%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

Revisiting the “cotton problem”
A comparative analysis of cotton reforms in Sub-Sadran Africa

Claire Delpeuch
Groupe d’Economie Mondiale (GEM), Sciences Po P&rance
Claire.Delpeuch@sciences-po.org

Anneleen Vandeplas
LICOS - Centre for Institutions & Economic Performea, Katholieke Universiteit Leuven, Belgium
Anneleen.Vandeplas@econ.kuleuven.be

Paper prepared for presentation at theEAAE 2011 Congress
Change and Uncertainty
Challenges for Agriculture,
Food and Natural Resources

August 30 to September 2, 2011
ETH Zurich, Zurich, Switzerland

Copyright 2011 by Claire Delpeuch and Anneleen \épias. All rights reserved. Readers may make
verbatim copies of this document for non-commeigposes by any means, provided that this copyrigh
notice appears on all such copies.



1. INTRODUCTION

Cotton is sometimes referred to as African ‘whitddg (Moseley, 2008). It represents a crucial
source of income in large parts of sub-SaharancaAf(SSA), both for rural populations and for nagilon
economies. Its production has been described as a uniqueéss-story’ in SSA (e.g. Lele et al., 1989).
Between 1980 and 2000, Africa’s share of worldaotirade rose by 30%, while its average sharetaf to
world agricultural trade fell by 50% during the saperiod (Boughton et al., 2003). Performance legnb
particularly impressive in West and Central Afr@6CA): yields increased more than three-fold onrage
since the 1960s (see

Tables and Figures

Table 1 and Figure 1). Combined with considerablgaasion of the area under cultivation, this
resulted in dramatic production growth. In partasultotal cotton production in WCA increased mdrant
twenty-fold, on average, over the past fifty yednsEast and Southern Africa (ESA), productivitygth
has been less impressive, yet production has isedean average ten-fold over the past five decdes to
widespread smallholder involvement, cotton is meeeaonsidered to play a key role in developmeit an
poverty reduction (e.g. Badiane et al., 2002; Mege2008).

Historically, two key characteristics can be atitdd to cotton production in SSA. First, as the
production of cotton is relatively input-intensivend small farmers often do not have access tataved
inputs by themselves due to market imperfectioestical coordination has been widely promoted iASS
cotton supply chains. This implies that cotton gangage in input provision on credit to their sugrgl at
the condition that they can secure the returnkitinvestment through an enforceable buy-backesgeat.
Second, for cotton has been a major export caghforadecades, next to cocoa and coffee, it offscape
for taxation and collection of government reveniige argued by Bates (1981), at the time of indepeoele
the common view of many African governments wag tha fastest road to economic growth was using
agricultural surplus to support industrial develeom

These characteristics are crucial aspects of gteutional organisation of SSA cotton supply clsain
and therefore fundamental to understand the palentpacts of liberalization, as has been emphddze
for example Rozelle and Swinnen (2004) and Swingteal. (2011). Moreover, the combination of these
characteristics has historically resulted in peme&agovernment intervention in SSA cotton supplios,
not only at the level of output procurement, bwoabf input provision, price setting, restrictiohpsivate
competition, and investment in infrastructure agdaltural research. In WCA, cotton marketing lusar
have been in place since colonial times (in padicthe 1950s). In ESA, state control of cotton@yp
chains rapidly intensified in the 1970s, after ipeledence, through nationalisation of cotton ginslgBuch
and Leblois, 2011).

However, increasingly there is pressure from irdéomal donors to reduce government intervention
in the cotton supply chains. This call for liberalg SSA cotton supply chains is not a recent ¢méact,
state control of cotton markets already came usdartiny in the Berg Report (World Bank, 1981), @i
laid the foundations for structural adjustment paogs; and this call became more intense after dtierc
price collapse of the end of the 1980s. The maasae is the fact that the applied price settinghaeisms
do not allow producer prices to reflect world pa@nd thus distort production incentives. More sjpadly,
state monopolies have traditionally been criticiseddepressing farm gate pric&€sonversely, in recent
years, parastatals in WCA have been consideredisidise producers to an extent that is generagiigexd
to be unsustainable from a budgetary point of iBaffes, 2009a). Baffes (2005) has also expressedgds
disbelief in the fact that in the event of priceaeery, price improvements would be passed onnodes
within the current setup of the market system. dditgon, inefficiencies in parastatal ginning hdween a
concern in ESA and have also more recently becanria 8VCA (Tschirley et al. 2009). These factors, in

