of support was also recognised to some odlgeicultural
commodities to which various ASCUs had been engagedding olive oil, dried grapes, e tc.

% The premium for the 1993/94 season was set as BOGQ.

* Through the state owned Agricultural Bank
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Agricultural Credit had been significant in thedralisation phase of the seed cotton trading by
providing physical marketing environment (rings) esda seed cotton could be traded between
growers and the public or private buyers, tradgirsjers, spinners, etc.

For lint cotton exports, a system of minimum expwite had been introduced. The determination
of export prices was left to the authority of theGOTEXA. Although there is a certain advantage

iIn maintaining such a pricing system in exportsréhwould be certain periods of time, when these
prices would not be workable due to falls in intronal cotton prices, which would make cotton

exports uncompetitive, and there would be a buydlticotton stocks, which could, in turn, create

additional burden on the stock holding enterpriasst was the case in the autumn of 2602

It can be concluded from the above that the invaolvent of governments in India, Turkey an
Egypt in supporting cotton growers with a minimunugport price (guaranteed price or base
price) were all decisions in the right direction. ddvever, provision of subsidies to cotton
exporters would also become a necessity if and whttye guaranteed prices lead to
uncompetitively high lint cotton prices, which wadilmake exporting uncompetitive (the case|of
Egypt). Turkey’s adoption of a direct support systen the form of “premium payments” in
way, eliminated the necessity of giving such a sdissince the main purpose of the premium
payment was to give an income support to the cotgwawers (on top of the prevalent market
prices), while leaving the cotton prices unaffecttdm such a support (i.e. not affecting the lint
cotton prices, which would be paid by the spinnersby cotton exporters).

v)_Ginning and pressing (baling) In India, the total number of ginning and pressing
installations in the 2001/02 season was 3342, oflwR318 mills were exclusively ginning mills,
122 exclusively pressing mills and the remainin@ 90ills were composite mills having both
ginning and pressing facilities. Apart from thesmdtioning mills, there were also 673 closed
mills. The number of saw-gin installations was i otal, while the remaining facilities were
with roller-gin units. Most of the roller gins (gjle or double roller) had small number of ginning
machinery, making them inefficient and costly. Awting to the experience of India, the roller-
gins were more suitable for ginning superior/mediomgy staple cotton, while the saw-gins were
preferred for ginning short and medium staple cottdhe saw-gins had auto-feeder mechanisms,
as well as built-in facility for pre-cleaning, atif which contributed to the reduction in
contamination, as a result of reduced human comtagthandling. Most of the saw-gins were in
the Northern Region of Punjab, Rajasthan and Haryan

Depending on the crop size, these ginneries opkla@éveen 4-9 months each season. Nearly
70% of the ginning mills did not have any methodradintaining moisture content of the cotton,
which is critical in obtaining good fibre propesién the lint cotton. Furthermore, 48% of the
ginning mills did not have any pre-cleaning fa@kt in their premises. Around half of the pre-
cleaning installations date prior to 1985. 85%h#&f cotton was manually carried from the storage

*"In the fall of 2002, there was a massive carryraeck at the hands of public sector trading conipa — estimated
at 115,000 tonnes. (Source: Egyptian Cotton Sestategy, CSPP Report No.: 113 , May 2003)
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point to the ginning millsThese unfavourable conditions of the ginning inatains lead to the
government’s decision to modernise the ginningofées$ through Mini Mission IV of the
Technology Mission on Cotton (TMC).

In Turkey, there are currently around 600 roller-gin plantscét investments by Tanin saw-
ginning facilities in Aydin, SOke, Menemen and Dencooperatives enabled significant increases
in saw-ginned cotton. Similarly, Cukobirlik alsosha good saw-ginning capacity with 29 saw-gin
units in 7 cooperative locations. Most of the melgn units are very old, but because of their
simple technology and robust construction, theyrajgewith no major problems. They are also
preferred because of their ability to preservedhginal fibre lengths. Saw ginning is preferred
because of its ability to produce much cleaner &indl its superior performance in ginning seed
cotton with rain moistened/damaged or with highasir content. Recently, many roller-gin
installations were equipped with pre-cleaning desjcwhich has given satisfactory results in
reducing thrash content even in machine pickedonotGinning and pressing plants are being
controlled in accordance with the Regulation“@oetton Controls”, which has been in force since
1953. Ginning and pressing plants, their warehoused activities are controlled by the
standardisation inspectors employed by the GenBie¢ctorate for Standardization in the
Undersecretariat of Foreign Trade (UFT).

In Egypt, only the roller-gins have so far been installéd, ages of most of the gins being as old
as 100 years, since most of them were installelP0b. Currently, there are 64 ginning factories,
which had been nationalised in 1960s, when thesgideries were consolidated into 5 public
companies. At the privatisation campaign adoptednid-1990s for the public companies, two
factories from each ginning company (a total offd€tories out of the total 64) were renewed to
encourage the privatisation. However, only 2 ofsth® companies have so far been privatised.
Those ginneries, which have remained public, alleasirking with the old technologies; while the
privatized 2 companies have made few new investsritenipgrade their ginning operations.

Ginning outturn in Egypt varies according to thet@o variety and to the season. The average
ginning ratio is around 40%. Cotton Arbitration amdsting General Organisation, (CATGO),
which is a public entity, determines the ginningtorn factor for each cotton variety.

vi)_Classing and grading of lint cédn : For classing and grading operatioms|ndia,
the East India Cotton Association Limited is a legccotton organization established in 1921. It is
private and represents buyers, sellers, brokers, exppmep®rters, cooperatives, textile mills, etc.
Over the years the Association has developed tiasilfor arbitration and settlement of all types of
commercial disputes, preparation and maintenangeaafe and staple standards for all commercial
varieties, fixation of daily rates for major vares, fibre testing laboratories and collection and
dissemination of statistical data.

In Turkey, the official regulation related to cotton classafion, quality criteria and standards
dates back to the year 1953. Since then, a numbeegulatory changes have been made to
accommodate the developments and changing conglittoilomestic and international markets.

77



According to current official standards, cottoncigssed, based on three different parameters,
which arefibre length colour grades and thrash contemind lastlythe production regions

In Egypt, cotton classing and grading is under the respditgibf the Cotton Arbitration and
Testing General Organisation, (CATGO), which hdstla facilities to class cotton and handle
arbitration disputes. The Cotton Research Institatso a governmental organization, has nine
research stations; one of which is called the @ot@rading Research Section, undertaking
research mostly related to fibre quality charastes.

vii)_Cotton contamination In India, contamination had been a very serious problem
especially in 1990s. There was also a high pergentsf thrash (4%-7%) in the seed cotton
(kapas) despite being handpicked. Although the Burealndian Standards (BIS) had set certain
specifications for maximum permissible thrash cottéor different staple categories, which
ranged from 3% to 6%, these thrash limits were sobsmolete due to the more stringent
requirements of today’s quality yarn and fabric ofansturing. India had identified a wide range of
contaminants (over 25 types) in Indian cotton.

Due the sustained campaign of the Best Managemembdtces by farmers, auctioneers
ginners, etc., and successful implementation of im@dernization of the market yards, ginnin
and pressing mills under the Cotton Technology Mg, the quality of harvested cotton hg
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improved significantly in terms of reduced trash drrontamination in Indian cotton.

In Turkey, the problem of contamination has been signifigamtinimised by the use of collection
aprons, bags, large sacs, etc., made of 100% cottby encouraging the growers to deliver their
seed cotton in bulk, in specially constructed wist-containers mounted on the agricultural trucks,
which transport the seed cotton to the ginning tslaRecently, a government decree was also put
into force, which required the formation of inspentteams at cotton production areas, where
these teams had the power of taking legal actia@inagthose who gave rise to contamination.
Parallel to these measures, a great deal of diftgtalso been made to educate those involved in
the production, harvesting, transporting, ginnipggssing and storage stages. It is believed that
with the increased use of harvesting machines, whad been inevitable due to the highly costly
hand-picking, the contamination problem has alsnmbeduced considerably.

Egypt also suffers from the problem of contamination: &tong time, a special manual operation
named-‘farfara” had been practised, which enabled the removabreign material, at the same
time provided an opportunity to blend and producttan bales with uniform quality, mainly for
exports. This procedure, although costly, is giiicticed by some exporters. The government is
also taking various measures to minimise the ssu€eontamination.

viii)_Price risk management in_cédn: In India, forward trading in cotton and other
commodities is regulated through the Forward CantRegulation Act (1952), according to which
all forward cotton contracts have to be enteredvbeh members of recognized associations or
between such a member and a non-member. Con¢nateied between two non-members are not
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legal. The rules and regulations of the recognasbciations have to be approved by the Forward
Markets Commission (FMC) under this act. Preseritigre are ten such recognized Associations,
which cover almost the entire cotton productionaareThe above mentioned act prohibited the
trading in cotton options, but trading futures caots for hedging purposes were permitted in 1953
and withdrawn in 1966, due to constant increasprices as a result of persistent shortages in
cotton. It was only after the regime of economizetalization and reforms, which started in the
early 1990’'s that prompted the FMC to allow forwarading in most commodities, including in
cotton. On December 5, 1998, the FMC allowed thst Biadia Cotton Association to trade in
cotton futures in Mumbai.

The opening of a cotton futures market in lzmiyrkey had been in the agenda since the
beginning of 19908. The regulatory framework was completed in 208teravhich the formation

of the exchange (TURKDEX) took place, not only onmamodities such as gold, wheat and cotton,
but also for the financial instruments, namely fin&ires contracts in currencies, interest rates and
equity indices. Since the opening of the futureshexge in February 2005, the trading volume in
commodities, especially in cotton and wheat, hasnbeegligibly low. It is widely argued,
however, that the main factor behind the inabibfythe cotton futures trading to take off the
ground is the fact that the futures contracts imemdities were not based on “physical
settlements”. The futures tradings in the finanamstruments, however, have so far performed
extremely well.

Egypt has the reputation of having the world’'s oldestaofutures market which was established
in Alexandria in 186%. It had also been the longest running cotton &guexchange after New
York Cotton Exchange (NYCE), when the former wassed down in 1961, as a result of
nationalisation of the cotton sector in Egypt. Thlexandria Cotton Exchange opened again in
1994, but with no futures trading activity.

4.3.2.2 Main features related to textiles and clothg sectors

A. Main features related to textiles andlothing sectors of Indi&":

Basic data on the textile sector in India is abfes:
» Contributes 14% to the total manufacturing produrcin the country,
* Provides employment to 88 million persons in vasiaativities,
» Cotton cultivation, ginning and pressing componahtsie employ 37.6 m persons,
* Almost 50 million persons are employed in cottodated spinning, weaving,
processing and clothing components of the valueacha
» Textile exports account for 20.70% of India's ta@aports in value terms,

%8 Gazanfer, S.“An Overview of the Turkish Cotton Industry, wifipecial Emphasis on the Available Tools and
Techniques of Price Risk Managemen€AC Research Associate Programme (2004).

% Baffes, J.“History of Cotton Futures ExchangeslCAC, Research Association Programme, 2004

% For a more detailed account, the reader is refdrte: Sahu, M.: “Analysis of the Cotton Value Qhaf India and
Identification of Strategies for Developing the tt®a Value Chain in West and Central Africa”, UNIDReport:
TE/RAF/06/012/11-52, Jan.2007.
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» Cotton textile exports alone make up about 60%eftotal textile exports,
» The power loom sector has a share of about 65%ednextile production, while the
number of spinning mills has almost doubled duthy1991-2005 period.

The demand for fabric comes from three differemnsents of the market, namely the household
demand, non-household demand and demand for expottsee Eleventh Plan Period, the growth

in the fabric production was adopted at 12 %. Betdgrowth rate for apparel and clothing was set
at 16%. Based on the above growth rates, the maike of the textile industry was expected to
reach US$ 115 Billion, with exports at US$ 55 Bitliand the domestic market US$ 60 Billion by

2011.

India’s clothing sector is largely export orientedntributing about 45% to the total T&C exports.
It is a low investment and highly labour intensimdustry segmefit. Cotton fabrics have so far
dominated the clothing sector of India, coveringpw@hb80% of the domestic and the export
markets, followed by 11% by man-made fabrics and [&powoolen fabricsKnitted clothing
products have emergexs the faster growing market segment comparduketavoven garments.

B. Main features related to textikeand clothing sectors of Turkey

The textile and the clothing sectors have mainthite importance for many decades in Turkey.
Although the share of the sector within the Turkistonomy decreased as a result of the
development of other sectors, such as the automatidustry, iron and steel and chemical
industries, it is still on a growth path when asalg from the point of value addition. Below are
some parameters which can be presented to givéeanabout the importance of the T&C sector,
which shares;

* 7.8 % of the GNP,

* 19.9% of the industrial production,

» 18.4% of the manufacturing industry,

* 13.6% of the total employment,

* 23.9% of the manufacturing industry employment,

o 23.0 % of the total exports

When judged by the production capacities, Turkeguisently the # largest yarn producer in the
world, with 6.5 million short staple and 745,000dostaple spindles, as well as 552,000 open-end
rotors (see alsd@able 4.6 for a list of major spinning capacities in the Wpr This capacity is
around 52% of EU’s total spinning capacity. In wieay Turkey has the"7largest loom capacity
in the world with 55,000 looms, most of which beilegs than 10 years old and which is around
43% of total EU weaving capacity. The above givearss clearly indicate that the textile and
clothing sector is still a key industry. In broagtrhs, Turkish tekstile and garment sectors have
different structural characteristics. The textgetor is:

» composed of large size enterprises,

» generally characterised as capital intensive,

®1 |t was reported that for an investment of aboud@8/S$, 6-8 jobs can be created ( SAHU, M. (2007))
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» furnished with good information/infrastructural bas
* run by strong corporate structure,
* is composed of 2000 companies, with a total afuad 500,000 employees,

On the other hand, the clothing sector is:
» generally composed of SMEs,
* highly labour intensive, with mostly female workder
» composed of 30,000 enterprises,
* mostly with inadequate information/infrastructubailse,
* run by small management teams with fast and flexileicision making capacities,
» a source of employment for about 2.5 million emples.

Under today'’s fierce competition and within theaetty developing concept dfast fashion” in

the T&C sector, Turkey, with her strengths, suchwadl integrated production and marketing
structure enabling the production of more valueealddroducts, close proximity to main markets,
quick response, etc., appears to be among thedewntries able to meet the future challenge. The
development of exports of textile and clothing pro has been analysed in detail elsewfere
but it would be appropriate to state here that @80l the total exports were just below US$
800,000. This figure was US$ 4.3 Billion in 19905%10 Billion in 2000 and in 2006 it was US$
19.6 Billion. The increase in textiles and clothiexports has displayed an exponential trend since
1980. Since mid-1980s, the clothing exports haveeeded the textile exports, and in 2006
clothing exports accounted for almost 70% of tGi&C exports. Germany, the UK and the USA
are the leading export destinations for clothingmis, while for textile products the leading
importing countries are lItaly, the Russian Federatind Germany. When analysed on product
group basis, it is interesting to note that theoetgof knitted clothing items account for 51.2 %,
woven items 34.7% and the ready-made articles 141h%he exports of textile items, cotton
fabrics, both woven and knitted account for aro60éb of the total, while the remaining items are
made of synthetic fabrics.

As new supply models are being developed on reglmses, especially the European ready made
garment retailers, who, in order to become competibnd meet the expectations of the
consumers, have been forced to identify their lessrpartners and procurements, according to the
priorities based on shortened duration betweenymtoslipply and market entry. In the new supply
model, not only prices but alsproduct quality and social standardsdefine the terms of
competition. Production concepts, which respect gbeial, environmental and human health
standards, together with fair trade practices, hgai@ed importance in the recent years. These
developments have placed Turkey at a more advamtagmosition among her competitors, thanks
to the Customs Union with the EU in 1996 and toititensive business relations which have been

%2 Gazanfer, S.: “Analysis of the Cotton Value Chdifforkey and Identification of Strategies for Deyghg the
Cotton Value Chain in West and Central Africa”, UND Report: TE/RAF/06/012/11-53, Jan. 2007.
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developed since then, enabling the sector's stdtterence to and acceptance of the above
mentioned concepts.

It is expected that the Turkish textile and clothsector will continue its successful development
in the future as well, taking into consideratioe tbllowing factors:

» The presence of young population, which can eastgive the desired training,

* Ability to produce promptly even the small orders,

* Increasing importance given to productions undem bvands,

» Expansion of marketing and distribution network$areign markets,

» Diversifying production tdtechnical” or “intelligent” textile products, supported by

R&D facilities,
» Expansion of present markets, as well as developéwgpotential markets,

It is also expected that the recently establishedtile Technology Platform will contribute
significantly to making Turkey sustain even imprdwex competitive structure, with the support of
research and development, as well as high techpolmg producing higher value added,
environment sensitive products. Based on the &stethat in 2010 world total trade in T&C will
be around US$ 500 Billion, the target of the Tunkiextile and clothing exports for the same year
is around US$ 30 Billion, which represent about S50&sease from the 2006 figure of US$19.6
Billion.

C. Main features related to textileand clothing sectors of Eqypt
Main features of the T&C sectors of Egypt are yisimmarised beloff. Egyptian T&C sector;

* s the oldest industry,

* accounts for 27% of the country’s industrial prattue, thus ranking second largest
industry, following the processed food sector,

» contributes 11% of manufacturing GDP and approxaiye8% of the total GDP,

* provides employment to a million workers (approxietya 43% of industrial labor
force),

* is also export oriented (around US$1.4 billion) resenting 24% of total non-oll
Egyptian exports; with the main export markets geime US and the EU (40% and
38%, respectively).

A total of 4535 enterprises (27 public and 450&ge) operated in the Egyptian T&@dustry.
The share of public/private sector in the indus@yied according to the different stages of textile
and clothing operations. Public enterprises weteadly huge investments focused in spinning and
weaving (90% and 60% of total capacities, respebt)jvand vertically integrated involving all
functions, with clothing facilities added relatiyetecently. The clothing industry, on the other
hand, was genuinely dominated by the private se@0% knitting and 70% woven). Beside

® For a more detailed account, the reader is refaoefibla, A.L.: “ Study and Evaluation of the Egyptian Textile and
Clothing Industry — Lessons drawn for the promotidithe Cotton Sector in Cotton Producing West @edtral
African States”UNIDO Report: TE/RAF/06/012/11-51, January, (2007)

82



clothing and made-up textiles, the private sectad lhecently been trying to enter the textile
investments as well, such as the production ofgjaabric, dyeing and finishing. However, most
individual private investments usually tended togemerally disintegrated, involving one or two
stages of production orfff

Export performance clearly indicated predominanicéhe private sector, with a share of 62% in
T&C exports (46% garments and 16% carpets and otlagle-ups), while textiles exports (fibres,
yarns and fabrics) represented 38% of total T&Coetg) most of which, being realised by the
public enterprises. Garment exports, mainly dedtioethe US and the EU had increased shétply
in the last few years due to the active involvemehthe private sector and also due to the
Qualified Industrial Zones agreement (QIZ), sigrietween Egypt, the US and Israel. Main
export markets for the Egyptian home textiles wesEU, followed by the US, in 78% and 22%
shares, respectively. Most of the exports werbasic constructions, while the printed bed linen
which was the bulk of home textile production ie tliorld was non-existent in Egypt, due to poor
dyeing and finishing, limiting the export figurerfthe year 2005 at around US$ 120 Million.

Fabric exports had decreased by 44% between thvs 880-2006 due to existing problems in
production capacity and quality. However, recegioeal trade agreements, such as the Aghadeer
and the Free Trade Area (FTA) with Turkey were expe to create potential demand for Egyptian
products, especially with the accumulation of arggivhich will give partner countries duty free
access to the EU markets, for which quality improgats would be of urgent necessiynumber

of contradictory or adverse features have also beorted, which can be summarised as follows:

» Having mostly access to the more expensively pricBdand ELS cotton, the Egyptian
spinners could not produce reasonably pricearseandmediumcount yarns, which were
needed for manufacturing fabrics with medium to vyeaveight construction. Similar
drawbacks could be seen in clothing productiorfatit, it was also considered irrational to
use long staple cotton for low count yarns whewats most suitable for production of
expensive finer count yarns. This drawback was idengbly overcome by allowing
imports of cotton with short to medium staple ldrsgt

> Egyptian spinners, on the other hand, could nottbseavailable ELS/LS cotton for the
exclusive production of fine count yarns of vergthiquality due to mostly inefficient and
outdated textile equipment.

» Public enterprises dominating largely the textifel @0 a lesser degree clothing sectors
suffered from significant overstaffing and cumulatilosses. The companies lacked the
necessary finance for the capital investment, rgaimbcause their cash was being
consumed by the excess labour, making cost of ptamucostly and inefficient.

® This is a parallel observation with the case inrkiay, where also the private sector does not chdosenter
vertically integrated investments, especially irawiag component.

® Total garment exports in 2005 was US$ 918 Millaord Jan-Jul 2006 figures indicated that in 2006 JS$ 1
Billion will be exceeded.
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Keeping public enterprises in spinning, weavingidg and finishing, under governmental
ownership, had always been a controversial isstgypt, especially due to the huge levels
of employment in these enterprises and the potgmi@ocation of massive unemployment
in case of privatisation or liquidation. Furthemmobecause the privatisation process was
generally very slow, no new capital investments hadn introduced since early 1990s,
making the production technology outdated and icieffit. Delays in privatisation had
already rendered these public enterprises even umaractive to most investors.

The private dyeing and finishing facilities, on the other hamepresented around 60%
share of the total and it had undertaken majorstment schemes during the recent years,
enabling them to modernize and upgrade their dyanthfinishing facilities.

The private clothing operationsere run by a wide spectrum of mostly small enisgs.
Facilities ranged from enterprises with simple ptive sewing machines, to very
sophisticated modern equipment. The majority oélssized companies worked for the
protected local market. Only a limited number ofdmen and large sized companies
exported directly to various foreign markets. Whibenefiting from Egypt's major
advantage in cheap labor, these companies weret@lal@opt the latest technology in all
phases of clothing production, including patternkimg, spreading, cutting, sewing,
packaging and the quality management at all leve@ther small and medium size
enterprises, which could directly export by themss] tended to export through Egypt’s
limited number of private trading companies.

One of the major constraints on the progress ofctbthing industry, especially for those
aiming at exports, was the limited supply and ppaality of locally produced accessories.

Egypt's export networks include, brand named aglpeompanies, garment contractors,
overseas buying offices, trading companies, anemaifternational trade and distribution

networks. Very few trading companies were spe@dlim exports, some of which were

also experienced enough to address the needs &lttend US markets. These companies
were responsible for guiding producing enterpriseghe requests of buyers in export

markets.

For the future development of the Egyptian texditel clothing sectors, the suggestion was that
Egypt should fully exploit her potential strengthsthe low cost production areas, the existence
of the full supply chain within the country, thetydéree market access to European and the US
markets, as well as Arab and African countries,otlgh various international, bilateral and
regional agreement&

While the recently implemented policies, particlylahose starting from 2004, had a positive
impact on increasing Egyptian clothing exports amtouraged new investments in the sector, the

% Abla, A.L.: “Study and Evaluation of the Egyptian Textile anati@hg Industry — Lessons drawn for the promotion
of the Cotton Sector in Cotton Producing WCA StateNIDO Report: TE/RAF/06/012/11-51, Jan.2007.
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disintegration of the value chain, however, s@ihrained as a serious problem, which necessitated
new strategies for the future development of tdestry.

4.3.3 Comparison of Institutional Support Systems Blated to Cotton and Cotton Textile
Sectors in India, Turkey and Egypt

4.3.3.1 Institutional Building in India:
A. Related to Cotton Production

i) Indian Council for Agricultural Research (ICAR): ICAR has the mandates to co-
ordinate agricultural research and development raragies. ICAR has established various
research centres and has set up numerous agratuitniversities. It has also conductéue
Technology Intervention Programmes.

i) National Research Centres (NRCs)Problems are attempted to be solved by a
“mission approach®. The Central Institute for Research on Cotton Tetgy (CIRCOT),
Mumbai, established in 1924, is one such Natioresdarch Centre exclusively for cotton.

i) National Biotechnology Board:With the establishment of this board in 1982,
biotechnology was given a boost, which prompted @mvernment to establish a separate
Department of Biotechnology 1986 to oversee the development of biotechnolagpglication
projects, demonstration of proven technologiesteaiding of human resource in Inffa

iv) Directorate of Cotton Development, Department 6Agriculture: This organisation
is responsible for the development of high yieldargl other cotton varieties, better post harvest
practices, etc, developed by the ICAR researchtiss and others to the cotton growers in the
country. For ensuring supply of better qualitydse® the cotton growers it coordinates with the
National Seeds Corporatiand other provincial public sector seed compangewell as private
seed growers.

v) Cotton Cooperation of India (CCI): It is the nodal agency for carrying out the MSP
operations in cotton, as well as for implementingiNVlission-Ill and Mini Mission—IV.

vi) Mission Directorate, Cotton Technology Mission: The CCI, which is the nodal
agency for implementing Mini Missions Il and IVa created a mission directorate within the

6" Conducted by a team of scientists under a sirgpeldr related to resolving national problems amtered in
agricultural sector

®*The Government of India has laid out an extensifmstructurefor research, comprising 31 agriculture universities,
204 central and state universities, and more th&® Hational laboratories and research institutionsThe
Department of Biotechnology published the rules prmtedures for handling GM organisms first in 1994@th
subsequent revisions made in 1994 and 1998, wimishred an effective evaluation of transgenic pldrefore they
were given clearance for release in the field. eBafjuidelines for recombinant DNA research andetigyment
were made by the Recombinant DNA Advisory Comnsteap by the Department of Biotechnology. Regnjat
mechanism for the development and evaluation afsganic as per the recombinant DNA safety guidelinas
based on a three-tier system with the InstitutioBad Safety Committee (IBSC), Review Committee enetk
Manipulation (RCGM), and Genetic Engineering Apio€ommittee (GEAC). India, through its GEAC, apmo
its first GM crop (Bt cotton), to be grown on a aoercial scale in March 2002. As of 2005, a totaP8fBt cotton
hybrids had been approved for planting in differeabhes of the country.
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organization exclusively for the implementatiortloése missions.

vii) The Cotton Advisory Board: It is the representative body of various intergstups
like Government agencies, cotton growers, textildustry and trade. It generally advises the
Government on matters pertaining to production,saomption and marketing of cotton and also
provides a forum for liaison among the above mewibinterest groups

B._Related to Cotton Textiles and Clothigr
The Ministry of Textiles has a number of R&D andchieology Centres to provide institutional
support to different stakeholders involved in tladue chain of cotton:

i) Textile Research Associations (). There are 8 Textile Research Associations,
which function under the technical and financigbmort from the Ministry of Textiles. They are
private bodies, promoted by the textile industry éarrying out research and providing various
services like consultancy, testing and training.

i) The Office of Textile Commissiome Mumbai: It is the nodal field agency of
Ministry of Textiles, for coordinating all aspeai$ modernization of the Indian Textile Industry
under the TUFS. It has institutionalized mechanisongyetting the appropriate feedback from all
the stakeholders in the cotton value chain as agltollecting all the statistical data relatedh® t
cotton and cotton textile sector in the country.

i) Textile Committee, Mumbai: This committee is a statutory body set up under the
Textiles Committee Act of 1963. Its main objectiigeto ensure quality of textiles and textile
machinery both for exports and domestic consumptiarhe Committee is headquartered in
Mumbai, with 30 Regional Offices, 18 of which hdaboratories, including 9 for eco testing. The
Committee undertake, assist and encourage scergfthnological and economic research in the
field of textiles, as well as in eco-friendly tdg8. The Committee collects cess @ 0.50 % ad
valorem, from the textile manufacturers and texttachinery manufacturers (excluding the
handloom and power loom industry) and depositsitib ithe Consolidated Fund of IndiaThe
amount of cess collected in 2004/05 was Rs.497amillThe Government allocates a grant to the
committee to conduct its above mentioned activilretieu of the cess collected by the Central
Revenue Authorities.

It should be noted that collection of cess from thmanufacturers of textiles and textil
machinery for the purpose of financing research adties in textiles appears to be an

D

appropriate action practised by India. A similamfancing arrangement had also been set up|in

o

Turkey, where the Exporters’ Associations, apply much smaller margin, (0.05-0.1%) a

valorem of exports. The amount collected is usedmafor the export promotion activities.

iv) All India Exporters’ Chamber (AIEC): It is the oldest voluntary body of Indian
exporters' established in 1959. The AIEC provides ndian exporters with an opportunity to
explore and expand the overseas markets, whilaeasame time assists the foreign buyers to
identify the Indian exporters that are capable @fetimg their requirements. The Chamber also
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deals with the key aspects of trading, particuladmtract sanctity, finance and arbitraffon

v) Federation of Indian Export Orgaisation (FIEO): It is a non-profit organization,
set up by the Ministry of Commerce in 1965 to cdiwsate and focus the efforts of all
organizations in the country engaged in export @toon. It has also become a key player in the
promotion of trade, investment and collaboratice@ox No: 4.1).

Box No 4.1: Federation of Indian Export Organisatia (FIEO) "
It is a-non profit organization set up by the Minysof Commerce in 1965 to co-ordinate and focues|th
efforts of all organizations in the country engageaxport promotion. It has also become a key guldy
the promotion of trade, investment and collabonatiBlEO:
» represents the interest of the exporting firms,sotiancy firms, service exporters, banks, export
management training institutes etc.,
» provides a unique platform to the businessmen dgain multiple products, since membership is
offered to exporters dealing in various goods aadvises and nearly all the products fall under |its
area of responsibility,
» has a well established network throughout Indidghwranch offices in major cities, in addition its
head office in New Delhi,
» works as a partner of the Government of Indiarovjging inputs on various trade policy issues and
also acts as a a strong linkage between the Govemhand the Industry,
organizes capacity building courses as well asrivddonal activities to give its members a global
understanding,
assists importers in locating potential exporters,
establishes strong links with counterpart orgarimas in several countries as well as international
agencies to enable direct communication and intéwadetween India and world businessmen,
has bilateral arrangements for exchange of infoinratas well as for linkages with several overseas
chambers of commerce, trade and industry associgti
» has access to information/data originating from Uiddies and world agencies like IMF, ADB,
ESCAP, WB, FAO, UNIDO, UNCTAD, ITC, etc.

Y VYV VY

vi) Export Promotion Councils (EPCs):EPCs are also non-profit organisations
established on sub-sectoral basis and administeyemh executive committee, composed of the
representatives both by private exporters and gowent appointed officials There are around
20 such EPC's, ranging from T&C to certain food qurcts, engineering products, services, etc.
EPC'’s related to T&C products are established uttdeMinistry of Textiles.

4.3.3.2 Institutional Building in Turkey:

A. Related to Cotton Production
i) _The Agricultural Sales Cooperaties Unions (ASCU’$. The ASCU’'s were
established after 1935. Those dealing in cottonTames, Cukobirlik and Antbirlik. Basically,
cotton growers would unite to form the Agricultu&dles Cooperative (ASC) in their vicinity, and
then, a federation of ASC'’s, which is an ASCU. Aatof 16 ASCUs have been established so far
in various commoditiesThese cooperative organisations have been actragged in buying the
agricultural commodities and after basic manipolagi selling the final products in domestic and

% Further information can be obtained from: http:Ww.aiechamber.com/

0 Compiled from FIEO web page: www.fieo.org

" The EPCs are partly similar to the Exporters Asatiohs in Turkey which are established under the
Undersecretariat of Foreign Trade and formed in anagxport product groups. However, the administratis
composed of board of directors, all of whom elédtem the exporting companies.
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export markets. The ASCU’s have been successfumplementing government support policies.
When working on their own account, they are stk targest single buyers of commodities in
which they operate. In the case of cotton ASCUsy thdividually procure between 20-50% of the
crop in their respective regions, seasonal procangsnvarying between 15-30% of the total crop.
The ASCU'’s also provide agricultural inputs to thmembers at attractive terms.

