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FOREWORD

At the invitation of the Government of the Arab Republic of Egypt, the 61st Plenary
Meeting of the International Cotton Advisory Committee was held in Cairo, from
October 20 to 25, 2002. This document presents statements made at the Meeting.
The minutes of discussions at the Meeting (Proceedings) are published separately.

The International Cotton Advisory Committee is an association of governments
having an interest in the production, export, import and consumption of cotton. It is
an organization designed to promote cooperation in the solution of cotton problems,
particularly those of international scope and significance.

The functions of the International Cotton Advisory Committee, as defined in the
Rules and Regulations, are

. To observe and keep in close touch with developments affecting
the world cotton situation

. To collect and disseminate complete, authentic, and timely statistics
on world cotton production, trade, consumption, stocks and prices

. To suggest, as and when advisable, to the governments
represented, any measures the Advisory Committee considers
suitable and practicable for the furtherance of international
collaboration directed towards developing and maintaining a sound
world cotton economy

o To be the forum of international discussions on matters related to
cotton prices
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STATEMENTS

Statements to Plenary and Open Sessions

Inauguration

Inaugural Remarks

Youssef Boutros Ghali
Minister of Foreign Trade
Government of Egypt

I am honored to present a statement from the
Arab Republic of Egypt on the occasion of the
61st Plenary Meeting of the International Cot-
ton Advisory Committee. | would like to start
by thanking participants, the executive director
Dr. Terry Townsend, official delegates, observ-
ers, representatives of international organiza-
tions and also the Committee’s Secretariat, the
interpretation team and organizers for al the
work they haveput into make this meeting asuc-
cess.

Cotton production in Egypt was liberalized be-
fore 1990. Since 1994, production and market-
ing have both enjoyed the benefits of liberaliza-
tion, operating under the laws of supply and de-
mand alone. Theresults of thispolicy have been
extremely fruitful.

First, yield and quality have improved and re-
main on an upward curve. Environmentally
friendly techniques are gaining ground, and
proving effective against contamination.

Second, the number of actors on the domestic
market hasincreased, with 140 traders currently
operating. Of these, only twenty represent the
public sector, while the others are from private
companies and cooperatives.

Third, commitments to foreign markets are
greater than before. In the 2001/02 season, 26
public and private sector members of Alcotexa
have exported more than 108,000 tons. The pri-
vate sector accounts for over 65 percent of this
activity. The increase in exports despite slug-
gish market conditions must be attributed to the
reasonable price of Egyptian cotton in compari-
son with foreign competitors.

In addition to the great marketing efforts
achieved by Alcotexa, alogo has been created
with the cooperation of the Ministry of Foreign
Trade to be used on products produced from
Egyptian cotton.

Area planted to cotton in 2002/03 was approxi-
mately the same as in 2001/02 (about 750,000
fed.), thus, production is estimated at around
300,000 tons (6 million cantar/lint) to cover
domestic and international consumers’ require-
ments.

On behalf of Egypt’s people and government, |
would like to express our profound apprecia-

tion at seeing you all here. | sincerely hope that
youwill enjoy your stay and follow Egypt’s con-
tinued development.

First
Plenary Session

Statement of Argentina

The delegation of Argentina wishes to express
to the highest authorities of the government of
Egypt that the remarks of the Egyptian Minister
of Foreign Trade were a clear and accurate de-
scription of the current world cotton trade. With
the current level of subsidies and the interven-
tionism that have so largely determined thedrop
in international prices over the past few years,
countries that extend no subsidies produce no
cotton. In the opinion of Argentina, the
Minister’'s statement should constitute the very
backbone of this plenary.

On behalf of the Republic of Argentina, let me
greet the people and government of Egypt in a
spirit of brotherhood and friendship. We meet
today at the cradle of human civilization, beside
age-old monuments which were erected—ac-
cording to Dr. Zahi Hawass, Director of the Pyra-
mids of Giza—not by slave labor but through
social systems that protected and supported the
builders.

Egyptian cotton has been known to us since the
mid-19th century as one of thefinest exemplars
of itstype. However, cotton has deeper histori-
cal rootsin Egypt.

The cotton of Levant (gossyplum herbaceum
linnaeus) is anative African plant domesticated
intheland of Kush, now known as Nubia, south
of Egypt and north of Sudan and Ethiopia.

Nubian civilization enjoyed considerable re-
sources. It flourished between 2500 and 350 B.C.
aong the banks of the River Nile and was re-
nowned for its iron works and fine woven cot-
ton. It is believed that fabrics such as kemmi
and shamma still in use today in Ethiopiawere
actually produced by the mills of Meroe, the
ancient capital of Nubia.

In the 4th Century B.C., Nubian woven goods
were displaced by imported cloths. Levant cot-
ton was woven only for those unable to afford
imports and eventually disappeared.

The 61st Plenary Meeting continues our debate
on how to ensure market operations free from
interventionism, so that all countries—poor and
rich; southern and northern—can engage in the
production and trade of fiber and textile com-

modities with dignity and without the fear that
unfair competition will eclipse them as surely
as the Nubians of yore.

Let me again express the appreciation of the
government and people of Argentinato our hosts,
the people and government of Egypt . We thank
them for their gracious hospitality at this ple-
nary meeting and note that they have become
thegreatest importer of cotton sub-productsfrom
our country in recent years.

Market Access
Liberalization Through the
World Trade Organization

Richard M. Hughes
WTO, Geneva

1. | am pleased to have this opportunity to par-
ticipate in the 61st Plenary Meeting as we look
forward to the shape and direction of cotton pro-
duction and tradein the 21st century. Following
thistheme, | would liketo provide you with some
information on two of the current activities of
the WTO that have a bearing on trade in cotton
and intextile products. Specifically, | would like
to bring you up to date on the developmentsin
the implementation of the Agreement on Tex-
tiles and Clothing and then review the progress
in the negotiations being held under the Agree-
ment on Agriculture.

Agreement on Textiles and Clothing

2. As you will be aware, a large share of the
textile and clothing exports from the develop-
ing to the developed countries has been subject
to quotarestrictionsfor many years. TheAgree-
ment on Textiles and Clothing is the vehicle
through which these quotas are being removed,
over aten-year transitional period. By the end
of thistransition, that is 31 December 2004, all
of the bilateral quotas will be eliminated and
textiles and clothing trade will be governed by
normal market forces and supported by theWTO
rules.

3. Many participantsin thistrade have been ask-
ing the questions: Will the full elimination of
quotas be achieved and, if so, will this cause
disruption in textiles and clothing trade flows?
On thefirst question, thereisanatural concern,
after more than 40 years of quota protection, if
the countries maintaining these quotas, that is,
the United States, the European Union and
Canadawill, indeed, eliminatethem. Inmy view,
thereisevery reason to believethat the goal will
be achieved. First of al, just over 50 percent of
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dl textile and clothing products are now fully
integrated into WTO rules and about 20 percent
of the quotas have aready been removed. Also,
the remaining quotas have been growing at an
accelerated rate through the application of the
progressive increasesin the quota growth rates,
which is required by the Textiles Agreement.
Many quotasare now larger than the actual trade
levels of the products involved. These quotas,
therefore, do not perform their intended func-
tion of restricting trade and can beremoved with-
out negative impact on trade levels. In addition
to this, the countries that maintain the quotas
have clearly reconfirmed their undertaking to
fully meet their obligations under the Textiles
Agreement. Taken together, these factors point
to a successful end to the quota regime in just
over two yearstime.