! According to Tschirley et al. (2009), in SSA, oottis the main source of cash revenue for more tvanmillion poor rural
household and a major source of foreign exchangewver fifteen countries. In West and Central AdrigVCA), the cotton sector
in certain cases accounts for up to 10% of thesgdmsnestic product, 10% of total merchandise espard over 60% of total
agricultural exports. Moreover, it is the largestpdoyer in countries such as Burkina Faso, Chadali (Townsend, 2006).
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combination with the strong dependence of milliohgoor rural households on cotton which complisate
reform, have been referred to as “the Cotton Proble

Responses to pressure from international donorgefodn choices have differed strongly between
regions in Africa. In ESA, cotton sectors were figantly reformed: Tanzania, Uganda, Zambia and
Zimbabwe all privatised ginneries, liberalised pscand introduced competition in the mid-1990s.
Resistance to reforms was stronger in WCA. Mankettalders in this region believe that intensive
cropping practices would not be feasible in theeabs of state-supported integrated supply-chairis wi
interlinked contracts: past experience has indéesvs that state control of cotton supply chains lesn
much more successful in enforcing these contrdmtslegally banning competition. In addition, price
fixation is seen as a necessary instrument formigigation and spatial redistribution (Araujo Beap et al.,
2001). While private entry has been allowed to sextent in Benin and Burkina Faso, in practice, ket
remain strongly regulated. In Chad and Mali, magkemain both publicly-owned and monopolistic. lin a
four countries, prices are still administrativelbyeid ?

These differences in resistance to reform may ceftee unwillingness of certain stakeholders
involved in processing or in the administrationgige up on rents, or a belief that reform would bet
beneficial to farmers.

This paper aims to contribute to the general undedsng of the potential implications of
liberalization of WCA cotton markets, drawing orsights from reform experiences in ESA. Considerable
empirical work has already been done in this figyda.o. Tschirley et al. (2009 and 2010); howewerr,
paper goes one step further, by assessing thenwefopacts in a formal theoretical framework providsy
Swinnen et al. (2011). This framework integrateg kestitutional characteristics of agricultural rkets in
developing countries such as factor market impédes, the absence of effective contract enforcémen
institutions, and the prevalence of linkages betwegut and output markets. It is used to expldre t
reasons why reforms have generally not yielded ekigected results in ESA, as well as the potential
implications of liberalization reforms in WCA, ginghe differences in pre-liberalisation conditicretween
the two regions.

The paper is organised as follows. First, we preddorief account of cotton sectors in Sub Saharan
Africa, with a focus on market organisation, pasforms, and performance in terms of yields andl tota
output. Section 3 presents our conceptual framewuahnich is used to analyse the past cotton seeforms
in ESA in Section 4 and the potential implicatiafsthe envisaged cotton reforms in WCA in Section 5
Section 6 concludes.

2. REGIONAL TRENDS IN INSTITUTIONAL REFORMS AND COTTON PERFORMANCE

2.1 Cotton sector organisation in SSA

The cultivation of cotton requires the use of vasiexternal inputs that most smallholders cannot
afford without resorting to credit. As credit acedsr smallholders is severely restricted in SSéttan
production occurs almost exclusively through intéed transactions, whereby inputs are providedredit
by the ginning compani€sSuch transactions are also referred to as ‘canfeaming’ or ‘outgrower
schemes’.

This contracting has historically taken place iregulated environment in most countries of SSA.
While market organisation varied considerably a&r8SA in the early decades of cotton commercial
cultivation (1950s-1960s), after independence, dagree of market concentration increased in the les
regulated sectors such that, by the early 198@ssttucture of cotton markets was “remarkably snil
across SSA (Baffes, 2005). Publicly owned compamiesnarketing agencies, which enjoyed both a
monopoly and a monopsony position, were responsanleput distribution, the purchase of raw cotein
regulated prices, its transformation into cottor &énd the trade of the latter on internationalkets.

2 The geographical distinction between ESA and WGt reflects more political/historical cleava@@slpeuch and Leblois, 2011). For
the purpose of this paper, however, we build agudkeful distinction and restrict our country sanipla set of eight emblematic countries
(four in each region).

% Although input use is less intensive in ESA, teatisns are interlinked in most countries, witheReeption of Tanzania.



Competition between ginners was either ruled oulalay or very limited® The major advantage of
such a single-channel system is the preventiorsidk:selling’, where farmers sell their cotton the,
higher-bidding, buyers at harvest, instead of ® ¢obmpany that has pre-financed their inputs. Retigu
also included government intervention in priceisgitand cotton prices were fixed pan-territoriadlyd
pan-seasonally (i.e. the producer price was fikedughout the country and throughout the year).