The ASCUs have undergone a restructuring procese she year 2000, in an effort to make them
autonomous, efficient, competitive and self finagcentities. However, it has been a source of
criticism thatdecreasing the agricultural subsidies has made m@mymodities uncompetitive in
world markets.Consequently, it has been argued that the reatingtof the ASCUs caused these
organisations lose their former strengths in theelstic and international markets, rendering them
also unable to properly protect their members’reges.

i) _Agricultural Credit Cooperatives Unions (ACCUs) The ACCs and their central
Union were established according to Law No 2838985. The purpose of the ACCs and their
unions was to meet the agricultural input needtheir member farmers at attractive terms. The
ACCs and ACCUs compete in the market with the peivsector firms, which also provide inputs
as well as with ASCUs. This competition createompetitive market for the agricultural inputs,
which are mainly fertilisers, chemicals, machinetg,

i) lzmir_Mercantile Exchange (IME) : Established in 1891, the IME today houses
physical trading platforms mainly for cotton andedrfruits, such as dried grape, dried figs, etc.
Cotton is traded every working day lasting 10 masuin a round pit by an “outcry” session among
the brokers, representing the buyers and tradexi$y Botton prices established in the exchange are
put on IME’s web padé. The exchange also acts as an arbitration bodyh#rconflicts which
may occur between the buyers and sellers.

iv) Nazilli Cotton Research Institute (NCRI) and Agicultural Research Institutes:
Presently, the NCRI is the only cotton researclitite active in the country although in many
parts of the cotton production regions, field reskaand field testing on cotton are being
conducted by the general purpose Agricultural Reselnstitutes (ARIs). Both the NCRI and the
ARIs are all directly linked to the Ministry of Agulture and Rural Affairs, (MARA). New seed
varieties are developed and certificated by NCRIwall as joint research projects are conducted
on the Integrated Pest Management (IPM), yield owement, fibre quality improvement,
developing early varieties, etc.

iv) _University Faculties on_Agricultual Technology and Agricultural Economics
There are around 20 universities in which agricaltiengineering, agricultural technology and
agricultural economics are taught. Extensive reteand development work is conducted on
cotton in at least five of these faculties, maimythose which are situated in cotton production
provinces, such as Izmir, Aydin, Adana, K.MaeadS.Urfa.

2\www.ith.org.tr
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v) National Cotton Council of Turkey (NCCT): The establishment of a national cotton
council in Turkey had been a longstanding issu¢hefcotton industry circles since the end of
1990s. The Founding Executive Board of the Natidatton Council, which had been formed in
2000 as an NGO, had been working towards gainifigi@frecognition. It was only after the new
Agriculture Law, passed by the National AssemblyApril 2006, in which a provision for the
establishment of commodity councils had been faedkat the procedure for the establishment of
the NCCT gained impetus. Following the completidntlle necessary legal procedures, and
holding the first general assembly in December 2@6& new Executive Board was ultimately
elected. It is expected that the newly formed NC®Ill soon start conducting its activities, which
are essentially related to production, consumptioarketing, research and development as well as
promotion of cotton at national level.

B._Related to Cotton Textiles and Clothing

1) University faculties/schools on textiles and cthing: In Turkey, there are 12 textile
engineering faculties giving degree courses inouariuniversities. These faculties also conduct
various research projects identified jointly withet T&C industry. Besides vocational textile
schools, garment schools, fashion schools and remedthigh schools provide specialised training
to the intermediary personnel for the industry. Bx@orters associations have also been giving
assistance to vocational education by arrangingtstesm courses and seminars and/or by
providing on the job training to the young peopi¢he T&C companies.

il)_Quality Control Laboratories for Textiles and Clothing There are 12 well-equipped
private and public laboratories, capable of perfagrall kinds of tests in textiles and clothing,
some of which are certified for making the Eco-Tegts. Stimerbank, which was a giant state
economic enterprise mainly in textiles and clothiragso possessed quality control laboratories at
various locations, some of which were transferethe ownership of the Turkish Scientific and
Technical Research Organization, (TUBITAK), duritige privatisation process of the former.
One such example is Bursa Textile Analysis Laboydfp (BUTAL), where the laboratory has
international accreditation for conducting all kindf testing and analysis in cotton, wool and
synthetic textile materials, such as fibre, yaafyrics, carpets, etc.

i) SUMERBANK: Sumerbank was founded in 1933 for the purposestshbéishing
industrial plants in basic industrial areas with thotto of‘State in the industry”and orienting the
young republic to industrialisation. This enterprisxpanded its operations in a short time,
especially after 1950s and became a giant, espeaial &C area with 58 large sized factories,
more than 500 department stores and 49 bankinglbean Total number of workers and staff was
around 5000 at the start of operation in 1933. Trd&#e end of 1980’s, when it was to be split up
and privatised it had around 40,000 staff and warke its establishments. When taken into the
scope of privatisation, Simerbank had been manufagt to the public, T&C items mostly of

3 Seewww.butal.tubitak.gov.tfor additional details
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cotton, such as bed linen, towels, pyjamas, shibisyses, suits, coats, etc., as well as wool
blankets, cotton and/or wool carpets, shoes, etc.

Sumerbank has always been regarded as the “beststhfor masters, foremen, engineers,
administrative staff and managers, since either bef or after their retirements, many of its
employees took up employment easily in the sectsr,they were regarded as well trainged,
experienced supervisors or managers. Those whoiarie textile sector argue that the Turkish

textile and clothing industry owes its success imetglobal marketplace particularly to the
availability of well trained and experienced peopkegood part of which came from Simerbank.

This point is of extreme importance and the caseSifmerbank may have some relevance to |this
particular study, from which the T&C sectors of WCAay possibly benefit.

U7

iv)_Free Trade Zones (FTZs)The Free Trade Zone Law came into effect in 1985.
Presently, there are 20 FTZ's in Turkey and thaltatnual trade volume of the FTZ's was around
24 billion US$ in 2006. In general, all kinds oftiaties can be performed in Turkish Free Trade
Zones, such as manufacturing, storing, packingeggnrading, banking and insurance. Investors
are free to construct their own premises, while ezomave also available office spaces or
warehouses on rental basis at attractive termdieMls of activities open to Turkish private secto
are also open to joint-ventures of foreign companlde FTZ in Mersin is the busiest in Turkey
and it isbetter known for its cotton trading activities, was the FTZ in Izmir is more active in
production facilities, which includes garment mauitiring”.

v) _Exporters’ Associations The exporters’ associations were only dealing with
agricultural products, when they were first esttiad in late 1930s. As the export items of Turkey
varied and many industrial products started to q@#ed, it also became necessary to establish
the exporters’ associations for textiles, clothilegther products, etc. The fact that these exggrte
associations were semi-governmental establishmewtich were directly linked to the
Undersecretariat of Foreign Trade (UFT), made treoellent entities for establishing close
dialogue between the governments and the indusiry.a way, these organisations had the
opportunity of solving their sectoral problems,ay and effectively.

Besides collecting and disseminating informatidatistics, etc., to their members, the exporters’
associations perform other tasks, such as organisicoming or outgoing trade missions, fair
participations, representing the sectors in domesind international meetings, organising
workshops, seminars and training activities, cotidgcresearch projects with academic circles,
monitoring the paperwork related to inward/outwgrdcessing regimes, etc.

Istanbul Textiles and Clothing Exporters’ Asso@as, shortly known as ITKIB, was established
in mid-1980s solely for performing the above memid functions in textiles, clothing, carpets and
leather wear, alongside with the other exportessoaiations situated in many regions of Turkey.
Membership fees do not constitute a great incomeceo but the dues collected from their

™ Internationally known Hugo Boss has a very largedoiction facility in 1zmir FTZ since 1999.
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members’ exports, at a rate of 0.05-0.1% from eixprenues, generate an income, which enable
the associations conduct their functions in anceffit mannerThe establishment of exporters’
associations of the same or similar nature is rees@mnded for the WCA, when the export oriented
cotton yarn and clothing investments are underwsatne ongoing cotton exports.

vi)_Sectoral Foreign Trading Compang It was in the beginning of 1990s, that the first
“sectoral foreign trading companyWwas established in the T&C sector. The share®ldethis
company were all the SMEs active in the manufaetuaf T&C items. This initiative gained wide
popularity because these trading companies haradlede necessary procedures related to export
formalities on behalf of their member SMEghe sectoral foreign trading companies have also
played important roles in the overall success ak&y's export performance.

The above mentioned institution building alone walhot be the only factor behind Turkey’
success in the accelerated development of its C&ldeschain. The Customs Union with the EU
beside the mechanisms introduced during the recemb decades, such as the inward processing
regime (IPRY>, outward processing regime (OPR) free trade areas (FTASY, use of free trade
zones, (FTZs), etc., have all played significantes® behind a settingof liberalised trading,
well functioning banking environment, smoothly woirkgy logistical arrangements and, above

[72)

all, excellent business spirit displayed by therepreneurs have all contributed to this success|

4.3.3.3 Institutional Building in Eqypt:
A. Related to cotton production
i) _Cotton Research Institute of EqyptThe CRI is one of the oldest cotton research
institutes in the world dating back to the inity@ars of the 20th century. All of the Egyptian oatt
varieties have been improved and produced by CRigwis also responsible for the maintenance

of the genetic purity of Egyptian cotton varietieg producing breeder and foundation seeds
annually. The objective of the CRI is to producevreotton varieties with the characteristics of
high yielding, early maturing, high lint contentay fiber quality, etc. CRI also specifies the best
agronomic practices that increase production aededse costs. CRI has two divisions:
» Cotton Production Research Divisiootton breeding, maintenance of genetic
purity, regional evaluation of cotton varietiesfton agronomy and physiology
» Cotton Technology andQuality Research DivisionCotton spinning,cotton fibre,
cotton chemistry, cotton grading, and cotton gignin

®The IPR is is a mechanism by which the exporterg ohéain materials for the production of their exigowithout
being subject to payment of customs duties, tagis, enabling the Turkish manufacturers to obtaiany
production inputs at low priced countries, with aiithey can maintain their competitiveness, atgthme time
assuring the production of high quality textileaothing items.

®The OPR is a mechanism by which goods can beméw cost countries to be further processed raftieich they
are returned to Turkey, thus utilizing from theatélely lower cost manufacturing possibilities ¢xig abroad.

""FTAs are agreements signed mostly with the neigfiipeountries, whereby customs duties are remdeatdeen
the signatory countries.

8 The above mentioned mechanisms have been expl@inggme detail in the following report: Gazanf&,:
“Analysis of the Cotton-Textile-Clothing Value Chaif Turkey and Identification of Strategies fon®Bping the
Cotton Value Chain in West and Central Africa”, UMD report (2007).
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All of these research sections have very well gogiplaboratories, experimental spinning mills
and gin plants besides experimental fields in mihr@n 10 research stations for conducting
breeding programs and field trials.

i) _Alexandria Cotton Exporters’ Assaiation (ALCOTEXA ): Alexandria Cotton
Exporters' Association (ALCOTEXA) is a non-profihon-trading organization exclusively
concerned with exporting Egyptian lint cotton. Measrd include the individuals and companies
working in cotton-exporting sector. Its head dffis situated in Alexandria, Egypt.

iii) Cotton Arbitration_and Testing General Organisation (CATGO): CATGO is a
government organization that determines the ginounigurn factor for each variety, according to
which the crop is priced. CATGO is also the govammauthorised arbitration body on cotton
classing and grading. It conducts domestic andrnatenal training courses mainly on the
Egyptian cotton.

B. RELATED TO COTTON TEXTILES AND CLOTHING
i) The New Textile Technology Centre A technology development division was created
under the Ministry of Trade and Industry (MTI) i6@ to initiate a network of technology transfer
and innovation centres. The textile technology @entas to be operational by mid 2007 in

collaboration with the Cairo University/Faculty Bhgineering.

il) The Export Commodity Councils: These councils, which were created for all sedtors
2004, had the objective of letting the private setd play a role in the policy making by officiall
representing the interests of their sectors thraaglofficial institutional set-up. Both the export
fund and creation of thExport Council for Textiles and Clothirgave had a positive impact on
increasing clothing exports

iii) General Authority for Investment, (GAFI): GAFI is Egypt's "One Stop Shop" for
investment office, which was established in 2003itaplify the investment procedures. Further
simplification took place in 2005. Investment oppaities existed in various sectors, especially in
the textiles and clothing industry, which was mgiah export oriented sector. GAFI is the primary
governmental authority concerned with regulatingl dacilitating investment, and the services
provided by GAFI range from company registration dibe location, partner identification,
contracts and licenses acquisition, all free ofgba

iv) General Industrial Development Authority (GIDA): GIDA was established in
February 2006, in recognition of the need for nedustrial parks with cheap land and suitable
infrastructure to attract local and foreign investits. GIDA was also to be the sole authority
responsible for the land acquisition for manufacipurposes. The old industrial parks, where
also textile and clothing manufacturing activitie®k place, were mostly trapped in residential
areas, often with poor infrastrucural conditionkefiefore, the textile and clothing investments will

" These councils are in analogy to the Exporters @issions in Turkey, where these establishmentsuaited on
sectoral basis in order to assist the exports efsbctor and solve the common problems as theg, aitvising the
government, where necessary, in the formulaticstrategies related to exports and export promaotion
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benefit from these industrial parks.

v) Chamber of Egyptian Textile Industries This chamber, established in 1937, aims at
assisting the textile manufacturers in Egypt amagenting them in domestic and in international
circles. It has more than 3500 members from bathape and public sectors.

vi) Textile Consolidation Fund (TCF): TCF was established in October 1953 as an
independent non-profit organization, with a viewsgeking solutions to the problems facing the
textile industry. TCF was sponsored by the textiustry and supported by the Ministry of Trade
and Industry in achieving its objectives, which g¢o facilitate the the successful marketing of
textiles both in domestic and export markets; tosolidate the textile industry by conducting
technical studies, by the establishment of laboiedpresearch institutes and training centerd) wit
a view to raising the technical and professionahdards of the industry in cooperation with the
scientific and specialized bodies; and to gran$o@ the textile mills to assist them in copinghwi
international standards and quality.

TCF is governed by a permanent committee, whiamasle up of the representatives of spinning
and weaving industry, as well as the governmerggakasentatives chosen from the relevant
ministries. It fulfills two main functions, namelyne technical functionin which solutions for
problems facing the textile industry are soughtluding deciding on technical research in
spinning and weaving, and the other beihg commercial function,where market research,
promotional work, collection of statistical datdc.e are carried out. The technical activity is
achieved by three centres, on textile quality aintextile development, and textile information,
respectively. Providing testing facilities is cahsied the most important function today, but the
laboratories need certain improvements to gainrnaténal accreditation. Based on the recent
information received, there are currently efforts upgrade the capabilities of the fund, and
possibly to transform it into a technology cefitre

4.4 COMPARISON OF RECENT GOVERNMENT POLICIES AND ST RATEGIES
TOGETHER WITH THEIR IMPACT IN THE DEVELOPMENT OF TH E COTTON
SECTOR AND MEASURES TAKEN TO ENHANCE VALUE ADDITION

4.4.1 Government Policies/Strategies for the CTC Sectonilndia

4.4.1.1 Major strategies/policies related to the iprovement of cotton production and ginning
and their impact in India:

A. The Introduction of the Technology Mis®ns on Cotton (TMC):
The Technology Missions on Cotton was launched G002 in order to find solutions to the
problems incotton cultivation and cotton qualitglue to poor quality seeds, pesticides and other
inputs leading to high cost of cultivation, low e, poor fibre properties, high thrash content
(4%-7%) in cotton despite being handpicked in fiekl, wide range of contaminants in cotton,

8 personal communications with A.L. ABLA (Septer2béi7)
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lack of transfer of agricultural technologies te flarmers' fields, etc., as well as to the prolsl@m
seed cotton marketinglue to poor infrastructure at market yards, etod to the problems in
ginning and pressingjue to mostly obsolete equipment.

Mini Mission | focused on development of high yielding pest tesisvarieties, hybrids and
integrated water, nutrition and pest managemetintogies, whileMini Mission Il was related
to the transfer of these technologies to farmeengure better returns.

Mini Mission Il was related to the improvement of the marketingastfuctures, including the
existing market yards and setting up of the newso@evernment of India provided assistance up
to 60% of the cost of such improvements.

Mini Mission IV aimed at modernisation of ginning and pressingtpland, thereby, improving
the quality of cotton by reducing contaminatioryghrensuring better prices to growekscapital
incentive of 25% of the cost of modernisation (sabj to a limit) was given to the ginning and
pressing plants. Furthermore, for the installationf 'new bale press' and 'HVI laboratories',
additional incentives were to be allocated.

The impactof the Mini Missions | and Il on the yield increaseas a result of improved seed
varieties and gradual switch towards Bt cotton, wksmrly seen(cotton yields have increased
significantly, from 276 kg in 2002/03 to 467 kg/kee in 2005/06 showing an increase of around
70% over a period of three years).

The impact of theMini Mission 1ll  on improvement of seed cotton marketing yards alae
apparent, with the growers becoming very knowletiggean how to produce better quality cotton
and how best to market it. Cotton quality improvein&as achieved mainly by using seeds and
inputs with improved quality, significant decreasecontamination, and by the protection of seed
cotton (kapas)from sunlight and rainFurthermore, the modernisation of most of the igigrand
pressing facilities contributed significantly ingoucing good quality cotton with practically
minimum amount of contamination.

Improvement of the marketing of seed cotton bygtmvers was largely achieved by making the
marketing environment more transparent and funatibw:

e arranging open auctioning/tendering system withiiséallation of weighbridges and other
grading facilities, like trash analysers, moistoreters, etc., to minimise the existing mal
practices in the market yards,

e providing Farmers’ Information Centres in the fargigards, with the kiosks, big display
boards, interactive voice response systems, atdich all became excellent sources for
reliable market information to the farmers.

* the establishment of testing facilities in the gngdaboratories helped farmers in pricing
their cotton correctly.

As a result of above measurdsere had been a considerable increase in searhotivalsat the
market yards by the growers, which was anothecatain of satisfaction in the new set-up.
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The institutional mechanisms of the government atigde promotional measures, like the
Technology Mission on Cotton have apparently playmaportant roles in the significan
improvement of yields. The upgrading of the infragttural facilities in the market yard
has proved to be beneficial. Not only it has helgadeducing the contamination levels, but
also the arrivals of kapas in the market yards hawereased. This was a direct result of the
efforts for the creation of quality awareness andhprovement of the infrastructure at
market yardsThese results have direct relevance and importatc&V/CA.

The impact of Mini Mission IV which was largely concerned with the modernizatbmginning
and pressing factories, was as follows:

e Significant reduction in cost of ginning seed cotto

* Increase in productivity by 30-35 %,

« With pre-cleanersaand super-cleanershe trash level decreasébm 6-7% to 1.5-2%,

* With the basic pre-cleaning operatioassignificant decrease in the level of contaminatio
was also achievedyecause short fibres, yellow cotton, etc. weralyessken away and
super cleanersemoved the remaining foreign particles,

* Inclined/horizontal extractors, lint cleaneasmdblowersimproved the quality significantly,

* Pressed bales had to be fully covered with cottoth@nd stitching was only allowed with
white cotton thread, according to the norms ofBesau of Indian Standard (BIS),

The modernisation of ginning and pressing mills tredfollowing impacts:

« By the end of the mission period, about 80% ofdndieed cotton would be ginned with
resulting lint having trash, and contamination-freeperties.

* Such bales could fetch a price premium of Rs.1llJ-8andy (one candy= 355.6 kg).

* Ginneries obtained additional income due to bakessification with HVI instruments.

4.4.1.2_Major strategies/policies related to the iprovement of the textile sector in India

Towards the end of 1990s, the government of Inéiedied to overcome most of the weaknesses
inherent in the textile industry, which wereschnological obsolescence, structural anomalies,
poor productivity of labour and machines, ineffitiefiscal policies, multiplicity of taxes and
levies, high cost of capital, redundant and outdatentrols/regulations, restrictive labour and
industrial laws, inefficient marketing, 'poor' peqion of Indian products@broad, procedural
problems in exportingpoor infrastructure relating to transport, comnication and banking,
high power tariff, etcin order to eliminate the above adverse factoms folowing schemes were
introduced:

A._The Technology Upgradation Fund Schem@UFS):
The Technology Upgradation Fund Scheme (TUFS) k& textile and jute industries were
introduced for implementation between 1.4.1999-2D@7, i.e. until the end of the i ive Year
Plan. With this schemegeimbursement of interest plus capital subsidy witbncessional loans
were availablefor the modernisationof the textile and clothing sub-sectorgincluding cotton
ginning, pressing, spinning weaving/knitting, nooven and technical textiles, finished fabrics,
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garments, made-up manufacturing, etdén) the overall distribution of these funds, spimgnhad
obtained the largest share (34.13%), followed l®y dbmposite mills (26.12%) havirgpinning,
weaving and processirfgcilities.

The Industrial Development Bank of Ind{BI), the Small Industries Development Bank of
India (SIDBI) and the Industrial Financial Corporation of InfiiaCl) were the nodal agencies for
the textile sector and jute sector respectielBetween 1.04.1999-31.07.2006, 5471 projects with
a total value of Rs.44, 686 cr8fdad been approved and put into implementation LWfdES.

B._Schemes for promotion of exports of cottotextile ltems:
Since cotton and cotton textile items contributedrty 60% of total export earnings from the
textile products, a number of schemes, which aieflprexplained below, had been introduced in
order to develop the exports of this sector.

() Creating infrastructure specifically for textiles: The Scheme for the Integrated
Textile Parks (SITP) had been launched by the Gowent of Indiafor gathering the individual
units in a cluster with modern infrastructural faigs on a public private partnership (PPP) model.
As of the end of 2006, 26 parks had been approvédw Government’s contribution was Rs.825
crore and the private sector’s contribution was Rs.1250re.

The Working Group on Textiles for the Five Year Planhad aimed at 12% growth in
production and 22% in exports, for which significanncrease inproduction capacities was
inevitable. It was estimated that fund requiremfentrealizing the capacity increases would be
Rs.1,50,600 crore during the 11th Five Year Plamode It was expected that the promotional
schemes like TUFS would definately contribute te thalization of this magnitude of investment
in the textile sector.

(i) Human Resources Developmenit was estimated that for the 11th Five Year Plan
period, the additional manpower requirement fotidisdfast expanding textile and apparel industry
was around 17.17 million, 11.82 million of which svan direct and 5.35 million in anciliary
industries. The apparel industry employed aroundglbon workers, about 2.5 million being in the
export sector. It was also estimated that the r@bpadustry needed 0.5 million trained workers,
such as operators, jobbers, pattern makers, teahsjaquality controllers and managers.

Currently, India had a good training infrastructumhich consisted of engineering colleges,
polytechnics, and agencies like Apparel Training>&velopment Centers, Power Loom Service
Center, Weaving Service Centers, Textile Researshodéiations, Private Vocational Training
institutes etc. The National Institute of Fashioecinology under the Ministry of Textiles was
contributing skilled manpower to the export housed design centres for the clothing sector.

8 Since 1st October 200%3 additional nodal banks have been appointed ufitl=S for determining eligibility and
releasing the subsidy for the cases financed bysleéves.

8 For the Indian numbering system, the reader iemef ta
http://en.wikipedia.org/wiki/Indian _numbering ystem
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Setting up of training centres on public private gaership (PPP) mode became the latest
initiative. The T&C industry and the institutions associatedhwine development of textile
industry were encouraged to set up jointly sucimitng centresGovernment’s role was limited to
one time assistance to the cost of the plant ancchiaery, including the overall support and co-
ordination to ensure effective implementation ofehnitiative. Ministry of Textiles proposed to
establish 100 such training centers under the PP®ae near textile clusters.

(iif) Foreign Direct Investment (FDI) inthe textile sector India has allowed 100% FDI
in the textile sector. The tot&DI, which was around US$ 4.36 billion in 2005, akhtripled to
US$15.7 billion in 2008. The share of textiles and clothing sector wadigiete (only 1.8 %) in
the overall FDI. Specific areas needing FDI were tbxtile machinery sector, the apparel
manufacturing sector, synthetic fibres and thenaxt textiles.

(iv)_Brand promotiont Currently, the markets in the USA and Europe, Wlaiccounted for
more than 90% of Indian apparel exports, were @gtidominated by various global brands, and
Indian exporters were merely suppliers to such disait was clearly understood by the industry
that brand development will expand the market shackacceptability of Indian apparels, thereby,
leading to increased export earnings. The capadityphdian industry, by virtue of being SME,
fragmented and decentralized, had not been in giggo$o design and launch brand promotion
efforts on its own.Therefore, a Public Private Partnership (PPP) ap@ch was again the
appropriate strategy in order to develop globallgcaptable Indian apparel brands.

(v) _The testing and design supgofThe testing and design facilities were also devetiop
on (PPP) basis with the objective of expandingrigsand design culture on a wider scale in the
industry. The industry associations, cluster leawnelustry bodies, and other user industry driven
organizations such aextile Research Associatioaad TextilesCommitteesvere all encouraged
by the government for establishing internationaltgredited testing and design centers.

(vi) Support to technical textilesIn view of the fact that there is a growing internesthe
world towards technical textiles, in which also tfaue addition could be more advantageous than
that in the conventional textiles, th@overnment of India had already institutionalized a
mechanism for development of technical textilethacountry.

C._Support for the development of decentraded power loom sector:
In March 200, there were 1.95 million power loomghe country distributed over approximately
430,000 units. This represented about 47 % of the total power ®amthe world. The power
loom sector contributed about 62% of the total lclptoduction of the country, and provided
employment to about 4.86 million people. More ti&% of the cloth produced for exporting
came from the power loom sector. The governmenpaudor power loom sector included the
following areas:
* Modernization of power loom sector through (TUFS),

8 http://www.ibef.org/economy/fdi.aspx
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» Promotion of technical textiles, as well as thditex with improved designs,

» Strengthening of existing infrastructure faciliteesd creation of new CAD centres

» Consolidation of power loom sector through moderdizvork-shed scheme in existing and
new clusters.

4.4.2 Government Policies/Strategies for the CTC SectoniTurkey

It can be argued that to get a fair idea and ajpggren of the development of the CTC value chain,
one must not review the policies of just the lastr 3.0 years only, because such an attitude would
not reflect the true picture behind the presentess. Therefore, one must go as far back as 1930s,
when Turkey had laid down the strong foundationsaefntry’s economic structure.

4.4.2.1 Brief review of the past policies which hadnajor impact and contribution to the
development of the CTC value chain of Turkey

Historical developments of Turkey’s cotton basedile industry begin with the foundation of the

Republic in 1923. Until the end of 1940s, Turkeyplemented the economic model, called

“etatism”, during which there had been a heavyestaervention in the economy. The significance

of this period was thatoundations of the economy with its relevant ingtihs, such as State
Economic Enterprises, Agricultural Sales Coope#adi Unions, Agricultural Credit Cooperatives,
Exporters’ Associations, State Commercial Banksyall as basic laws, rules and regulations
related to money, banking, and foreign exchange, lead been laid dowrSumerbank was also
established in this period to support the infant &ector.

After a short liberalisation period, Turkey choseimport substitution model with successive five
year development plans between 1960Many private sector textile investments had takaenep

in 1960s and 1970s, including the investments efABCUs with cotton yarn spinning. Cotton
based domestic textile industry remained strong @ndpetitive throughout the 197@espite the
adverse economic developments in the overall ecgnomainly due to the two major oil crises
experienced in 1973 and 1978, respectivBligvertheless, it had become very clear that the T&C
sectors were to become the leading areas for exgromith.

From 1950s until mid-1980s, cotton exports weretided to Europe, mainly to Italy, Germany,
England, Central and Eastern Europe etc., wheealiHy textile industry was still keeping a good
manufacturing base. In this period, ‘@xport levy” or an“export refund” was alternately applied
to cotton exports to maintain a balance betweenltimeestic and world cotton prices.

However, unfavourable developments towards theo#d®70s, lead to the adoption of the famous
“24 January 1980 Stability Measures”,which had been regarded as one of the most
comprehensive reforms in Turkey’'s economic histditye main objectives of these stability
measures were to increase exports and export garngontrol the rising inflation, make the
economy gain a dynamic structure by opening itlébb@ competition. The measures introduced in
1980s to boost the exports can be grouped undenfajor categories:

Firstly, a 49% devaluationof Turkish Lira (TL) together with a floating cemcy rate was
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announced on 24th January 1980, which made masteoéxport items highly competitive until
the year 1988. Slowing down in the depreciatiothef TL by the Central Bank after 1988 resulted
in a parallel deceleration in exports.

Secondly,direct subsidy payments were initially made to éx@orters througliax rebatesand
cash premiumsyhich were gradually reduced until the beginnind.890s, after which they were
totally abolished in order to comply with the updaaghGATT code.

Thirdly, preferential and subsidized export credisre provided to the exporters.

Fourthly, tax exemptions were provided on imported gowdisch were to be used as inputs in the
production of exportable items.

Fifthly, exporting companies were allowed to madeductions in corporate tax paymenigjich
were calculated proportional to their export eagsirExport subsidies as a percentage of the value
of total manufactured exports were lowered gragualvards the end of 1980s. Significant steps
had also been taken in gradual liberalisation gfarts since 1980, with all the tariff-equivalent
charges, except the customs duties and MHF, béimghated by 1996.

Beside trade liberalization measures, a numbedditianal important steps had also been taken as
a consequence of thR4th January 1980 Decisions”’most of which can be grouped as the
measures related to the financial liberalisatiarsnprising of a new exchange rate regime, an
auction system for government securities, markenom reforms at the Central Bank, the banking
reforms, etc.

Main impacts of the “24th January 1980 Decisionsivere that the successfully implemented
exchange rate policy together with export subsjdessd the way towards a dramatic performance
in exports, which jumped from 2.9 Billion US$ in 8® to 11.8 Billion US$ in 1989. This
represented roughly a four foldcrease in exports within a ten-year period. Fenmtore, the
composition of exports had also changed considgrdbe share of industrial products in total
exports rising from 36% to 78% during the samequkri

The domestic textile industry, having the cottontlees raw material at its disposal, coupled with
relatively cheap labour and energy, started to miskpresence felt in Europe as a good quality,
suitably priced cotton yarn manufacturing and etipgrcountry. The exports of cotton yarn and
woven cloth, made such a good performancettfeEuropean Communistarted to restrict these
exports, which lead to the conclusion of an agredrbetween Turkish textile sector and the EEC
on “voluntary restrictions” in mid 1980s. These restrictions were progressiestiended to the
clothing products, which at that time was at themgy stageAll of these voluntary restrictions
with the EU on textiles and clothing products endsdf #' January 1996, when Customs Union
Agreement with the EU came into force.

The 1990s had been a decade with many crises, Wwhitisevere blows on Turkey’'s economy and
foreign trade, starting with the Gulf Crisis withetlong-lasting trade embargo of the UN on Iraq,
followed by the domestic Financial Crisis with a%8&levaluation of the TL on 5th April 1994,
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followed by the South-east Asia Crises with the $fus Crisis towards the end of 1990s.

Turkey established a Customs Union with the &#irting from January 1st, 1996. As a result,
Turkey eliminated the customs duties on importsdbistrial goods from the EU, at the same time
adopting the EU’s common customs tariffs for impdrom third countries.

The dramatic increase in cotton consumption sir@@0s was the expected consequence of an
apparent productive capacity increase in the txéctor,namely in the form of cotton yarn,
woven or knitted grey cloth, as well as finishetiria Cotton exports continued but in gradually
decreasing volumes until 1993, when Turkey becammeet cotton importing countryCotton
importshave then soared, reaching at a quantity amoutdgiagmost 900,000 tonnes.

The financial crises experienced in 2001 have le"dhmanaged, which has reflected itself in the
success obtained in bringing down the annual ioflafrom 60-70% levels down to 7-8% within
four years, increasing the trade volume signifisarattracting sizeable foreign direct investment
(FDI), and achieving an average growth rate of ado8i %.

The support price policies, initially in the fornf a “minimum support price, later followed by
direct supports as “premium payments” applied ilected seasons until today, have mausgor
Impactson the cotton planting decisions of the growers.

Turkey has had a wealth of experience over the ywaome of which can be applied to any
country passing through similar stages of developrheThe situation of the cotton sector in
WCA and the problems associated with the newly ttgyieg cotton-textiles-clothing value chain
may lend itself to the utilization of such experiees in the areas of government policy, cottpn
quality improvements, marketing and institutionauidding.

4.4.2.2. Other developments which played significant rolesni the development of the CTC
Value Chain in Turkey:

A number of mechanisms or institutions have alsenbetilised for the attainment of more cost

effective and competitive solutions to the CTC eablnain. Only the names of these mechanisms

will be given here since they have been mentionedhiious sections of this comparative sfiidy

These mechanisms or institutions are:

Inward Processing Regime

The Outward Processing Regime

The Use of Free Trade Zones (FTZs)

The increasingly important roles playedtbg exporters’ associations, particularly the

Textiles and Clothing Exporters Associasio

8 For a more detailed account of some of these mémiarthe reader is also referred to:
Gazanfer, S Analysis of the Cotton Value Chain of Turkey arehtdication of strategies for developing the
Cotton Value Chain in West and Central Affi¢éNIDO Report(TE/RAF/06/012/11-53), (2007).
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- Roles of the Sectoral Foreign Trading Canips in the increase of Turkey’s Exports,
- Utilisation of the textile and the clotlisectors from the FreeTrade Agreements (FTAS).