4. As to the impact on trading patterns of the
removal of the quota system, thereisconcernin
some countries that the established trade flows
could be affected, leading to loss of export mar-
kets and disruption in their production activity.
From my experience, the one thing that is con-
stant in textiles and clothing trade is the ongo-
ing change and adjustment. The evolution that
has been taking place for many years has accel-
erated during the transitional period of the Tex-
tilesAgreement and could accel erate further with
the final removal of quotas. Nevertheless, it is
most likely that the changes will continue to be
evolutionary in nature. The key factor here is
how the exporting countries are now adapting
and adjusting to the changes being brought about
by the impact of open competition and market
forces. Not only are manufacturers being re-
quired to increase their efficiency in every as-
pect of production and marketing, but also gov-
ernments must put in place policies which are
“user friendly,” to assist their manufactures to
compete globally.

5. When looking at devel opmentsin trading pat-
terns over the past few years which are having
an impact in the present and the future, these
shifts and changes are readily apparent. At the
top of any list of key recent devel opmentswould
bethe rapid growth of China(Mainland), whose
textile exports have grown 42.4 percent between
1994 to 2001, while clothing exportsare up 54.4
percent, to reach acombined level of $53.5 hil-
lion. There can be no doubt that Chinawill con-
tinue to expand in the coming yearsin view of
itsstrong competitive position. At the sametime,
however, recognition must be given to the fact
that clothing exports from three of the original
Asian giants in this trade, Hong Kong/China,
Korea and China (Taiwan) have been faling.
Clothing exports from Korea and China (Tai-
wan) are off by about 25 percent between 1990
and 2001, whilethe domestic exportsfrom Hong
Kong/Chinahavedeclined by 2 per cent. Thisis
largely attributable to the industrialization and
diversification of these exporters, which hasleft
their clothing industries less competitive. This

declinein the older suppliers has created oppor-
tunitiesfor others, which haslargely been taken
up by China (Mainland). Changes are aso
clearly visible in the Caribbean and Central
American region where Mexico’'sexportsare up
by over 370 percent between 1994 and 2001, as
a result of its NAFTA benefits. Several other
countriesin thisregion are also sharply expand-
ing their clothing exports, largely through out-
ward processing operation, assembling clothing
from materias supplied by the U.S. Currently,
the Dominican Republic and Honduras have
risen to become among the top ten suppliers of
clothing to the U.S.

6. The main importing countries, the European
Union, the United States and Canada have re-
cently adopted programswhich should assist and
encourage greater participation in clothing ex-
ports, in particular by the least-devel oped coun-
tries. The EU has dropped all quotas and tariffs
for these countries under its “Everything But
Arms’ initiative. In the U.S,, thefirst impact of
the Africa Growth and Opportunities Act or
AGOA is now being seen. Also, at the recent
meeting of the G-8 industrialized countries, a
plan entitled the “Africa Action Plan” was
adopted, under which Canada will drop al tar-
iffs and quotas on exports from the least-devel -
oped countries. These are all positive signs of
market opening, at least for the poorest export-
ing countries.

7. What does all of this mean to cotton produc-
ersand traders? | would say that the outlook for
the downstream activities, that is, for textilesand
clothing production and trade, is basically posi-
tive. First, thelong-term record of growthintex-
tilesand clothing trade should continue. In fact,
with the removal of the quotas, there is every
reason to believe that there will be an accelera-
tion of world trade, particularly in clothing, and
with the greatest benefits going to the develop-
ing countries. Certainly with the reliance on
market forces and competition, in the absence
of quotas, there will be changes in trading pat-
terns, to the advantage of those countries, both
the manufacturers and the governments, that
have taken steps to adapt to the new conditions.
Also, it can be expected that the evolution in
production and trade, which we have seeninthe
past, will continue. In sum, there is every rea-
son to believe that textiles and clothing produc-
tion and trade will experience a positive future
in overal terms, though with continued and
likely accelerated shiftsamong the trading coun-
tries.

Agreement on Agriculture

8. With these comments on the progress in the
implementation of the Textiles Agreement, |
would like to turn now to the second area of
WTO activity which is of relevance to cotton
producing countries, namely, the progressin the
agriculture negotiations. Over the past year or

so, the ICAC has put a great deal of effort into
assisting its members in both identifying and
responding to the distortions in global cotton
production and trade as a result of measures
taken by some governments to assist their do-
mestic agricultura sectors. Certainly, the Con-
ference on Cotton and Global Trade Negotia-
tions, which was held last July, was a big step
forward inincreasing awareness of the problems
and distortions which exist in cotton trade as a
result of export subsidies, domestic supportsand
other measures which limit market access, in-
cluding high tariffs. That meeting was also a
useful vehicle for providing member countries
with practical suggestions on how to formulate
a response to this situation, particularly in the
context of the agriculture negotiations now un-
derway inthe WTO.

9. | would like, today, to take a close look at
these negotiations and at the future schedule of
work. First, however, it might be useful to set
the scene by briefly reviewing the process that
brought usto this point. Negotiationsto liberal-
ize agriculture marketsare afairly recent devel-
opment. It wasonly through the Uruguay Round,
which ended in 1994, that agriculture was first
brought within the multilateral trading system.
Through the implementation of the Agreement
on Agriculture, WTO member countries first
began their programs to reduce agricultural ex-
port subsidies, trade-di storting domestic support
payments as well asimport duties. The specific
obligations that have been implemented since
1995 are as follows:

(1) developed countries agreed to reduce their
agricultural tariffs by 36 percent over six years
and developing countries accepted to reduce
theirs by 24 percent over ten years;

(2) it was agreed that domestic support
programmes of the developed countries would
bereduced by 20 percent in six equal instalments
and by 13 percent over ten years by developing
countries; and

(3) export subsidies had to be reduced by 21
percent in volume and 36 percent in value over
six years by developed countries and by 14 per-
cent in volume and 24 percent in value by the
developing countries over ten years.

10. These first undertakings were, in fact, a
major leap forward, even though from the out-
set, they were clearly seen as only a beginning,
afirst step in alonger process of reform. The
negotiators of the Agriculture Agreement were
well aware of this asthey wrote into the Agree-
ment a provision (Article 20) which committed
WTO member countries to begin new efforts at
further reform at the beginning of 2000. In ad-
dition to this, the Declaration made by minis-
tersin launching the Doha Development Round
in 2001 went even further, making the objec-
tives more explicit and setting deadlines for
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achieving the further reductions in tariffs, in
domestic support and in export subsidies.

11. Thisis what has happened so far. The first
phase of the current negotiations, from March
2000 to March 2001, required member coun-
triesto submit proposals with what they wished
to see in the further market reform. In the sec-
ond phase, from March 2001 to March 2002,
each of the topics raised in the proposals was
individually examined in great detail. As you
might expect, these proposals and their exami-
nation went well beyond the strict confines of
thethreeprincipal areas of tariffs, domestic sup-
port and export subsidies. They brought up for
examination members' concernswith such mat-
tersasfood security, food safety, rural develop-
ment, geographical indications, environment
concerns, food aid, and special treatment for
developing countries. These negotiations have
been remarkable for the extent of participation.
Inthefirst phase aone (2000-2001), there were
proposals from 121 countries (counting the EU
as 16, i.e. the 15 countries plus the EU as a
group) or 85% of the WTO’s membership. That
means an unprecedented number of developing
countriesisactively negotiating. Thisisthe case
in other subjects as well, but developing coun-
trieshaveidentified agriculture asapriority con-
cern. At the same time, the wide range of inter-
ests shown in these proposals means reaching
agreement by consensus could bemoredifficult.