In WCA, where single-channel systems had been gebyuthe colonial rulers, successful input
provision schemes for cotton production were maneth after independence, with positive spillovess f
food crops through improved access to inputs a$ agekrop rotation (e. g. chapter 3 in Husseinlgt a
2006)> For several decades, cotton parastatals in W& haen perceived as relatively efficient, even by
proponents of orthodox market institutichlowever, the cotton price collapse at the enchef980s and
early 1990s induced the World Bank to advocaterdilmtion of the WCA cotton sector more fiercely
(Badiane et al. 2002). Apart from the reasons maeti above, it was argued that pan-territorialipgic
schemes were ineffective in promoting rural develept (Baghdadli et al., 2007), and that the
strengthening of competitiveness of these sectarsldvbe vital in ensuring their long-term financial
sustainability and allowing a fair division of tpeofits between producers and ginners.

In ESA, a few decades after independence, cottoastmals were already perceived as highly
inefficient, as well as unable to meet their maijeotives of supporting cotton production and gatieg a
surplus to fuel the wider economy. In some cousfrseich as Uganda, the cotton sector almost celliaps
triggering immediate reforms (Baffes, 2005).

2.2 Reforms

Hence, market organisation began to change inatlee1l980s, with a drastic acceleration of reforms
in the mid-1990s. Tanzania, Uganda, Zambia and Zbwke all dissolved cotton boards and allowed peivat
sector competition in the early to mid 1990s (Dafgeand Leblois, 2011).

In Tanzania, since independence in 1964, cottonketiag had largely been monopolized by
cooperatives and a cotton marketing board, whieptiivate sector was kept at a distance betweeh 496
1995. The marketing board intervened in pan-teiat@and pan-seasonal price-setting until 19921985,
the sector was opened up, and the private secteregnprogressively in cotton processing and tistion
(Poulton, 2009). This is the year which we consatethe year of liberalization.

In post-independence Uganda, the organisation tibrtoginning and marketing was organized
similarly, with cooperatives responsible for pursing and ginning, and a state board to enforce ebark
regulations. In 1994, this board was liquidated #redsector was opened up to private entry. Ashagsa
detrimental effect on the provision of input andession, the government established regional mangps
rights in 2003 and allowed a few ginners to operateach zone under quota terms. This system waig ag
abolished in 2008 (Baffes, 2009b). The usual yeaichvis taken for liberalization of the Ugandantont
sector is however 1994.

Liberalisation also took place in 1994 in Zammméaen the state cotton board was privatized. Prior
to 1994, the state cotton board was responsiblgiforing, fixing producer prices, as well as distiting
inputs on credit, and providing extension servidesad monopsony power in all these activitieswdwer,
after liberalization, competition initially remaidevery limited. The state ginneries were sold tm tw
companies, which benefited afe factoregional monopsony power until 1997. New smalingr and
independent traders then emerged and competedttoncsupplies. The level of competition is saidh&ve
declined again in 2000 when the two biggest firragam to cooperate in an attempt to prohibit sidlaage
(Brambilla and Porto, 2008) and, simultaneouslye ‘tagents and independent buyers [...] largely
disappeared’ (Tschirley and Kabwe, 2010). Yet, cetiipn has resumed since the mid-2000s with market
entry of new ‘larger and better-financed ginneisdhirley and Kabwe, 2010).

* In Zambia, Zimbabwe, and all countries of WCA taotsupply chains were organized in a similar viEaged on a parastatal single-
channel supply chain. In Tanzania and Uganda, rcafioning was organized somewhat differently, thhowillage level cooperative
societies which had exclusive procurement righgsiifley et al., 2009).
® In Benin, for example, according to a 1998 farmvesyy 97 percent of cotton growers used fertilizénich they all purchased on credit
through the cotton parastatal, while only 24 peroéather farmers did (IFPRI and LARES, 2001).
® The Berg report, considered to be the referenpergar World Bank (WB) adjustment programs in depiag countries’ agricultural
markets, notes: “some of the smallholder cottomvigig schemes in francophone African countries egardzed by agencies with mixed
private-public ownership and are among the moreessful ventures on the continent” (WB, 1981).
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Finally, in Zimbabwe, the reform process has knosimilar ups and downs with respect to
competition. Prior to 1994, like in Zambia, the govment state board held monopsony power in the
procurement, ginning and marketing of cotton. Itecprement base initially consisted of commercial
farmers. Only after independence in 1980, smalkrotdtton production was promoted, and credit [ziowi
institutions were set up. Commercial farmers pregjiely exited the sector after the cotton prigsi€in
the late 1980s. The sector opened up to privaty enfL994, the year of liberalization. The statatdl was
privatized a few years later in 1997. Still, thedeof competition has remained modest until thdyea
2000s. The degree of competition increased in 2@@dn several smaller firms entered the ginning eiark
However, since 2006, regulation of entry has becamee severe, with legal requirements at the lebel
input provision (Poulton and Hanyani-Mlambo, 2009).