4.4.3 Major Strategies / Policies Initiated by Egypt
In Egypt, the public enterprises operating in the spinnind weaving industry were mostly loss-
making due to historical burdens of excess labobalanced financial structure with huge debts to
banks, overinvestment and outdated technology, gmmher factors. The government was
determined to enhance the role of private entreqaneship in almost every industrial sector. The
action plan addressing those problems had two pifans:

» Policy Reform for the environment surrounding aegulating this sector,

* Restructuring of the industry and the businessrenment towards ultimate transfer of the
mills to private sector.

Egypt's involvement in the T&C value chain has bégking place since the mid-1980s. Recent
policies have mainly focused on correcting thectmal imbalances within the chain, integrating
its different components and supporting and enapagathe expansion of the highest value
addition within the chainprimarily in the clothing sub-sectoithis strategy gave priority to the
promotion of clothing exports, strengthening thdustrial infrastructure, and generally providing
the suitable environment for deeper integratiolocél enterprises into the global value chain.

Policies to promote the Egyptian T&C industry wdraded into three groups:
- Changes in the framework conditions thatefiérall manufacturing and not just the T&C
industry;
- Specific policies affecting the T&C indugtthough not necessarily exclusiv&ty
- Specific initiatives by the private sectathin the T&C community.

4.4.3.1 Changes in the framework conditions that efit all manufacturing industry:

A) Changes in economic framework conditions
1) The macroeconomic_policieAs part of the Economic Reform and Structural
Adjustment Program (ERSAP) implemented in Egypteii991, there have been progressive
improvements in budget deficits, inflation, foreidabt and debt service ratios,

i)_The fiscal policyA new tax law, which came into force in 2005, hhd following
main features: substantial reduction and unificataf tax rates, cancellation of surchafes

simplification of procedures, adequate and simpbtegorization for depreciable assets,
cancellation of tax exemptions associated with stment law; and reestablishment of mutual trust
between the tax payers and tax authorities.

ii)_The monetary policyAlongside the move towards making the Central Bardte
independent, and the commercial banks free to demmdheir lending ratesEgypt adopted a free

% In general, most of the recent policy changes wese T&C specific, but rather affected T&C, as ooethe
industrial sectors among others.
8 10% sales tax on capital goods and machinery, witicreased investment costs, was cancelled in 2005.
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floating system of its currency in January 2003jclvhcaused a significant depreciation in the
value of the Egyptian pound, which, in turn, made ¢xports more competitivBesides, micro
and small enterprises were entitled to the spémialinterest rates (40% less), which were offered
by the Social Fund for Development through the bamkystem.

B. Trade Policies

Between the years 1960-1995, the Egyptian induséy been subjected to a protected trade
regime. Since Egypt's accession in 1995 to the WiOst quantitative restrictions on imports

were removed and tariff rates significantly reducédypt has also bound 98% of its tariffs, and

agreed to a schedule of phased tariff reductionsr dlie period 1995-2005. In 2004, the

government further liberalized the trade regimentgking drastic cuts in customs duties (from

14% to 9%), simplifying customs procedures, comsaing dutiable items (from 13,000 to 6,000),

adjusting ‘distortions’ in duties on some 500 itewsnceling all customs service fees and granting
the information technology sector complete exenmptiom customs duties.

C. Investment policies
Egypt has not been successful in attracting fordigect investment, for which there was a need of
around US$ 4 Billion per year to cover the savingestment gap and to sustain a GDP real
growth rate of 7%. The Government recently decittedpgrade the institutional structures for
investment, which included the Ministry of InvestmheGeneral Authority for Investment (GAFI),
as well as the establishmentexfonomic free zonesdnew industrial zonesA new Presidential
Decree (#30/2005) authorised the Prime Ministagive incentives in the form afew tax holidays
or energy price subsidiesr exceptions from general rules and proceduresniestment,f the
new project involved transfer of high technologgngicantly improving skills and efficiency of
Egyptian workers or raising Egyptian products torldcstandards.

D. _Leqal, requlatory and business envinment:
Recent years had witnessed significant improvemamtshe legal, regulatory and business
environment. The adoption ofr@w labour lawcompetition law, intellectual property rights law,
and the facilitation of procedures for licensingvméocal and foreign direct investment were
positive developments for industrial growth and@asing enterprise competitiveness. The overall
process of market entry and exit had improved dmmably ever since thene stopn the General
Authority for Investment (GAFWas created in 2003 and further simplified and mwpd, as of
January 2005. Licensing procedures were now cdeghithin 72 hours and the whole process
was significantly streamlined. The problem of laachuisition was also resolved through the
recent creation of the General Industrial Developimuthority (GIDA), which became the sole
authority related to land acquisition for manufaictg purposes.

E. Industrial infrastructure &":

i)_Industrial parks To attract local and foreign investments GIDA beeaesponsible for

87 Only the items that witnessed change are mentibieeel
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the creation of industrial parks, as well.

i) _Information and Communication Témology (ICT) Enormous improvements to
Egypt's ICT infrastructure have taken place in thst decade. More than 90% of communities
have had access to telephone services.

iii) Technology Infrastructure (MSTQ) The government launched a National Quality
Plan that sought to upgrade the metrology, stasdéedting and quality systems.

4.4.3.2 _Policies and strategies affecting the T&{@dustry:
A. Regional and global integration
Egypt entered the following regional and bilatdratie agreements during the last decade:

i) _Common Market for Eastern an Sdwern Africa (COMESA) Egypt signed the
COMESA Treaty in mid-1998, with execution startimg1999. According to the rules of origin
applicable at the moment on Egypt’s imports frord arports to COMESA member states, value
addition should not be less than 45% ex-factorytscosSince November 2000, Egypt had
committed to full customs exemption together witighe other COMESA members, namely
Djibouti, Kenya, Madagascar, Malawi, Mauritius, @adZambia and Zimbabwe.

i) Pan_Arab_Free Trade Agreement (PAFTA)In January 1998, Egypt began
implementing agreements reached with Arab Leaguenbees in connection with the Arab
Commo Market Treaty of the 1960s, which calledgbasing-out of existing tariffs over a 10-year
period. The agreement was signed by 14 Arab casjtrepresenting 80% of total inter-Arab
trade. Under the umbrella of PAFTA, custom dutied &ariffs facing Egyptian exports were being
reduced by 10% annually, reaching 80% reductiorofaganuary 2004. Duty free access for
Egyptian exports to Arab markets had been reacked danuary 2005. Because the PAFTA rules
of origin were different from those of Pan Euro-Mauks, the negotiations towards making these
two rules of origin consistent with each other wenegoing.

iii) Aghadeer_DeclaratianIin 2004, Jordan, Egypt, Tunisia and Morocco sigtieel
Aghadeer Declaration, which was an FTA, establisbeca gradual basis through a transitional
period, not exceeding January 2006. The Agadir BERA the Euro-Med agreements offered the
following advantages for the Egyptian T&C industry:

> Ability to accumulate origins of products made i Rartner countries, thus creating a large
market for Egyptian made intermediary productsr{gaand fabrics),

» A boom in T&C sectors is also anticipated as cliise between Aghadeer countries and the
EU already exist in the commercial, sub-contracind investment domains.

iv) Egypt- EU Association AgreementThe agreement with the EU was by far the most
significant for Egypt. Currently, the EU was Egyptargest source of imports and second-largest
destination for exports. The cooperation agreemetiit Egypt since the mid-1970s allowed free
access to Egypt’s industrial products to the EUilevthe Association Agreement signed in 2001,
recognized stepped reduction of tariffs and recaroaccess for industrial products over a

transitional period varying between 3-15 yedrhese agreements offered a big potential for
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increasing the exports of Egypt’s industrial protiygarticularly the T&C items.

v) QIZ Protocol In 1999 Israel signed a Qualified Industrial Zolg@4) agreement
with Jordan. Positive results of this agreemenbareged Egypt to sign a similar agreement with
Israel and the United States in 2004. QIZs are iggatgcally designated industrial areas in Egypt
selected by the Egyptian government and approvethbyUS government. According to the
protocol, factories located within those areas wgranted duty free access to the USA provided
that exported products comply with the rules ogoristipulated in the agreement, which specified
a minimum of 11.7% Israeli content in exported p@d. The short term impact of the QIZ
Protocol on the Egyptian T&C industry had been idicgmt rise in T&C exports, as mentioned
previously.

vi) _Eqgypt-Turkey Free Trade Areafhe Egypt-Turkey FTA Agreement, signed in
December 2005, allowed for the removal of dutiesravperiod of 12-15 years. By 2008, Turkish
textiles would be admitted duty- free into EgyphiSwould allow for the accumulation of origin
for Egyptian products made with Turkish raw mater{garn and fabrics) giving Egypt the ability
to penetrate the EU market with higher value adateducts, with which, a big jump in Egyptian
T&C exports to the EU was expected. The FTA woukb attract Turkish FDI in the Egyptian
T&C sector, which would strengthen the Egyptianueathain, particularly the weaknesses on the
up-stream, where the Turkish textile industry waseradvanced.

B. Privatization:

Privatization had been particularly slow in the luisector textile and clothing enterprises,
especially those operating in spinning and weavingich had accumulated huge losses and
became a bottleneck for the whole value chain. Qiggest obstacle to privatization had been the
excessive number of workers in these establishifferits important initiative by the EU was the
restructuring of a number of public spinning andawrg enterprises with specific focus on the
redundant workers. This 80 million Euro project,iethwas initiated in 2004, was related to
compensating and retraining workers in the desaghptiblic compani&s

C._Manufacturing and export promotion polides
Exports were promoted through thearketing assistance, official credasmdmarketing schemes
The most important tools for export promotion inyggwere; the export promotion law, the FTZs,
and the duty drawback or the temporary admissitierses for imports, which were used for the
manufacturing of products, which, in turn, werd®ultimately exported.

The Export Support Schemensisted oPromotional Servicesvhile the Export Support Funand
Marketing Studiesvere offered to exporters of diverse sectors,uiicly the T&C sectorsThe
scheme had a positive impact on exports from alinldustrial sectors receiving the support.

% One company alone El-Mahalla El Kobra has over R0,@orkers
8 The excess number of workers and staff had also dgeoblem in Turkey for the SEEs and ASCUs, fichvthe
government implemented a retrenchment program dmtv2000-2004 successfully
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The Export Commodity Councils, which were createdrhany sectors in 2004, had the objective
of letting the private sector to play a role in tpelicy making by officially representing the
interests of their sectors through an official itostonal set-up. Both the export fund and creatio
of the export councils have made a positive immarcincreasing the exports of T&C products.
Anothermajor export promotion policy was the design argistering of an Egyptianotton logo

to preserve the property rights of Egyptian cotton.

D._Donor Program&”
There were a number of major projects, which weneently implemented with international or
bilateral cooperation aiming at improving the vomaal and educational training, were mainly
focused on highly specialized technical trainingjch was directly beneficial to T&C industry.

E._The new textile technology center
A technology development division was created utiderMinistry of Trade and Industry (MTI) in
2004 to initiate a network of technology transferdainnovation centres. The new textile
technology centre would operate in collaboratiothwhe Cairo University and was expected to
make a positive impact on increasing the T&C exgartd encourage investments in the sector.

4.4.3.3 Private sector initiatives

Government initiatives to make the T&C more contpeti had gained impetus especially since
2004 with the successful lobying of the privatetsgovhich emphasized the urgent need for such
policy changes. The pressures by private sectmtels of the T&C industry coincided with
changes in Cabinet structure, which had a poséffect on speeding up the policy changes. The
T&C private sector was also ready to contributéheimplementation of new projects, such as the
new technology center, IMC programmes, export cisinetc. The T&C private sector began to
focus on following three specific initiatives:

A. The future development strategy of the Eqgyptian T&Cindustry:
To shape the future development strategy of the Té&lDistry of Egypt, a forum was organised in
2004, with the initiative of the private sector aatlended by public and private sector T&C
institutions and representatives of producing gmises’. Main elements of the strategy, the
vision, macro objectives and three dimensions efsthategy were all outlined elsewh8re

B. Egyptian-Turkish Private Industrial Park :
Following the signing of the FTA Agreement betweBarkey and Egypt, a consortium of
Egyptian and Turkish investors has taken the ivato establish an Egyptian-Turkish Private
Industrial Park, as a large scale joint collaboratietween the two countries in the specific figfld
manufacturing. It is expected that this industpatk will attract considerable FDI in the T&C

% The focus here is on the EU program but other dgmograms of smaller sizes also exist

°1 The broad lines were prepared by the Forum in 20Bdrther efforts towards developing the strategyre made by
the Chamber in 2005 (Kassem and Abdel-Latif, 2005).

92 A study financed by IMC and prepared by Gherzi praseeding to the next step for implementatiomefstrategy.

% The FTA came into force as of 28 February 2007
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industry, which is important to both countries. Kigh investors will enjoy much lower
manufacturing costs, compared to Turkey, whileghmlucts manufactured in Egypt would have
the opportunity of entering the US market underEgggptian QIZ Protocol.

C. The Competitiveness observatory (CO)
The idea for establishing a competitiveness obserygCO) had already been accepted as an
integral part of the strategy for future developiehthe Egyptian TC industry, because it is
strongly believed that unless performance and ctithy@ness indicators are regularly monitored
and the necessary adjustments to the implementatiorthe action plan are introduced,
performance cannot be improved nor even achievedhe achieved improvements cannot be
sustained. Roles of the government and variougutisns, data collection procedures, choice of
comparators and performance indicators are all i@rutor the proper running of the
Competitiveness Observatory.

4.5 LESSONS LEARNED

Developments related to almost all major elememtthe cotton-textile-clothing value chain in
India, Turkey andEgypt have been described in some detail in the pre\deasons. Below, only
those developments which were found to have ceitgdacts will be discussed.

4.5.1 Lessons Learned of a General Nature

Below are some of the observations made and ledsansed of a general nature related to the

three countries under the comparative study:

e The upward development in the CTC value chain didhappen in a short period of time. In
fact, it took many decades in all the three coestrin the case dggypt, it has been very
slow owing to the necessity to re-start shapingsehaor in parallel with the reforms towards
liberalisation soon after mid 1990s, whertasindia, it has accelerated within the last two
decades, when the export potential in T&C was bleanticipated. ForTurkey, perhaps
even longer but more healthily because the devedoypsnin infrastructural environment also
took place concurrently with the other industriex aservices sectors, such as banking,
finance, foreign exchange regimes, €itis is an important observation to note when
possibilities to physically adopt these experiertoehe WCA states are being considered.

*  The complete integration of the chain has not geinbfully concluded in anyone of the three
countries. However, there are differences in theelbggment stages achieved so tagypt,
for exampleyreported that the country still had a long way ¢o due to the long time absence
of a clear strategy, which had just recently beenmiilated. This unclear situation was
currently being clarified starting from 2004 undke initiative of the private sector, which
has prepared the long term development strategthefT&C sector.India seems to be
further ahead with the comprehensive measures tdikgng the recent years, with a strong
foothold already established in major foreign mé&ésksuch as the EU and the USA, mainly
for her textile products, now aiming to developoatbe clothing sub-sector with a more
emphasis on producing and marketing the clothieigpét under own brands, whilerrkey is
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at an even more advanced stage, especially inictptxports, with all the institutional and
infrastructural bases behind.

The positive role of the state involvement at thegibning of the development cycle is
undeniable, and deserves full merit in the casdegyfpt, while, in the case ofurkey, it can
further be claimed that at the absence of suchate shvolvement, it would have been
virtually impossible to come up with the preserttiagements. In the caselofia, it is also
evident from the report that the government’s weations indicate a clear and determined
involvement, specifically in the upgrading and mantgation of the CTC value chain.

Public-Private Partnerships (PPPs), appear to baem producing effective results in the
T&C sectors. This is a promising development sitice private sector has started to
understand that they cannot expect to have theibl@ms solved solely by governmental
supports and without a partial share of the respdiies, resources and implementation
modes from their own side. Further developmentthese lines will depend on the degree of
integration of the private sector into institutidouilding efforts. In this regard, recent
developments ifEgypt, by way of establishing various NGOs appear t@imnising. The
initiation of such movements ifurkey has been reported to be a matter of mainly 19808s a
1990s, whilelndia appears to be rich in terms of the number and &fress of such
institutional set-ups.

The success of design and implementation of pramatior developmental programmes
largely depends oeffective participation of important stake-holdensthe entire chain of
processesThe successful examples seen in the programméie inotton and cotton textile
sector ofindia (such as the TMC programme, the introduction o€@ton and TUFS) have
effectively joined together the key stake-holdemsthe design, implementation and the
evaluation of the programmes.

The importance of an effective institutional sugdor the successful implementation of any
development programme cannot be underestimated.Wds especially evident in the case of
India, where the introduction of Bt cotton through the-kafety mechanism had been
successfully completed. The other examples of sffeeémplementation mechanism are the
establishment of the empowered committees for M€ and TUFS programmes india,
and the local inspection committees set upurkey for close monitoring of the campaign to
reduce contamination from fields to the ginneries.

Common to all the three countries is also the wtdading that thekilled labour, adequate
infrastructure, established quality systemnsd effective trainingare of key importance for
supporting the healthy development of the valuercha

45.2 Lessons Learned Related to Cotton Cultivation and duction Practices

4.5.2.1 Provision of agricultural inputs
The provision of agricultural inputs (such as fes@irs, chemicals, machinery, cash credits, etc.)
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for cotton production appears to be well manageithivithe domestic markets of all the three
countries. When buying these inputs, the growexs lithe benefit of making price comparisons
between private traders, cotton cooperatives opeiives solely supplying inputs. Paying back
by the growers the debts for the inputs with sestbo deliveries is the most practical alternative.
Turkey andindia appear to be successful in making this system wiikiently.

4.5.2.2 Varietal development of cotton seeds

India has been the most successful in cotton seed geweltt from three distinct aspecksrstly,

in the improvement in varietal composition in favaf mediumand long staple varietiesrom
predominantlyshort and medium stapleotton. Secondlyjn the recent introduction dt cotton
whose preparatory work involved many research tutgtns, universities together with the
precautions taken to ensure its safe applicatieseve special merithirdly, the initial successful
field application and subsequent expansioBbtottonresulted insignificant yield increaseas
well asassuring thesustainability of cotton production in the counffjrese developments made a
tremendous impact in making India to become alsmfor cotton exporter, in addition to meeting
comfortably the cotton demand of her fast growmgilke industry.

Turkey, on the other hand, has been successful in ratsmgoosition upwards to be the third
country in the world with highest cotton yieldsteaflsrael and Australia. This success was largely
attributed to seed improvement and the existingableé ecological conditions. It was an
appropriate strategy to have the sole responsibolitseed breeding until 1980s, totally on the
government through the cotton research institwdsch conducted valuable research to develop
good and consistent quality cotton, with high ysel&ubsequently, it was also an appropriate
strategy to open up cotton seed breeding to prs@téor competition in 1980, as a result of which
further progress has been recorded.

However, it has recently been a subject of criticithat Turkey has kept herself at a distant in
following up the developments related to the geadlit modified (GM type) seed technology. It
may, therefore, be the right time today, when nadsthe major cotton producing countries are
using the GM technology to boost their cotton yselthus lowering significantly their cost of
production that Turkey should once again consi@gemosition towards this technology, which has
made dramatic leap forward in raising yields andreémsing cotton production imdia **.
Furthermore, until todayhere have been no price differentials in cottoading markets for
biotech and non-biotech cotton fibi®@imilarly, for textiles containing biotech cottameither there

is any evidence of rejection of biotech cotton hy aegment of the market nor regitn.

4.5.2.3 Increased use of mechanical harvesting teduce costs

Turkey is so far the only country among the three todwgartly to mechanical harvesting, which

had become inevitable due to prohibitively hightaaishand picking, which amounted to almost

one third of the total cost of cotton productiordanore than three times the cost of machine

% gee the “Cotton Value Chain Analysis Studyiridia”, prepared by M. SAHU, for UNIDO (January 200
% See “Biotech Cotton Trade Rising” p.5 in World @ut Trade (2006/07), ICAC, Sep 2006.
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picking. Another distinctive advantage of mechahinzavesting was the elimination of most of the
sources of contamination, which had been largelysed with hand picking and the subsequent
handling and transport of the seed cotton.

4.5.2.4 Ginning and Pressing

India has carried out the most successful approach inirginbecause through the Technology
Missions Il, India was able to modernise a gooad@atage of the ginning and pressing machinery
since most of the ginners wanted to benefit frora tiven support, which appeared to be
encouraging. With these modernizations, not ontydpctivity of the ginning and pressing units

significantly improved, but also a significant adea was made in reducing contamination. The
scheme offered was found to be very attractiveheyginners.

It is interesting to note that most of the ginningndia and Turkey is roller-ginning, which has
been further developed to increase the ginningagpand preserve the cotton quality. Recently,
with double side roller-ginning, the investment aspkrational costs in India have been reduced
considerably. Given thaall the ginning installations irEgypt are also roller-gin typethis
technology can also be recommended for the WCAtgesinfor a more detailed evaluation.

4.5.2.5 Contamination

None of the three countries in the comparativeyshas an exceptional performance record when
tested for their success in eliminating contamoratiThe main reason behind this inadequacy can
best be explained by the lack of effective prewentheasures and by the insufficiency in training
the related operators for the elimination or mirsimg the sources of contamination. The limited
success achieved on this problenTurkey is largely attributed to the practice of using eotlon
aprons, bags, large sacs, etc., made of 100% catihioy encouraging the growers to deliver their
seed cotton in bulk, in wire-net containers mourdadhe agricultural trucks, which transport the
seed cotton to the ginning plants. Recently, a gowent decree was also put into force, which
required the formation of inspection teams at coftooduction areas, where these teams had the
power of taking legal action against those who g&esto contamination.

It has also been reported India that lowering contamination and thrash contend improved
significantly in the market yards, ginning and pwieg mills, where modernization had been
carried out under the Technology Mission on Catton

4.5.2.6_Cotton Classing and Grading and the Use &ITC Equipment:

Seed cotton is procured from the growers in allttiree countries, with most of the classing and
grading done with visual inspection by the coopeeatexperts or traders at the time of
procuremenf. The use of the SITC equipment in classing andiggaof lint cottonis currently
limited to testing samples representintpa and notper balebasis. On the other hand, the work
conducted by the ICAC in enabling the trading oft@o based on the results of standardized

% There are very few countries, which have develmteddards for their seed cotton, which are usedtht, during
seed cotton procurements. One good example is Sftitta, where there are sample boxes preparedbiath
machine picked and hand picked seed cotton, irtiaddio the sample boxes for the lint cotton.
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instrument testing has intensified. The collabemtvork continues with the aim of achieving the
repeatability and reproducibility of the test rési@dmong the participating laboratories.

In Turkey, the number of such testing instruments (mostly HiVfispresent use is around 150,
which is about 8 % of the total number of HVIs lretworld’. The cotton exchanges, textile
research centres, cotton ASCUs and major spindepossess these instruments. Some spinners
use the HVI to determine the suitability of cottdibre characteristics for their spinning
requirements, also to check the quality parametersscertain that these parameters are in
conformity with seller's specifications. The testsults are also utilised in blending different
cottons to achieve the best mix for obtaining yaith desired characteristics.

The use of the HVI ifndia, where the number of HVIs approached to around BO6imilar to
that of Turkey, with the exception that as the @otéxports of India increased, so did the use of
HVIs, with which the test results have become ingoartools of cotton marketing. The use of HVI
has also become important lEgypt for testing the quality parameters of the Egypttatton,
while classing and grading is still done manually.

The significance of standardised instrument tesbhgotton quality parameters has been well
understood by the testing laboratories, cottonsdiaation and control institutions, spinners and
warehouses in all the three countries. The ultimateshould be to measure the quality parameters
per bale basisas it is done in the USA, Australia, South AfriBaazil, etc.

4.5.3 Lessons Learned related to Government Policy

4.5.3.1_Attribution of importance to cotton by g@ernments:

The governments of India, Turkey and Egypt haveatiibuted great importance to cotton and to
its value chain. Cotton alone has been one of &st known cash crops, an important source for
earning foreign currency, as well as providing emgpient directly and indirectly to millions of
people. For example, cotton has been so importanEdypt that after a long spell of
nationalisation between 1952-1985, governmentsemed keeping control on cotton for another
decade even after the liberalization in all other cropad taken placen 1987. The importance
attributed to cotton irindia and Turkey was also significant, since both countries, likany
others, saw cotton as the strategic commodity émetbping their respective T&C industries.

4.5.3.2Government policies on the development strateqy & TC value chain
Turkey appears to be the most successful case in theulation and implementation of a

development strategy for its CTC value chain. Iswast after Turkey entered into a “planned
period in a liberal economy?based on an import substitution policy between0186 that heavy
investments in cotton spinning and subsequentlyv@aving/knitting occurred, mostly by the
private sector with the necessary investment ingesitof 1970s and 1980s. The textiles products

" Personal communication with the USTER represergatgent in Istanbul, Turkey.
®The State Planning Organisation was establishe@drly 1960s and Turkey started to implement thev&Fiear
Development Plans”.
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were increasingly channelled to exports, whereasetiiry of the clothing sector into exports was
after mid-1980s, surpassing the textiles expornmoegntially since 1990s.

Before 2002 irindia, promoting one segment of the cotton value-additioain at the cost of the
other important segments, had led to imbalancee@ldpment of the sector, especially in woven
textiles. As a result, India had to import good lgyafabric in large quantities for its cotton
garment segmentndia has also successfully integrated the value-additizain of cotton as a
result of recent modernization of the spinning, weg and garmenting segments.

Despite relatively late starEgypt, through the initiative of its private sector, hdsoaincreased
country’s exports of T&C products through the salion of various government incentives and
institutions developed on the basis of public gevpartnershipsThe decision of the government
in 2004 to separate the garment sector from thallspinning and weaving industry so as to allow
garment producers to get their needs of raw matefilom any sourcg, in other words to allow

its clothing sector to import freely its fabric r=eis also a good lesson to be learned, which can
also be taken into account in the developmenteggrabf the WCA countries.

4.5.3.3_ Government policy on the exchange rate

It is a well learned lesson thtte export competitiveness biirkey significantly increased every
time a devaluation of the TL took placEhis finding was also confirmed soon after the ™24
January 1980 Decisions”, with which TL was devaludthat the exports showed a dramatic
increas&™. The case of anvervalued domestic currendyas also been experienced by Turkey on
many occasions in the past, when a slowdown or stagmation in exports were evident, while the
imports displayed a sudden juntpgypt had similar experiences with the Egyptian Poundgclvh
was devalued by 6.4% in August 2001, followed kyjeaision to let it to free floatation in January
2003, which prompted significant increases in et)8r India had two major devaluations during
the past 50 years, these being in 1966 and in 1@3%pectively. Before 1991, India hadfixed
exchange rate systéfi At the end of 1990, India faced high inflatioarde government budget
deficits, and a poor balance of payments posiftatiowing the devaluation by about 19% in 1991,
the Rupee underwent a change from a controlled regore"managed"float regime, where the

market supposedly determined the exchange rat¢heAsame time many economic and financial
reforms had been initiated which lead to significanprovement in country’s main industrial
sectors, in particular in the export performancéhef T&C sectors. No major adverse development
has been reported on the exchange rate systamdian since 2000.

9 “Future of Public Sector Spinning and Weaving IMil Speech delivered by Dr. Moukhtar Khattab, thgyptian
Minister of Public Enterprise, in the Conferencehfl Egyptian Cotton Industry: Growth Through Private
Investment”, held in Cairo, Egypt on 15th May 2004

19 Gazanfer, S.: “Analysis of the Cotton Value ChafriTurkey and Identification of Strategies for Blping the
Cotton Value Chain in West and Central Africa”, UMD DocumentTE/RAF/06/012/11-53, (2007)

01«Devaluation of Egyptian Pound Creates Sigh ofi®ah Financial Circles”, the International Repariprepared
by the Washington Times, Egypt 2001 Report.

192 30hri, D. and M. Miller.: “Devaluation of the Rupe Tale of Two Years, 1966 and 1991” in Devaluat®oncept
and Cases, ICFAI University Pres (2007).
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4.5.3.4Government policy on regional and bilateral trade @reements

Global and regional integration had been a key driver for pushing the Turkish aggpEan
T&C sectors forward especially during the recerarge Turkey appears to be the most liberalized
country in the way of opening her economy to glatiahpetition. As part of the Customs Union
with the EU in 1995 Turkey made significant changes in her tariff regime, abohg customs
duties for industrial products with the EU and ticadly lowering the tariffs with third countries t
the same level as the EU tariffs. Furthermore, ismgirree Trade Area Agreements (FTAS) with
the EFTA countries, as well as with many other ¢oes, including Morocco, Tunisia ariegypt,
greatly simplified trade in T&C, especially undéetinward/outward processing regimes. These
agreements also contributed to the improvemerggibnal trade and cooperation possibilities.

Egypt has also been extremely active during the lasadiedy entering threeegional trading
agreements-the largest and most ambitious being the Commork&iaf Eastern and Southern
Africa (COMESA). The others are the Pan Arab Fread& Agreement (PAFTA) and the
Aghadeer Declaration, based dmlateral trade agreements between Egypt and other Arab
countries. Egypt had also entered into eigiteral trade agreements, six with Arab countries,
one with the EU, and the most recent one with Twrkéegotiations for preferential trading
arrangements with the United States were alsoagrpss with QIZ protocol already implemented
starting from January 2005.

4.5.3.5_ Government policy on promoting investment

Improvements in the business environment and premobf competition were necessary
preconditions for attracting needed local investhaar the FDI. Furthermorexport orientation,
integration with the global value chaandattraction of the FDwere acknowledged to be the only
means for moving up the value added ladder paatilyuin light of recent changes in the global
textile production and trade patterns.

A._Domestic investment
In order to encourage the modernization of its dstrneextile industry)ndia introduced a number
of incentives, namely; the rationalisation of iradit taxation system concerning the textile value
chain; progressive reduction of import duties oxtite machinery, and promotion of the power
loom, clothing and apparel segments through variscisemes, particularly encouraging the
processing and finishing sector through conceskiinance under TUFS. IMurkey, a tax
reduction provision was recognised to investorgpas of the general investment encouragement
scheme. T&C sectors were the beneficiaries so dsrttpe projects were approved by the Treasury.

B. Foreign Direct Investment
Until recently, the amount of foreign direct invegint attracted ttndia, Turkey andEgypt in the
T&C sectors have remained limited, and not excegdifiew percentages of the total FDI coming
to each one of those countries. The recent decddidmdia to allow 100% FDI is expected to give
some impetus to the areas of the textile machirtextiles and apparel manufacturing, synthetic
fibres and technical textiles in the very near faturhe FDI to Turkey had shown a significant
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increase soon after the entry of the Customs Uwidim the EU in 1996 and, thereafter, especially
as the FTAs had entered into force and as increasechad been made of the FTZs. A similar
positive development was observed in Egypt, pdeity after more liberalised and market
oriented measures had been taken in 2004 to detletop&C industry.

4.5.3.6 Government Policies on Cotton Pricing or Suport:

A._Seed cotton pricing policies
Seed cotton pricing policy was very important ihtae three countries, because the majority of
growers tended to sell theseed cottonmmediately after harvesting. For many years m plast,
growers inEgypt had to sell theiseed cottorto a sole buyer, which was a public enterprisee Th
introduction of a direct support in the form ofRremium Payment’for each kg of seed cotton
delivered was regarded as an important reform 8818 Turkey. This premium system has been
in constant use since the 1998/99 season. Thensyss so far worked successfully. However,
low premium payments and huge imports at suppregeeds were the most detrimental factors
causing stagnations and even drop in domesticrepttoduction at certain years.

B._Lint cotton pricing policies

It was appropriate folfurkey to createa Price Support and Stabilisation Fund (PSSkhich
enabled the imposition d&xport levies” or “export refunds” on cotton exports during 1970s and
1980s, depending on the world price developmentgas due to almost complete transparency in
world cotton prices and the increasing needs ofltin&ish textile industry for cotton that imports,
which started in mid-1980’s, continued to increasan exponential trend until today. Currently,
domestic market prices for lint cotton are largéigtated by the prices of imported cottdrus,
making the exports and imports of cotton in Turkéghout any restrictions in addition to zero
customs duty starting from 1990s, was the mostesstal step in the creation of a completely
liberalized trading environment for cotton, whichabled the T&C sectors to develop in an
accelerated pace. India also followed the samecgdbwards the end of 1990s and Egypt in 2004.

4.5.4 Institutional building

All the three countries have been successful ititit®n building given the fact that they each
have a deep history of cotton cultivation and T&@lustries.Table 4.7 gives a list of major
institution building in India, Turkey and Egyptt dhould be pointed out that the list given in this
table is not exhaustive because it covers onlyrtbst relevant examples.