12. This brings us to the third stage of negotia-
tions which runs from March 2002 to March
2003, leading up to the Fifth Ministerial Con-
ference in Cancun, Mexico in September 2003.
This will definitely be the most critical period
in the agriculture negotiations because it will
determine the shape of thefinal outcome. Inthe
third phase, which hasarevised mandate through
the beefed up objectives spelt out inthe Novem-
ber 2001 Doha Declaration, the concepts and
proposalsof thefirst two phaseshaveto betrans-
lated into precise technical detail. If domestic
subsidies are to be reduced (quote) “substan-
tidly,” exactly how much does that mean, and
precisely which domestic supports are to be re-
duced or removed? And so on. By the end of
this year, countries' positions are supposed to
be clear enough to be written into a draft over-
view document. That document will then be the
basis for intensive negotiations in early 2003,
in order to arrive at a set of “modalities’ or for-
mulas for achieving further liberaization by 31
March 2003. These modalities include numeri-
cal targets for achieving the mandate given by
the ministers, which are:

(1) substantial improvements in market access
aswell asreductionsin al forms of export sub-
sidies with aview to phasing them out and

(2) substantial reductions in trade-distorting
domestic support programs.

These modalitieswill then be used by the mem-
ber countriesto producetheir own offersof com-
prehensive draft commitments, which they must
present by thetime of the Fifth Ministerial Con-
ference in September 2003. The full process of
negotiations must reach aconclusion by 1 Janu-
ary 2005 and form part of the final outcome of
the Doha Development Round. This s, indeed,
along and detailed process which only reflects
the extreme importance and sensitivity of agri-
culture trade.

13. How well are the agriculture negotiations
going at the moment? The Chairperson gave a
mixed report to negotiators on 6 September. On
the plus side, alot of work has been done. He
said: “Many specific proposals were made and
we had a very useful debate on the pros and
cons.” But, ashe contemplated drafting the over-
view paper at theend of theyear, hewarned that
he was “concerned about the lack of specificity
insomeareas.” In other words, while some coun-
tries have said clearly what percentage reduc-
tions they would like to see, others have not,
leaving the figures to be negotiated later. It is
clear, then, that in the coming weeks and months
countrieswill need tointensify their efforts both
through the work in capitals and also between
delegationsin Geneva. To put it simply, the ag-
riculture negotiations are rapidly approaching
crunch time. The delegations from member
countriesand theWTO Agriculture Division are
not likely to get much rest between the New Year
and the end of March.

14. For cotton producing and trading countries,
concerned with the distortionsto trade resulting
from the high tariffs, domestic support programs
and export subsidies, these negotiationsare criti-
cal. Thisis the time and the WTO negotiation
process is the occasion when you must make
your casefor greater market liberalizationinthis
sector. All of these negotiations are carried out
by WTO member governments, working both
individually and in regiona groupings to ad-
vancetheir interests. It is, therefore essential that
you, as representatives of your governments,
responsible for or concerned with the well-be-
ing of the cotton sector, take the required steps
to ensure that your national negotiating policies
and positions fully reflect the concerns and ob-
jectives of the cotton sector. Your governments
must also ensure that the regional groupings
carry forward the concerns and interests of the
cotton sector in the overall negotiating process.
It is clear that thisis along-term process, but it
has begun and isnow moving forward inits sec-
ond mgjor effort. The| CAC haslaid the ground-
work through its studiesand the July conference.
Now, in my view, best results will be obtained
by continuing and intensifying the joint effort
of the ICAC and its members to advance your
objectivesin your capitals and in your regions.

FAO Activities in the
World Cotton Market

David Hallam
Commodities and Trade
Division, FAO

There are more than 200 million farmers and
workersworldwidewho aredirectly or indirectly
employed in cotton production, marketing and
processing and nearly one billion people who
rely on cotton for their living. Thefood security
of these people is based on earnings from the
production and export of cotton. FAO has been
involved in various efforts to improve cotton
farmers' food security through both technical and
economic programs. For instance, projects in
operationin Asian countriesinclude technology
transfer for integrated pest management, and
monitoring, containment and control of the cot-
ton boll weevil. These technical programs are
fully or partialy financed by the FAO Techni-
cal Co-operation Programme (TCP) at the re-
quest of the countriesconcerned. FAO also plays
an active role in the world Cotton Biotechnol-
ogy Group and the ESCORENA Cotton Net-
work, which focuses on the devel opment of new
technology.

Our economic programs undertaken mainly by
the Commodities and Trade Division include
monitoring agricultural commodity marketsand
conducting economic analyses on commodity
issuesincluding trade policy and market outlook.
We undertake studies of current markets and
short and longer term market prospectsfor many
agricultural commodities, including cotton, and
some of this work has been undertaken in con-
junctionwith ICAC. We have a so devoted con-
siderable effort to the analysis of evolving trade
policy developments, and have published vari-
ous assessments of the impact of the Uruguay
Round on agricultural markets and food secu-
rity, including devel oping countries’ experiences
in implementing the WTO Agreement on Agri-
culture.

We also provide considerable assistance to de-
veloping countries preparing for multilateral
trade negotiationsincluding in agriculture, fish-
eries and forestry inter alia through studies,
analysis and training. Over the past few years,
FAO hasheld variousregional and country work-
shops to assist member nations to access the
impacts of implementing theAgriculture Agree-
ment and formulating strategies to face chal-
lenges and capture opportunitiesraised from the
tradeliberalization. FAO hasmade and will con-
tinue to make efforts to assist member nations,
especially developing countries, to build their
capacity to implement existing agreements and
to participate in the new negotiations.

FAO aso providestechnical assistanceto events
such as international conferences in member
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countries, including the two very successful in-
ternational cotton conferences held in China
(Mainland) in 1999 and 2001. Since current de-
velopmentsin the Chinese textile and cottonin-
dustries and trade policy issues were the focus
of the conferences, government and private sec-
torsfrom major cotton exporting and importing
countries showed strong interest in these con-
ferences. FAO support for apossiblethird inter-
national cotton conferencein China, tentatively
planned for around the middle of 2003, is cur-
rently under consideration.

In recent years, the world cotton economy has
been facing considerable challenges. Thefinan-
cial crisisin Asiain 1998 and the recent slow-
down in economic growth in developed coun-
tries, among other factors, have had significant
effectson theworld cotton market. Indeed, prices
of amost all agricultural commodity priceshave
dropped to historically low levels over the past
few years. In response to these depressed agri-
cultural commaodity markets, FAO held a high
level expert consultation on the developments
of agricultural commaodity pricesearly thisyear.
Representatives of international commodity or-
ganizations (including ICAC), international or-
ganizations, and academics and other experts
participated. The Consultation addressed three
important aspects of the depressed |evelsof most
agricultural commodity prices:

* the nature of the price decline, and the fac-
torsunderlying it;

* theimplicationsof low commodity pricesfor
developing countries; and

* the case for and possible forms of actions to
redress low commodity prices.