In WCA, reforms are much more recent and of a nmohe restricted scope. Prices have not been
liberalised in any of the countries under consitiena Even though private entry has been allowesoime
extent in Benin and Burkina Faso (resp. in 1995 20@0), competition remains weak at best. In Buakin
Faso, each of the three existing cotton comparassbken allotted local monopsony rights for thelpase
of cotton in a particular region while in Beningsdecotton is allocated administratively to cottanngrs. In
Chad and Mali, market organisation has not beefiecized, even though reforms have been discussed fo
several years (Delpeuch and Leblois, 2011).

2.3 Performance

Cotton sector performance has widely varied acsofsSaharan Africa. However, trends emerge at
the regional level. First, in the post-independeacs in the 1970s and 1980s, WCA performed clearly
better than ESA. Both productivity and output growtere strongly positive everywhere in WCA untiéth
late 1980s (see

Tables and Figures

Table 1 and Figure 1). In ESA, however, averagédyielecreased in the 1970s and 1980s and a
positive average output growth hides strong difiees between countries. Only Zambia and Zimbabwe
display strong output growth.

With regard to the last two decades, the pictuitess clear. Output growth has remained higher, on
average, in WCA than in ESA. Productivity, howewsems to have stagnated in WCA since the 1990s, so
that continued output growth was driven only byré@ased area under cultivation. In ESA, productivity
growth has resumed in the last decade, exceptmbalhwe where it has been almost halved compared to
the 1980s average.

Focusing on post-reform performance in reformingntdes, more specifically in ESA, the picture is
mixed. Table 1 suggests the absence of any sizablpse in yields (except in Zimbabwe). Output &
grown everywhere, although not the same extentiffierdnt countries, with Zambia outperforming all
others. What is more, in Uganda, the strongestymtooh growth occurred when competition was abelish
in the mid-2000s.

Tschirley et al. (2009 and 2010) explicitly establia link between market structure and different
elements of performance, by arguing that, while petitive, market-based systems can involve reltive
high producer prices without any type of budgetugport, they mostly fail in the provision of inpuand
extension. Monopolistic and concentrated sectonsihe other hand, are better in providing inputd an
services to farmers, although the latter tend tcecdewer farmers than the former. Prices can lgé im
monopolistic markets — even higher than in competitnarkets — but this can be at the cost of hug@ip
transfers. In concentrated markets, relatively lighes can be, but are not always paid to prodiicas a
result, Tschirley et al. (2009 and 2010) maintaet no market sector type seems to have performedh
that it can be used as a reference for other desntr

" In theory, input provision has become a requirérfericotton contractors’, who in exchange, aramgnteed of buying the crop ahead of
other firms. The system is however reported totfaneelatively poorly, with several companiesifajlto provide the required inputs.
8 Cotton quality is another important issue, whichdnsidered to be affected by reforms, but whiefdanot discuss in this paper (Larsen,
2003; Gilbert and Tollens and Gilbert, 2003).

5



3. CONCEPTUAL FRAMEWORK

To analyze the past reforms in ESA and the envésagferms in WCA in a comparative framework,
we use the theoretical model provided by Swinneal.€R011). This framework integrates key insidoal
characteristics of agricultural markets in devabgpicountries such as factor market imperfectiohs, t
absence of effective contract enforcement instingj and the prevalence of linkages between inpdt a
output markets. In brief, the theory predicts thatton production through interlinked contracts|voié
realized if there is sufficient surplus value ceshthrough the contract, that involves a farmer wivests
his labour at opportunity copt, and a buyer who invests his capital in the piowi®f a package of inputs
of valuel to the farmer at opportunity co&t. The surplus value created by the contract is ehbyd,
with = p — p. —I1, — m,in which p is the price at which the public or private ginocan sell the processed
cotton, andn the “efficient” marketing and processing costs peit of cotton. Moreovet,, represents the
excess marketing and processing costs due todreefties in the marketing chain, adconsists of any
potential government taxes or subsidies (tax,forO and subsidy fa < 0), withty, + tx = t. In the absence
of effective contract enforcement institutions, ttaots need to be made self-enforcing, in the sthatehe
buyer needs to offer the supplier a potential ppemover his opportunity cost, which is increasinghe
supplier's oPportunities for contract breach, aedrdasing in the supplier’s reputation cost froeabhing
a contract¢’) . This de facto means that a buyer needs to oféesupplier a price that is at least as high as
the supplier's income from diverting the inputseied on credit (with returns equal ko- ¢') or side-
selling the cotton resulting from contract prodaotito an opportunistic buyer at a prigg(with returns
equal tops— pa—(pf). This premium has a positive impact on the farmartome from producing cotton, but
may however also lead to the breakdown of cottamtrects, if there is not enough value in the chain
simultaneously offer the required premium to thamir, and ensure that the farmer and the ginner’s
participation constraints are satisfied. In pragtithis means that cotton contract production ailly take
place if @ > Omin = max (I +t, 21 +t —gof, l+t+ ps— pa— gof). The farmer’s income, if the contract
materializes, can then be calculatedyas p.+ max [B(0 — | — t), | —¢', ps— pa— ¢")] (see Swinnen et al.
(2011) for more details)