4.5.5 Product ranges

Turkey, India and, to a certain extenBgypt have all successfully integrated the value-addlitio
chain of cotton, as a result of modernisation aying levels of their spinning, weaving/knitting,
dyeing, finishing and garmenting segments. Curyegttton imports of increasing quantities were
vital for Turkey in order to meet the growing derdaof its T&C sectors, while India aimed at
increasing her cotton production, for using it imkimg value-added products and exporting the
surplus.Egypt’s strategy was to export its LS and ELS types amgbit medium staple length
“upland” types for her growing T&C exports, which dot justify the use of the LS or ELS types.
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Currently, almost 50% of the global T&C is manutagtg and trading what is referred to as the
“‘commodity textiles”, which are generallprdinary items that can be produced by any country.
The decisive factor in this type of production isngrally the priceln Turkey, there is still a
certain section in the production base, which cavide T&C items at prices, which are dictated
by the buyers. This capability is largely due te tse of inward/outward processing regimes to
lower costs, geographic proximity, quick responsd amely delivery. With the lifting up of the
quotas, more and more pressure has been exertbe sappliers in the form of demand for lower
prices, hencdurkey’s strategy is to move upwards in the quality ladded target thefashion
market”, which has around 20% market share. It is thought the Turkish manufacturers/
exporters can still continue operating in this segtnwithout much difficulty. Théhigh valued
fashion marketsegment”,on the other hand, concentrates on high value atidgdon products
with mainly well known foreign brands or suppliemwn brands, the latter being on gradual
increase. Although the market share is between%:;1B8ere exists relatively less competition in
this segment?®

Parallel to the above, a growing market is develggor the* technical” or “intelligent” textiles,
which are highly technical and largely dependant R&D capability as well as technical
infrastructure, including educated and experiengestkforce. This segment covers a wide
spectrum, including textile and clothing produetsjch are used in, health, construction, transport,
agriculture, protective clothing, geotextiles, dcesently, there is a growing number of companies
in Turkey which are engaged in these textiles.

India is also concentrating her efforts in own brand ttgw@ent because around 90% of Indian
apparel exports were entirely dominated by variglsbal brands, and Indian exporters were
merely suppliers to such brands. Therefore, a Plhivate Partnership (PPP) approach was again
the appropriate strategy to develop globally acigiptindian apparel brand$

In Egypt, much neglected T&C industry is expected to caiphwith the other major T&C
manufacturing and exporting countries, thanks ertiatively cheap labour and energy, as well as
incentives for FDIs, and a strong determinatiorii®yprivate sector to develop the industry, which
is reflected in the long term development stratefjhe T&C sectorsS”.

4.5.6 Testing and Design Support

All the three countries have established textilstibgg and design facilities, some of which
belonged to public while the others to private owh@. In India, these facilities were also
developed on (PPP) basis with the objective of edjpay testing and design culture in the industry.
Organisations, such d®xtile Research AssociatioasdTextiles Committeesere encouraged by

193 Gazanfer, S.: Personal communication with textiles elothing manufacturers (2007)

194 sahu, M.: “Analysis of the Cotton Value Chain oflin and Identification of Strategies for Develapithe
Cotton Value Chain in West and Central Africa”, UMD DocumentTE/RAF/06/012/11-53, (2007).

105 Abla, AL.:“Study and Evaluation of the Egyptian Textile anottkithg Industry — Lessons drawn for the promotion
of the Cotton Sector in Cotton Producing West a@@ntral African States”. UNIDO Document,
TE/RAF/06/012/11-53, January (2007)
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government for establishing design and internatipra&credited testing centres.

Turkey has also been successful in the establishmene¢wfrasearch and development centres,
with international accreditation, which is vitaliyeded for her fast expanding T&C sectors. Some
of SUMERBANK’s quality control laboratories weratrsferred to the ownership of TUBITAR,
during the privatisation process of the former. i&iny, the creation ofthe New Textile
Technology Centre in Egypinder the Ministry of Trade and Industry (MTI) 2004 to initiate a
network of innovation and technology transfer irlladmoration with Cairo University was an
essential step forward for expanding Egypt’s tgséind design capacity in the T&C sector.

4.5.7 Training

The importance of training appears to be one o learned lessons by all the three countries
under the study. Howevdndia seems to be the most successful in this field, e/peomotion of
quality manpower through various institutions araining centres under the PPP mode have been
intensified, especially in anticipation of the neddr the 11 Five Year Plan period. The T&C
industry associated development institutions wemneoaraged to set up jointly such training
centres.The role of government was limited to one timesa@sce towards the cost of establishing
such centres, including the overall support andcdination to ensure effective implementation of
the initiative. Ministry of Textiles proposed to establish 100 stichning centres under the PPP
mode close to the textile clusters. Thurkey, the T&C industry showed an accelerated
development following the Customs Union with the,Edith increasing importance on the training
activities, which became an urgent necessity deadls, from the universities down to vocational
training.

4.5.8 Other Lessons Learned

4.5.8.1 Other lessons learned specific to India

. Creating textile specific infrastructure:It was a very successful initiative bydia to gather
individual textile units, mostly the SMEs, withidusters and to provide the industry with
excellent infrastructural facilities on public pate partnership (PPP). The Scheme for
Integrated Textile Parks (SITP) had been launchgdirdia in 2004. Government’s
contribution to this scheme was 40% of the total@stment cost, while the remaining 60%
would be met by the private sector.

. Introduction of Bt cotton: Establishing successfully a sound institutional nagdsm for the
introduction of new Bt and other hybrid and imprdwarieties of cotton in India.

4.5.8.2 Other lessons learned specific to Turkey

* Adoption of the export-led development madelurkey’'s adoption of the export-led
development model, with the decisions of the “2démuary 1980”, which had measures of
radical character, made the manufacturing industspecially the T&C industry flourish,
positioning Turkey among world’s leading textilegdaapparel exporting countries.

1% The Turkish Scientific and Technical Research @izgtion,www.tubitak.gov.tr
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Important role played by the ASCUSSince their establishments in 1940s, Hh®CUs
dealing in cotton (and other commodities) have hezastrong organisations capable of
regulating the domestic markets and protectingritexests of the growers. It has, however,
been a source of criticism that decreasing thecalguiral subsidies made many commodities
uncompetitive in world markets. Furthermore, it bagn argued that the restructuring of the
ASCU’s caused these organisations lose their forsteengths in the domestic and
international markets, rendering them also unablarotect their members’ interests.

4.5.8.3 Other lessons learned specific to Egypt

Making best use of the domestically produced cott&gypt had been wrongly confined to
LS and ELS cotton at a time when the industry ndesl®orter staple types. Towards
meeting the needs of the T&C industry, Egypt sthtteimport short/medium staple cotton,
and redirected her LS and ELS cotton to either rfaanturing higher valued T&C products
or exporting the surplus cotton at much higheregsic

Making the private sector the leader of the T&@dustry: Egypt made a remarkable
progress in converting its cotton and cotton bak&@ industry, particularly the clothing
sub-sectofrom publicly owned and mostly inefficient organigas to mostly privately run
efficient and competitive entitieSince the ultimate aim is to make the privatamethe
leader of the T&C industry, transformation will d¢ome especially in the textiles
manufacturing stages, which presently impede theomxobligations of the clothing
manufacturers and exporters, who, as an alternatiyeto overcome this set-back by
importing their needs of fibre, yarns and fabrics.

A comparison table has been prepared, showingebeed of success or impact of various activity
areas, in whichindia, Turkey andEgypt had gained valuable experiend@égable 4.8).Under the

“% Impact” heading, total degree of impact of eactivag within a group was also shown in a
decreasing order. It is interesting to note thatl&garning cycle has not finished for anyone of the
three countries.Marketing the T&C products under companies’ own nas price risk
management in cottaandthe exchange rate riskare the main areas needing further improvement
for all of them.
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CHAPTER V

5. EVALUATION OF STRATEGIC OPTIONS RELATED TO THE
DEVELOPMENT OF CTC VALUE CHAIN IN THE WCA COUNTRIES

5.1 THE METHODOLOGY USED FOR THE IDENTIFICATION / FORMU LATION OF
STRATEGIC OPTIONS RELATED TO THE DEVELOPMENT STRATE GY OF
THE CTC VALUE CHAIN

5.1.1 Comments Related to the Applicability of the=indings of the Comparative Study to
WCA
The comparative cotton studieslotlia, Turkey andEgypt have been coordinated and analysed,
based on the successful results obtained and takingaccount the lessons learned on various
areas of interest. The study was then oriented ritswdentifying actions / measures that could be
effectively introduced in WCA and also identifyoygportunities for partnershipg.here are three
important aspects to which attention must be draworder to better understand the applicability
of the experiences obtained to the problems eneoeahin the WCA countries:
Firstly, the experiences gained and lessons learned frer€TC value chains dhdia, Turkey
andEgypt cannot be limited only to the decisions taken eeslilts achieved during the immediate
past, because even most of the present day aohéeng are, in one way or the other, the outcome
of the political, infrastructural, institutionak¢hnical and commercial, etc., foundations, whinzd
been laid down many decades ago in the past andala result of the revisions and improvements
of these foundations as it became necessary dihegcourse of time. Therefore, the above
mentioned experiencesay not be readily and directly applicable to tlmtan sectors of the WCA.

Secondlywhat were regarded as the most appropriate steategpy 20 years ago, for any one or all
of the three countries in the comparative studyy mat appear to be appropriate in today’s
international business environment because of &we nules and regulations, which have encircled
the individual countries as a consequence of thkaijization process.

Thirdly, the resulting success or failure in the appli¢gbdf such strategies will largely depend on
the degree of similarities/differences of the sh@aonomic, administrative, commercial and even
the physical environments between India, TurkeyBggpt and the WCA countries.

5.1.2 Development stages of the CTC value chain
Different development stages of the T&C industry viery clearly explained in a UNIDO
document®”. These development stages are shown in Figuréwhich is Chart 4 in the above

107 “Development of the Cotton, Textiles and Garment &/&bains and Networks in Africa: Supporting Trade &hdlding

Productive Capacity”, page 11, Chart 4, UNIDO, Jany&2006)
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referred UNIDO document), where the initial develfeggnt stage starts with the natural resource,
which is natural fibresandyarn, moving downstream to traditional weaving and slrasaking,
using traditional methods with micro-enterprises$ich possess low level linkages. This stage is
followed by a labour intensive technology using kiltesd labour force. The fourth stage is
characterised by both labour and capital intent@elnology producing high quality fashion textiles
and fashionable garments, ultimately reaching atfihal development stage, where the driving
force is the know-how, with design, marketing aathil services being at the forefront of the T&C
enterprises.

In a normal development model, the above descrésepiencing would be the most logical and
preferred approach, which has also been the follodevelopment sequence for many countries,
which have been successful in the developmentedrf textile and clothing industries, Turkey being
an excellent example. In other words, most of thesantries have passed through similar
development stages, as shown in Figure 5.1. Howstaalying the recent past and present stage of
development of the cotton industry of WCA, incluglithe investments made so far in the region, it
can be argued that even the first stage of devetaprhas not yet been fully achieved. In other
words, besides ginning capacities, which are jnstigh to meet the present seed cotton production,
there is not even sufficiespinning capacity, neither in operation, nor evetha investment phase,
taking as an exception some minor investment tiveéa on spinning in some countries in WCA.

It was previously shown that the consumption oftaotis negligibly low in most of the WCA
countries, not even reaching at 5000 tonnes |lev@tsially, with the exception dfigeria, where
cotton use is almost 80% of the cotton productemd where there is even a need for cotton
imports of about 15 000 tonnes/ye@hana andCote d’'lvoire are the other two countries, where
annual cotton consumptions compared to their pribcluclevels are higher than the levels
prevalent in the other countrieBherefore, it can easily be concluded that therpresctically no
significant spinning activity, nor capacity in magtthe WCA countries.

5.2 IDENTIFICATION OF STRATEGIC OPTIONS AND THEIR E VALUATIONS

5.2.1 Identification of the strategic options

It is importantfirstly to argue that theoretically speaking, there araerous options in sequencing
the three different components of the CTC valueirchdth different combinations within the
WCA countries. However, evaluating all the comhbiorag without eliminating the ones, which are
simply impractical will naturally turn it into an unnecessary anthéi consuming exercise.
Thereforeonly the practically possibleombinations will be taken up for closer evaluatio

Secondlyjn putting down even only the practically possibtenbinations of the different parts of
the CTC value chain, this will be dopaly for selected countriethe selection being based on the
outcome of the feasibility studies, which will hateefollow. This is a more rational and realistic
approach because of the limited resources, whiohbeaused only in those countries where the
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development of the CTC value chains indicate vighil

Thirdly, the decision making process in the evaluatiorhefgractically possible combinations, as
well as in the identification of the selected coie#t, will have to be based on the above
mentioned feasibility studies and subject to thprayal of the countries concerned, together with
the availability of the necessary finance to impdenthe suggested development path. Therefore,
some governments may opt to defer the initiatiosarhe parts of the CTC value chain at a later
time period or even never initiate them at allhait respective countries.

Lastly, at all stages of the evaluation and decision ngagihocess, the assessments should be based
by giving priority to the concept afegionalisation, since, with this approach, better and more
rational use can be made of the limited funds ab&l while, at the same time, the economic
cooperation will be strengthened within the regiconcerned.

5.2.2_Assumptions made related to the evaluation$ the strategic options
It would be appropriate to list major assumptionkick had been made in relation to the
evaluations of the strategic options. These assongpéare as follows:

» Reduction of poverty has the top priority for eaclintry within the WCA.

» The welfare and a reasonable income of the peoplkimg in the agricultural sector in
general, and in the cotton production sector ini@aar, is to be respected,

» The investment capacity in the CTC chain is limitkee to limited resources, both in totality
within the WCA or on individual country basis,

> Developing the cotton production chain within thee@ll CTC is indispensable for each
cotton producing country (except in those countwdeere it is not viable due to various
constraints, which cannot be altered/overcome oere/tthere are alternative agricultural
commodities to be cultivated more profitably),

» Regional cooperation will be intensified in :
- research and development in cgtt@mauction, textiles and clothing activities,
- trade and investment promotion,
- infrastructure projects for roaaijway, sea and air transport,
- development of regional energyjgcts (gas, electricity, etc.,)

» Where appropriate governments will give the neagssapport to the elements/components
within the CTC value chain, subject to the avaligbof own or donor provided resources
and provided these supports do not contravene treements signed with and/or
commitments given to the WTO.

» Implementation of the selected development strataliyoe based on the evaluations of each
country individually, unless a regional strategglicgates a better proposition.

» In the long run, state involvement in the chaitoi$e progressively left to the private sector.
Only those areas which cannot be easily and effggtihandled by the private sector are to
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be left to the public organisations, such as reteand development, infrastructure,
enforcement of standards, export/import customsrots) etc.

» Governments will make available to the private sector extensive use of the
Inward/Outward Processing Regimes, Free Trade Zané®r Export Processing Zones.

» To simplify the trade of goods and services, eveifprt will be made to establish the
Common External Tariff leading to a customs uniothin the WAEMU/UEMOA zone.

» Each government will take serious measures to corntpanst illegal imports, thus making
domestically produced T&C products more competjtivdhile customs duties obtained
through legal imports will contribute to the incosn&f each country’s treasury.

> Presently there exists a severe shortage of etdstrin the region and that despite intensive
efforts, the total installed electrical power in SYéfrica is expected to double from the 6355
MW (in 2007) to 12 476 MW in 208 The inadequacy in the supply of electricity ie of
the biggest constraints, which must be taken intooant when considering investment
projects requiring continuous supply of electriealergy.

5.2.3 Identification of Strategic Options and theirEvaluations:
Four development strategy alternatives have been idedtifvhich can be subjected to further
evaluation in order to select the most approprsttategy for the CTC value chain of WCA.
should be mentioned here that the sequence of thtestegy alternatives reflect the writer’s
personal evaluations, from the lowest degree ofgpemce to the highest, as they are introduced.
These alternatives are as follows:

1) Start developing the whole CTC value chaisé@hecteccountries at the same time.

2) Start developing the Cotton Chain first, subsedyettte Textile Chain and finally the
Clothing Chain irselectectountries.

3) Start developing the Cotton Chain and the Clotl@hgin inselecteccountries at the same
time (omitting the Textile Part until necessity cegrfrom the downstream Clothing Chain
at a later stage).

4) Start developing the Cotton Chain and $ipgnning investments on(within the Textile
Chain), together with Clothing Chain in selectedmoies (omitting theemaining Textile
Chain until necessity comes from the downstreanth@ig Chain.

5.2.3.1Start developing the whole CTC Chain_inselectedcountries at the same time

Although this strategy may appear at first verysogmble and even advantageous due to the fact
that the selected countries will have complete Ga{lie chains in a given time period, a careful
evaluation will soon indicate that there are maisadvantages, which would make it less likely to
happen. These unfavourable factors are as follows:

198 For further information, please visikittp://allafrica.com/stories/200711180073.html
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» limited resources, most of which will be expectede provided by donors, will not justify
such a large investment risk, owing to its highlyestionable chances of success,

» the donors will not look favourably at such a gt where the investments are made
without a clear assurance of its viability,

> the already seriously inadequate infrastructurdaenWCA countries, especially in electricity,
transport, etc., as well as insufficient experirséhe supporting and auxiliary industries such
as research and development, design, manufactandgnarketing capabilities and lack of
well trained and experienced manpower resourcasotaope with such an upward jump.

It is due to the above given reasons that thiseggyeoption ighe least favouredlternative.

5.2.3.2Start developing the Cotton Chain first, subsequery the Textile Chain and finally

the Clothing Chain in selectedcountries:
In essence, this strategy represents the traditaeaelopment path, followed by many developed
and developing countries, which have been sucdessfthe development of their textile and
clothing countries, including Turkey, India and, tapa certain extend, Egypt. There are a number
of important aspects with the textile value chavhjch would make it unfavourable for the WCA
countries (and for many other cotton producing LBdtintries in Africa or elsewhere) to adopt.
These aspects are:

» The time span from moving the Cotton Chain to tleatile Chain and later developing the
Clothing Chain can be extremely long (in the cas&uwkey, the development of the textile
sub-sector started mainly in 1970s, and has beé@mggon until today with continuous
renovations and sophistications in order to corigtaemain competitive).

» The textile manufacturing companies are in a cors phase of product development,
requiring highly talented fabric development spksis as well as designers in order to
increase or even maintain the market share. Tektdastries of the developing countries
generally lack this sort of skilled labour and R&fapacity, which force their clothing
manufacturers/exporters to search for fashionaidads elsewhere.

» The textile industry is usually characterizedcapital intensiveandhighly automatedwhich
makes it compulsory to invest heavily and contirgalpu making the manufacturing
companies also increasingly dependent on wellédhlabour.

» The textile industry is also characterised as & lugnsumer of energy and chemicals, the
former being scarce and not in continuous supplyijeathe latter is mostly imported and
gives rise to environmental pollution if sufficiemieasures, which are costly, are not taken.

» Following the abolishment of textile quotas, it hascome increasingly easy to obtain
finished fabrics from many countries with low castinufacturing base, particularly from
China and India, where such fabrics can be manuwfadtat much lower costs. The utilisation
of inward/outward processing regimes has simplitieel movement of goods with the least
amount of cross border barriers such as formalitieses, taxes, etc.
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» The up-keeping of the textile factories in WCA, wathiwere around 40 in number in the
1980s, producing various types of textile produdtas been extremely difficult to due
various problems. They became “uncompetitive” aad to close down, reducing currently
the number to around 20 active factotiés

In view of the above mentioned mostly unfavourablagracteristics, drawbacks and limitations
and considering that there exists a limited amoohtesources available to the WCA and an
apparent scarcity of entrepreneurs for such textiivestmenidt would not be an appropriate
strategy to tie up most of these resources to teeetbpment of the textile sub-sector, instead it
would be a more rational decision to develop thething sub-sector first which is not so much
capital intensive and which offers much more flexiiby in covering the finished fabric needs.

5.2.3.3Start developing the Cotton Chain and the ClothingChain in selectedtountries at the
same time (omitting the Textile Chain until necessy comes from the downstream
Clothing Chain at a later stage)
This option is, in a way, a solution to the dravksaand criticisms raised in the second option,
which has just been dealt with above. Many cott@mupcing developing countries, which have not
a well developed textile manufacturing industry,ubopt for this optionBesides, developing or
the least developed countries, even if they haveotton production, may directly choose to enter
the clothing part, develop it especially for thermose of exports.Bangladesh, Lesotho,
Madagascar, and recently Vietnam are good examplesie the clothing sub-sector has emerged
as a leading manufacturing activity, with whichedir benefit is obtained in terms of contribution
to GDP, exports and employmeBtesides, the characteristics of the apparel induste largely
different than that of the textile industry as fas investments and labour requirements are
concerned. Unlike the textile industry, the appa®ttor is labour intensive and does not require
high level skill or sophisticated training. It idsa a sector, where relatively modern technology
can be adopted even at low investment costs. Itdue to the above mentioned positive
characteristics that this option has been put urtties ranking.

It can also be suggested that those WCA countwere there is little or no domestic cotton
production, such as in Ghana, Gambia, Guinea, etey enter directly to the Clothing Chain

5.2.3.4Start_developing the Cotton Chain_and the Spinninginvestments only (within the
Textile Chain), together with Clothing Chain in_sdected countries (omitting the
remaining Textile Chain until necessity comes from downstean Clothing Chain).

This last strategy alternative &further refinemenbf the previous strategy, where priority was

given to the development of the clothing sectorsphgsing the Textile Chain as a whole. In

countries where there is ample cotton productioostnof which is already exported as cotton, it

may well prove to be more viable to invest in spignoperations, and export the yarn instead.

Many favourable arguments can be put forward ambws advantages listed of the CTC value

199 v/arious reports related to textile industry sitigatin WCA.
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chain to support the recommendation made for theAVW¢Guntries to consider investing in the
spinning component of the Textile Section. In sien@rms, thesadvantagesre as follows:
» Value addition can be doubled or even higher deipgnoh the type of yarn and its count,
> Relatively simple technology in comparison to thieen stages of the textile section, such as
weaving, bleaching, dying, printing, etc.,
No major difficulty in recruiting labour,
Little or no environmental pollution (unlike thehetr stages of the textile section),
No major marketing problem (China is presentlyrggor importer of cotton yarn),
» Cotton yarn can always find buyers at reasonattegr

vV V V

Some of thalisadvantageshould also be mentioned, which are:
> High initial investment costs for machinery, auil services, buildings, etc.,
» Continuous supply of electrical energy is essertbahvoid frequent stoppages, which are
detrimental in spinning, both affecting the quabtyd efficiency.

Taking into consideration all the relevant aspeciswill be clear that this option appears to offer
the best strategy for the WCA. Therefore, this optihas been selected.

5.3 AREAS OF INTERVENTION ON THE SELECTED STRATEGIC OPT ION

Based on the above selected strategic option, tettewill be devoted to the specific areas of
intervention within the CTC value chain, where éxperiences of India, Turkey and Egypt will be
borne in mind and, where appropriategese experiences will be incorporated as part e t
recommendations for each specific area.

5.3.1 Improve the Cotton Cultivation and Quality Management System

The ultimate aim in cotton cultivation should bdiaved by increasing yield, reducing input costs
and improving farmer productivity. The role of tmaig the farmers in acquainting them with Good
Agricultural Practices in cotton cultivation is tkey to success. In this respect, CIRAD (France)
has been conducting development-oriented researatorne up with family farming advisory
systems, with which farmers’ decision-making capesiand responsibilities are developed with
the extension officers, who encourage discussiatigiives and forecasts on both technical and
economic aspects of overall farm operattohs

Since there are many areas needing attention apbweament on the cotton cultivation, ginning
and pressing operations in almost all the cottadpcing countries of WCA, an approach similar
to the Technology Missions on Cotton (TMC) sucodégfimplemented by India, (as briefly
described in Chapter 1V), is recommended for theralW improvement on cotton quality.
Professional linkages should be established with thsearch establishments of developed
countries, such as with France (CIRAD), the UK, WSBnd also with Turkey, India and Egypt, in
order to build knowledge-sharing networks of natuesource professiondis-

10 CIRAD: “Family farming advice in West African cott-growing areas”, (2006).
1 The OIC Action plan mentioned in Chapter Il afscesees such a collaborative work among the cqitoducing
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It should be pointed out that training and extemsservices are of paramount importance for
obtaining the best results in cotton cultivatiomngng, classing and marketing. In this contexg th
Manual prepared by UNIDO entitled (in Frenctanuel qualité pour les filieres cotonnieres
UEMOA” is an excellent collection of six handbooks, eadtrassing one aspect of the cotton
production chainThis material can be used in the training actistiéirstly to train the trainers,
who will subsequently train the various operatox®rkers, etcA holistic approach is required to
improve the ecological and economic conditions @tan production. Specific areas, which are
related to cotton cultivation improvements, haverbbriefly discussed below:

5.3.1.1_Improve soil analysis

It is widely believed that soil fertility is declimy throughout the WCA region, mainly due to
cotton cultivation, despite increased use of fiedils in some of the cotton production regions| Soi
degradation is mainly caused as a result of redtadkxnv periods, less than optimal crop rotations,
and non-replenishment of organic matter, especi@lareas where no or inadequate use of
fertilizer is prevalent. Tillage problems, lackwéter control and retention practices all contrbut

to soil erosion and eventual desertification. Tgkine necessary measures to educate farmers on
the cause and prevention of soil degradation as&l db fertility should be an indispensable activity
in the cotton growing areas of the WCA. Again, dadmrative work can be initiated between the
research institutions among the countries menti@bede, including the OIC countries.

The laboratory analysis can be easily performedrysmall laboratory belonging to the producer
organisations, cooperatives or by the nearestidistffice of the Ministry of Agriculture. In
Turkey, costs of such soil tests are also parthyeced by the state to encourage the farmers to
make testing of their soils. In doing so, not optpductivity is increased due to more rational use
of fertilisers, but significant reduction in enwmmental pollution is also achievedhrough the
extension services, farmers in WCA should be bettermed about the soil analysis and effective
and rational use of fertilizers. In order to mekétheeds of the cotton growers, review the present
system of soil analysis and, where necessary, stigige establishment of new centres, where the
soil tests can be conducted.

5.3.1.2_Provision of inputs
In WCA, depending on the individual cotton prodwggcountry, the provision of inputs are mostly
either at the hands of producer associations dsliggy owned cotton organisations, cooperatives,

ginners, private traders, etc. Irrespective of iy of organisation, the importance lies on the
establishment of an efficient and effective systmnput selection, procurement, warehousing
and distribution, as well as timely and correct asthese inputs.

To achieve such an efficient systatyould be necessary to strengthen the organisaticcharge
of input handlingPreferably, a direct link between the payment efdseotton and the recovery of

OIC countries, which cover most of the countriethin WCA.
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input credits should be preserved. In this conoectihe ASCUs in Turkey have performed such
functions efficiently and to the benefit of farmebgcause the inputs are usually obtained at lowest
prices and sold to growers at more attractive praewell as on credit teri$

5.3.1.3 Cotton Seed Quality Improvement

Traditionally, research on cotton varieties in W@#Aas conducted in national research centres,
which were often supported by some institutes abrparticularly by CIRAD in France. Research
on seed quality improvement should become an oggaativity. However, owing to the limited
resources that can be allocated to cotton reseeaotlaporative work can also be conducted with
the cotton research institutes of India, Turkey &gypt. Such a collaborative work had already
been recommended and foreseen in the IDB Action'H)an the OIC Action Plalt’, as well as in
the work plans of many other initiatives.

The present conventional cotton varieties necdediteavy use of inputs, which, in turn, not only
increase the production costs, but also the enwieottal pollutionTherefore, cotton seed research
shouldconcentrate more on tHew-input varieties.

5.3.1.4_Adoptability of Bt cotton:

It is widely argued that one of the advantagessnfigi Genetically Modified (GM) or Bt cotton is
that the application of chemicals (especially med#is and insecticides) which directly cause
environmental pollution, is brought down to a minm It is also claimed that there are concerns
regarding the difficulty of keeping Bt and non-Rition cultures separated, and the risk of insect
resistance. Since the Bt and GM issues are of reelse controversial nature, particularly in
developing countries, it is believed that it shouldd carefully, objectively and scientifically
handled.Therefore, it is recommended that the studies edldab the adoptability of Bt cotton to
WCA countries should be thoroughly reviewed, taking account all the pros and cons, as well
as the experiences of the other countries, whiske h@rgely switched to Bt cotton production.

India appears to offer an excellent example for condgcsiuch a study, considering that she has
successfully developed the use of Bt cotton teagyin the very recent years. Besides, the World
Bank has also been working with the Global Envirental Facility (GEF) to prepare a regional
program in bio-safety which could help Benin, BumkiFaso, Chad, Mali and Senegal in the
preparation of a framework for evaluating and,ams cases, testing GM type crops. There were
also the US government and the Agence FrancaisBédeloppement (AFD), which could be
involved in this work™. Burkina Faso, which has conducted trials on Btoroduring the years,
appears to be very close to making a final decisioits commercialization’.

112 Similarly, the Agricultural Credit Cooperatives,C&s (in Turkey) or the National Agricultural Coopéive
Marketing Federation of India Ltd. (NAFED), throu@h agricultural marketing cooperatives, supplg@inputs,
such as chemicals and fertilisers on credit terms.

13 Approved at the 1st Expert Group Meeting of CoRomducing Islamic Countries, held in Jeddah, (2005

114 0IC action Plan was approved by the COMCEC instanbul meeting between 21-24 November 2006

15 Statement by the representative of the World Banlke Fifth Round of Informal Consultations on fevelopment
Assistance Aspects of Cotton, WTO, 28 October 2005.

1% |CAC Recorder, p.3, December, 2007
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5.3.1.5Potential for producing organic cottort

The market for organic cotton is growing as a rtestiincreased tendency to use organic cotton in
T&C, manufactured either with 100% organic cottonusing a small percentage within the
conventional cotton, as it has been largely putdidiby some famous brands. The market growth
is especially remarkable in countries, such as Z&ndand, Germany, the USA, the United
Kingdom, the Netherlands, Italy, etc. Until recgntlfurkey had been among the leading
producers of organic cotton, together India andUs&. However, due to the insufficiency of the
premium paid in the market and as a result of emed costs, production of organic cotton is
expected to drop in the near future in leading ponay countries, such as Turkey and the USA.

An interesting example of organic cotton productisnin WCA, where Helvetd$’ has been
running, since 2004, an organic and Fair THeétEtton programme at a regional level (in Burkina
Faso, Mali, Senegal and Benin) in partnershiphwito Swiss governmental agenci€s
Helvetas aims at bringing together all those stalddrs within the vertical value chain in order to
set up a partnership between cotton producers, dhganisations, seeding plant operators, cotton
traders and their customers. In Burkina Faso, Hatveooperates with the National Union of
Burkina Cotton Producel®, who advises and assists the producers in congett organic
production. The organic cotton produced is proatsssd marketed by Paul Reinhart AG, an
international cotton trading company based in Ssvitnd,and Hess Natur, a German clothing
company.

Helvetas also attempts to establish a partnersttipden producers in the South and consumers in
the North and to obtain fair prices for the prodgcdt is interesting to note that organic cotton
growers in this project had been guaranteed a poteé of 306 CFAF /kd**, (compared to 175
CFAF/kg received for conventional cotton), whicleses to offset the income loss occurred as a
result of yield drop, which is usually encounteme@rganic cotton production.

The successful experiences gained in growing ocgewtton in WCA, as well as in Tanzania and
Ugandd??, can be a source for encouragement for some ofNB©®s and/or commercial
companies in the Northern countries to increasd& sxamples, thereby expand the organically
grown cotton areas in the WCA countries. Northe@Q@¢ supporting the production of organic
cotton should be able to convince those commecoialpanies, the international donors as well as
the policy makers on the viability of African orgarcotton, which would justify them to absorb

17 Helvetasis Switzerland's first private organisation for déy@ment co-operation. It was founded in 1955 asralependent

association, independent religiously and politigaland gathers now 43,000 members. It is commitbetielp the most
disadvantaged people from more than 20 countriesiad the world.

Fairtrade certified cotton carrying the FAIRTRADMark was launched in the UK in November,2005

These two agencies were the Secretariat for Natiomain&my (SECO) and the Development and Co-operatioeciy
(DDC), respectively.

A cotton producers organisation, having 210 000vwgomembers in 7005 producers groups located in 41l&®yes

According to the annual report, Organic Cotton Rcijin Burkina Faso, 2005(in French): “the finalipe to the farmers will
depend on the market but farmers have been guadrteninimum price of 245 FCFA/kg for organic cottoml 272
FCFA/kg plus a fair-trade premium of 34 FCFA/kg $ocial projects (totally 306 FCFA/kg) for organicfarade cotton.”