The Consultation noted that although agricul-
tural commaodity price was essentially deter-
mined by the market fundamental's, demand and
supply, many other factors have significant ef-
fects on prices in the short term. The Consulta-
tion recognized that attempts to resist market
forces were fraught with difficulty and had en-
joyed little success in the past. However, mea-
sures which could be employed to combat the
low commodity prices include adoption of new
technologies to reduce production costs, verti-
cal diversification to obtain income from value-
added processing, and the reform of policies at
the national and international levels which dis-
tort markets and inhibit trade. Another consul-
tation to review the state of global commodity
marketsis expected to be held at FAO in Rome
in March next year.

Some delegates may recall the FAO World Ap-
parel Fibre Consumption Survey that was pub-
lished over along period of timeuntil 1995. This
work was terminated due to constraints on our
budget. The data had been useful in providing a
base for cotton market promotion and as a base
for the medium term projections of the cotton
market which have been undertaken jointly by

FAO and ICAC. We are now exploring more
cost-effective ways to produce this data and |
hope that it may be possible to produce a new
set of data on the consumption of various ap-
parel fibersin the next year or so.

Given the importance of cotton production for
food security, income, employment and national
economy and FAO'’s mandate, we will continue
to work with our member nations and with in-
ternational agencies, particularly ICAC, to im-
prove the profitability of cotton production and
exports to ensure food security of millions of
cotton farmers and workers.

Second
Plenary Session

Report of the
International Forum for
Cotton Promotion

Brooke Lewis
Cotton Australia

Cottonisafabric that for centuries has been the
world's favorite. It still has about 40% of the
world's market share, despite there being little
effort in the area of cotton promotion through-
out history. Cotton is a fiber and a fabric that
has always sold itself. But will it continue to do
so?

Not without promotion.

A quick look at the increasing market share of
synthetic fiberswould tell usthat the world cot-
ton industry cannot afford to sit back and hope
cotton will continue to sell itself.

The United Statesisreally the only country that
has made any demonstrable differenceto levels
of cotton consumption. The Cotton USA pro-
gram reaches over one billion people in more
than fifty countries—an achievement that has
required substantial financial investment over a
long period of time.

Another success story is South Africa’s Cotton
Mark program that allows consumers to easily
identify good quality cotton products backed up
by strong trade and consumer marketing cam-
paigns.

v/ But what have we done as a united global in-
dustry to outwit, out-sell and out-promote our
competitors?

v"How well do we know our consumers and
their needs and how well are we responding
to them?

v How easy isit for consumersin our countries
to identify cotton products at time of pur-
chase?

v’ Do we have adequate |abeling laws?

v’ Do we have organizations whose role is to
influencefashion designers, governments, the
media and devel opers of new textiles?

Two years ago at the ICAO meeting in Cairns
Australia, there was discussion about a new
group being formed to tackle the serious issue
of demand enhancement. Both producing and
manufacturing nations expressed their concern
that something needed to be done urgently to
regain market share from the synthetic fiber
market. At thismeeting, onethingwasvery clear:
There needed to be a coordinated effort and a
collaborative approach to the world promotion
of cotton.

What started in Cairns as asmall group of like-
minded countries developed into a formalized
arrangement at the 60th Plenary Meetingin Zim-
babwe last year. The group, made up of thirteen
member countries, decided to call itself the In-
ternational Forum for Cotton Promotion. Par-
ticipating countries include:

Australia
Brazil

Egypt

Germany

India

Italy

Poland

South Africa
Spain

Turkey

United Kingdom
United States of America
Zimbabwe

All of these countries made afinancial commit-
ment to the group and are committed to the ob-
jective of the Forum, which is:

“To encourage national marketing devel-
opment programs through the exchange
of ideasand experiences, for the purpose
of increasing international cotton con-
sumption and market share.”

At thissame meeting it was recognized that each
country had its own approach to cotton promo-
tion. Some countries were only just beginning
to explore strategies in this area and others had
established successful cotton promotion cam-
paigns. Therefore, it was decided that the Fo-
rum should act as a clearing house for ideas,
market research, resources and information that
could allow each member country to better equip
itself for the job of promoting cotton within its
own country.

The first task of the Forum was to produce a
bookl et that documented the current promotional
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activities of its members. The booklet isa prac-
tical tool that can be used to generate promo-
tional idess, plans and strategies within mem-
ber countries with the ultimate aim of increas-
ing world demand far cotton and cotton prod-
ucts. In developing the booklet, a key strength
of the Forumwasrevealed. And that isthat mem-
ber countries are using different approachesand
have different strengths in cotton promotion. It
is these differences that will allow usto learn a
lot from each other’s successes and mistakes,
and that will allow the Forum to be an effective
working group.

Although thereis till alot of work to be done,
there are some very effective promotional ac-
tivities being carried out around the world; for
example,

* The Brazilian Textile Association hosts an
awards ceremony to acknowledge the contri-
butions of thetextileindustry that for thefirst
time this year included an award for excel-
lence in cotton growing.

* TheGdyniaCotton Association in Poland has
aregistered cotton emblem that islicensed to
its domestic members for product promotion
on the Polish market.

¢ Cotton Australia is directly reaching over
40,000 students each year with its cotton edu-
cation programs, delivered at the Cotton Dis-
covery Center classrooms and cotton fields
throughout Austraia.

* The Istanbul Textile and Apparel Exporter’s
Association has along-term plan to promote
the country’s textile and apparel capabilities
throughout the world. It haslaunched a“ Tur-
key Brand” concept to support Turkey’s tal-
ented designers and sponsors fashion shows
in New York, London and Paris.

We hope these and the many other activitiesun-
derway by members of the Forum will inspire
other countries to do more in the area of cotton
promotion.

The Forum’s plans for the year ahead include
an analysis of labeling laws throughout the
world, acollection of market research, asecond
and more comprehensive edition of the booklet,
aseries of instructional manuals for promotion,
and training workshops for members.

With demand enhancement such acrucial issue
to the future of the world cotton industry, | will
finish by asking that all members of the Interna-
tional Cotton Advisory Committee consider join-
ing the Forum and consider supporting the pro-
posal that ICAC employ amarketing specialist.
A cohesive and concerted approach to world
cotton promotion is the only way ahead and we
look forward to welcoming a participant from
each delegation at our workshop in Breakout
Session 4 on Thursday at 8.30am.

Statement of the
European Union

The European Community wel comes the oppor-
tunity that it isgivento clarify itsposition within
theICAC with regard to cotton policy and, more
particularly, the support granted to this sector.

The European Community takes note of the con-
cerns expressed by members of the ICAC re-
garding the influence of certain national poli-
cies on the international market of cotton and
the unfavorable conseguences that these poli-
cies can entail on the producers in developing
countries.

In this respect, the European Community also
takes note of the proposal of the | CAC to exam-
ine these problems within the current negotia-
tions of the WTO, in particular the “Doha De-
velopment Round (DDA)” since this was
launched, with aview to inserting concernsand
theinterests of the devel oping countriesinto the
negotiations on the multilateral trading system.
It istherefore logical to seek an appropriate re-
sponse to these questions within this organiza-
tion.

The European Community also wishes to reas-
sureitsACP partnersthat it is ready to collabo-
rate fully under the Cotonou Partnership Agree-
ment, in particular itsArticle 39, and to identify
appropriate solutionsto the problems of the sec-
tor.