The worse the farmer’s ex ante outside optiong@je the lower the price producers can fetch on
the spot-marketpf), and the higher the reputation codt),(the greater is contract feasibility. On the other
hand, that the same factors would cause producemspo be lower. Furthermore, marketing procegsin
inefficiencies {,) and taxation by the governmeny) @re expected to reduce contract feasibility, af as
suppress producer and processor payoffs. Conversahsidies by the governmerti € 0) improve
producer and processor payoffs as well as corfigastbility.

In general, state control in pre-liberalization mamies is believed to have a positive impact on
contract enforcement through legally banning coitipat(hence lowp, as well as lows) and by imposing
high reputation costs on defaulting farmers (hidtf Excess marketing costs in state controlled congsani
(tn > 0) however tend to complicate enforcement, wthie impact of price distortions depends on the
implicit tax regime. Conversely, privatisation apdce and market liberalisation were expected toaee
government intervention in price-setting (leadinogtt = 0), create new options to side-sell and contract
options ex-ante (increasimy and p,), reduce the farmer’s reputation cogf @nd improve marketing and
processing efficiencyt).

4. AN EXPLANATION OF REFORM EFFECTS IN ESA

We now discuss the ex ante expectations of refamr&SA on farm incomes and contract feasibility,
using the theoretical framework described aboveemnglirical insights from the literature.

Options for contract breach - Because cotton is a relatively homogeneous produoatket entry is
likely to result into relatively strong competitiondeed, the more homogeneous the product, tle les
specific are processors’ requirements and hencaitgherps (Swinnen et al., 2011Moreover, the prices
fetched by different firms on the world market &egely dependent on the national origin of cothoid on
the quality reputation of that origin, rather th@mthe specific reputation of different firms (Lans 2003).

° An alternative argument is that centrally imposedditions to source from all farmers (for politichjectives) may imply
lower reputation costs for farmers.
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There is thus no reason to expect that new entimdsld not be able to obtain similar prices tostho
fetched by the historical ginner.

Competition was thus excepted to have an upliféifigct on producer prices both through increasing
ps, With positive impacts on producer prices but pt#ly negative impacts on sector performanceugho
increased contract breakdown (&g, would increase). Moreover, reputation costs wepeeted to reduce
as a higher number of buyers facilitates the setoclan alternative buyer after opportunistic bebax
while it complicates coordination amongst buyerg.(&r sharing information on defaulting farmewajh
positive effects on contract sustainability butgmatally negative on producer prices.

Production inefficiencies - As cotton state boards in ESA suffered rather bgmltations with
respect to efficiency; liberalization was expectedbring substantial gains in processing and marget
efficiency. Through a decreasetip(and as such @), farm incomes as well as sector performance were
expected to improve. A potential negative impact afficiency could however stem from the loss of
economies of scale and of safeguarding returnsvestment in e.g. research and development of wegro
cotton varieties (see e.g. Pray et al., 2005, Ssvirend Vandeplas, 2009). In line with Hick’'s “quiié¢”
hypothesis (1935), however, most reform experiesoggest that competitive cotton sectors are mase ¢
efficient than concentrated sectors, and both amhbiatly outperform monopolistic sectors in ternfs o
ginning efficiency (Tschirley et al., 2010) suclath, has effectively been reduced through liberalizgtio
with incentives for better efficiency outweighingtpntial losses of economies of scale. In particutee
literature reports that no negative impact of nefovas found on economies of scale in research and
development. In fact, Tschirley et al. (2009) memtihat, even after reform, most ESA cotton regearc
programs remained in public hands,

Government intervention - The empirical political economy literature finds ath African
governments (like governments in other developiagntries) have largely taxed agriculture, espegciall
exportable cash crops (e.g. Krueger, Schiff andl®al 1988; Anderson and Masters, 2009; Swinneh, et a
2011; Bates and Block, 2010). This suggests thaé piberalisation in ESA also offered great poinin
terms of eliminating taxation (reducing, resulting in better producer prices as well raproving sector
performance by reducingin.