122 Ferrigino, S. et al: “Organic cotton: A new developnt path for African smallholders?”, The Interratal

Institute for Environment and Development. The &dper Series 120, (2005)
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initial costs and investments until the area devdi® organic cotton production significantly
expand and, as a result, the economies of scalbecegached.

The examples given above also indicate that it moghmore advantageous for the poor cotton
farmers of the WCA countries to turn to organict@otproduction, where the low cotton yields can
be compensated with better pric@herefore, the possibility of allocating new ardasorganic
cotton cultivation should be evaluated by the W@Antries, and where necessary, such areas
should be offered for collaborative cultivation diriprojects with companies/organisations in
Europe and in the USA, which promote the produatiborganically grown cotton.

5.3.1.6_Improve the classing and grading system séed cotton

In WCA, there is often a malpractice when seedotoi$ classed because often the tendency is to
class the seed cotton as the good quality, althouglactuality, it is of inferior quality. This
malpractice largely eliminates the motivation o tirowers to show due care to improve quality.
Furthermore, with such a practice, really good igualotton is mixed with seed cotton of lower
grades, which results in downgrading the overadllitpiunnecessarily. The recommendation made
by the UEMOA study group®to overcome the above mentioned problemway of establishing

a base grade for a lower quality cotton, which nigletter represent the quality of majority of
cotton, and give a “quality premium” to only thoseed cotton deliveries, which truly and
distinctively possess much better or superior dquagharameters appears to be a very logical
approach.

5.3.1.7_Improve the ginning and pressing operations

The role ofginning in cotton quality is extremely important, hencereot ginning operation is a
prerequisite for obtaining good ginning outcomeWRA, where invariably saw-gins are used, the
problem exists mainly in the low capacity utiligats due to obsolete equipment, difficulty of
obtaining spare parts, etc. The recommendationghi®rimprovement of ginning and pressing
operations would be as follows:

For the improvement of the ginning and pressing opations, as well as obtaining cotton with
consistent quality parameters, the preparatioh@fdllowing feasibility studies is recommended:

- for upgrading the ginning operations in theCA/, and deciding on the form of support after
making an assessment of the present state ofiseagd the requirements for their upgrading,
including the ancillary equipment such as pre-aeas, humidifiers, etc. The decision on cost
sharing of such an upgrading operation can be maftier the completion of such a feasibility
study, but a moderate share, similar to the TMC aktFSs Scheme of India, could well be
considered,

- for setting-up of a regional structure to ares regular availability of ginning spare parts,
including their procurement, warehousing and distition,

12341 dentification d'un plan d'action d'amélioratiode la qualité et de la valorisation de la qualité doton dans les
pays de 'TUEMOA”", Rapport d'étude Préparé pour ledgramme Qualité de 'UEMOA, ('ONUDI), (2004)
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- for the viability of using roller-gin typarming equipment in the new ginning factories, sinc
the experience of India, Turkey and Egypt on refjgrs indicate successful ginning results,
especially on hand-picked cotton. Besides, thesinvent and the operational costs in the
roller-gin installations appear to be lower thamet costs encountered in saw-gins, in addition
to the advantages of roller-gin equipment beingatiust structure with no major breakdown
nor maintenance problems (see Box5.1),

- for the establishment of a regional ginning schedbjch can systematically train the ginnery
managers, technicians and other key personnel,

- for the establishment of cotton quality paedens per bale basis, identifying the adoption of
measures necessary in all phases of cotton praaluctiain within the WCA.

5.3.1.8 Improve the classing and grading of lint dton:

Almost all the WCA lint cotton is manually classadd graded, whereas currently in many cotton
producing countries, such as the USA, Australiayt®dAfrica and recently Brazil, instrument
based classification is widely used. Besides, tleekweonducted by the ICAC in enabling the
trading of cotton based on the results of standatdtinstrument testing has intensified.

The collaborative work with the testing laboraterieontinues with the aim of achieving the
repeatability and reproducibility of the test reésulamong the participating laboratories.
Furthermore, in a CFC supported project being imgleted with the ICAE*, cotton testing
laboratories of the African cotton producing coiedrare being assisted in their preparation
towards meeting the requirements of the Commei@8tahdardisation of Instrument Testing of
Cotton (CSTIC), through two separagional technical centre®ne being in West Africa (Mali)
and the other in East Africa (Tanzania), respebtive

Since the WCA cotton is still a major export itemtlhe world cotton markets, better recognition of
its quality should be attained through the predemtaof quality parameters determined with
universally accepted methods. If the useStdndardised Instrument Testing of Cott&HhTC, is
well adapted to the measurement of the qualityrpatars of the WCA cotton, this will help its
correct positioning in the international marketsalgling the exporters and the growers fetch better
prices. Furthermore, when the SITC is fully openadil, it is expected that any disputes on cotton
guality between buyers and sellers will be easilg guickly settled by making reference to the
SITC measurements. Therefopegparatory work related to the SITC must be spdagp together
with the necessary training of the operators wht) lae using and maintaining such equipment.
This work should be conducted in those technicatres, where the four HVI units have already
been installed in coordination with the ICAC ané tmplementation team.

Box No 5.1: Developments in Roller-Ginning and Sawsinning Techniques*
Ginning, in its strictest sense, is the processeparating cotton fibers from the seeds. A shocbaat of the
developments related to the ginning techniquesvesngoelow:

124 Gourlot, J.P and Drieling, A.: “SITC Activities fé\ssuring the Reliability of Cotton Instrument fiieg in Africa”,
Beltwide Cotton Conference, New Orleans, (2007).
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Development of the Roller-Gin
The roller gin was the first mechanical device ukedginning cotton. It used two rollers that piechand pulled the
fibers from the seeds. This roller gin was the jarynginning tool until Eli Whitney's saw gin wasvanted in 1794.
The saw gin did not replace the old roller gin esérely because McCarthy invented an improveceraiin in 1840.
Although much slower, the roller-gin was more gent the cotton than the saw gin, whose serrates sended t
break more the fibers. Although the roller gin d¢ouéd to be used for ginning mainly extra-long-gtagottons, it
low ginning rate (output) had made it too expensivenaintain and operate. It was in the 1960s, wherrotary-knif
gin was developed in the USA that roller gins beeanore efficient and less expensive to operateeSinen, roller
gins continued to be used in the USA for ginningw®icotton to protect its extra-long staple, whishaidesirabl
quality that increases the value of the cottonrfilb®r the same reason, Egypt, a major producéon§ Staple (LS)
and Extra Long Staple (ELS) cotton has also beamgusllergin equipment. It is interesting to noat in some of the
major cotton producing countries, such as India &nckey, where mainly “upland type” cotton has begown,
roller-gin equipment have also been in preference.
Development of the Saw Gin
Eli Whitney from America invented the saw gin in9%7 Whitney's saw gin, which removed the seeds
cotton fibers with a spiked cylinder that pullee: int through wooden slots too narrow for the seexpas
through, was 50-100 times faster than hand ginmimigich was widely used until then. It was espégjal
effective in separating the hard-to remove seed&ptand cottons”, making these short-staple cattamor
economical to produce than before. With Whitneg\w gin, farmers were finally able to mass produgglgn
cotton” to satisfy consumer demand. Modern reseheshimproved this old concept, and today saw Ot
remains the most widely used method to gin cotfdre spikes in Whitney's saw gin have been replagéu
circular serrated saws that have made it even mifbeetive for separating seed and fiber. Todaywe gia car
produce up to 15 bales of lint an hour per unitdgb weighing 480 Ib).
Research Programs in Ginning
There is research both in saw and roller ginnmgdver all major stages of the ginning procesanfseed
cotton conditioning and cleaning, to ginning and kleaning. The aim of these research studies getvelop,
test, and adapt new ginning equipment and techsitha will:

(1) increase lint production and its value,

(2) preserve the quality of the cotton fiberda

(3) reduce or eliminate the air pollution asated with cotton ginning, at minimum cost
Research programs in saw-ginning aim at developing more efficient seed cotton rmileg and conditioning
methods, as well as safer ginning and lint cleamiegices. Other programs focus on finding waysgios tg
combat air pollution and deal with the problemgioiing "sticky cotton".
Research programs in roller-ginningaim at increasing the output of the roller-ginsieStists in the USA, i
cooperation with Cotton Inc. (USA) and commerciattan gins have increased roller ginning rates Bctor of
four on both upland and Pima cottons. These greatyeased ginning rates have been attained wikille s
maintaining the expected high fiber quality of itechal roller ginning. Successful commercializatiof thig
technology will enable upland cotton producersetivér a higher quality fiber to world markets.
Use of roller-gins: Presently, abot 20% of world cotton is rollerginnethinly in India (75%), Turkey (85%),
Egypt (100%), USA (5%, Pima only), Uganda (10093, éA comparison between roller-gins and saw-gins is
given below:

>

Roller-gins versus Saw-gins

Advantages of Roller-gins Situation in Saw-gins

- Much lower investment costs, - Considerably higher investment costs,

- Less damage to cotton fibre, - Damage to cotton fibre (fibre shortening),

- Simple and robust design, easy to operate, - More complex design, not so easy to operate,

- No major repair and maintenance problems, - Major repair and maintenance problems,

- No major need for specialised manpower - Need for highly specialised manpower
Disadvantages of Roller-gins Situation in Saw-gins

- Low ginning output - Comparatively higher output,

- Not very efficient in cleaning thrash - Efficient in cleaning thrash

- Higher cost of ginning per bale - Lower ginning cost per bale

* Compiled from a desk research

It is also recommended that as the manual testingotton will continue, at least for the near
future, cotton technical centres should periodicakganise training courses or workshops for the
classing and grading experts to ensure that maglessing and grading operations for both seed
and lint cotton are performed in the best and notgéctive manner.
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In conclusion, it appears to be the most logicalppach to continue with the manual classing

and grading for the present time, with improvemenidiere necessary. However, owing to its
distinct advantages, it should be the ultimate gdat the WCA cotton industry to prepare itself

towards classing and grading, based on the SITC swaments per bale basis. A
comprehensive plan will have to be developed taiatthis goal successfully.

5.3.1.9_ Minimise or totally eliminate contamination

It would be extremely difficult to give a singlecipe for the elimination of contamination.
However, drawing up a strict code of practice facle step in the cotton production chain from
harvesting to the spinning stage, and educate leacian element involved in these stages, would
be the ideal approach in minimising, if not totafliyminating, contaminatiorSuch training and
education activities may be supplemented by a pncentive for contamination free cotton.

Attempts to minimise contamination in India through sustained campaign of the Best
Management Practices by farmers, auctioneers, gnate., and successful implementation of the
modernization of the market yards and ginning aresging mills under the Cotton Technology
Mission, the quality of harvested cotton had immawsignificantly in terms of reduced trash and
contamination in cottonThe measures taken in Turkey, as explained in @edti3.2.1, should
be looked at as alternative or supplementary sohsi

5.3.2 Policies

5.3.2.1_Attribution of importance to cotton by WCA countries:

The governments of all the cotton producing WCArtdes attribute great importance to their
cotton sectors. This importance was best explainé€thapter 2, where it was shown that most of
the WCA countries depended heavily on cotton fer lihelihood of their people, as well as for

their GDP and export earnings, with which mosthef basic and vital items can be imported.

It is also due the extreme importance of cottort tha four major cotton producing countries of
the WCA, namely Benin, Burkina Faso, Chad and Madik the cotton issue to the WTO in
September 2003, which made a mmajor impact withr tli&otton Initiative”. This importance
further increased immediately after the end ofdbeta era on the international trade of the T&C
in 2005, which brought about a fierce competitiathim the foreign trade of T&C products.

5.3.2.2 Pricing Policies

i)_Seed cotton pricing policytn most of the CFA countrieg, floor pricefor seed cotton
was announced before the start of either sowinlgaovesting seasons and if a profit was made at
this price, producers received a bonus in the Wolig season. The experience in the CFA
countried® showed that declaration of a floor price almost gear before the exports wasisky
propositionsince prices could vary considerably in the pehetiveen sowing the cotton seeds and

125 Also in some others, including in Turkey, whére $eed cotton price was announced one year bafdt@86, it
was only to be seen that the actual price was tabte due to increases in world market prices asl asl
inflationary increases
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the shipments of lint cotton. To minimize thiskiist was suggested to make the payment of the
floor price in two steps, plus a subsidy to be ped from thé'stabilization fund”, if necessary.

Stabilization funds (or support funds) managed by governments did not function properly
because the surplus accumulated in high price yefaes disappeared by the time money was
needed in low priced years. Besides, it was fourat funds owned and operated jointly by
producers and private cotton companies could asorine unmanageablg.fund solely managed
by producerswas thought to be the only solution and such a fwad put into test in Burkina
Fasd?® where, in the new scheme, theipport fund” was changed ttprice smoothening fund”
(fonds de lissage)ecause the fluctuations in producer prices werge measured as deviations
from the trend line, which was defined as the sey@sr moving average centred on the current
year. A very important feature of the new scheme Wt the price smoothening fund was
combined witha line of credit. In low price years, theredit line was to be used only when the
fund was empty. In high price years, the cred# hvas to be cleared before replenishing the fund.

A condition that had to be satisfied in this schemas thathe credit line should not be financed
by cotton companies because both companies and yres were to be simultaneously adversgly
affected by price falls. In order to diversify thegrice risk, the credit line had to be financed
externally by parties not adversely affected byall in cotton prices. This condition is of extreme
importance because the source of the credit lin@sghl be from a third party, which in the case
of WCA, would be either the governmental sourgean external source like donors

Criticism to the above summarised pricing policy b& expressed on three points:

» The need for subsidies cannot be eliminated; horeubsidies should be used only as a last
resort, (i.e. alternatives should be found to the growenen world prices fall sharply).

»> Attempts at reducing the impact of price fluctuaioon growers' incomes through
stabilisation funds cannot be regarded as being ajgpealing because the appropriateness of
the pricing formula is questionable since half bé tpricing data used is based on price
assumptions of the three future years, with theadatalues open to large deviations.

» There is a necessity for clearing the lack of ustdrding between growers, ginners, and the
governments as to the ownership and control offuhes’ resources. In Mali, for instance,
growers felt that the stabilization fund resouriad been largely used at the discretion of the
cotton parastatal (CMDT) to cover its own defitifs

An alternative form of price policy such as ttfremium Payment Systemivhich was introduced
by Turkey in 1993/94 and which has been used cootisly since the 1998/99 season can be
considered, particularly when the world market @sidall below the cost of production. The
“premium payment” has the objective cdbmpensating the difference between the targeepric
which is the price aimed to be ultimately receivsdthe growers, and the world market price.

126 Goreux, L: “The new cotton price scheme in Burkina FasdCptton: Review of World Situation, ICAC, Sep-Oct.
(2006)

127(Same as above)
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With this direct support growers are assured withaageted income, while making cotton

competitive to the traders (including the expoitensd to the spinners, especially when the world
cotton prices were significantly below the costpobduction. Here, the amount of the premium
payment is of extreme importance, since it dire@ffects farmers’ planting decisions in the

following crop year. The system has so far workedl va Turkey.

i) _Lint cotton pricing policy: The pricing policy for lint cotton, whether owneg public
or by private entities in the WCA will not differgnificantly. Export pricing for each producing
country will naturally be different owing to sevéfactors, such as:
- differences in cotton quality paramete.s. @rade; staple length, micronaire, strengtt), et
- differences in geographic locations, whiolkeans difference in terms of inland transport
costs to the nearest port,
- sea transport to the port of the impagriwountry,
- inland transport to a warehouse or to the spififier

It is due to the different values for the aboveeliscost parameters that net price income of the
WCA exporters will be significantly different, dep#ing largely on the geographic location,
namely the amount of inland transpdsecause the infrastructure of the transport netwoik/est
Africa is not well developed, transporting cotteorh land-locked countries to the ports is costly,
difficult and time consuming. Similarly, deliveryntes of the cotton shipments from the WCA
countries to a given destination, for example toeastern port in China will also be different
depending on the export origin. The price quotetifrom the Francophone African Countries
have not been very competitive owing to extremélgrsy Euro against USD, which, in turn, has
been losing value against most major currenciesnguthe recent years. Therefore, cotton
exporters of the Francophone African Countries, sehourrencies are tied to Euro in the WCA,
have been finding themselve under severe pricespres. This important issue is further dealt with
hereafter.

5.3.2.3 Policies on Export Marketing of Cotton

It has been argued by many that cotton of the W@Anot easily fetch the price it deserves in
world markets, despite its generally superior dyatompared to many upland cotton of various
other origins. Once the problem of contaminatioeliminated or significantly minimised, and a

more uniform fibre quality is obtained, it is highlikely that better prices can be obtained for
cotton of certain regions in the WCRromotional effort¢o acquaint the cotton importers about
the quality of WCA cotton is imperative and a joftort by the WCA countries, either together or
grouped on regional basis woud be more effectiveehSpromotional activities might produce

more successful results and might be more costtefée compared to the costs incurred when
acting individually either on company or on counbasis.

128 1n a combined transport mode, the forwarding agenill usually give a single price quotation tagimto account
the inland transport cost (truck and/or railway) tftee nearest port, plus shipping cost to the péthe importing
country, and even further to an inland warehoustoa spinning factory.
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Exporting cotton from the land-locked countriestlod WCA, such as Mali, Burkina Faso, Chad,
etc., is comparatively more difficult owing to tiiact that inland transport is costly and time
consuming due to bad road conditions and/or poibwag links, compared to the other cotton
producing countries which enjoy coastal advantagéh, significantly lower transport costs.

One possible alternative to overcome the disadgastan cotton exports from the WCA countries
is to ship cotton in relatively large quantitiestte ports of importing countries (China, Turkey,
Bangladesh, etc.), where it can be put into a warsé (either licensed or ordinary), from where it
can be sold to the mills at smaller quantities sulgject to approval of quality.

A mechanism can also be worked out with some fimgnmstitutions, such as banks experienced
in commodity trading, which can act as an interragdiand assume the ownership of cotton by
buying the cotton from the exporting companieshia WCA at a temporary price, making an
initial payment of around 80% of this temporarycpti transporting it to one of the Free Trade
Zones and warehousing it ready for marketing to ititerested buyers, and finally paying the
balance according to the final price to the expstté It can also be argued that various risks, such
as the price risks, which could arise during thegltransport time from WCA to the port of the
importing country, the quality risk as well as then-delivery risk of the contract, which would,
otherwise, be present if cotton had been bougltsairigin, will be all eliminated, hence much
better prices can be obtained. A mechanism sirtoléinat described above is already implemented
successfully in Turkey for the cottons of the Cltsumtries. Another advantage in setting up such
mechanism will be that more and more traders/spgwadl get better acquainted with the WCA
cotton, which, at present, is not widely known urkey.

In summary, it is important to note that the WCAtao has already penetrated most of the cotton
markets of the world. China, Hong Kong, Taiwan, &arBangladesh, Indonesia, Turkey, Italy and
Germany have been the major export markets dunegecent years.

As cotton constitutes an important share in totadport revenues for most of the WCA countries,
a strategy to maximise these revenues from cottgpogts would be the most logical approach
for the immediate future.Recommendations related to increasing cotton egport

» Minimise contamination with a view to ultimatelyllisgy with a certain guarantee, and
improve the consistency of quality within each pale

» When selling “on type” basis, also provide SITCalathich would be representative of the lot
offerred/contracted. Initially these data can be ioformative basis, but make the necessary
preparations to guarantee these parameters in &ldib the “type” offered.

» The use of a label symbolising the WCA cotton neag bseful tool for an effective marketing,
but it may yet be premature before consistency uality can be assured and significant
progress in minimising contamination can be achieve

129 A similar mechanism utilising FTZs can be devetbfer the exports of cotton yarn from WCA, where th
feasibility studies related to cotton yarn prodoctiprove to be viable and the necessary investnasatsealised
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» Any feedback (complaints, praises, etc.) on WC#owroshould be recorded and, where
necessary, remedial measures taken.

» The use of a label symbolising the WCA cotton neag bseful tool for an effective marketing,
but it may yet be premature before consistencyuality can be assured and significant
progress in minimising contamination can be achieve

> Use of risk management techniqti8sby the ginners, traders, cooperatives, etc., mayioe
opportunity in minimising the risk of loss or maising the profit in cotton tradé"

5.3.2.4 Policy on the exchange rate

The experiences of Turkey, India and Egypt havdicord the argument that the overvalued
domestic currency generally creates an adverseteaffecountry’s export competitiveness. It has
been a well learned lesson for Turkey tha export competitiveness of Turkey significantly
increased every time a devaluation of the TL tolalcgy which was also confirmed after the

“24™ January 1980 Decisions'when the exports showed a dramatic perform&Acthe case

of an overvalued domestic currency has also bepereenced by Turkey on many occasions in
the past, when there was a slowdown or even stagnat exports, while the imports displayed

a sudden surgeThis comparative study has also shown that sineilkgreriences were obtained

in India and Egypt.

During the recent years, the USD has lost valuaifsigntly against the EURO. This

development has been hurting not only the EU erp®rtbut also the exporters of those
countries which were tied to or heavily dependentte EURO. The CFA zone countries were
also among those which have been affected from avervalued EURO, where similar

experiences were witnessed in 1994, when a devafuat CFA fran¢** boosted the cotton

exports, as well as the other agricultural comnieslit However, a recent stddyhas shown
that from 1999 to 2004, the real effective excharaje, REER has appreciated by 8% in the
West African Economic and Monetary Unig@/AEMU/UEMOA) zone and 8% in Central
African Economic and Monetary Communi@CEMAC). This was mainly due to the volatility
in the euro-dollar bilateral exchange rate and eoragive monetary policies in the two zones,
resulting in a partial lossf competitiveness in export markets. The conclusibthis study was

130 Gilbert, C.L.,“Price Risk Management in the Cotton Sector: CRM@Gésw” CRMG, World Bank, Annual
Meeting of the ITF, Pretoria, S.Africa, M&y-17, (2006)

131 Cordier, J “A Model for Lowering Inter-Annual Remwue Variability for the Cotton Chain in WCA Colies?,
Annual Meeting of the ITF, Pretoria, S.8&j May 15-17, (2006)

132 Gazanfer, S.: “Analysis of the Cotton Value ChafriTurkey and Identification of Strategies for Blping the
Cotton Value Chain in West and Central Africa”, UMD DocumentTE/RAF/06/012/11-53, (2007)

133 The CFA franc was first created in 1945 with a dixexchange rate versus the French Franc and was fir
devalued in 1948. After the second devaluation?addnuary 1994, the exchange rate became 1CFAH@01
FRF. On f' January 1999, the value of CFA f was expressadrins of EURO, while at the same time the parity
of 1 EURO= 6.55957 FRF was used to calculate 1 Eu655.957 CFA f. Since then then this parity rersbfeen
kept unchanged.

134 zafar, A., “The Impact of the Strong Euro on fReal Effective Exchange Rates of the two Francoptifrican
CFA Zones”, World Bank Policy Research Working &apr51, October 2005
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that the next ten years should be watched cardfyilthe policymakers and researchers in order
to better understand the evolution of the euroadolielationship and to signal potential
overvaluations and loss of export competitivenadsrancophone West and Central Africa.

5.3.2.5_Policy on regional integration
Among most of the regional economic organization#irica, there are many good examples of
regional cooperations, such as;

- focusing on regional infrastructared security as well as tourigm the CEMAC)

- moving towards the establishment 6f@e Trade Area Agreement, FTA, and elimination
of tariffs on items produced in member countriggwvithin the COMESA),

- establishment of a new customs uniofiinthe EACJ*®,
- focusing on regional security, exploring traael investment possibiliti€gn ECCAS),

- creation of a customs union with a ooon external tariff by 2008 and a West African
Monetary Zone with a common currency by 2QERECOWAS).

The United States continued to support integratoieCOWAS through a number of means;
USAID/West Africa has sponsored programs focusa@dgmly on harmonizing customs and trade
regulations within West Africa and removing barsigio intra-regional trade. USAID is also
supporting the adoption of a common external tahfbughout West Africa. In 2006, ECOWAS
continued negotiations with the EU on an Econonaidriership Agreement (EPA),

- signing of a Free Trade Agreement (i 2006, with the European Free Trade
Association (EFTA), which entered into force in Zqth the SACU)SACU is also in discussions
for a trilateral FTA with India and Mercosur, andsgibly with China. Negotiations for an FTA
with the United States are also ongoing,

- creation of an FTA by 2008 as a stapards achieving a customs union and a common
market (in the SADC).EU discussions with SADC on an EPA focused onamgi integration
issues, technical barriers to trade, and sanitadypdytosanitary standards,

- working toward greater regional integratwith unified external tariffgin the UEMOA).
UEMOA has established a common accounting systemodgic reviews of member countries’
macroeconomic policies based on convergence aijtariregional stock exchange, and the legal
and regulatory framework for a regional bankingteys In addition, UEMOA and ECOWAS
have determined a number of measures that woufd Hemonize the two regional blocks, which
included the harmonization of their common extetaaffs, which is expected to be operational in
January 2008. UEMOA continued negotiations with &mo on an FTAY.

135 COMESA aims to create a customs union by 2008
1% This new customs union generally lowered tars;ept for used clothing, almonds and certain wieeat corn
products, most of which being the export produtthe USA

137« Accords commerciaux UEMOA-Maroc... imminents? shidémagercentre, 26/07/2006
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The above mentioned initiatives can be regardqubagive steps in achieving regional integration,
especially those which aim at the establishmenhefFTAs. It is expected that it will take only a
few years to achieve successful conclusions in rob#tese initiatives, which will not only open

new opportunities for prosperity within African dorent, but also good economic and trading
relations with the other regional integrations sashthe EU or with individual countries such as
India, China, the USA, Turkey, etc.

5.3.2.6_Policies on Domestic and Foreign Direct legtment (FDI):

Sub-Saharan Africa was previously considered aglaiisk, high cost region for doing business.
According to a World Bank study, sub-Saharan Aftacted about USD 12 billion of FDI in
2004, which was about 3% of the global total, witlrestment flows rising in 40 of the 53
countries in the regidi. Textiles and clothing, food and beverage prooessagriculture and
tobacco were among the top 10 mobile sectors &tgaEDI in sub-Saharan Afri¢¥.

Although tariff levels are important for the T&C cders, most sub-Saharan African countries,
including the WCA countries, have tariff-free accés a number of major markets within a wide
range of export products, particularly when expaytio the EY*®, Turkey*, the USA*, and to
many other countries, including to those whichiaréhe process of regional integrattéh

The textile industry is usually characterized apital intensiveand highly automated which
makes it increasingly dependent on well trainedtab Although labour costs in the WCA are
generally competitive with those in China or Indithe main factor for lowering the
competitiveness of Africa in the global textiledeais lack of well trained work force for the T&C
industry. Besides, high utility costs, particularigr electricity and water, coupled with the
unreliability of their continuous supply, makes tbenditions even more difficult. Most of the
successful textile producing countries, such asi&hind India, rely on strong backward linkages
for production inputs. However, the African textifglustries have not yet created such linkages to
their local economy

The characteristics of the apparel industry, ondinrer hand, are largely different than that of the
textile industry as far as investments and labegirements are concerned. The apparel sector is
labour intensive and does not require high levél sk sophisticated training. It is also a sector,
where relatively modern technology can be adoptedneat low investment costs. These
favourable characteristics have prompted many moomtries such as Bangladesh, Mauritius,
Vietnam, Sri Lanka, etc., to enter this segmerthefindustry and to contribute to the accelerated
growth of these countries.

138«Benchmarking FDI Competitiveness in Sub-SahararicAfi Countries”, World Bank, Multilateral Investme
Guarantee Agency (MIGA), November 2006.

139 UNIDO: Africa Foreign Investment Survey, (2003)

140 due to the Cotonou Agreement, the EverythingBuis (EBA) amendment to the EU’'s GSP

%1 due to the Customs Union with the EU

12 due to the African Growth and Opportunity AcG@A),

143 Hildegunn, K.N.: “The Global Textile and Clothimgdustry post the Agreement on T&C”. WTO, (2004)
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5.3.2.7_Regional policy on infrastructure developmd:

It will be necessary for WCA to develop the necegsmfrastructural facilities for the
transportation of goods in general, and CTC praglucparticular before they can attract domestic
and/or foreign investments to their respective toes A regional approach will be necesary to
tackle this problem and its solution concerns nadshe countries at regional level.

It is a well known fact that to participate or inase their share in the global market, countriesl ne
to be competitive and also have the necessary tirydasd trade-related infrastructure. In most of
the WCA countries, lack of continuous and adequafeply of electrical energy is the biggest
bottleneck. In many countries in the WCA, the pnésupply capacity of electrical energy is as
low as one-fifth of the required capacitywill be meaningless, of course, to make sigaiftdeap
forward in the industrial development by attemptioglraw FDI for viable CTC projects, if there
Is a serious deficiency in meeting the requiredrgyneapacities.lt is relieving to know that a
number of comprehensive energy projects have bespaped and intensive efforts are underway
to speed up the implementations. However, delaysising the required financing will naturally
delay the industrial development efforts, includingose related to CTC Value Chain
developmentgSee Box No 5.2or current information related to the ongoing egeprojects)

On the other hand, taking the infrastructure imgprtation of goods as a criterion, it has been
shown that* landlocked LDCs are particularly at a disadvaetdge to the absence or inadequate
trade-related infrastructure such as good roadkyays, air access, ports, as well as adequate
supply of energy, efficiently running telecommurtioa systems, effective banking and insurance
services, etc. The ability of LDCs to transportitigoods to various destinations in a timely and
cost efficient manner is also extremely importdtny developing countries have to bear the high
costs for transporting their goods across bordaug, to inadequate transport and port/harbour
infrastructure, particularly in many parts of AfticAs an exampléable 5.1illustrates clearly the
significant cost and transit time differences engporting goods to the USA from landlocked and
coastal countries respectively.

Domestic or cross-border conflicts also negativaffect the international tradekigure 5.2
illustrates how the changes of transport corridwfore and after the internal crises in the Ivory
Coast affected cotton transport. It is clearly shamwFigure 5.2hat in 1999, before the internal

Box No: 5.2 THE ENERGY SECTOR PROJECTS IN WESTAFRICA*
The energy sector projects of the West Africa aréoows:

The West African Gas Pipeline (WAGP) Project: Almost 90% of the WAGP Project, which will
transport natural gas from Nigeria to Benin, Togod to Ghana, had already been completed and| it is
expected that the first delivery of the natural gékstart in December 2007.
The West African Power Pool (WAPP) Project:The aim of the WAPP is to coordinate, promote and
develop the region's generation and transmissifnasimucture and electricity trade; develop andreha
hydro and thermal resources, as well as integiaiemal networks into a unified regional electgaibarket
to provide adequate, reliable and affordable el@tir The Project represents a unique opportunity] to
improve the economic competitiveness of the sulbrregupports the economic and political coopenati

(@)

144uCost of Doing Business ”, World Bank Survey, (2007)
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and also promotes cleaner fuels. The estimatedafa$te Project is around 11 billion US$. So faf35
Million US$ had been approved by the World Banke Hroject will be implemented in phases over a0l5 t
20 year period. The first phase will be implemerftedh 2004 to 2007, the second phase between 2007 a
2011, and the final phase from 2011 onwards.

In phase 1,the priority interconnections include, the 330 8dkété—lkeja West line (Benin—Nigeria); the
225 kV Bobo Dioulasso — Ougadougou line (Burkinadjaand the 330 kV Aboadze — Volta line (Ghana).

In phase 2,priority interconnections include the 330 kV Abaad- Prestea line (Ghana); the 330 kV Volta
— Momé Hagou — Sakété line (Ghana—Benin/Togo—Nagiethe 225 kV Ferke — Sikasso and 150 kV
Sikasso — Ségou line (Céte d’'lvoire—Mali); the OMW®p (Senegal, Gambia, Guinea-Bissau, Guinea) and
the national control centres (Burkina Faso, Gh&ambia, Guinea, Guinea-Bissau, Mali, Nigeria and
Senegal)The final phase will include the 225 kV Bumbuna — Linsan line 8a Leone — Guinea); the
225 kV Kayes — Tambacounda line (Mali — Senegh§;225 kV Sikasso — Bamako line (Mali); the 225 kV
Ghana — Burkina Faso interconnection; the 330 kiyeNa — Niger — Burkina Faso interconnection; dred|t
225 kV Cote d’lvoire — Guinea — Mali interconnectio

WAPP's projected 12 476 Megawatts for the regio2®i0, would almost double the current 6 355MW,. It
was expected that with the completion of on-goingjgrts sponsored by World Bank, African
Development Bank and other development partnerg)dwchange the face of power supply tremendously
in the short run.