Considering the importance of the cotton sector
for the economic and social development of a
significant number of countries in West Africa
and the state of crisis of this sector, the Com-
mission, in collaboration with other donors, will
examine the possibility of adopting compensa-
tory measures in the short and medium term in
order to avoid the collapse of the sector. Indeed,
the WTO process appearsfar too long to bring a
remedy intime.

Within this framework, the Community wishes
to underlinethe support that it brings—in coop-
erating with developing countries for the im-
provement of the competitiveness of this sec-
tor—to the diversification of rural agricultural
production aswell asto regional integration and
to the improvement of trade among developing
countries and between those and the European
Community. In particular, the measures adopted
through the initiative “Everything but Arms’
enables the least developed countries to export
al their cotton productsto the Community duty-
free.

This said, on the occasion of the debate of this
session, it appears also essentia to clarify the
following points:

* Cotton production in the European Commu-
nity is primarily concentrated in two regions
that are the south of Spain and the north-cen-
ter of Greece. Resulting production accounts

for only 2.5% of world production and does
not produce, as a result, any considerable
impact on world prices. In addition, the Com-
munity support system includes no interven-
tion measure in the trade exchanges (be it
customs duties, import quota, or export re-
funds). EU importsaccount for 15% of world
imports and the EU isthe country of destina-
tion for 25-50% of the cotton exportsof Mali,
Benin, Burkina Faso and many other ACP
countries.

* With regard to the fundamental problem of
the support granted to the cotton sector, are-
form of the system of Community aid is cur-
rently under study. In line with the genera
reform of the Common Agricultural Policy
(CAP), it is possible that aid to the cotton
sector be progressively uncoupled taking due
account of theimpact of such areformon the
regions of production.

* |n this context, the European Community
wishes to underline, nevertheless, that these
measures will not reach the results expected
by the developing countriesif similar efforts
are not undertaken by other countries in the
same situation.

What precedesillustrates, in short, the point of
view of the European Community where the
development of rules favorable to the devel op-
ing countries features as a primary objective of
international trade forums.

We hope, therefore, that the above remarks will
help clarify our position and dissipate possible
misunderstandings. It goes without saying that
during the debates of this plenary meeting we
reserve the possibility of our having additional
interventionsto defend our viewsin this matter.

Statement of the
Common Fund for
Commodities (CFC)

Sietse van der Werff

Let me start this brief presentation by sending
you the best regards of Dr Rolf Boehnke, the
Managing Director of the Common Fund for
Commodities, who, due to other commitments,
could not participate in person in thismeeting. |
can assure you however that he is keenly inter-
ested in the work undertaken at this meeting,
which hasadirect bearing on the many fields of
common interest between the ICAC and the
Common Fund.

I will not reiterate all the projectsthat the ICAC
has presented thusfar for financing by the Com-
mon Fund; it may be sufficient to say that the
current project portfolio (covering some twelve
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projects) has reached more than US$20 million
in Common Fund contributions, thus making
cotton, portfolio wise, one of the most impor-
tant commodities covered by the Common Fund.
The details of the projects can be found on the
Web sites of both organizationsaswell asinthe
Common Fund'sAnnual Report for 2001, which
can be made available upon request.

Areas covered by the various projects, be they
completed or ongoing, include fields like crop
protection against major cotton pests, improv-
ing marketability of cotton by securing cotton
cleanliness, improved access to credits through
development of warehouse receipts serving as
collateral, etc. Access for smaller cotton pro-
ducersto price risk management instrumentsis
akey areawherethe Common Fund will bemore
and more active, based upon a detailed country
cum instrument analysis which is currently be-
ing undertaken. These activitieswill be carefully
synthesized with activities undertaken, e.g. in
theframework of the World Bank-led Integrated
Task Force on price risk management.

Challenging project proposals have been sub-
mitted to the Common Fund, ranging fromarela
tively straightforward applied research project
(like in the case of a pilot project in India for
making viable use of cotton stalks for produc-
tive purposes), to a more research-oriented
project on cotton plant diseases particularly
prevalent in Southern and Eastern Africa. Al-
though both projects do contain research activi-
ties, due care will be taken to link with farmers
and to bring in operational linkages with the
actual production levels, to ensure adequate up-
take of activities and results initiated by the
projects.

A more complex project will focus on a geo-
graphical areaof specificimportanceto boththe
Common Fund and the ICAC, namely West Af-
rica. Cotton production inthat region can be seen
as exemplary for the important role that cotton
playsin so many countries, where (shortly speak-
ing) it provides employment and income for a
large part of the population and is a major (if
not the main) source of foreign exchange earn-
ings for the country. While we have received
several proposasto initiate project activitiesin
that region, it was considered more prudent to
first have a careful analysis made of the main
pressing problems that are being faced by the
majority of small holder cotton producersin that
region. The Common Fund will work with the
ICAC and UNCTAD to organize such aregional
consultation on the basis of analysis of policies,
practices and prospects as assessed by national
and international expertisein thefield of cotton
production, processing and marketing. Whilethe
importance of the income generating aspects of
cotton production for thefarmerswill bethekey
starting point, due attention will also need to be
given to the broad issue of sustainability of cot-
ton production. Thisis based on the need to ef-

fectively combine economic and production as-
pectswith environmental concerns, given the not
adways environmental ly-friendly nature of cot-
ton production (having not only an impact on
the natural environment but also posing hazards
for human health).

It may go without saying that inherent to the key
principlesof thework of the Common Fund, the
projectsfinanced by the Fund focus on general,
generic problems of commodities, in our case
on cotton as a commodity. The results of the
completed and ongoing projects are therefore
accessible to al member countries of the ICAC
and the Common Fund.

Let me conclude by coming back to the impor-
tant issue of setting priorities for cotton devel-
opment in the African region and the possible
support that can be given by the Common Fund
to ICAC-proposed projects. This stakeholder
exchange/consultation, to identify priority inter-
vention aress to the benefit of small scale cot-
ton producers, will also be in the center of dis-
cussions at a Regional Round Table Meeting on
Commodity Devel opment, which will take place
in Ouagadougou, Burkina Faso, from next 18—
21 November.

The Fund'sportfolio of cotton projects addresses
important questions and concerns of cotton pro-
ducers, and the growth of the portfolio isreflec-
tive of the determination of the ICAC and the
Fund to work together for the continued devel-
opment of cotton, in particular for the benefit of
the millions of smallholder producers who de-
pend on cotton production for their livelihood.

Statement of Australia

The focus of the plenary meeting this afternoon
on government measures affecting cotton is ex-
tremely relevant and timely.

The WTO Round must be used constructively
to remove or at least substantially reduce all
forms of government measures that distort the
world's trade in cotton.

The declaration signed in Doha reconfirms the
long-term objective aready agreed to establish
afair and market oriented trading system through
aprogram of fundamental reform. The purpose
isto correct and prevent restrictions and distor-
tions in world agricultural markets.

Member governments have committed them-

selves, to comprehensive negotiations aimed at

achieving

* Substantial reductions in market access im-
pediments.

* Reductionsof, with aview to phasing out, al
forms of export subsidies.

* Substantial reductions in domestic support
programs.