Overall taxation - Figure 2 shows the nominal rates of assistance @R#cotton producers since
the 1970s (Anderson and Masters, 2009). The NRA<alculated as the export price approximated by a
measure of the world price (the A-ind8x net of estimated exchange rate distortions egigtt, marketing,
ginning and inland transport costs. While they mapture more than just diredf)(and indirect taxation
(tm), to our knowledge, such figures are the bestpeosailable for measuring the overall level of t@xa
or subsidisation in agricultural sectors. During §years of government intervention in price set{ing.
before the mid-1990s), NRAs have on average bagifisantly negative in ESA, implying that producer
prices were below the estimated “reference” farrte garices, and hence, that farmers were taxed. The
patterns post-reform show clear improvements, ¢éiveagh NRAs have not converged to zero yet.

Institutional organisation and the degree of competition - Prior to reform, there was a common
belief that opening up the sector would lead tosaberable market entry by the private sector. Hevethe
private sector only entered gradually in Tanzam&ambia and Zimbabwe, competition remained weak i
the years subsequent to reform as a remnant axtnemely concentrated pre-reform market structane;
in Uganda, the government re-imposed strict cositoyl competition as soon as it reached a level that
endangered input provision.

Overall impact on producer prices - Prior to reform in ESA, the expectations were olvdrigh with
regard to the scope for improvement of producergstiOur model provides an ample range of ratigrfale
these expectations: the homogeneous nature oihcatit pricing practices in the world market woungply
significant spot-market prices increases; lowemtafion costs from contract breach; liberalisatroould
eliminate taxation, and efficiency was also expgtteincrease as a result of market liberalisation.

However, in hindsight, the overall high expectasidrom liberalization reforms turned out to be
overly optimistic. FAO data suggest that pricedeatstagnated or even went down after liberalirafgee

19 The Cotlook A Index is compiled daily by Cottontidak as the average of the five lowest quotatifreighteen styles of cotton from a
number of origins, including four SSA countries (foore details, see appendix A in Baffes, 2005jteBand Ajwad (2001) found that
cotton prices in WCA tracked the A index very clgsenaking it a very good proxy for the price fetdhby WCA companies (Baffes,
2009).
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Figure 3). A major driver here is probably the gaheecline in world cotton market prices and aegah
lack of effective competition.

Overall impact on contract sustainability - As has been mentioned before, a key aspect of marke
performance for cotton is ensuring that farmersehagcess to inputs. If farmers face important tredi
constraints, interlinking input and output mark#tough contract farming is indeed one way to overe
these market imperfections. Liberalization was eigx to have mixed effects on contract sustairtgbili
Positive effects would come from the removal ofatzgon, as well as of existing marketing and proecgss
inefficiencies. Conversely, potential negative iigaon contract sustainability could have resuftedn
higher outside options for farmers (highmrandps) and lower reputation costs, with ultimately negat
effects on input consumption and on yields and pctdn.

Figure 1 suggests the absence of any sizable sellaptotal output and yields, except in Zimbabwe.
Yields have been on the increase since the secalhdfithe 1990s. This is also potentially congruerth
the fact that competition remained relatively riestd. Moreover, it has been argued in the litesthat in
those countries where competition has remained stoagput supply systems have been sustainedaga |
extent, and that service provision has been usedstiategy for non-price competition, suggesthmaf &t
low levels of competition, it stimulates rathernhguppresses service provision and yield growtkHifley
et al.,, 2009). However, defaulting crises have oetlwhen competition increased over a certainljeve
leading Tschirley et al. (2010) to conclude th@pping points may exist, in which the entry of aduhial
companies can dramatically change the prospecto-afrdination for input supply and extension.” Our
definition of fmin precisely captures this situation when the impaEcincreased competition on ex-ante
contract opportunities, ex-post outside options egqltation (respectivelp,, ps, and ¢) outweighs the
impact of increased efficienci.

5. EXPECTED EFFECTS OF LIBERALISATION IN  WCA

The impact of reforms in ESA (and its contrast with expected impact pre-reform) have informed
and fed the debate on liberalization in WCA. We rmwline a set of predictions on the expected auen
of reforms in WCA, combining our theoretical franea, the lessons of reform experiences in ESA and
differences in the production and market struchetveen the two regions.

Farm outside options - In contrast with ESA, WCA farmers may have fewderlative crops to
switch to if cotton schemes collapse. Goreux (2@08ues that in most cases, the farmers’ onlyradtere
to the cotton/maize rotation scheme, is plantingpea, with lower yields (and profitability). Thisowld
imply that in WCA, the farmer’s ex-ante outsideiopt(p,) is lower than in ESA, and consequently, that
cotton schemes could be sustained at lower levgbs laut also that producer prices for cotton in akegr
based system might be lower in WCA than in ESA.