The Regional Regulatory Body for the Electricity Setor: The establishment of such a regulatory
authority is a pre-requisite for the promotion frastructural development and attraction of inwesit to
West Africa. The aim of this project is to assureiastitutional framework for energy trade thoude t
ECOWAS energy protocol which was ratified in Deceml2006. For the establishment of open and
transparent cross-borders electricity exchangeFtbach Development Agency (AFD) provided a grdnt o

five million Euros. A strategic emergency power glypdevelopment plan was also adopted by |the
ECOWAS states by the ECOWAS commission, the WARJResariat and the utilities of member states as a
response to the recent electricity shortage expeeitt by member states.

Regional Policy on Access to Energy Service for Rarand semi-urban population :This policy, which
was adopted by regional leaders in January 20@&idas an action plan, an implementation strategpet
on the principle to create Regional Agency for Energy Accesand an investment programme. The policy
seeks to provide energy access to at least héiegbopulation in rural-urban areas by 2015, reprisg a
few-fold increase on the figures projected in 208pecific coverage areas include modern energy for
cooking (100%) modern energy service for basic sagedirban and semi-urban areas (100%), electrjcity
for households (36%), electricity for schools, idinand community centres (60%) as well as mechpic

power for production use in rural areas (60%). Hrergy Access programme also is to promote,
harmonise political and institutional frameworks dnergy access as a key priority for ensuring human
development. It is critical to achieving MillenniumDevelopment Goals, particularly those of poverty

reduction, improved health, education, water supply productive use.

Compiled fromhttp://allafrica.com/stories/200711180073.htinl http://www.igu.org/html/wgc2006/pdf/paper/add21194fpd

conflict started, a large part of the cotton praetuen Burkina Faso and Mali was transported to
Abidjan. After the start of the conflict, Burkinaa$o progressively diverted its cotton transports to
the ports of Lomé, Tema and Cotonou, and in 200&)ptetely abondoned Abidjan. Similarly,
Mali had to make more use of the port of Dakar lom Atlantic Coast, as well as Lomé in the
South, largely avoiding Abidjan. These diversioaspecially in road transport, mean additional
costs in the transportation of cotton, leaving rile¢ returns to growers to reduced amounts. There
is also a regional project to construct three pealrabrridors between east and west of West Africa
as shown irFigure 5.3. Completion of these corridors will contribute sigrantly to the regional
trade, including to the development of the CTC eallhain.
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For some of the large infrastructural investmenssich as energy, transport network,
telecommunication, etc., in WCA, BOO, BOT or BOYT models could be possible alternatives.
Similar arrangements could also be used for bugldiiiZs, EPZs as well as industrial parks for
T&C. Turkey has been making use of the BOT and BO@Iels successfully in the construction
of dams, thermal power plants, motorways, etc.

5.3.2.8 Enhance the establishment of FTZs or EPZs

The benefits of establishment and operation of FEEZs in India, Turkey and Egypt had been
reported in some detail in various parts of thporé Currently, Mauritius and Lesotho are cited as
the successful examples of the EPZ investmentdrinad

One might question the appropriateness of such Fihzsregional integration with, for example, a
customs union. The simplest answer to that questmuid be thathe FTZs will not only promote
increased manufacturing and trading activities witlthe regional integration, but also with the
third world countries having differing tariff strtres and foreign trade regimes. Such FTZs
established jointly by the neighbouring countriesarious ports, located on the coastline of WCA
could also act as springboards for boosting the afacturing and exports of T&C products, as
well as new technology products. this respect, the recent néi’shat four of the six member
states of CEMAC, namely Cameroon, Chad, the CeAfradan Republic and Congo Brazzaville,
have decided to fast-track plans to establish @gomed free trade zone, is a good sign of such
integration efforts to produce beneficial projeast€ommon interest.

It is, therefore, recommended that studies shoulé leonducted on the establishment [of
FTZs/EPZs for the identified cotton yarn and clothg production and export projects,
preferably on BOOT basis. Specific attention sholdd given to include own power generation
facility and an acceptable level of basic infrastitwre in such zones.

5.3.3 Other areas of intervention

5.3.3.1Review of the textile sector in the WCA:

Although in the identification of the strategic impt, development of the textile sector has not been
included but only the spinning stage chosen, itldidae an inappropriate to ignore the ongoing
textile activity totally, given the fact that theage still some 20 textile establishments in vasiou
WCA countries producing some textile items, inchglthose which are traditional fabrics, mainly
sold in the domestic market. Besides, there may la¢scertain textile production facilities, which
had been in operation until recently and which l@dsed manufacturing owing to certain
constraints, which may be overcome with certai@ritial and/or technical assistance. It will also
be a mistake and waste of resources not to revele groduction facilities. Therefore, it will be an

145 The Build-Operate-Transfer (BOT) model and varidiks Build-Own-Operate (BOO), Build-Own-Operate-Tséer (BOOT)
are private —public participation models. All ofede models refer to either partial or full ownegsiior a defined period of
time (either permanent like BOO or temporarily lIBOT or BOOT) so that the investment by the prissetor can be
recovered with some degree of profitability.

148 For further info, please visit web padettp://www.bilaterals.org/article.php3?id_article346

139



appropriate course of acticdwo initiate a rehabilitation programme of the exnst textile and
clothing enterpriseswhich might still have a potential for achieviegmpetitiveness. For this
purpose, it is recommended that a study be conduwmyea specific mission with the support of
some national/international consultants to idenaiyong other things:

I) For the already functioning factories:a report describing the operations, capacities,
current markets for the products, competition, padiility, constraints and suggested technical
and financial solutions to strengthen competitisnand ensure the continuity of operations, etc.,

i) For the recently shut factoriesa report (or if viable, a feasibility study) caaning the
information similar to above as well as the pod#ibdf putting the factory back to operation to be
able to run efficiently and competitively, togetgth the required resources, including the human
resources, investment and working capital requinetsie

It is very likely that with marginal supports, aagbnumber of already operating factories can be
converted into efficiently and profitably runningstablishments. Similarly, with certain
renovations/capital backing some of the previosslyt factories can also be put into operation.

However, supplying cotton to the textile factoriéspinning installations) at subsidized prices pt
the expense of cotton farmers should not be an optsince with this strategy, the sustainability
of cotton production could sooner or later be jeadeésed. Therefore, any supports related [to
raising the competitiveness of the textile estahfients should be given independently, apd
without negatively affecting the other componentttie CTC value chain.

5.3.3.2Suggested road map to towards initiating investmernn spinning and clothing in the
WCA countries:

It will be recalled in item 5.2.3, that the best@agtgy option, which included the development in
spinning and clothing, was selected not on theshaisa comprehensive feasibility study, but more
on some empirical factors, such as the basic ctarsiics of each chain component, market
studies, past and current examples from the réal investment requirements, relative risks
involved, the basic comparisons of the various olamns obtained, including the experiences of
India, Turkey and Egypt gained through this comipagastudy, the opinion of leading experts and
lastly, but not the least, the writer's personaham.

Naturally, for each investment project, involvingoguction and marketing (domestic or
international) of cotton yarn and clothing produetgeasibility study will be required to carefully
establish various aspects of the propositi@specially for clothing projects; the type(s) of
product(s) to be manufactured, input material ¢fieid fabric, accessories, sources of supply, etc.)
including the export markets. Again, this study banconducted by an expert group to identify the
possible clothing items, for which there is a markéich can be supplied competitively.

At the start, these investment proposals coulddsed on standardised pilot investment projects,
especially for the projects associated with clagghimanufacturing, for which local/foreign
entrepreneurs or joint venture arrangements caexpected. The option of the FDI on BOT or
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BOOT basis, as mentioned earlier should also bdada to the investors. The role of the WCA
governments should also be to define, together datiors, what sort of investment incentives, if
any, will be needed and can be provided to havecaessful start. In order to attract investment
(especially in clothing), it may well be necessaoygrant for a defined time period certain
investment incentives, which will, in turn, necés® investment approvals, registration and
monitoring of the specific investment projects bg authorities.

It is recommended that parallel to these preparadiothe investment promotion activities may be
commenced with supportive promotional material. Fois purpose, investment forums can be
organised, where the available investment promottonls can be introduced. By closely
monitoring the interest shown on the proposed spmrand/or clothing investments, it may
become necessary to take new decisions to furth@cathe investors’ interests.

5.3.3.3Product ranges

Possible products, which will be produced and putmarketing, can be identified as follows:

) Cotton Stage:
- Baled cotton (already markgted
- Seed cotton by products (alyemarketed)
- Cotton seed (already marketed)
i) Cotton yarn stage:
- Cotton yarn (to be metdd)
- Cotton waste (obtained during spigijrito be marketed)
1)) Clothing items:
- woven items (to be neddd)
- knitted items (to berketed)

Having broadly identified the products to be pragii@and marketed, we can now turn to comment
on the possible product ranges for each produactgyro

i) Baled Cotton For conventional cottonthere exists no difficulty of marketing provided
the asking prices are within the world market lsvél has already been pointed out that with some
progress in the elimination or even minimisationtlod contamination problem the WCA cotton
can fetch even higher prices. For “organic” or ffaade” cotton, it has been mentioned in this
report that some Northern NGOs have already enteteccertain arrangements with some WCA
producers to grow “organictotton. A similar development has been observedherfair trade”
cotton. Farmers have obtained more attractive prigeboth types. However, it must be borne in
mind that that the amount of this type of cottoreslaot exceed 0.1 % of the total cotton trade.

i) _Cotton yarn Up to the present time, WCA has not been an egpoiftcotton yartf’
except a small amount of exports made by Chaddadé. Nevertheless, as was explained before,

147 Except a very small amount of exports realize€bgd to France
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cotton yarn has a good chance of being marketpecesdly to China. Depending on the demand in
the market, both open-end or ring type cotton yawve equal chances of being marketed, provided
the yarn produced possesses good characteristitsredt types of cotton wastes obtained during
spinning can be around 20% of the total cotton paewunt depending on the type of spinning
and short fibre content of the cotton used. Theketaralue of the waste differs depending on the
type of waste. For example, comber waste can fagcto 60-70% of the market value of cotton
itself.

iii) Clothing items The clothing manufacturing in the processing chazas become the
most advanced and complex part of the entire caltdé@ chain, in terms of production, design,
marketing and distribution, simply because it igntyaa buyer-driven value chajrwhich implies
that production items will be largely dependanttba buyer’'s preferences. The simplest way to
start clothing manufacturing would be on the “CM3Jdsis, in which case the “cut make and trim”
operations will be performed in the WCA countriestbe temporarily imported finished fabfi
As sufficient experience is gained in the produtimd exports on the CMT basis, move towards
more value addition arrangements can start, whesebycing the suitable fabric, importing and
putting it into clothing production and exportinget garments, all under manufacturer's own
responsibility will naturally be more rewarding nothe profitability point of view, provided the
mechanism of handling all the necessary operatomsvell established.

The type of products to be manufactured will laygd¢pend on the current market conditions, but
it is suggested that not all the clothing entegwido the same type of product, which is likely to
create a severe competition among themselves. ISsialy a manufacturing base of a wider

spectrum of knitted and woven products will miniengich a damaging competition.

It can be seen that these manufacturing compangsufacturing clothing items on mainly
imported fabric will necessitate the establishnadra special department, which will handle all the
necessary work, such as sourcing the suitablecfabmporting it on temporary basis, channelling it

to manufacturing to clothing items and finally exjong the products. This involves a great amount
of customs formalities to be completed which carydme performed by well trained and
experienced stuff in the individual enterpriseswadl as in the district customs offices. For this
reason,a training programme should be conducted to famge the personnel involved with
formalities and procedures involved in WCA courstrihere such systems are not in extensive use.

iv) Other textiles and clothing produats: The current textile factories can continue, as
they are or with certain rehabilitation, with th@guction of:
* printed fabric for loincloths (fancy and waxed fabrics) used mainly to makeiticaehl
clothing for women. This is the traditional market the local industry.

1“8 For productions which will be conducted in the BIEZPZs no import procedures will be necessary sthese
zones are considered to be outside the nationdbousboundaries.
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« Boubous: There is also a good market fooubous*® , which aretraditional West African
dresses, with kaftan-like appearance, having mihouts and seams, with patterns based
on Arabic calligraphy on an extremely large canvas.

* Uniforms: Various types of uniforms can also be manufactimetie existing factories or
in those which will be newly built.

* Knitwear: Basic t-shirts or similar type of knitted garmeaoss also be produced on CMT
basis for exports.

If the capacities of the textile factories will rimg sufficient to manufacture the type of fabribéo
used, then those fabrics can be imported and cigtmanufacturing can take place within WCA.

5.3.3.4The Institution Building:

Historically, the cotton sectors in the CFA frarame countries had been characterized by a single
parastatal company, operating as the sole buyéneoentire cotton harvest. The industries were
pioneered by the French state-owned company CRIXmpagnie Francaise de développement
des Fibres Textilggenamed to DAGRISOéveloppement des Agro-Industries du)3nd001, in
conjunction with national state-owned cotton comesnwhich had a legal monopsony in cotton
buying, and most had a monopoly on primary proogssnarketing, and supplying inputs.

In 1990s, there had been increasing pressureBet&MCA countries to liberalise their cotton
sectors as part of the World Bank’s Structural Athjuent Programme. Since then, all of the West
African countries (with the exceptiasf Mali) have opened up their ginning facilities, @&ell as
the export marketing of lint cotton to the privatztor.

As a result of these reform processes, cotton sectbthe WCA countri€s® have been going
through profound changes in the recent years aaidhlese changes have not yet been findfised
These changes occurred from one extreme to the,dike in Senegal and Ghana, where the
parastatal cotton companies were completely psedtiwhile in others the large sized parastatals
were split into smaller but still parastatal entexgs, based on geographical areas, such as Burkina
Faso and Cote d’lvoire, or on various function&elin Benin, where provision of inputs or
responsibilities for ginning operations were assjto the newly formed institutions. Finally, in
countries, like Chad, Niger and, to some extendij,Meere has not been any significant chdnge

A short account of institution development relateccotton production, ginning, etc., is given in
Table 5.2 for each of the major cotton producingntoes of WCA. It should be emphasized that
Table 5.2 does not reflect the complete institutmilding in the WCA. In Burkina Faso, for
example, there are still producer organisationgli@ge level Groupments Villageoiswhich are

149 Boubous are kaftan-like dresses and robes, wittinmal cuts and seams, allowing adornment with graus based
on Arabic calligraphy on an extremely large canvas
‘Development of the Cotton Textiles and Garment ¥althain and Networks in Africa: Supporting Trade dBuilding
Productive Capacity”, UNIDO Document (2006).
1 Larsen, M.N: “Quality standard-setting in the glok@dtton chain and cotton sector reforms in Sub-Sahafrica,
Institute for International Studies, Copenbag(2003)
152 Mali has already stated that no reform package téllconsidered until after the presidential electio 2008.
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vertically organised at departmental, provinciadl avational levels, and which specialise in input
distribution, credit provision and marketing, wittNPCB (Union Nationale des Producteurs de
Coton du Burkina Fagpas the umbrella organization of such an instinal structure.

Producers’ or farmers’ groups are increasingly ined in the overall management of the sectors.
These organisations, when strengthened, can asstingretasks, which can be to the benefit of the
farmers. A good example, noteworthy to mentiomi8urkina Faso and Benin, where in selected
areas farmers at village level have been organs@doduce organic cotton, which would be later
exported to the European countries at prices sggmfly higher than the conventional cotton

prices.

Taking into account the strategic option which haleeady been identified as the future
development strategy of the CTC Value Chain abamewhich main activities have been
concentrated in improving cotton production andaetgy coupled with investments in spinning to
produce cotton yarn, the majority of which wouldéeorted, with a parallel development in the
encouragement of investments in clothing, mainlgr éxports on CMT basis,it would be
appropriate to recommend ththe priority should be given to the setting up ladse institutions,
which will be directly involved in the above mengd areas.

A comprehensive and realistic action plan has bpegpared within the UNIDO Cotton
Initiative', where a number of institutional set-ups have alsen envisaged, for the total CTC
value chain: Here only those entities, which argarded as essential, are recommended to be
established for the immediate future. Thereforeg tfollowing institutional set-ups are
recommended:

1)_Research and Development Inditwon Cotton Seed Breedingrhis institute will
largely be involved in the varietal improvementtioé cotton seeds, with higher yields and better
fibre properties. Every major cotton producing doynmay establish such an institute or
alternatively, only one larger size institute cae imcorporated in one of the major cotton
producing countries, supported by regional branahe®ighbouring countries. Soil testing for the
determination of the optimal use of fertilizers Iwdlso be important in this institute, again
supported by branch offices, which can be locatedajor cotton producing areas of each country.

if)_Cotton Testing, Classing and Giad Centre This centre, which will be equipped
with SITC, as well as with the other necessary niex equipment, will be able to accurately test
fibre properties of cotton produced at the ginsagRiests should be periodically carried out in
order to assure repeatability and reproducibilityhe test results®. These centres should also take
part for an overall switch towards single bale sgstin which the fibre characteristics of each bale
can be individually determined and recorded. Sigfaeégmplementation and monitoring of such a

133«Development of the Cotton, Textiles and Garmeniu¥aChains and Networks in Africa:Supporting Traate
Building Productive Capacity”, (UNIDO), January, §26)

%% The Expert Panel on Commercial Standardizatibmstrument Testing of Cotton (CSITC) works urttier|CAC,
with the collaborative work of various testing tabtories under the coordination of the Bremen Eibinstitute
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system will give a powerful advantage in export keéing and in better recognition of the WCA
cotton. Initially, this centre could be established in ajaracotton producing country, with the
purpose of serving on regional basis.

iii) _Textiles (mainly for cotton yain and Clothing Testing, Research and Development
Institute: Although the function of such an institute willdmene essential as the investments in
spinning, as well as clothing start to be gradusdiglised, it is worth to note that such an ingtitu
will serve its purpose if it conducts research dedelopment work related to the production of
traditional products, as well as products for nicharkets. For the above mentioned research,
development and training activities, it may be aiakand useful to establish collaborative work
with country’s universities and related academstitations.

iv)_Export promotion centre for cotipyarn and clothing The establishment of such a
centre will soon be necessary, since it will giveaoportunity of introducing to various foreign
markets the products, which are grown, manufactused, in WCA. Again, such a centre could
either be on regional scale or on individual coyfasis. If the latter is chosen, such a promotion
centre could be housed within the export promotientre of the individual country concerned.

v)_Training centresThe establishment of the training centres shoulthbendispensable
part of the overall project. Depending on the ald# resources, these centres can be either
established separately or in conjunction with thehnical centres which are also subject to
discussion and recommendation in this section.lFlaaision on this question should be made on
case by case basis.

vi)_Specific Missions and Schemé&¥here the establishment of a separate instituoof i
no necessity or where the task of solving a probiewlves expertise of various institutions
(governmental or private), then it might be morgiagpriate and effective to establish specific
missions to solving such an issue, or remedyingragoing activity. In this context, the examples
mentioned in this comparative study practiced lidnby way of establishing technical missions
on cotton production (TMC), or schemes such as @Jfor upgrading ginning and where
necessary, the textile equipment is highly reconcieen

It should be noted that the setting up of mosthef &bove mentioned institutions should be on
government initiative or with a private sector papation, if there is a growing presence of prevat
sector activity in that area.

5.3.3.5_ Price risk management

Price risk management will be mostly related todb#on marketing (buying the seed cotton from
the growers, ginning and exporting the lint cottdh)s interesting to note that so far variousceri
risk management methods have been suggested ared domwhich have been tested in the past.
The inability for the WCA countries to effectivetieal with the risk associated with the exchange
rate (i.e. between the US$, which is the almostroom currency used in the international trading
of cotton and the Euro which is linked to the CKanic) undermines greatly all the other efforts on
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the hedging strategie$he recommendation would be to conduct a studyheravailable price
risk management tools for various stakeholders atton industry, but particularly for cotton
growers, degree or frequency of usage of theses tdbé effectiveness of each tool and ways of
improvement.

5.3.3.6_Training
Major areas requiring training have been identiisdollows:

I)_Cotton Production Training Cergrwith Extension ServicesThis centre will be of
extreme value for the cotton growers, who can dméd for improved production techniques and
best management practices, in cotton cultivationnigg, baling, classing and grading and
marketing. It should be pointed out that trainingd aextension services are of paramount
importance for obtaining the best results in cottaltivation. In this context, the Manual prepared
by UNIDO entitled (in FrenchfManuel qualité pour les filieres cotonnieres UEMOAs an
excellent collection of handbooks, each addressing aspect of the cotton production chain,
namely:the quality plan, production of seed cotton of gapality, ginning of seed cotton, the
“African” Standards of good quality lint cotton,a$sing of lint cotton and the trading practices of
lint cotton. In view of the large number of growers presenthie WCA countries, these training
centres can be established regionally and carligitirain the trainers, who, in turn, will traihe
growers. Furthermore, this centre will conductttlated work for extension services.

il)_Establishment of a regional ginmg school Since ginning is the most critical and
sensitive area in the whole cotton production claaid in view of the fact that the ginning factories
are spread in a large are in the WCA, it is reconued that a feasibility study for the
establishment of a regional ginning school shoud ihitiated and put into implementation
following the completion of the feasibility studin this training school it should be foreseen that
most of the ginning machinery operators and theiliamx personnel, repair and maintenance
teams, as well as the managerial staff will bentrdi

ii) Training on _export/import procedes, temporary importing, etcThe export import
formalities are numerous and requires careful paper related to transactions. Training on
temporary imports relieves the companies from uessary financial burden. This will be
especially important when clothing operations stattich will necessitate importation of finished
fabric and the auxiliary material (like buttonspzi etc.,). Failure in handling the temporary inipor
procedures and failure to prove to the customsoaitis that the temporarily imported material
has been used in the exported clothing items agraiflable task, requiring good knowledge of the
procedures and good record keeping. Otherwise, ctidoms penalties can be severe and
sometimes extremely costly. All of these subjeatsl procedures can be the topics of such
training activities.

5.4 AREAS OF COOPERATION BETWEEN INDIA, TURKEY AND EGYP T WITH
WCA COUNTRIES ON CTC VALUE CHAIN
Areas of cooperation has been divided into two nii@@ of activities, the first one is related to
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cotton imports from the WCA countries, while thecaed is mostly concerned with capacity
building and development of the CTC value chain.

5.4.1 Importing cotton from the WCA countries

Turkey’s cotton imports from WCA come mainly fromreidn, Burkina Faso, Togo and the Ivory
Coast. It is clear that if the contamination probl@as solved, there would be a significant increase
in cotton exportsTherefore, elimination or minimising of contamimatiin the WCA cotton should
be a top priority in the technical assistan&gyptian plant health authorities, however, haveyat
given the clearance for cotton imports, while Irglimports have dropped to negligible levels due
to the large increases in India’s cotton production

5.4.2 Areas of cooperation

India and Turkey have a number of important areashich they are ready to cooperate with WCA
countries, particularly in the capacity buildindated to various components of CTC value chain,
while Egypt proposes that the WCA countries linlertfselves with the North African textile
industry. Major areas of cooperation for India, Key and Egypt can be foundTrable 5.3.
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CHAPTER VI

6. TECHNICAL ASSISTANCE PROGRAMME

A Technical Assistance Programmdas been prepared, based on the analysis giviéie iabove
chapters, also taking into account the UNIDO Iiie>®> and UEMOA Competitive Agenda as
described in Chapter Il and various other relevaii@atives.

It should be mentioned at the outset that the UNB¥tegy with the new Trade Capacity Building
(TCB) Initiative, which is basically oriented tovas enabling developing countries to participate in
international trade through strengthening theppdy capacities, and through:

- Enhancing theompetitivenessf the supply capacity of the CTC Chain;
- Ensuring theonformity of CTC products with international standards; and

- Connectingefficiently CTC products to national, regional anternational markets, appear to
be most appropriate in today’s competitive and dediray business world.

The UMEOA Competitive Agenda is an ambitiously bthed development strategy for the CTC
value chain of the WCA countries. The ambitionrafreasing the usage of WCA cotton from the
present 5% to as much as 25% of the total WCA prtiolu between the years 2003-2010 can also
be regarded as a logical target. However, givenfabethat already almost 4 years have elapsed
since the UEMOA Decision of December 2003, andraitéghorough examination of the current
textile and clothing environment, especially thgaut of the abolishment of the MFA restrictions
and lifting of the textile and clothing quotas, ¢tlger with the constraints posed by most of the
WCA countries in various infrastructural amenitesd by other disadvantages, it will not be an
appropriate strategy to put under implementatiamua investment projects in order to achieve in
time the targets which had been decided upon ireDéer 2003 by the UEMOA.

Attempting to implement such a strategy, withouhoging various disadvantages and constraints
in various sections of this report, will not onlgrstitute a serious risk on its success, but ithinig
also give rise to inefficient use of limited resces, which will have to be allocated for the
execution of such a program, assuming that thesmirees will be available in any case.

It is due to the above given reasons that theegfi@bption, proposed in this study has been based
on a more cautious approacihis cautious approach has been reflected in thedtdes” and
“components” of the Technical Assistance Programaseell.

6.1 ELEMENTS OF THE TECHNICAL ASSISTANCE PROGRAMME
6.1.1 Objectives of the Technical Assistance Prograne

155 Development of the Cotton, Textiles and Garment&/@lhains and Networks in Africa: Supporting Trathe
Building Productive Capacity, UNIDO (2006)
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A certain modification on the objectives of the WD Initiative has been made to reflect the
changes, which had to be made in accordance watlptbposed strategic option, whose selection
had been made in Section 5.2.3.4.

The overall objectiveof the Technical Assistance Programme is to assist the VA&@®an cotton
producing countries to improve their capacitiepaaticipate meaningfully in multilateral trade and,
ultimately contribute to the ongoing global effottsthe alleviation of poverty in the region thréug
the achievements of basic conditions for sustagahtl stable economic growth.

The specific objectiveof the programme is to significantly improve, the short term,the
production and marketing potential:

- firstly, of the cotton value chain,

- secondlypf the cotton yarn spinning component of the textalue chain,

- thirdly, of clothing sub-sector’s contribution to the ecoypmmployment and exports

in the targeted countries.

While working towards the achievement of these #ijgeobjectives, due consideration will be
given to the viability of rehabilitating the curteas well as recently ceased production activines
T&C value chain, especially in attempting to coogrwith the production of artisanal T&C items.

6.1.2 Modules and Components of the Technical Asmasce Programme
“The modules” and “components” concept introducedhe UNIDO Initiative have been kept as
they were, with the necessary modifications to auoodate the proposed priorities in the above
mentioned objectives. The activities of the maimgoamme will be articulated around three
modules, namely:
» Develop and upgrade the Productive and Supply G&gsof CTC value chain;
» Improve Quality Conformity of African manufacture@TC products to International
Technical Requirements;
» Further integrate the local cotton producers ihtoMultilateral Trading System.
While carrying out these activities, particulareation will be paid to the building or strengthemin
of local capacities in the following areas:
- Management of technological change;
- Marketing and commercialization @ftton and cotton products, (initially cotton yarmd
clothing productspn the international market;
- Development of the national and registedtegy for the cotton sector;
- Strengthening of investment and technglegmotion;
- Building up worldwide partnerships witther institutions and enterprises.

Module 1 will be focused on harmonizing the sectoral sgi&e and upgrading the supply and
productive capacities of theelected componentsf the CTC value chain. It will be divided into
two components: one will deal with the harmonizatad the strategies while the other will focus
on enhancing the supply capacities of the CTC secto

Module 2 will focus on enhancing the capacities of the C3&ctor in the receiving countries to
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comply with international technical norms and s&dd. To achieve this goal, the programme will
develop and support the existing quality institngoin its first component. In its second
component, the programme will assist the CTC predtian improving the quality of their

products.

Module 3 will aim at facilitating the WCA cotton producelsitegration into the multilateral trade
system through the promotion of intra-regional ¢ramhd exports othe selectedCTC goods
originating in WCA.

However, there are three notable differences froeMWNIDO Initiative document:

The first differenceis that related to the implementation of the at&s within the modules and
components, which have been planned to be exeputee successive stages. For this purpose,
the modules and components have been dividedtwdoconsecutive stagesn the first stage,
which can be called “preliminary investigation parnly those activities which require further
investigation work, feasibility studies, etc., aneluded so that the continuation of the activity i
the second stage will be decided upon until atker results of the first stage activities have been
evaluated in order to avoid any inefficient or ipappriate use of the limited resources.good
example to the above mentioned two stage appr@atifeiinclusion of reviewing the state of the
current textile facilities and assessing their kelitation needsn the first stageand putting the
suggested solutions into implementatinrthe second stageith the main programme.

The second differences that some additional activities, which had beegarded as essential for
the complementarity and for the success of the praject, have also been proposed in the course
of this study. Again for some of these activitiesppration of a feasibility study has been
suggested in order to establish the size of thestment which will beubsequentlynitiated. An
example to this approach is clearly seen in thepgsal for establishing “a regional ginning
school” (Section 5.3.3.6), whera the first stage feasibility study is to be carried out in ortier
determine more clearly the major features relatethis ginning school investment, which will be
subsequentlput under implementatian the second stage.

The third difference is where a definite need is obvious in which case cemsament of these
activities have been programmeigiht from the beginning of the first stage and ethiwill
continue in the second stagehe examples to this approach can be seen in tpoped activities
related to the campaign against contamination arotmducting some export promotion training
programmes.

6.1.3 Logical Framework of the Programme

The logical framework of the programme is basicéiie same as the framework given in the
UNIDO document, with the exception that the scopenot the total CTC value chain, but in

selective components of the textile value chaiesently starting with the cotton yarn spinning,

and also selective clothing investments. The sewgkdepth in each component of the CTC value
chain will largely depend on the degree of interssobwn by the public and private sector
companies, both domestic and foreign.
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6.1.4 Programme Budget

A distinction will have to be made with respectpimgramme budgets. The budget related to the
“selected preliminary activities’has been prepared by allocating indicative castE(iros) to
each of the selected activities, which have beggested in this study. The expected duration (in
months) for each activity as well as its startimgl dinishing months has also been indicated in
Table 6.1. These selected preliminary activities are groupeder the related module and
component, which had been used in the UNIDO Imtgatlocument. In order not to confuse these
modules and components with those of the UNIDQdte, letter (a) is used ifable 6.1, while
letter (b) is used foiTable 6.2, which contains the budgetary allocations of thedulesand
componentgxactly as they appear in the UNIDO Initiative doent.

It will be noticed fromTables 6.1that the total budgetary allocations relatedthie selected
preliminary activitiesamount to€ 2.2 Million, while the budgetary allocations of the moduled an
components of the UNIDO Initiative documentTiable 6.2add up to€20.41 Million. In other
words, the total budgeted expenditure of the setepteliminary activities is roughly 11% of the
total budgetary allocations of the UNIDO Initiativ& summary of the two budgetary allocations
with the respective modules and components arengin/€able 6.3.

It should also be noted that the selected prelingirectivities shown inTable 6.1 will be
completed within 2-3 months after the start of implementation, with the exception of a few
activities which will have to be completed at thedeof fourth month and also the ongoing
periodically performed training activities, whiclo dot affect the start of the activities foreseen i
the UNIDO Initiative. Therefore, it is recommended that the completionthef preliminary
activities, the project management should analyise tesults obtained, together with the
recommendations made in order to decide on the dmstse of actions related to the start of the
implementation stage of the second phasethe activities foreseen and recommendationgdenat
the end of the preliminary phase, when it will msgible to make more informed decisions on the
future course of actions related to the way in Whie implement the spinning component, the
type of clothing manufacturing to concentrate dme tvay in which the rehabilitation of the
presently operating or recently closed textile grises should take place, the product ranges as
well as the scope and nature of the regional ca@djer, which had been identified in the study.

It is believed that those activities in the UNIDfitllative, which have been identified as needing
more detailed investigations, should be completadalysed and evaluated by the project
management team, and start to thain phase” should be given only to those activities which
indicate viability. It is due to need of the abawentioned exercise that a revised budgeting could
not be made for thtmain phase” of the programme at this stage and the budgetdgghave been
taken exactly as they appear in the UNIDO Initiatilocument.

Therefore, with possible omissions of certain atég in certain components in th@ain phase”,
it may come out that despite tl62.2 Million expenditures made for thieelected preliminary
phase”the amount left for the main phase activities Wwél sufficient to cover their costs, in which
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case estimated total budget €20.41 Million of the UNIDO Initiative will not be exceeded.
Taking into account the reasons explained in varisections of this report, but particularly in
Chapter IV (Sections 4.5) and Chapter V (Sectidn-5.3), it can be argued that the total amount
foreseen in the UNIDO Initiative will not have te lexceeded, due to the omissions which will be
necessary in the project, at least, in the neardutTime needed for the implementation of the
“main phase” with possible revised activities ¢ better known when the evaluation of the
“selected preliminary activities are completed. rEfere, the duration of the total project
(including “the preliminary phase”) has presentgeh kept at 36 months.