We are constantly reminded that the world has
changed forever asaresult of September 11. The
manner in which agricultural trade is managed
must also change if we are genuine about mak-
ing trade in cotton more equitable for both pro-
ducing and consuming countries. Yesterday, we
heard from other members about the negative
impact that subsidies are having on the price of
cotton and the social consegquences on industry
participants and broader agricultural communi-
ties. We fully support these observations.

Australia urges all member countries of the
ICAC to use their best endeavors provided by
the Doha Round to ensure an outcome that mini-
mizes distortions and maximizes opportunities
for cotton in fiber markets.

Clearly, without the impact of distortions, Aus-
traliabelieves programsto build increased mar-
ket share for cotton will be far more effective.
Being optimistic about the outcome of the Doha
round, Australia strongly supports the proposal
beforethe | CAC Standing Committeethat anew
position at the Secretariat be entirely devoted to
the issue of cotton promotion and demand en-
hancement.

Statement of Chad

Cotton is Chad's leading export. It is grown on
some 360,000 hectares. Inthreeyears output has
declined from 110,000 tons of lint to just 70,000
tons, dueto falling prices on the world market.

When we consider that 2.5 million people in
Chad derive the bulk of their income from cot-
ton growing and the cotton trade, we can easily
understand the devastating effects of the current
cotton crisis on my country.

The crisis has had a number of effects: declin-
ing output; lower seed cotton prices; a sharp
declinein farmers' income, seriously impacting
the standard of living in rural areas; and adrop
in government revenues, leading to areduction
in government commitmentsto social programs.

The current crisis of the world cotton industry
has profound and lasting effects. All countries
should coordinate their efforts to objectively
analyze the multiple causes of this crisis and
propose ways to resolve it.

Clearly there are several causes. Cotton haslost
some of its market share to synthetic fibers, and
countries of the North have agricultural produc-
tion and export subsidies that guarantee stable
prices for their farmers while leading to over-
production of cotton worldwide and ultimately
adeclinein prices.

My country believesthat the world cotton com-
munity must make an effort to promote cotton
consumption. ICAC'’s decision to recruit a per-
son at the Secretariat level to deal with thisis-
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sueisexcellent. Cotton needsto regain the mar-
ket share lost to synthetic fibers.

The second remark that we wish to make con-
cerns the problem of subsidies. It would be im-
possible to overstate the fact that subsidies dis-
tort therules of the gamein the marketplace and
amount to unfair competition which penalizes
countriesthat do not subsidize growers. We need
a world cotton economy that operates on the
basis of fair and healthy competition.

Statement of the African
Cotton Association
(A.C.A)

Bachir Ahmed Diop

Can there be any need to restate the importance
of the cotton crop in Africa? Suffice it to say
that more than twenty million Africans derive
the bulk of their income from this crop. Further-
more, cotton plays avery significant rolein the
modernization of farming systems and industri-
alization of the continent.

Origins of the A.C.A.

From the very beginning, senior officials of Af-
rican cotton companies who have had only spo-
radic contact with each other have expressed the
aspiration of developing close and formal ties.
To give concrete form to this aspiration, anum-
ber of cotton company officials decided two
years ago to establish a committee to take the
initiative in creating the A.C.A.

On September 19, 2002, this process culminated
in the establishment of A.C.A. headquartersin
Cotonou, Benin.

The founding members are 29 companies and
national associations from eleven countries, ac-
counting for 58% of total African lint produc-
tion.

Objectives

* Bring all African cotton professional stogether
to createaframework of consultation for deal -
ing with issues of common interest.

* Collect, process and disseminate widely any
and all information related to the cotton trade
from and for members, governments and Af-
rican political and economic organizations.

* Promote adherence to, and the inviolability
of, commercial contracts freely entered into
by two or more parties.

* Defend theAfrican cottonindustry intheface
of aworld economic environment that is dif-
ficult and unbalanced as a result of unjustifi-

able subsidies and barriers erected by some
producing countries.

* Participate in the implementation of strate-
gies to build aliances with other producing
countries harmed by unfair trade practices.

* Organize consultation, exchanges of experi-
ence and the pooling of resources and exper-
tise among cotton companies, particularly in
the areas of agronomy, ginning, logistics and
trade policy.

* Ensureimplementation of, and adherenceto,
sound trade practices, aswell asdevel opment
of, and adherence to, a standard sales con-
tract for African cotton.

* Take all necessary measures to further im-
prove the quality and reliability of African
cotton.

Composition

TheA.C.A. iscomposed of active members, as-
sociate members and corresponding members.

* Theactivemembersare cotton companiesand
associ ations of cotton companieswhose mem-
bersareregularly involved in the production,
and support for the production, of seedcotton
inAfrica, aswell asginning and lint market-
ing.

* The associate members are organizations of
cotton growers, associations of textile manu-
facturers and associations of seed crushers.

* Thecorresponding membersaretransport and
transit companies, banks, insurance compa-
nies, foreign cotton associations, international
trading companies and, in general, al natural
or legal persons involved in developing the
cotton industry.

The association’s resources come from:

v Membership fees

v" Dues

v’ Subsidies

v" Miscellaneous revenues
V" Contributions and bequests

The association is very broadly open to the en-
tireAfrican and international cotton community.
| would like to take this opportunity offered by
ICAC to invite al the cotton companies of Af-
rica, from North to South and from East to West,
to join the African Cotton Association. Thisin-
vitation is also extended to all world cotton as-
sociations, merchants, shippers, inspectors,
banks, insurance companies, suppliers, consult-
ants, researchers and other natural or legal per-
sonsinvolved in the cotton industry.

Statement of Centre de
coopération internationale
en recherche
agronomique pour le
développement (CIRAD)

Jacques Pages

For many years aready CIRAD has regularly
followed the ICAC plenary meetingsand within
CIRAD it is considered an honor and a privi-
lege to participate in such events.

I will not present at length my institution, which
isalready probably very well known to many of
the participants.

I will just remind you in afew words our status,
mandate and activities related to cotton. Gath-
ering 1,800 people, CIRAD is an international
research organism, funded by the French gov-
ernment, dealing with any topicsrelated to agri-
culture, forestry, veterinary sciences and envi-
ronmental resourcesin thetropic and sub-tropic
areas. We intervene mainly by means of close
collaboration with research and training insti-
tutes, as well as development agencies or the
private sector. CIRAD scientists are frequently
posted in our partners ingtitutions and nowa-
days this is the case in more than 52 countries
around the world. The cotton research program
isateam of sixty agents whose activities range
from geneticsto fiber technol ogy, going through
cultivation practicesand pestsand diseases man-
agement, without forgetting economics and
chain-related issues.

Nowadays, our major fields of interest are the
elaboration and implementation of cropping sys-
tems adapted to diverse agro-ecological situa-
tions, the control of quality, and the follow-up
of biotechnology progress. | would liketoday to
address rapidly these two last topics.

One of the words most commonly heard at in-
ternational conferences in the last few yearsis
“globalization” or “world-wide market.” This
reflects a general trend of internationalization
exchanges, fast communications and network-
ing. There is an imperious need for a common
ground of references, as a base of understand-
ing, discussions and ultimately, decisions.

Agricultural activities, as the pillar of many
countries economy, areaparticular field of con-
cern and the theatre of crossed exchanges, bal-
ances, and negotiations, al of them depending
on market regulations and commonly acknowl-
edged rules.