Production inefficiencies - The comparative literature on cotton policies i8ASreveals that
parastatals have historically been less inefficienVCA than boards in ESA. One indication of tlsighat
in ESA, from the 1960s through the 1980s, as gowemnt-controlled organisations increased their
involvement in the cotton sector, performance daediin most ESA countries, eventually resultinglétts
and delayed payments to farmers as well as deglipields (Tschirley et al., 2008).During the same
period, in WCA, yields increased three-fold. Aseguit, in 1990, cotton yields in ESA were on agera
almost 40% lower than in WCA while they were owsice as big in the 1960s (Figure 1). Indeed, there
some evidence that, in times of taxation, WCA gowents were at least partially using the colleftedls
for research and extension, as well as the devedoprof infrastructure, hereby benefiting the farsner
(Townsend, 1999Y

The efficiency of WCA parastatals is now said to dexlining, however the benefits of past
investment seem to have enduring positive effe¢schirley et al., 2009); suggesting less scope for
efficiency gains from reform in WCA than there wasESA. Hence, the expected impact of reform on our
model parametdry, is not clear-cut.

1 Zimbabwe is noted as an exception by Tschirley. €2009).
12 Comparing the performance of cotton sectors irzdiaia and in Mali, Gillham et al. (1995) also fahet while (i) “good leadership and
management and integration of adaptive researtbnsen and production in Mali ensured that supptiE pure, quality seed were
available to the farmers and that, new developmentsrieties and production technology reachednthapidly”, (i) “Tanzania is
reflective of other East African countries whereréhwas poor training of cotton professionalsfitieft administration and an absence of
any integration of research, extension, productimhmarketing”.
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Government intervention - While patterns of intervention in WCA were simitarthose observed in
ESA until the early 1980s (Figure 2), they havereasingly differed since then and current patterhs
government intervention in price-setting in WCA se® be entirely different from those observed BAE
at the time of reform. Indeed, Figure 2 shows WW&A cotton farmers have been subsidised in the late
1980s and again between the early 2000s and 2068 wabrld prices strongly declined and producergxic
were sustained at their historical level. This lesl in transfers to farms, which ensured contract
sustainability but caused financial losses forghming companies, which ultimately had to be cedeby
budget support® The removal of these subsidies is likely to haveegative impact on producer prices;
especially for the less efficient farmers, whichreveubsidised to an even greater extent becaupamsf
territorial pricing. Hence, unless these trendsngeaas a result of the very recent increase inwd
price, ty is expected to increase in the WCA context, in gltamtrast to the expected reductiornt,impre-
reform in ESA. The reduction of subsidisation ipested to be even more dramatic for producers with
higher transaction costs of dealing with them, prgducers who are located further away from megads
or in less densely populated areas, often the poarfeall producers, as they have been subsidized e
more than other producers. This can be considenadjar factor triggering resistance to reform in W@s
it would both have a depressing impact on prodpdees, and invoke a higher level of contract bdeakn.

Institutional organisation and the degree of competition - Because parastatals have been the sole
operator of cotton purchasing, selling and inpavigion for over half a century in WCA, it seemattithe
experiences of Zambia and Zimbabwe, where thisalssthe case, are more relevant benchmarks far wha
could happen in WCA than those of Tanzania or Ugardence, based on pre-reform institutional
arrangements, strong competition should not beaggdes a result of reforms in this region.

What is more, the partial reforms introduced sitioe early 2000s provide additional signs that
competition might be hard to achieve. In Benin, kehihe private sector has been allowed to enterirggn
(but not to compete as cotton is administrativélgcated to the different firms), after the initi@htry of
numerous on the market; the degree of concentra&iamcreasing to the point where the sector id $ai
resemble a private monopsony (Gergely, 2009). Assalt, the impact of competition qm, ps and¢' (and
its potentially positive impact for producer priréslikely to be more modest than in ESA.

Overall impact on producer prices - While reforms in ESA in the 1990s were expectedriog
higher prices to farmers, and these expectatiop®itantly facilitated the reform process, expeotadifor
price improvement after liberalisation are sigrfidly more modest in WCA today. First, price
liberalisation would likely eliminate subsidies,trtaxes. Second, although some efficiency gainsdcbe
expected, it seems that in general, they will beemoodest than in ESA. Third, the positive priceedf
resulting from increased competition is expectetdasmall since WCA markets are likely to achiemg/o
limited competition. Finally, scarce opportunitiésr switching to other crops would reinforce the
potentially negative impact of a concentrated gewaotton sector in WCA.