6.1.5 Programme implementation and coordination mewanisms
The programme implementation and coordination maisha which has been described in the
UNIDO Initiative document is a well thought implentation and coordination mechanism in view
of the large number of stake holders involved adl vas the considerably large area of
implementation, comprising all the cotton producstates of WCA.

6.2 RELEVANCE OF THE PROGRAMME TO THE ISLAMIC DEVEL OPMENT BANK

It was pointed out irChapter lll that thelDB has been playing a significant role in the cotton
sector of its member countries. It is due to these interest that thEDB has been financing a
number of projects, which contributed significantty the improvement of the cotton sectors of
many Islamic countries, among which most of the W&DAntries occupy a leading position.

It has also been pointed out in this report thatdhtion plan developed by thieB in the First
Expert Group Meetindneld in Jeddah, Saudi Arabia, in March 2005, #soAction Plan, which
was initiated and prepared ltge Second and Third Expert Group Meetingsid in Izmir in
March 2006 and in Antalya, Turkey in October 20@&pectively and which later was accepted by
the OIC and COMSEC meetings in Istanbul in Novenf#i#6, all contain capacity building and
institutional development activities, some of whiate similar to the activities foreseen in other
initiatives, namely those developed by thRIDO, UEMOA, EU, etc. Examples common to all
of these projects include, the setting up of cottesearch centres, fight against contamination,
improvement of cotton quality, cotton classing, ding and standardisation, standardised
instrument testing of cotton, etc. It may be appeip that thelDB would have interest in
sponsoring some of these projects either jointlwidh the participation of other organisations.

Given that thelDB, together with theDIC also sponsors cotton investment fordfiswhere
potential investors are brought together to expfmssible ways in which joint ventures or FDIs
can be attracted to the LDCs, particularly to WTAeIDB may also facilitate the cotton trade in
which WCA countries can export their cotton, witietDB as an intermediary, the mechanism of
which was described in this report in some d&tail

1% Sych a forum was organized on 13-14 November, 80@hich the writer of this report has also paipiated.
157 (see Section 5.3.2.3)
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6.3 SUGGESTIONS FOR SUCCESSFUL IMPLEMENTATION OF THE PROGRAMME
The success of the above outlined Technical Asgist®rogramme, which has been based on the
lessons learned from the comparative studies ahJnburkey and Egypt as well as on various
initiatives developed, particularly the UNIDO lm@itive, depends on many factors, the most
important of which are the following:
» The political will of the targeted Governments tow ownership to the Programme,;
> Political, economic and social stability, as wellthe acceptance of and respect to the rule of
law and order, by all parties involved;
» awareness that an uncertainty with regard to thardupolitical, economic and social
environment will discourage stakeholders and foreényestors from investing;

» acceptance of this Programme as one of the topityrimojects, by the donors, and by other
relevant bodies,

» Providing such an environment and timely flow ofetmeeded finances and other
contributions, will enable the access of the progre to the domestic beneficiaries and to
the deployment of needed technical expertise, bmitional and regional as well as
international

It is important that, with successful implementatithe programme will ultimately provide benefit
and sustainability to the Cotton-Textiles-Clothi¥glue Chain in the WCA. It is certain that the
programme’s success and sustainability lie at #Hreds of all stakeholders involved including the
local beneficiaries. Given that there are also enlmer of ongoing programmes and initiatives
prepared and being executed by various other iatemal financial development institutions and
foreign governments in the WCA, a close coordimatth these institutions and governments is
also of utmost importance in order to achieve tegrdd overall success and sustainability.
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TABLES

Table 2.1: COTTON'S MACRO-ECONOMIC IMPORTANCE IN
WEST AND CENTRAL AFRICA
Cotton Share in Country's| Share in

Average 20024 Exports Share in| Total Agricultural | Country's
2004 (million US$) | Exports Production Total Exports
Benin 142.5 16% 70% 30%
Burkina Faso 154.0 17% 75% 56%
Cameroon 102.8 11% 20% %
Cote d'lvoire 147.7 17% 6% 4%
Ghana 5.3 1% 1% 1%
Mali 188.1 21% 63% 30%
Nigeria 31.8 4% 7% n.a
Senegal 17.% 2% 11% 9%
Chad 59.7 7% 52% 30%
Togo 39.6 4% 38% 8%
Source:FAOSTAT (2006)

Table 2.2: COTTON PRODUCTION, CONSUMPTION, EXPORTS/IMPORTS, STOCKS IN
WEST AND CENTRAL AFRICAN COUNTRIES (2005/06 Season)

Area Yield |Prodn. Consum. | Exports Imports | Stocks Consump/
Countries | (000) ha | kg/ha |tonnes tonnes tonnes tonnes |tonnes Productn. (%)
Benin 200 408 82,000 3,000 132,000 50,000 3.6
Burkina F. 646 458 296,000 2,000 304,000 133,000 0.6
Cameroon 214 458 86,000 3,000 110,000 48,000 3.6
Chad 315 235 74,000 1,000 77,000 37,000 1.3
C. d'lvoire 270 426 115,000 10,000 85,000 37,000 8.7
Ghana 26 301 8,000 3,000 5,000 5,000 37.5
Mali 551 408 223,000 4,000 250,000 90,000 1.8
Nigeria 330 253 84,000 67,000 35,000 15,000 37,000 79.7
Senega 48 393 19,000 1,000 21,000 6,000 5.3
Togo 105 257 27,000 0 46,000 25,000 0
TOTAL 2705 360(*)  1,014,00d 94,0000 1065,000 15,000 468,00 9.3(*)

Source: Compiled from ICAC Statistics; (*) Averageld;(**) Average Consumption/production

Table 2.3: COTTON EXPORTS BY WEST AND CENTRAL AFRIC AN COUNTRIES
(1980/81-2006/07)(*)

(000) Tonnes

BENI CAME |CHA |COTE TOG |SENE |C.AF. |OTH
YEARS [N B.FASO | ROON. [D D'IVR |[MALI |O EGAL |REP. |ERS TOTL
1980/81 8 22 26 32 42 35 7 4 8 0 185
1985/86 22 41 39 36 84 60 35 7 13 0 336
1990/91 58 73 44 58 81 114 36 17 13 2 498
1995/96 135 56 72 63 76 152 35 10 13 4 620
1999/00) 136 95 65 64 160 182 51 0 12 5 783
2000/01 140 112 84 66 150 134 51 0 10 3 767
2001/02 148 123 90 60 109 139 62 15 12 2 770
2002/03 162 155 79 64 83 167 84 0 5 3 830
2003/04 132 197 126 63 169 262 78 0 8 1 1063
2004/05 114 200 75 57 148 268 55 0 4 3 940
2005/06 115 286 108 79 77 237 46 21 3 2 979
2006/07 120 342 108 76 103 234 46 18 2 4 1058

Source: Compiled from ICAC World Cotton Trade iStias (Sep 2006); (*)Estimate
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TABLE 4.1: AREA AND PRODUCTION OF COTTON - MAJOR C OUNTRIES(*)

Area (000) hectaresraduction (000) tonnes

COUNTSREYA/S ong 2003004 2004/05 2005/06 2006/07(**)
Area Prod Area Prod Area Prod |Area Prod

China (Mainland 5364 5119 6054 6750 5381 609 573 7183
USA 4856 3974 5284 5064 558 5201 5157 470
India] 783 3047 8784 413] 8677 4097 9156  476(
Pakista| 2989 17068 3224 248] 3104 208 3250 2373
Brazil 1104 1309 1179 1294 854 103§ 1097  144d
Uzbekista| 1394 893 1414 1134 143 121d 1424 1143
Turkey 728 o91d 698 90¢ eod sod 70 824
Australid 197 348 314 659 33§ 508  14C 253
Greec 363 333 379 390 363 43 300 324
Syric 203 263 211 333 21§ 32 216 228
Burkina Fas 454 204 564 264 646 300 716 283
Mali 549 260 568 244 551 229  4sd 176
Turkmenista s5¢ 204 550 209 60 218  60( 26(
Egypt 223 104 30d 204 274 203 231 213
Other countrig 5387 250( 5917 3029 3536 244( 5467 3404
World Total| 32394 20061 3558{ 2672 3405¢ 2501 3440( 2595%

D

Source: the International Cotton Advisory Committee ((&tn2007); (**) Estimate

TABLE 4.2: COTTON CONSUMPTION BY

MAJOR COUNTRIES (000)Tonnes
Countries /Seasons 2003/04 2004/05 2005/06 2006/07
CHINA 7224 8239 9439 10500
INDIA 2987 3265 3627 3990
PAKISTAN 2100 2231 2517 2593
TURKEY 1415 1550 1500 1600
USA 1364 1457 1278 1078
BRAZIL 875 915 895 900
INDONESIA 450 470 470 480
THAILAND 403 457 440 430
BANGLADESH 345 395 475 520
MEXICO 435 455 455 446
RUSSIA 290 284 290 287
CHINA (TAIWAN) 250 261 260 255
KOREA, REP 290 290 230 230
EGYPT 175 210 210 210
VIETNAM 125 152 160 190
OTHERS 3547 2989 2890 3337
TOTAL 21739 23620 24916 26290

Source: Compiled from the ICAC data (Oct. 2007)
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TABLE 4.3:  COUNTRIES WITH
HIGH COTTON YIELDS

(AVERAGE OF 2000/01-2004/05 SEASONS)
COUNTRIES __Kg/ha
1. AUSTRALIA 1720
2. ISRAEL 1639
3. TURKEY 23
4. SYRIA 1312
5. BRAZIL 1117
6. SPAIN 1111
7. MEXICO 06
8. CHINA 1089
9. GREECE 989
WORLD AVERAGE 644

Source: Compiled from ICAC data

Table 4.4: COMPARISON OF COTTON CULTIVATION AREA

PRODUCTION AND YIELDS (1980/81-2006/07 SEASONS**)

Area (000)ha Production (000) tonnes Yield (kg/ha)
Seasons |India | Turkey |Egypt India Turkey |Egypt [India Turkey | Egypt
1980/81 7824 672 523 1322 500 529 169 744 1011
1985/86( 7533 660 454 1964 518 435 261 785 958
1990/91] 7440 641 417 1989 655 296 267 1021 709
1995/96| 9063 757 298 2885 851 242 318 1125 810
1996/97| 9166 744 387 3024 784 346 330 1054 894
1997/98 8904 719 361 2686 838 342 302 1165 948
1998/99[ 9287 757 331 2805 882 230 302 1166 693
1999/00( 8731 719 271 2652 791 233 304 1100 858
2000/01f 8576 654 218 2380 880 210 278 1345 965
2001/02f 8730 693 307 2686 922 317 308 1330 1031
2002/03[ 7667 721 297 2312 900 290 302 1248 976
2003/04f 7830 725 223 3043 910 198 389 1255 885
2004/05( 8786 698 300 4131 900| 292 470 1289 971
2005/06] 8873 600 274 4148 800 202 467 1333 736
2006/07(*)] 9139 700 223 4364 860] 203 477 1228 911

Source: Compiled from the ICAC World Statistics@B® (*)estimate; (**until 1995/96 at 5 year invais)
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Table 4.5 COMPARISON OF COTTON EXPORTS AND
IMPORTS OF INDIA, TURKEY AND EGYPT
SINCE 1980/81 SEASON (until 2000/01 at 5 year inteals)
Exports (000)tonnes Imports (000)tonnes
Seasons India | Turkey | Egypt| India| Turkey Egypt
1980/81 140 222 162 0 0 0
1985/86 63 68 148 0 16 31
1990/91 255 164 18 0 46 51
1995/96 121 55 19 9 113 20
2000/01 24 28 79 350 383 27
2001/02 9 28 84 520 624 6
2002/03 11 49 160 265 516 6
2003/04 119 77 89 171 516 50
2004/05 136 33 140 185 743 90
2005/06 600 40 100 99 730 101
2006/07, 894 47 112 75 780 123
Source: Compiled from the ICAC data (Sep. 2006)

Table 4.6 : DISTRIBUTION OF MAJOR SPINNING CAPACITIES IN THE WORLD
Capacity Shipments Share of 0-10
2004 1996-2005 2005 years old
' : i machinery in
Ring Open-end Ring Open-end| Ring Open-end| ota] capacity
(%)

(Spindles) (rotor) (Spindles) (rotor) | (Spindles) (rotor) Ring | Open-end

China, P.R. 67,000,000 1,160,000 21,532,744 1,171,854 7,183,968% 246,067 29.0 83.3
India 37,470,300 501,14] 9,723,847 130,814 1,429,788 20, 080 25.0 25.1
Pakistan 9,743,500 150,700 4,322,976 6,412 1, 037,832 1,408 40.1 4.2
Turkey 6,312,300 543,320 3,518,988 401,293 307, 560 18,38 53.2 71.4
Bangladesh 2 469,000 55900 2,042,152 39,168 540,684 8, 080 67.9 61.2
Indonesia 7,800,000 90,000 1,031,284 10,736, 134,244 2,04 13.0 11.7
Thailand 3,593,000 52,000 826,728 38,929 82 848 4 512 22.5 68.9
Mexico 3,500,000 100 000 727,924 62,694 26,352 3,695 20,6 60,5
Vietnam 890,000 4,700 687,612 13,944 144,888 1,041 66.4 42.9
USA 1,602,000 569,000 580,728 213,408 144 13,561 36.2 36.6
Brazil 4,498,900 332 750 479,386 163, 934 21,6 22,144 10.6 46.2
Uzbekistan 1,440,000 323,600 433, 140 26,416 34,548 0 29,4 8.2
Iran 2,200,000 88,000 383,866 48,312 72,096 5,328 16.9 51.8
Syria 770,000 27,000 357, 328 22,334 24 1,056 45.0 79.6
Korea 1,574,500 15,010 297, 152 6,145 23,041 526 18.6 1
Taiwan 1 995,700 72,550 277,876 22,495 4,320 0 13.9 31.0
Japan 1,993,000 51,000 155,490 2,280 1,200 0 7.8 4.5
| Egypt 2,300,000 40,000 149,100 1,560 16,500 0 6.4 3.9
World Total 181,150,600 8.019.99Q0 50, 696,407 2,790,343 11,198,644 374,211 26.4 33.2

Source: ITMF (International Textile Manufacturerederation)
* 2005 shipments have been included in the 20Q#tdiy when calculating the capacity share of 0-l&ryeld equipment
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TABLE 4.7: COMPARATIVE TABLE ON INST ITUTION BUILDING IN
DNA, TURKEY AND EGYPT

INDIA TURKEY EGYPT

Related to cotton production

i) The Indian Council for

Agricultural Research (ICAR) i) The Aquculturfal Sales i) Cotton Research Institute of
i) The National Research Cooperatives Unions (ASCUs) Egypt:

Centres (NRCs) i) Agricultural Credit i) Alexandria Cotton Exporters’
iif) Directorate of Cotton _ , -

Development, Department of | Cooperatives UnionACCUs) | Association (ALCOTEXA)
Agriculture _ iii) Nazilli Cotton Research | iii) Cotton Arbitration and Testing
gg);?de National Biotechnology Institute (NCRI) and General Organisation (CATGO)
v) The Cotton Cooperation of | Agricultural Research Institutes

India (CCI) Vi) (ARIs)

Mission Directorate, Cotton . ) . _

Technology Mission iv) University Faculties on

Vll) The Cotton AdVisory Board Agricultural Technology and
viii) Cotton Cooperatives,

Federations. etc. Agricultural Economics

v) National Cotton Council of
Turkey (NNCT)

Related to Textile and Clothing

i) Textile Research Associations i) University faculties/schools| i) The New Textile Technology

ii) The Office of Textile on textiles and clothing Centre
Commissioner, Mumbai ii) Quality Control Laboratories ii) The Export Commodity Councils
iif) Textile Committee, Mumbai, | for Textiles and Clothing (Export Council for T&C)

iv) All India Exporters’ Chamber | jii) State Economic Enterprisesii) General Authority for Investment,
v)Federation of Indian Export (SEEs) and SUMERBANK | (GAFI)

Organizations (FIEO) iv)Free Trade Zones (FTZs) iv) General Industrial Development
vi) Export Promotion Councils for v) Exporters’ Associations in Authority (GIDA)

Cotton Textiles, Apparel, etc., Textiles, Clothing, etc. v) Chamber of Egyptian Textile

within FIEO ; . ; Industries
\(/:I) Secto_ral Foreign Trading CO\'/i) Textile Consolidation Fund (TCF
ompanies

Source Compiled from: “Analysis of the Cotton Value Chaifiindia, Turkey, Egyptand Identification of Strategies
for Developing the Cotton Value Chain in West arahi€al Africa”, prepared for UNIDO byM. SAHU (India);
GAZANFER, S (Turkey);ABLA, A.L (Egypt) TE/RAF/06/012/11-51,52,53JNIDO (2007).

(*) Personal communication
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Table 4.8 Comparison of the Degree of Impact for $ected “Lesson Learned” Areas

"Lessons Learned" India | Turkey  Egypt 2 Impact See Sectio
1 | General Nature
Public Private Partnership XXX XXX XX 8 45.1
Effective participation of stakeholders in projects XXX XX XX 7 45.1
Development in Cotton-Textile-Clothing (CTC) V. Chain XX XXX X 6 45.1
Government's role in developing CTC value chain XX XX XX 6 45.1
Marketing textiles/clothing with own brands X XX X 4 45.1
2 | Cotton Cultivation and Production Practice
Provision of agricultural inputs XXX XXX XX 8 4521
Varietal Development of cotton seeds XXX XX XX 7 45.2.2
Ginning and Pressing XXX XX X 6 45.2.4
Minimising Contamination XX XX XX 6 45.25
Cotton Classing and Grading, use of HVI instruments XX XX X 5 45.2.6
Increased use of mechanical harvesting to redusé co - XX - 2 45.2.3
3 | Government Palicy on:
Attribution of importance to cotton XXX XXX XXX 9 453.1
Trade promotion XXX XXX XX 8 various
Exchange rate XX XX XX 6 4.5.3.3
Development Strategy on CTC value chain XX XXX X 6 45.3.2
Cotton Pricing or Support
Seed cotton pricing XX XXX X 6 4.5.3.6
Lint cotton pricing XX XXX 6 4.5.3.6
Free Trade Zones, Export Promotion Zones XX XXX 6 various
Regional and bilateral trade X XXX XX 6 4534
Promotion of Investment
Domestic Investment XXX XX X 6 4.5.3.5
Foreign Direct Investment, FDI XX XX 5 4535
4 | Other
Institution building XXX XX XX 7 45.4
Product ranges XX XXX 6 4.5.5
Testing and design XXX XX 6 4.5.6
Training XXX XXX XX 8 45.7
Price risk management XX X X 4 43.2.1
5 | Other “Lessons Learned” specific to:
India
Creating textile specific infrastructure XXX XX XX 7 4.5.8.1
Introduction of Bt cotton XXX 3 - 3 4.58.1
Turkey
Adoption of the export-led development model XXX XXX XX 8 4.5.8.2
Important role played by the cooperatives XX XXX X 6 4.5.8.2
Egypt
Making best use of domestically produced cotton XX X XXX 3 4.5.8.3
Making the private sector leader of TC industry XXX XXX XXX 3 4583

XXX= strong impact; xx=medium impact; xFair impact

(*) The evaluation was made solely according to coasti judgement, based on the available information
Source “Analysis of the Cotton Value Chain bifdia, Turkey, Egyptand Identification of Strategies for Developing
the Cotton Value Chain in West and Central Africafepared for UNIDO byM. SAHU (India); GAZANFER, S
(Turkey); ABLA, A.L (Egypt) TE/RAF/06/012/11-51,52,53JNIDO (2007).
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Table 5.1: Time needed and cost for shipping goodisr export
to the USA from selected LDCs in sub-Saharan Africa

Cost to export Landlocked

Country Time for (US$ per or Coastal

export (days) container) Country
Burkina Faso 69 1,215 Landlocked
Mali 66 1,752 Landlocked
Central African 63 1,502 Landlocked
Rep.
Chad 87 1,860 Landlocked
Burundi 80 3,625 Landlocked
Rwanda 60 3,840 Landlocked
Senegal 22 978 Coastal
Togo 32 463 Coastal
Benin 35 980 Coastal
Cape Verde 18 533 Islands

SourceCompiled from “Cost of Doing Business 2007”, WorkaAnk
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TABLE 5.2: INSTITUTION BUILDING IN THE SELECTED COU NTRIES OF WEST

AND CENTRAL AFRICA*

BENIN

BURKINA FASO

CAMEROON

SONAPRA (Société Nationale pour la SOFITEX (La Société Burkinabé des

Promotion Agricole)
Parastatal(1984) was responsible for
all aspects of cotton. Recently,
transferred many functions to other
entities:

GAGIA (Coopérative
d.Approvisionnement et de Gestion d
Intrants Agricole} Private (1998):a
cooperative belonging to the Regiona
Producers unions. Represents the
interests of the cotton companies.
APEB (l.Association Professionnelle
des Egreineurs du BéniRrivate
(1999): key responsibility to

coordinate activities among ginneries.

AIC (l.Association
Interprofessionnelle du Cotpn
Private (1999)manage supply chain-
related functions.

CSPR(Centrale de Sécurisation des
paiements et de Recouvren)dpriivate
(2000): mandate to recover debts frg
grower, deliver cotton to ginners, and
make payments to growers.

Fibres et Textiles
Parastatal with ownership, 36 %
government, 30% UNPCB, 34%
DAGRIS.
In 2004, SOFITEX was divided into
three new companies:
es {(1) SOFITEX, (2) SOCOMA, (3)
FASO COTON}
|APROCOB (Association professionnellg
des société cotonniéres du Burkina
FasoPrivate associatiorf2006):
presently includes three cotton compan
mentioned above
AICB (Association Interprofessionnelle
du Coton du Burkina Fas®rivate
(2006): Presently includes\PROCOB
and UNCPB
UNPCB (Union Nationale des
Producteurs de Coton du Burkina Faso
Private Producer organization, which hg
a strong say on SOFITEX'’s decisions
nsuch as prices received by growers,
selling prices of inputs, and manageme
of the research program.

SODECOTON (Société de
Développement du Coton du
Cameroun)
Parastatal(1974):
government (59 %), DAGRIS
(30 %), private local company
(11%).
OPCC (Organisation des
Producteurs de Coton du
> Cameroun)
Private (2000):Umbrella
organization of cotton
iggroducer groups,

nt

CHAD

COTE D.IVOIRE

MALI

Cotonchad

Parastatal The cotton company ¢
Chad, in charge all marketing af
trade aspects of the industry, includi
managing direct sales through
Paris-based office.

CIDT (La Compagnie Ivoirienne d

industry Since 1998 divided into thre
zones:

CIDT Nouvelle(in the South):
governmental

Société Ivoire Cotorfin the NW:

private (joint venture Aga Khan Group
with Reinhard)

LCCI (Compagnie Cotonniere
Ivoirienne): private (in the NE)

peCMDT (Compagnie Malienne

f Développement des Textiles) pour le Développement d
ndParastatal The cotton company of CoteTextile

ng.lvoire, which used to handle 4dllParastatal The cotton
tenarketing and trade aspects of theompany of Mali, handling

realmost all marketing and trad

aspects of the cotton industry.

n}

c

NIGER SENEGAL TOGO

OHVN (Office de la Haute Vallee duSODEFITEX (Société de SOTOCO (Société Togolaise
Niger) Developpement des Fibres Texfjles de Coton

Parastatal Company involved in the ParastatalThe cotton company of Parastatal The cotton
promotion of many crops, includingSenegal, which used to handle all aspectompany of Togo, handling all
cotton. It is involved in cotton of marketing and trade until 2002, when production and marketing
production (not ginning) in a specificmajority shareholding was transferred tp activities of cotton, except

part of the country

DAGRIS.

ginning half of the cotton
crop, which is done in thre

e

private ginneries.

*Table includes only the institutions directly reldtto cotton production.
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IN CTC VALUE CHAIN

Table 5.3 : LIKELY AREAS OF COOPERATION WITH THE W CA COUNTRIES

INDIA

TURKEY

EGYPT

Importing

ctaon fromthe WCA

countries

In 2004/05 season, a total of8
thousand bales lfaut 10 000 ton
was imported to India In thé
following yearsthe imports becar
negligible due to India becoming
major cotton exporter.

Between 996-2006 (in 11 year
Turkey imported 183 000 tons
lint cotton from Africa, 53 00(
tons of which from WCA. Thig
quantity can be significantl
increased if the contaminatig
problem is minimized.

sINo cotton imports so far
piClearance is needed fro
the Egyptian Ministry of
Agriculture for
yimportation after
mecessary inspection of
plant health authorities.

I

ginning and pressing mills, cotton
marketing and establishing cotton
marketing yards.

Textiles Committee, Mumbai:
Modernizing testing and quality
control infrastructure and systems i
the African countries.

Confederation Indian Textiles
Industries (CITI), formerly the
Indian Cotton Mills Association
(ICMA) and the East India Cotton
Association:

These associations may help deve
PPP framework for any developme
and promotion programmes in

Department of Biotechnology,
Ministry of Environment,
Government of India: This
association may help in the
introduction of Bt cotton ifrican
countries.

The Forward Market Commission
(FMC):

The FMC can share its experience
and expertise in futures trade in
agricultural commodities with

African Cotton Producing Countries.

(ASCUs)*:

-Can share their experience
cooperative formation,

-Can trade in cotton commoditie

Izmir Mercantile Exchange*:
n- Can be an intermediary to tf
cotton exporters of WCA and th
Turkish importers through it
commission agents

Ginning Equipment

Manufacturers*:

Can introduce roller-ginning to
dine cotton sector in WCA

nE:otton Seed Companies*:
Cooperation possibilities in seg
development

Free Trade Zones (FTZs) in
Izmir and Mersin:

-Willing to share their
experiences in the developmen
of FTZs.

-Ready to cooperate with the
WCA cotton exporters in their
cotton exports to Turkey, throug
utilizing the FTZs.

developing countries of Africa.

Poslslie areas of collaboratim
With CCI: Implementing a quality | Agricultural Sales Suggestions for
improvement programme for cottor) Cooperatives Unions increased

collaboration:
in Integration of WCA

with North African
pdextile industry,

- Activation of the
COMESA Agreement tg
ne )
eenha_mc_e collaboration,
- Invitation to the WCA
authorities to collaborate
with the Egyptian
Authorities to obtain
clearance for cotton
imports,
Establishment
African

bservatory (ACO)

hich will include WCA,
to be linked to the
Egyptian CO,

[2)

of a

Competitiveness$

Source Compiled from: “Analysis of the Cotton Value Chaifindia, Turkey, Egyptand Identification of Strategies
for Developing the Cotton Value Chain in West arehi€al Africa”, prepared for UNIDO byM. SAHU (India);

GAZANFER, S (Turkey);ABLA, A.L (Egypt) TE/RAF/06/012/11-51,52,53JNIDO (2007).

(*) Personal communication
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Table 6.1: SUGGESTED PRELIMINARY ACTIVITIES (Breakdown of indicative amount by specific objectie and expected result (in € 000))

Module 1 (a).

Harmonization of sector strategy and policies in ta cotton sector and Upgrading and Development of pply and productive capacities

Component 1.1(a)Harmonizing sectoral industrial strategies andipi@s based on Public Private Partnership arrangateen the CTG value chain

- o Budget Duration
Expected results ofPreliminary Activities in € 000 (Months) | From | To
1.1 Revi_ew of the textile_ sector in t_he WC_A,.i_dentifgite_chnicallylthe rehabilitgtion aqt_j _renovationdmfnr 100 3 1 4
continuation of textile production actiesiin potentially promising production facilities
1.2 Review of the clothing sector in the WCA, itigtng technically the rehabilitation and renowatineeds 50 2 1 3
1.3 Review of Pricing Policies, making recommeiutet for the sustainable cotton production 50 2 1 3
1.4 Price risk management, review the tools emplpgad make recommendations to minimise risks 50 2 1 3
1.5 Policies on Export Marketing of Cotton, makeammendations how best to increase marketing adicot 50 2 1 3
1.6 Policy on regional integration & regional irdtaucture development (a preliminary assessmeuotte 100 2 3 5
1.7 Policy on the exchange rate 30 1 1 2
1.8 Policy on investment promotion, for spinninggd&lothing, also identifying a promotional budget 70 3 3 6
Total Component 1.1(a) 500
Component 1.2(a)Upgrading and development of support capacitie$ supply and productive capabilities
- . Budget Duration
Expected results ofPreliminary Activities in € 000 (Months) | From | To
1.9 Feasibility study for the establishment of giwaal cotton production training centre with exdiem services, etc. 60 3 1 4
1.10 Feasibility study for the establishment oégional ginning school, to train foremen, technisicother operators 40 2 1 3
Total Component 1.2 (a) 100
Total Module 1 (a) 600
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Table 6.1 (Cont.)SUGGESTED PRELIMINARY ACTIVITIES (Breakdown of indicative amount by specific objectie and expected result (in € 000))

Module 2 (a). Developing and proving conformity tdechnical norms and standards
Component 2.1(3: Enhancing and development of the existing suppworstitutions capacities

- - Budget in Duration
Expected results ofPreliminary Activities € 000 (Months) From To
2.1 A comprehensive feasibility study for the bithment of a Regional Research and Developmetituie 100 4 1 5
on Cotton Seed Breeding, varietal improvemetat
2.2 A comprehensive feasibility study for the bislament of a Regional Cotton Testing, Classing @nading 200 4 1 5
Centre with HVI and other necessary equigmémclass and grade cotton per bale bases
Total Component 2.1 (a) 300
Component 2.2 (a) Improving product quality (cottdibre and finished goods) and production systems
- . Budget in Duration
Expected results ofPreliminary Activities €000 (Months) From To
2.3 A study to determine the needs to improve theigg and pressing operations of existing ginrgerie 100 4 1 5
2.4 Measures related to minimising or totally efiating contamination in the WCA, training as well a 500 A periodic activity strictly performed at
inspection, including the establishment gpiection teams, information campaigns, etc.(baseiroject) each harvesting and ginning seasons
2.5 Measures related to quality improvement ofazoyarn, other existing textiles and clothinggucts, 500 After T&C investments are underway of
based on a Project concluded
Total Component 2.2 (a) 1100
Total Module 2 (a) 1400
Module 3(a). Integrating into the multilateral trading system
Component 3.1(a)Promotion of intra-regional and export trade innagessed and processed goods
- _— Budget in Duration
Expected results ofPreliminary Activities € 000 (Months) From To
2.6 Product ranges, for the rehabilitated textile alothing factories, new spinning and clothing invesnts, etc. 60 Total 3 months (1 month/year) to be used
year according to market developments
2.7 Enhance the establishment of Free Trading ZoneZgFar Export Processing Zones (EPZs), identifying 60 Total 3 months, first 2months to be used if the
possible locations, size, nature of proceggiossibility of building under BOT or BOOT terms trial period shows promising future for CT
development,'$month after 2 year
2.8 Training on export/import procedures, temporaryanting (to make processing more competitive alspeasing regional 80 Periodically ongoing activity for company
cooperation, preferably all with the invaivent of an exporters association (periodically a¢pe activity staff responsible from temporary imports
Total Component 3.1 (a) 200
Total Module 3 (a) 200
Grand Total Modules (1a)+(2a)+(3a) 2200
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Explanatory Notes Related to Table 6.1

Module 1 (a).

Harmonization of sector strategy and policies in th cotton sector and Upgrading and
Development of supply and productive capacities

Component 1.1(a):Harmonizing sectoral industrial strategies and ip@ls based on Public
Private Partnership arrangements in the CTG valbaic

Preliminary Activities:

1.2Review of thetextile sector in the WCA, identifying technically the ablitation and
renovation needs for continuation of textile protilue activities in potentially promising
production: Within the scope of this activity two reports whlé prepared after conducting the
investigation on rehabilitation possibilities. Omeport will be for the already operating
factories, while the other for the recently shuanté. The outputs of these reports will give
information on the current state of these factoraswell as detailed analysis of what needs to
be done to ensure continuity in their operatiom diveady functioning factories) and to restart
operation (for already shut factorie€pee recommendation made in Section 5.3.3.1)

1.3Review of theclothing sector in the WCA, identifying technically the ablitation and
renovation needsHere a similar exercise is expected to be performdabth still operating
and already closed factories. The output of thentspwill include the same information as
explained in Activity 1.1.