Biotechnological products such as genetically
modified cotton (GMC), and cotton quality are
two issues deeply concerned by the
acknowledgement of common rules, common
references.
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As an international public body, independent
from private enterprises and deeply anchored in
numerous collaborationsworldwide, CIRAC has
been engaged for many years already in the
elaboration of standards and norms, guidelines
for policy makers as well as participants in the
agricultural product chains.

GMCs, whatever the purpose, beit pest protec-
tion or weed killer tolerance, are rapidly gain-
ing importance in terms of acreage devoted to
their cultivation and more generally speaking,
inthe number of countries agreeing to their use.
Between countries such as the United States,
India, Chinaand others, which have deliberately
decided in favor of GMC, and countries such as
Thailand or Paraguay, which have banned their
cultivation and use, athird group including Bra-
zil and Zambia, either initiated trials or post-
poned their decision, deciding to acquire in-
creased knowledge before going further.

This decision isto be supported by information
provided by independent scientific sources, and
CIRAD is eventually one of those. In this mat-
ter, CIRAD has developed and isimplementing
at thisvery moment aresearch program devoted
to assess quantitatively and characterize as pre-
cisely as possible, the impact of introducing
GMC in different environments. The program
deals with topics such as socio-economic im-
pacts(i.e. incidenceonfarmers’ production sys-
tems, community, cotton chain, country’s costs
and incomes and organizational implications),
agro-environmental impacts (i.e. incidence on
farmers' practices, on environmental changes
through gene fluxes, biological balances and
biodiversity), GMC’s sustainability (i.e.
transgenic material efficiency and resistance
build-up). As the basic principle of CIRAD’s
way of operation, as well asto benefit from the
widest expertise, this program is implemented
in close collaboration with other research and
academic institutes—French INRA and South
African Pretoria University. This collaboration
aims at being devel oped with other institutions
and already contacts are being established with
Brazilian EMBRARPA, or Thai universities and
West African Burkina Faso's INFRA.

Cotton qudlity is another key issue and there is
awide discrepancy between the level of knowl-
edge and assessment of cotton quality charac-
teristics. Eventhough gins, milling factoriesand
tradershavelong-established standardsand clas-
sification references, thereis still agap with the
producers own appreciation and a need for a
common ground of understanding. Quality as-
sessment devices checkup systems need to be
recalibrated, complementary quality criteria
such as the stickiness degree or percentage of
contaminants must be more precisely defined in
order to meet consumers' demand.

CIRAD has then initiated an in-depth study so
asto understand the origins of quality at genome
level and, all along in the production and pro-

cessing chain, how quality can be affected by
environment and practices. Agro-physiological
simulation tools are being devel oped to provide
key information to producers on their perfor-
manceregarding quality results. Ultimately, this
information will be used to assist producersin
their decision-making process, offering alterna-
tivestotheir practices, to achievetheir own strat-
egies. Activities are being run in Central and
Western Africa(Cameroon, Mali, Benin) andin
Brazil, in close partnership with local research
and academic ingtitutions as well as with other
European organisms (the Netherlands universi-
ties, Belgium universities).

Knowledge gained in these two specific ex-
ampleswill benefit producerstogether with con-
sumers and policy makers. It should contribute
to narrow the gap between devel oping countries
and industrialized ones. It will also contribute
positively to the image of the cotton world by
the concern towards the environment,
sustainability and quality control that it ex-
presses.

| would be too pleased to explain further the
activities projected and hope that this meeting
will give me an opportunity to do so and even-
tually establish complementary-related collabo-
ration.

Statement of the
World Bank

Although the World Bank does not directly lend
to commodity production, there are many ways
inwhich our institution isinvolved in the cotton
sectors of devel oping countries, including policy
reforms. In what follows, | will briefly outline
the nature of World Bank’s involvement in the
policy debate of West Africaand subsequently |
will touch on the implications of international
cotton policies on theregion’s cotton strategies.

Cotton production isasuccess story in West and
Central Africa (WCA)?. Cotton proved to be an
economically efficient crop that made major
contributions to the devel opment of rural areas,
to exportsand to economic growth. Cotton grow-
ing was readily adopted by farmers, expanding
rapidly. Production in the late 1990s rocketed
to five-fold of what it was three decades earlier
(less than 400,000 tons in the early 1970s to a
current 1 million tons), which substantially
raised the incomes of over 2 million farmers. In
2001/02, the region produced more than one
million tons of cotton lint, equivalent to nearly
5 percent of theworld's production. With nearly
al the lint being exported, Francophone Africa
became the third largest cotton exporter behind
the U.S. and Uzbekistan, accounting for about
12% of world cotton trade.

Several factors contributed to making cotton
production a success:

* Extension of adequate technical packages,
supported by well-targeted research and broad
access to credit.

* Adequate supporting services (extension,
credit, roads, etc.) provided by the cotton com-
panies.

* Guaranteed output market at stable prices.

* Highinput credit access and recovery rates.

The Strategic Issues and

Reform Options Ahead
In spite of its success in promoting cotton culti-
vation, the current system of integrated national
cotton monopsonies has exhibited weaknesses.
In particular, the system relies on (a) the ability
of the monopsonies to tax producers and accu-
mulate profitsin timesof high export prices, and
(b) the availability of budgetary support from
national governments in times of low interna-
tiona prices.

The highly monopolistic and monopsonistic na-
ture of the cotton sector is impeding broader
economic development in several ways:

* The historically low prices that are paid to
farmersreducetheir income levelsand hence
their ability toinvest in productivity-increas-
ing technologies.

* The lost income leads to forgone multiplier
effectsthat would generate additional income
and employment in other parts of the rura
economy and the countries as awhole.

* Thepotential of cotton production to support
investment in other rural economic activities
is underutilized, since seed cotton can only
be used as collateral to borrow for cotton in-
puts.

* Entrepreneurial opportunities are denied to
potential investorswho could build onthemo-
mentum generated by a strong tradable sec-
tor to provide a wide range of agricultural
services.

In the debate about reform options, two alterna-
tive approaches have emerged. Countries could
retain, but reform, the current system, or they
could establish free entry and increased compe-
tition in the sector.

Retaining but Reforming the Seed-cotton
Monopolies/Monopsonies

The key components of reform would include:

* Setting the purchase price for seedcotton at
levels closer to world market prices.

* Giving cotton farmers more influence over
key decisions, especially the pricing of
seedcotton, the organization of credit input
supply, and the design and implementation of
price-stabilization schemes.

* |ncreasing the extent to which activities such

as input supply and transport are subcon-
tracted to private firms.
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* Eliminating subsidies on the sale of cotton
lint and cotton seed to domestic textile firms
and oil mills.

One of the main advantages of limited reformis
that it reduces the risk that more far-reaching
reforms might lead to the deterioration or break-
down of some of the strengths of the present
system. Those strengthsinclude the compul sory
contract farming that ensures research and ex-
tension cost recovery, and the high recovery rates
of input credit. Another advantage of this ap-
proachisthat seedcotton priceswould bealigned
more closely with world cotton-lint prices. But
thisis precisely why there is some resistance to
reform, since such large shares of national in-
comeareat stake. The base purchase pricewould
remain inherently political and a subject of ne-
gotiations among the various interest groups.

With limited reform, the parastatals would con-
tinue to have greater access to political power
and patronage as compared to farmers. This
would, inturn, assure them ahigher share of the
profits. Governmentswould belikely to continue
holding guaranteed prices low, to avoid having
to subsidize cotton marketing.