Overall impact on contract sustainability - According to our model, the removal of subsidieg tre
more modest expectations on efficiency improvemargstwo reasons why liberalisation in WCA might be
more detrimental for contract feasibility than i8A& On the other hand, other initial conditionstsas the
nature of pre-reform institutional organisation ddmmited expectations with respect to the levelpobt-
reform competition) and lower farm outside optigmedict that contracting in WCA should remain
sustainable even after reform, at least in thetshor

6. CONCLUSION

This paper uses a stylised contracting model tedtigate the link between market structure and
equity and efficiency in SSA cotton sectors, expldie outcome of reforms in ESA and analyze their
potential consequences in WCA. We argue that t l&f the world price and of government interventi
the nature of pre-reform institutional organisati@s well as the degree of parastatal inefficieratly,
contribute to making reforms less attractive tarfars and governments in WCA today, as compared to
ESA in the mid 1990s. We illustrate our arguments vempirical observations on the performance of
cotton sectors across SSA.

By shifting the objective of the cotton policy fromaximal production to efficient production,
orthodox reforms are likely to have detrimentaket§ especially for farmers with high transactiosts of




dealing with them, who often are the poorest. Imfag at the limitations of orthodox market refagnm the
WCA context, however, we do not intend to minimiie need for change: the present system is degletin
public budgets, while failing to bring about anglg increases since the mid-1980s. Indeed, thekdoavn

of inefficient contracts might ultimately be berudi to the national economy, if freed resources loa used

to support poor farmers in finding alternative s@s of income. Whereas governments in WCA have
historically presented cotton production promotias one of the most efficient ways of pulling rural
populations out of poverty, they should now try noye opportunities for diversification, or desigroma
efficient (and better targeted) social safety nets.

Moreover, from a macro-economic perspective, a mmaré out of cotton production of the less
efficient farmers could help to reduce the stroegaehdency on a single commodity. While this issalier
said than done, it suggests that the very strongsf@n cotton reforms, both by donors and govertsnen
should maybe be put into perspective and more taiteshould be paid to designing reforms that eeat
opportunities for farmers to move out of cottondarction.
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8. TABLES AND FIGURES

Table 1: Growth of cotton productivity and production in sub-Saharan African countries, 1961-2009
(1960s=100)

(a) Cotton productivity growth (b) Cotton production growth
Country/Region1960s 1970s 1980s 1990s 2000s 1960s 1970s 1980s 1990s 2000s
WCA
Benin 100 240 317 356 337 100 301 671 2768 3259
BurkinaFaso 100 235 408 423 462 100 282 728 142380
Chad 100 130 208 197 187 100 121 109 166 162**
Mali 100 240 301 276 238 100 387 709 1595 1746
Average 100 211 308 313 306 100 273 555 1494 2137
ESA
Tanzania 100 108 83 109 138 100 112 95 111 147
Uganda 100 74 61 108 195 100 69 11 17 31
Zambia 100* 64 57 75 107 100* 299 1222 2024 3454
Zimbabwe 100 100 95 58 53 100 419 624 564 728**
Average 100 86 74 87 123 100 208 420 567 1090

Source: FAOStat (September 2, 2010)
8 For the 2000s, data was available until 200%smépecified otherwise.
* countries with * have data for 1963-1969 / ** guties with ** have data for 2000-2008

Figure 1: Cotton performance in sub-Saharan Africancountries, 1961-2009

(a) Cotton productivity in Hg/ha (b) Cotton production in MT/year

11



16002
19002
200z
[oooz
L 66T
66T
66T
18861
rsg6T
2861
6261
r926T
26T
0261
96T
96T
96T

500000
450000+

100000+, .-

T
(=]
[}
[}
Q
o
<

350000
300000+
250000+
200000+
150000+

58UU0 ) UORINPOId

50000+

Year

ESA \

WCA -------

[600¢
mmoow
mmoow
mooow
mhmm.ﬁ
mvmm.ﬁ
m._”mm.ﬁ
mwme
mmme
Hdwm.ﬁ
mmhm.ﬁ
m@hm.ﬁ
thmH
mOhmH
u\.wm.ﬁ
mvwm.ﬁ
w_”wm.ﬁ

12000

-
g 8
g R

10000+
8000
6000

BH/BH) PIBIA

Year

ESA ‘

WCA -+

Source: FAOStat (September 2, 2010)

WCA includes Benin, Burkina Faso, Chad and MalipAES&cludes Tanzania, Uganda, Zambia and Zimbabwe
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Figure 2: Nominal rates of assistance to the cottosector in sub-Saharan African countries, 1970-2005
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Figure 4: Average producer prices in ESA en WCA comared to the A index, 1976-2004
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Source for Figures 2, 3 and 4: Anderson and Valelaz{2007) — “national spreadsheets”
WCA includes Benin, Burkina Faso, Chad and MaliAES&cludes Tanzania, Uganda, Zambia and Zimbabwe
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