1.4Review of pricing policies, making recommendatitorsthe sustainable cotton production:
The study will review the pricing policies for botteed and lint cotton in the light of
comments made in the report. Particular emphasik bei given on the advantages and
disadvantages of the current system practiced bgh eeountry together with new
recommendations to improve the pricing policy. Aralgsis of the historical prices for both
seed and lint cotton, compared with world pricesulddoe also useful to understand how the
world prices are reflected to the growers.

1.5Price risk management, review the tools employed, make recommendations to minimise
risks This study should focus on the presently avadgtrice risk management tools, which
can be applicable in WCA, for various stakeholdergotton industry, but particularly for
cotton growers, degree or frequency of usage detheols, the effectiveness of each tool and
ways of improvement.

1.6 Policies on export marketing of cotton, make recemstations on how best to increase cotton
exports Study the way in which export marketing of cotté, presently conducted,
effectiveness of the strategy and tools used amd thoimprove it, particularly setting up a
joint export marketing entity, need and availapibf experienced people on export marketing,
etc.

1.7Policy on regional integration & regional infrastcture development (a preliminary
assessment report)This is a very comprehensive work involving vasgoinfrastructural
aspects, but it should preferably include the eledt energy, transportation, road, water
resources, telecommunications. Where the bottlenacg, limitations, time frames for their
completion, near term solutions, etc. A leafletbbochure may be prepared to inform the
potential investors about the availability/abseoteritical infrastructural amenities.

1.8Policy on the exchange rateAlthough CFA franc being tied to Euro leavesldittoom for
manoeuvre for individual WCA countries, a study agfeally on how to minimise the
negative effects of the exchange rate fluctuatiitisoe of considerable value.

1.9Policy on investment promotion for spinning, andtlting, also identifying a promotional
budget:Investment promotion efforts will need to be aitinze potential investors, particularly
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in spinning and clothing components. As was exgldiim the text, it might be appropriate to
offer certain incentives for attracting interest Fl.

Explanatory Notes Related to Table 6.1(Cont.)

Component 1.2(a)lUpgrading and development of support capacitied sumpply and productive
capabilities

Preliminary Activities:

1.9 Feasibility study for the establishment of a regioootton production training centre with extension
services, etc.As was explained in Section 5.3.3.6, such a cemittde established regionally to train the
trainers, who will subsequently train the growefde training subjects will be mostly on cotton
cultivation techniques, for which the manual pregaby UNIDO “Manuel qualité pour les filieres
cotonnieres UEMOA” will be usedThe feasibility study will answer the questions tsuas the
organisational set up, capacity, training subjeftexjuency of trainings, selection of location,ailst on
the trainer requirements, etc. The study will ideueview of the current extension services and toow
improve them.

1.10 Feasibility study for the establishment of a regioginning school, to train foremen, techniciankést
operators The need for the establishment of a regional igonschool was explained in Section 5.3.3.6.
The study will establish various aspects of suginaing school, its location (preferably in theimity of
ginneries), size of the school, etc.

Module 2(a): Developing and proving conformity to echnical norms and standards
Component 2.1(3: Enhancing and development of the existing suppaorstitutions capacities

Preliminary Activities:

2.1 A comprehensive feasibility study for the establisht of a Regional Research and Development Itestitu
on Cotton Seed Breeding, varietal improvement, &ecessity for such a research and development
institute was taken up in Section 5.3.3.4. (Suclnatitute was also foreseen in the OIC/IDB aciuten
for Africa). The study should detail the type ofearch activities to be conducted, countries to be
included, collaborative work details, costs invalyetc.

2.2 A comprehensive feasibility study for the establisht of a Regional Cotton Testing, Classing andi@ig
Centre with HVI and other necessary equipment,ldagscand grade cotton per bale bas&sis centre
was also proposed in Section 5.3.3.4 in order endpe way towards classing and grading of cotem p
bale bases. It was also noted that in Mali suchrdare was selected (CERFITEX will act as the regjion
technical centre in the CFC supported ICAC projethe feasibility study will also take into accouhis
development. Furthermore, the four HVI units ins@lby UNIDO in Mali, Togo, Ivory Coast and
Senegal can also be linked to each other to speed thhe work towards Commercial Standardisation of
Instrument Testing on Cotton.

Component 2.2 (a) Improving product quality (cottdibbre and finished goods) and production systems

2.3 A study to determine the needs to improve the ggnand pressing operations of existing ginnerieisis
proposal was explained in detail in Section 5.3.1ffe basic idea behind was to upgrade the ginning
operations in the WCA, and decide on the form gipsut after making an assessment of the preseet sta
of the gins and the requirements for their upgmgdincluding the ancillary equipment such as pre-
cleaners, humidifiers, etc. The decision on coatisly of such an upgrading operation can be mage af
the completion of such a feasibility study.

2.4 Measures related to minimising or totally elimimegi contamination in the WCA, training as well as
inspection, including the establishment of insmectieams, information campaigns, etc.(based on a
project): This recommendation was made in section 5.3.1.%lifainate or minimise contamination the
following steps are suggested: i) train the peaplelved, ii) use 100% cotton material when pickiiiQ
collect and transport in bulk, iv) form inspectitgams to make controls as practiced in Turkey. I&mi
measure can be taken in WCA, initially on pilotaeeThis work is seasonal depending on the lenigth o
the harvesting and ginning operations.

2.5 Measures related to quality improvement ofaotyarn, other existing textiles and clothing gluots,
based on a projeciThis activity will largely depend on the progresada in attracting investments in
spinning and clothing. So there is no urgencylics activity.
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Module 3(a). Integrating into the multilateral trading system
Component 3.1(a)Promotion of intra-regional and export trade in nagessed and processed goods
Preliminary Activities:

2.6 Product ranges, for the rehabilitated textiled clothing factories, new spinning and clothingastments,
etc. A study on product ranges will asdist textiles and clothing factories in their decisip such as
where to invest, what to produce, where to setl, €he first month study will give a rough idea on
potential investors as well as to the presentlyctiaming factories. This study should be preferably
repeated each year depending on market developments

2.7Enhance the establishment of Free Trading ZoneZglor Export Processing Zones (EPZs),
identifying possible locations, size, nature ofqassing, possibility of building under BOT
or BOOT terms. The main purpose in this activitydssell the idea of free trade zones/
export processing zones after demonstrating witlot pset-ups. The introductory and
promotional campaigns should be repeated even a¢ ifinequent intervals depending on the
degree of interest raised.

2.8 Training on export/import procedures, temporary ortmg (to make processing more
competitive, as well as increasing regional coopiera preferably all with the involvement
of an exporters association). It is a periodicalpeated activity. This training activity was
also proposed in Section 5.3.3.6 and as was exgdain the text, this training will be
essential when imports of fabric, accessories, atheer inputs on temporary basis will be
made and exports of clothing products, made ofetliported products will be sent outside
the customs boundary. It is a complex procedureirety a lot of paper work. Training is
important because any wrongdoing against the custtaw constitutes a severe crime in
many parts of the world. This is a periodic traigiactivity depending on the number of
companies working on CMT basis on imported fabric

168



Table 6.2: Indicative amounts in UNIDO Initiative document(in € 000,)

Module 1(b).

Harmonization of sector strategy and policies in the cotton sector and Upgrading and Development
of supply and productive capacities

Component 1.1 (b): Harmonizing sectoral industrial strategies and policies based on Public Private
Partnership arrangements in the CTG value chain

Expected results Budget in € 000,

1.1 Sector competitiveness report including actions plans and Road map (Green and White

Papers) prepared 540.0

1.2 National policies and strategies for development of cotton and related institutional and
regulation reforms elaborated for 11 selected African countries producers of cotton and 270.0
submitted to policy-making organs for approval

1.3 National Capacity building in Global forum activities (Diffusion of Good Governance and
Best Practices in trade and industrial strategies, Trade-related measures on productive 450.0
capacity and industrialisation)

1.4 National capacity building in the field of investment and technology transfer with focus on

CTG 450.0
1.5 Upgrade national agencies responsible for promoting foreign and domestic investments

into the cotton sector
1.6 Reinforcement in controlling illegal textiles imports, both new and second-hand reinforced 450.0
1.7 Industrial development strategies for the traditional textile companies formulated 600.0
Total Component 1.1(b) 2760

Component 1.2(b): Upgrading and development of support capacities and supply and productive
capabilities

1.8 Capacities of the existing support institutions enhanced and strengthened 3000.0
1.9 Supply capacity strengthened to improve productivity and competitiveness on the base of

45 pilot projects and 6 standard projects 5000.0
1.10 Development of the Mosquito bed nets production from the African cotton fibre 600.0

1.11 Traditional textile industry activities developed and promoted through entrepreneurial,
technical and market training; upgrading of equipment; new product development, 900.0
organisation of artisan associations and regional cooperation

1.12 Regional facilities for the productive capacities of African CTG sector (Cotton Fund)

founded 100.0
1.13 The Regional Fund for the safeguards and lunching of CTG chain reorganization activities
established 100.0
1.14 One or several joint stock companies established
’ P 300.0
Total Component 1.2 (b) 10 000
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Table 6.2 (cont.)

Module 2(b).
Developing and proving conformity to technical norms and standards

Component 2.1: Enhancing and development of the existing support institutions capacities

Budget
Expected results in € 000,
2.1 National capacities of the quality infrastructure strengthened through upgrading the 11
national laboratories specialized in cotton 1350.0
2.2 National capacities of the quality infrastructure strengthened through installation of textiles
metrology equipment at the selected cotton/textile processing industries 450.0
2.3 Instrument-based cotton quality evaluation system (HVI — High Volume Instrument)
established in four Sub-regional Cotton Technical Centres 2000.0
2.4 The Cotton quality database developed for West and Central African cotton producing
countries 300.0
2.5 Quality Assurance Systems and Good Manufacturing Practice (GMP) introduced 4500
2.6 Standardization of The African Cotton quality through development and promotion of
Special African Cotton Label (SACL) 300.0
Total Component 2.1(b) 4 850

Component 2.2(b) Improving product quality (cotton fibre and finished goods) and production systems

2.7 The quality of cotton fibre improved at the ginning stage of processing 300.0
2.8 The quality of manufactured industrial goods (fibre, unbleached or finished woven fabrics

and knitting yarn, ready-made articles) measured and improved 450.0
2.9 The quality of artisan textile and confection (fibre, unbleached or finished woven fabrics and

knitting yarn, ready-made articles) measured and improved 450.0
Total Component 2.2(b) 1200

Module 3(b): Integrating into the multilateral trading system

Component 3.1 Promotion of intra-regional and export trade in unprocessed and processed goods

Budget in €
Expected results 000,

1.15 Export capacities of cotton and textile enterprises and market information system for 11

African countries developed in order to enable them to re-conquer national markets (ACA 800.0

and AATCM)
1.16 Market image of African cotton production enhanced in cooperation with the ACA and >

African cotton/textiles and garments products brand promoted in collaboration with AATCM 00.0
1.17 Establishment of enterprise level partnerships between national and international

companies through regional investment forums 200.0
1.18 Establishment of a regional database on the cotton sector covering its companies, projects,

factor costs, relative competitiveness, capital flow and related policies and institutions. 200.0
1.19 The Global Forums in each African region (within NEPAD/APCI) on Integration of African

Cotton/Textiles and Garments products in the Global Production Networks organized (in 200.0

cooperation with the African Business Round Table and NEPAD Business Group)
Total Component 3.1(b) 1600
Total Budget Module (1b)+(2b)+(3b) 24 100
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Table 6.3: Summary of Budgets

Estimated Cost of Suggested
Preliminary Activities*

Cost of Unido Initiative
Total Activities**

in €(000) in €(000)

Module 1(a) Module 1(b)

Component 1.1(a) 500 | Component 1.1(b) 2 760
Component 1.2(a) 100Component 1.2(b) 10 000
Total Module 1(a) 600 | Total Module 1(a) 12 76(
Module 2(a) Module 2(a)

Component 2.1(a) 300Component 2.1(b) 4850
Component 2.2(a) 1 10@Component 2.2(b) 1200
Total Module 2(a) 1 400| Total Module 2(b) 6 050
Module 3(a) Module 3(b)

Component 3.1(a) 200| Component 3.1(b) 1600
Total Module 3(a) 200| Total Module 3(b) 1 600
Grand Total 2200]| Grand Total 20 410

* Estimated with this study; *aRen from Unido Initiative document
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FIGURES

Figure 3.1: The “3Cs Approach” of UNIDO

Develop Sectoral
Strategies &
Policies for the
Cotton Chain

Upgrade &
Support

Productive

Enhance

Capacities of

Support

Improve
Production

Oualitv of

Promote intra-
regional and

export trade for

Source: “Development of the Cotton, Textiles andn@mnt Value Chains and Networks in Africa: Suppagrtirade

and Building Productive Capacity”, (UNIDO), Januafg006)

Figure 3.2: Regional/sub-regional cotton, textil@and garment technical centres
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Figure 4.1: Comparison of Cotton Production:
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Figure 4.2: Comparison of Cotton Yields (Kg/Ha)

1500

1000 ”‘Wf

>0 M‘W =
0 I I I I I I I I I I I I I I I I I I I I I I I I I I
oA SN N O A LN
%0\(3 Q?>® %&% %6% %Q}% qg\q %q>® @& qb\q <§3\q QQ\Q Q'b@ Q“‘Q &
SRR RS S T S S S
Seasons
‘—0— India =—#—Turkey Egypt‘
Figure 4.3: Comparison of Cotton Consumptiong000)
Tonnes
4000
3500 ﬁ
3000 o—<
2500 MN
2000 P =
1500 |+ r~ +—o
1000
500
LA
0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
S N A D SO T s B N ) S O &L
%Q\q;\/ q;ﬁ% Cb& %Q’\% Cb‘g% QQ\Q'\/ q'ﬁq q&q %b\q q®q 00\0\/ Qq>0 0& Qb\g
S RS S I 2 S S S
Seasons
‘ —— India Egypt *==*=Turkey \

173




Figure 4.4 Comparison of Cotton Exports
(000 Tonnes)

1000
900
800
700
600
500
400
300
200
100

0

d$ S F L L H PSS ES
%0\\9@\9@@6@% S @ P F S P &\@60\

N S A A A A S S
‘—O—India —— Turkey Egypt‘

Source: Constructenhf the ICAC data

Figure 4.5: Comparison of Cotton Imports
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Figure 5.1 Development Stages in CTC Value Chain
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ANNEXES

ANNEX 3.1: EU INITIATIVE ON COTTON

A.1.1 EU ACTION PLAN ON COMMODITIES

The EU action plan on Agricultural Commodity Chaimaslopted on 12 February 2004,
identified six major areas of intervention, whicten& related to supporting the Commaodity
Dependent Developing Countries (CDDCSs) in the dmwelent of comprehensive commodity
strategies, which fully integrated with their oMégaoverty alleviation policiesThese six major
areas were as follows:

» Responding to price declineThe aim was to support the implementation of comityod
strategies, in the context tie Economic and Partnership Agreements (EPAshetween the
EU and ACP regions. A total & 600 million had been allocated by the EU for traelated
assistance within the EPA negotiations. It was gismposed to back regional initiatives in
support of commodity developmenguch as regional networks of farmers’ organisations
quality-enhancing services, investment promotion@nmodity organisations.

» Managing risks and increasing access to financefhe aim with this action was to
support the development of insurance tools to marnhg risks arising from the fluctuations in
commodity prices. In this context, utilisation ¢fLEX), the EU instrument to compensate for
losses of export earnings, was to be simplified.

»  Support for diversification: With this action, the EU would assist the CDDCsrtake
informed choices on promoting diversification amghgort the implementation of these choices.

»  Successful integration of CDDCs in the internationktrading system: The EU was
readily prepared to realise this objective in tih@dé preferences in favour of developing
countries (GSP) and in the WTO negotiations.

» Enhancing sustainable corporate practices and invements in CDDCs: It was aimed
that the international commodity companies wouldebgaged in the promotion cbrporate
social responsibility, sustainable codes of condpodmotion of public private partnerships and
promotion of international competitidts.

A.1.2 EU'S SUPPORT STRATEGY FOR THE AFRICAN COTTON SECTOR

EU’s specific strategy, within the context of tB&-Africa partnership, focused on the support
of the cotton sector, which basically comprisedftiwing actions:

»  Obtaining fairer trade conditions on internationatotton markets The EU supported

138 http://ec.europa.eu/trade/issues/global/developmierit20204_en.htm
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the “Cotton Initiative” of the four WCA cotton prading countries (Benin, Burkina Faso, Mali
and Chad) which had called for a reduction in trddorting subsidies within the WTO
agricultural negotiations in September, 2003.

»  Trade-related technical assistancelhe EU had already allocated more tlk&0 million
in supporting African countries in the identificati presentation and defending of their cotton
related interests.

»  Supporting African cotton producing countries in c@olidating the competitiveness of
their cotton sectorsThe measures included the implementation of cohgnsive development
plans for the cotton producing regiorsrengthening of cotton related institutions antigpes,
improvement of cotton markets and development @fctitton chain, improvement of quality and
other technological developments.

»  The Economic Partnership Agreement (EPA) for thettmn sector and the related
action plan: The EPA Agreement and the action plan were regastednajor tools for the
improvement of the cotton sector, especially to lbatthe impact of price fluctuations, including
the mechanisms to manage price risks and compendati sudden losses of export earnings,
through the EU's FLEX instrumént

To co-ordinate the above mentioned activities EbhleCommission took the initiative to organize
an international seminar on cotton in July 2004,icWwhincluded the participation of all
stakeholders concerned, such as the cotton praglddican countries, EU Member States and
the international institutions, including the WoBdnk and the IMF.

At the above mentioned “EU-Africa Cotton Forum”etformation of a jointACP-EU Cotton
Steering Committeénhad also been approved in order to moniter development partof the
Action Plan.The priority tasks of this Committee were to oversiee mobilisation of financial
resources, to stimulate the implementation of atjeestions, to coordinate and to disseminate the
information.

The Committee was co-chaired, one represented @ &roup on cotton, while the other
represented the E€f. Cotton farmers, ginners and the manufacturenesemted the stakeholders,
while the other members were t&P-Secretariat, UEMOA (representing African regional
organisations), Technical Centre for AgriculturaaRural Cooperation ACP-E(CTA)**! and
Centre for the Development of Enterpri&DE)**? respectively.

A.1.2.1 Progress made in the EU Africa Cin Partnership

19FLEX was introduced in 2000 within the frameworktef EU-ACP cooperation to assist governments ofAB® countries
which had faced sudden losses of revenues, arisingddverse price developments in their exportablamodities.

180 Ey was represented by the Commission (DG DeveldpanehEurope Aid) and one EU cotton donor counfiraice).

181 CTA is an ACP-EU institution working in the fieldioformation for development since 1984 and oparptinder the ACP-EU
Cotonou Agreement. (www.cta.int)

182 CDE is an institution of the ACP Group of States tr@lEuropean Union, which contributes to the d@atnddevelopment
of enterprises in ACP countries, involving entesps in EU countries. (www.cde.int)
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i) Progress made at thimternational level:
A._The negative effects related to wakimarket developments Market developments

negatively affected the cotton producers in Afisaace the 2004/05 season:

» Cotton stocks increased at the hands of the producountries, including in the
African countries, due largely to falls in the imtational cotton prices.

* These adverse developments in world cotton mar&kts affected the financial
position of many cotton companies, farmers, govemiiand donors.

 Governments and donors have been approached fanciad back-up, thereby
affecting other development programs.

* The affected countries within the EU-Africa Parsiep Agreement became entitled
to benefit from the compensatory finance from th&X scheme.

* Low cotton prices had also pushed producer priosendor the 2005/06 and largely
in the 2005/06 seasons, respectively.

It was due to the above mentioned developmentstlieaf\frican cotton sector again learned that
the reserve funds do not always suffice to managké effects of the price risks and that the
possibility of hedging price risks should be consifed.

B. _Progress made on WTO cotton trade getiations:
On 19 November 2004 a WTO-subcommittee on cottos aveated, in which all WTO Members
and observers could participate.
The US-Brazil cotton dispute also had an influeaneghe WTO discussions on cotton. The final
panel decision underlined that the US had to malaificant changes to its agricultural
policies®®
The EU position on cotton was largely linked todegision to reform the cotton sector as part of a
larger package of reforms of the Common Agricultiralicy (CAP).As a result, the EU decided
to significantly reduce the trade-distorting subeglin the cotton sector and to cap the public
expenditure®*. However, the new regime was short lived becabsertling of the European

Court of Justice annulated most of the provisiond apened the way to a return to the previous
system.

A.1.2.2 Progress related to EU support to cottan

A. EU support to cotton ainternational level

183 n its ruling, the Appellate Body maintained the Kimding that the U.S. subsidies totaling $12 %idsi between
1999 and 2002, had caused serious harm to the tnatdeests of Brazil by depressing global pricesdotton.
The Appellate Body also upheld the key panel fgslithat the United States misclassified direct paym
programs for U.S. cotton producers as "green baxiport exempt from WTO subsidy spending caps aaid th
U.S. export credit guarantees for cotton and othemmodities such as rice, soybeans, and sugar iaaest
illegal export subsidies.

Starting in 2006, 65%t of EU cotton subsidies evdecoupled from production and paid out as fareoime
support. Access to income support became condititmaompliance with good agricultural practices can
environmental standards.
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The EU programmed the following supports to cotibthe international level:

iY¢45m for all-ACP capacity building program on agri¢wral commaodities, includingél5m for
cotton: In January 2005, the EU approved the allocatio®4dim for an all-ACP capacity building
program on commoditié®. The new program would be of help those countvitich were
committed to develop their commodity/cotton sect@sd complement nationally funded
initiatives.

The EU Council concluded that one of the first iempentation steps should inclutiieveloping
multi-donor cooperation on agricultural commoditiegth international organisations (WB, FAO,
UNCTAD, Common Fund for Commodities, etc.), withviaw to enhance expertise and
development of innovative tools to support natiammhmodity strategies'This EU proposal lead
to a multi-donor cooperation through internatioagjanisations, as already was the case with the
commodity risk management (CRM) with the World BHfik

i€25m for a Global Index Insurance Facilityln February 2005, 625m was allocated
by the EU fora risk management facilityp assist the ACP in their accession to the mdrksed
instruments. The use of these instruments was mopment the compensatory finance (e.qg.
FLEX) and debt relief. WB had also taken parthis scheme, according to whictGdobal Index
Insurance Facility (GlIF)would be established, to which the EC could cbate. GIIF would
have a commercial (re-insurance) objective andveldpment objective that would allow donors
to subsidize insurance premiums. Cotton would keafrthe commodities covered by this facility.
The IFC, EIB, regional banks and private investeosild fund the commercial part of the budget.
The EU would support the operational costs andidifgsinsurance premiums in case of extreme
crisis (price, weather or natural disasters), whwbuld give negative impact on the ACP
government budgets.

iii) Capacity building on commoditysk management in cotton in Burkina Fasdn
December 2004, during the World Bank mission tokihwe Faso, three organisations, namely the
major cotton ginne(SOFITEX), its main bank(BIB) and the Union of Cotton Producers
(UNPCB), expressed their intereist hedgingor insuring price risksat the international markets.
It was expected that the use of risk markets cooliplementhe use of the insufficient reserve
funds for emergencies. The World Bank conductedgacity building programme on price risk
management in March 2005 in Ouagadougou, at thasamt of the annual meeting of the African
Cotton (Ginners) Association.

iv) ROPPA capacity building program of African pragers’ organizations: The
Network of Peasant Organizations and Producers @stVfrica (ROPPA) proposed a capacity
building program for African producer organizatioredated to the support of the cotton sector.

185 of which€15m were reserved for cotton

1% The extension of the EU support to the CRM-init&ain the ACP is foreseen under this new programme
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Cotton is considered an example for other commesliffhe ROPPA proposal was to be included
within the intra-ACP capacity building program ogriaultural commodities, particularly on
cotton.

v) New initiative on Cotton Instrumentlassing with regional and international
dimension: An instrument classing Project formulated by ti@AC, was submitted to the
Common Fund for Commodities, which the EC couldfinence together with the CFC. The
project had an international component and somiematjcapacity building centres in Africa. The
regional component could build on the current gilot West Africa by UNIDO and CIRAD,
funded by the Commission’s regional funds (UEMOA).

B. EU support to cotton at theegional level:

The EU (or some of its member countries) programthedollowing supports related to cotton:

i) France programs a new regional pport: France studied the feasibility of a new
regional program in support to cotton with an irdice amount o€3Million. This support aimed
at strengthening the capacity of regional bodiescemingtrade negotiations, biotechnology
control and awareness, quality of African ginnett@o, information systems, and a regional price
insurance schemie complement to national self-insurance initiay The support would benefit
the following regional bodies:

UEMOA and CEMAC (for cotton policy),

CORAF (for research),

African Cotton Association (ACA) (for the private sector), and
ROPPA and APROCA, (for producers associations).

The Netherlands decided to act jointly with Francéhe“RESOCOT” initiative on the technical
information system on cotton in Africa.

i) Multi-state pgrammes:France programmegB1Million for multi-state initiatives,
including specifically the following areas:

- Improving field productivitygénin, Burkina Faso, Senegal),

- Preserving natural resour&en({n, Burkina Faso, Senegal),

- Industrial productivity (Burka Faso, Senegal, Cameroon),

- Regional or supranational faiior price risk managemer&l(OMillion),

- Equitable cotton (Senegal, ivi@dameroon, and start-up in Burkina Faso).
- Germany supported a cooperation project BeBumkina Faso and Zambi&3Million).

C EU support to cotton at thenational level

The EU also mobilised new support to cotton, follagvthe Cotton Initiative oBenin, Burkina
Faso, Chad and Mali. France and Germany were also active with the progring of new
support to various countries, especially to thosthe WCA, namely in:

Burkina Faso: The EU Commission programme€l0Million in support to the
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implementation of the cotton sector plan of BurkiFaso. France later started a feasibility study
aiming atstrengthening the mechanisms of the self-insurdunce at the inter-professional level
and at exploring the options for a regional (insoca) fund for an exceptional crisis in cotton
prices.

Mali  France has givefi6.8Million in support of Mali’'s cotton sector refor The
project aims at strengthening the capacity of Megnment and cotton producers’ organisations.

Benin The Benin government has regulated its cottoroseetowever, the privatisation
of the SONAPRA, the parastatal cotton organizatiaxperienced several delays. A number of
countries have contributed for the reform effodkated to; restart of an extension project, swsidi
on cotton growing systems, including on pesticidduction, biotech cotton (Bt) and organic
cotton.

ChadRecent exchanges between donors and the govetriraes concluded the need to
continue with the cotton sector reforms. Germarpgpsuted a pilot project on the organisation of
supply chains for maize and sesame, in rotatioh wotton production.

Coéte d’lvoire The EC initiated a study on cotton sector perfmoe. The study
concluded that not much could be done on the ghort, but recommended the settlement of the
outstanding financial commitments to the sectore @onors, however, could program resources
according to the priorities, which had been agiedtie EU-Africa action plan.

SenegalThe EC in Senegal considered supporting the eadctor with an indicative
amount of€5 Million from the STABEX funds.

CameroonFrance supported a study into the constructionfamrashcing (loan) of a new
ginning facility in the southern part of the cottoegion, where the ginning capacity was not
sufficient.

D. Coordination and communication efforts
While participating in the international meetingsembers of the ACP-EU cotton steering
committee informed the international audienceshengrogress made in the implementation of the
EU-Africa Cotton Action Plan. This was importantraising international awareness for the EU-
Africa Cotton Partnership, through which the inggéseand priorities of the African cotton
producers could be kept in the international ageitie following are the international meetings
where the EU has been playing an active part.
i) ICAC plenary meetings(it is held once every year)
i) OECD/DAC Briefing on the Develpment Dimensions of African Cotton (28
January 2005): The OECD/DAC organised on 28 JanR@®@p a briefing on the development
dimension of African cotton
iii) CFC-UNCTAD workshop on Sustaiability of Cotton Production in West
Africa (28 Feb — 1 March 2005)(This workshop was held in Mali)
iv) Updated cotton website (www.cath-forum.org): Special efforts are made to
share information and expertise between the ACP,aBt other organisations and countries by
means of strengthening the website already in mamz July 2004.
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v) ACP Council of Ministers(On 22 June 2005): In this meeting the ACP Couotil
Ministers appealed to the EU to take the necessdeps to speed up the independent
implementation of the EU-Africa Plan of Action omifn.

vi) Regional conference on cotton, orgamed by IMF in Cotonou (Benin), May 18,
2005,where all the areas related to cotton had beenutised, especially the development aspects.

vii) The African Cotton Association (ACA) Annual Days: ACA was established in
Cotonou, Benin, on September 19, 2002. Its roleoisrganize and defend the African cotton
production and processing industries. It aims avisg as a platform for experience sharing
between African cotton companies on the agronomiaalustrial and commercial levels. ACA
currently has 25 active members (cotton and ginmioigipanies) distributed in 14 countries, 5
associate members (producers, textile industriesodgaginous industries) and 41 corresponding
members (banks, insurance companies, forwardingtsgetc.). The ® Annual Meeting of ACA
was in Accra, Ghan@March 2007). Seminars held on the occasion ofetleesual meetings were
entirely dedicated to the analysis of the cottdnagion in Africa and worldwide, including the
cotton prices, genetically modified cotton, hopesl dears for Africa,possibility of reducing
inputs while improving agricultural yield, cottomlssidies and their effect on the African cotton
sectors, and cotton quality determination withrimstent testintf’”.

187 For further information.www.africancotton.org

183



ANNEX 3.2

MAJOR REGIONAL ECONOMIC ORGANIZATIONS IN SUB-SAHARA N AFRICA
Major regional economic organizations in sub-Sam@ica include:

- The African Union(AU), with 53 member states;
The Economic Community of West African State§OWAS, with 15 members;
The West African Economic and Monetary Uni®MAEMU 8 with eight members, all
also members of ECOWAS;

- The Economic Community of Central African Stat&CCAS™®, CEEAC), with 11
members;

- The Central African Economic and Monetary CommunBEMAC "°, with six
members, all also members of ECCAS;

- The Common Market for Eastern and Southern A@R@MESA, with 20 members;

- The East African CommunitifAC, with three members, all also members of SADC or
COMESA;
The Southern African Development CommunBADC, with 14 members;
The Southern African Customs UnidBACU, with five members, all also members of
SADC.

In most of these regional economic organizationsre are many good examples of regional co-
operations, such as;

- focusing on regional infrastructurelaecurity as well as tourisgim the CEMAC),

- moving towards the establishment of a Free @vagcka Agreement, FTA, and elimination
of tariffs on items produced in member countriégwithin the COMESA)

- establishment of a new customs uniofirirthe EAC)-"?,

- focusing on regional security, exploring trade anglestment possibilitiegin the
ECCAS),

- creation of a customs union with a common esktariff by 2008 and a West African
Monetary Zone with a common currency by 2q0® ECOWAS). There are ongoing
plans for a proposed four-band tariff regime whigbuld be in harmony with the
UEMOA tariff regime. United States continued to pog integration in ECOWAS
through a number of means, including technicalstasce to the West African Power

188 Better known by its French acronym, UEMOA

189 Also known by its French acronym CEEAC

170 Known by its French acronym

"1 COMESA aims to create a customs union by 2008

"2 This new customs union generally lowered tards;ept for used clothing, almonds and certain whseat corn
products, most of which being the export produtthe USA
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Pool and the West African Gas Pipeline Project.siipport of ECOWAS’ regional
integration efforts, USAID/West Africa has spongbngrograms focused primarily on
harmonizing customs and trade regulations withirstAdrica and removing barriers to
intra-regional trade. USAID is also supporting #aoption of a common external tariff
throughout West Africa. In 2006, ECOWAS continuesfjotiations with the EU on an
Economic Partnership Agreement (EPA),

signing of a Free Trade Agreement (FTA) in 2006&thwhe European Free Trade
Association (EFTA), which entered into force in ZQ@h the SACU) SACU is also in
discussions for a trilateral FTA with India and Mesur, and possibly with China.
Negotiations for an FTA with the United States als® ongoing,

- creation of an FTA by 2008 as a step towards agigea customs union and a common
market (in the SADC) EU discussions with SADC on an EPA focused onormegi
integration issues, technical barriers to tradd, samitary and phyto-sanitary standards,

- working toward greater regional integration withified external tariff§in the UEMOA).
UEMOA has established a common accounting systeripgic reviews of member
countries’ macroeconomic policies based on convergecriteria, a regional stock
exchange, and the legal and regulatory frameworkaf@egional banking system. In
addition, UEMOA and ECOWAS have determined a nundfaneasures that will help
harmonize the two regional blocs, which included ttarmonization of their common
external tariff, which is expected to be operatloma January 2008. The UEMOA
continued negotiations with Morocco on a free trageeemerit®

173 « Accords commerciaux UEMOA-Maroc... imminents®ebmanagercentre, 26/07/2006

185