Free Entry and Competitive Markets

The key components of reforms under this sys-
tem would include:

* Competitivefreeentry at all levelsof the cot-
ton sector.

* Higher producer pricesin thelong run, more
closely aligned with world prices.

* More efficient pricing of inputs and agricul-
tural support services.

* Strengthening of related public activities, es-
pecially research, extension, and
phytosanitary controls.

* Strengthening farmer groups and facilitating
their participationin voluntary contract farm-
ing arrangements.

* A reduction in the implicit taxation by gov-
ernment of the cotton industry.

With greater competition, seedcotton prices in
the WCA region would rapidly approach equiva-
lent world prices. Higher seedcotton prices
would generate extra government revenue indi-
rectly through the resulting increase in cotton
production and exports. In some countries, free
entry may be sufficient to generate a competi-
tivesystem, but in most others, restructuring and
privatization of existing public companieswould
be required in order to signal the government’s
commitment to free entry.

The competitive model would eliminate the
negative aspects of a monopoly system (low
pricesandincomes, barriersto entry, constraints
to growth in marketing, transport, processing,
and the export sector, and the negative fiscal
effects of world market downturns). Measures
would have to be taken, however, to ensure that

input distribution and credit provision systems
function adequately and equitably. Thisiswhy
the transition to more competitive systems has
to be done in a pragmatic and gradual process
and should be accompanied by sufficient
strengthening of the capacities of farmer orga-
nizations.

The World Bank Position

Both the competitive and reformed-monopoly
models can work, and both would require spe-
cific conditions and safeguards. From the point
of view of theWorld Bank, the best option would
beamodel of competitive contract farming. Such
amodel would allow competition among sev-
erd firms based on an inter-professional agree-
ment, or a“ code of conduct,” that would ensure
that contracts are enforceable, and that would
link credit repayment to seedcotton marketing.
The Bank does not believe that it would be pro-
ductive to privatize the cotton parastatals un-
less the minimum conditions for competition
exist.

TheWorld Bank’sview isthat the disciplineand
responsibility that afree-entry competitive sys-
tem imposes on market participants would lead
to amore resilient, flexible, self-reliant, and in-
novative nationa cotton sector in the long run.
More importantly, greater competition would
improve the sector’s performance and would
contributeto alleviating poverty by raising farm-
ers’ cotton revenues.

Consequently, the World Bank has, for severa
years now, advocated reforms along the follow-
ing lines:

* Allowing free entry and competition at al

levels of the cotton sector, including cross-
border trade in seed cotton.

* Developing private-sector-based mechanisms
to ensure effectiveinput credit recovery linked
to the marketing of cotton.

* Adopting pricing mechanismsthat allow pro-
ducer pricesto reflect changesinworld prices.

* Developing effective market-based mecha-
nisms to reduce price risks.

* Building the technical and commercia ca-
pacities of producer associations to facilitate
their participation in voluntary contract farm-
ing arrangements, input supply, and techni-
cal services.

* Establishing agribusiness trade associations
to allow the private sector to participate ef-
fectively inthe coordination and financing of
sector-wide technical support services.

* And improving the provision of services, es-
pecially research, extension, and
phytosanitary controls, where governments
have an essential role in financing the public
goods component.

Experience suggests that the implementation of

this reform agenda will take several years to

complete. Individual WCA countries are at dif-
ferent stages of progress toward establishing
competitive sectors. Where governments cannot
be convinced to move quickly to a competitive
model, a reformed and regulated monopoly
would be a realistic and acceptable option. In
such cases, the Bank would seek to help ensure
that (a) the regulated monopoly is functioning
properly, (b) the parastatal isunder strong pres-
sure to perform adeguately, (c) the cotton com-
pany generates fiscal resources and transfers
them to the treasury, and (d) the producer price
isset by aformulawhichislesstaxing and much
more favorable to producers than in the past.
Moreover, producer organizations would need
to be strengthened significantly to upgradetheir
commercia and negotiating capacities.

The responsibility for cotton policy reform and
implementation rests with the national govern-
ments and the other stakeholders in the sector.
The Bank stands ready to assist al interested
partiesin ensuring that the policies chosen con-
tribute to the welfare of the rural populationsin
theregion, and in maximizing the economic de-
velopment potential of the WCA region’s cot-
ton sector.

The Implications of International Cotton
Policies for Regional Cotton Strategies
Most major producers outside of the WCA re-
gion have programs aimed at supporting cotton
production. In 1998-99 and 1999-2000, such
programs were in place in the following eight
countries, accounting for an estimated 53 per-
cent of world output: Brazil, China (Mainland),
Egypt, Greece, Mexico, Spain, Turkey and the
United States. For the 1998/99 crop, the level of
assistance offered by governments to the cotton
sector in those eight countries amounted to $5.4
billion. In thefollowing year, Egypt reduced its
price support, but the seven other countriesmain-
tained theirs. Over 40 percent of the support was
provided by the United States. The high levels
of subsidy have been amain source of thedown-

ward pressure on world prices’.

The European Union (EU) provides the most
generous assistance to cotton growers—more
than 100 percent of world prices. Moreover, EU
subsidies for cotton are exceptionally generous
when compared to other crops. three to four
times larger per hectare than for maize and oil-
seeds, and seven to eight times larger than for
cereals. However, cotton production (limited to
Greece and Spain) is much lower than that in
China or the United States. The Common Agri-
cultural Policy’s cotton subsidy system was re-
formed in 1999 to increase penalties for excess
production.

China provides substantial assistance to cotton
farmers through a reference price system for
cotton. Currently, the procurement and market-
ing of cotton are monopolized by the govern-
ment and the procurement and sale prices are
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determined largely to subsidizethefarmers. This
hasresulted in domestic pricesthat are about 20
percent higher than world prices. After China's
entry to the WTO, the state-trading monopoly
will be phased out, and domestic prices should
move closer to international prices.

Inthe United States, the program of agricultural
support is notable because it has been based on
the assumption that agricultural prices would
remain stable or increase dightly; the program
wasdesigned in 1996 to enhancetherole played
by market forces in production decisions. As
production expanded and prices started to fall,
the level of subsidies increased significantly.
Instead of facilitating the adjustment of produc-
tion to the excess supply and declining prices,
the U.S. price supports have led to increasing
production in the United States by making cot-
ton more profitable than competing crops like
soybeans, corn, or sorghum?®. For instance, U.S.
cotton farmers are expected to receive more sup-
port in the current crop year than in 1999, when
cotton prices were also at very low levels®.

The U.S. agricultural support programs were
renewed in 2002. Thefarmbill (a) locksin place
levels of spending that were inflated in recent
years by “emergency” funding measures, (b)
introduced a new countercyclical element tied
to product prices, and (c) expanded the pro-
grams’ coverage to other agricultural products.
The new farm legislation contributes to contin-
ued overproduction and lowers world prices of
the agricultural products covered by the pro-
grams, in particular cotton, which perpetuates
the problems faced by WCA exporters.

The subsidies to cotton farmersin major cotton
producing countries that are outlined above in-
crease artificialy the supply in international
markets and depress export prices for WCA
countries. Downward pressures on export prices
have been exacerbated by generous (and in the
case of the United States, rapidly increasing)
subsidies for cotton production in the United
States, China, and the European Union. Removal
of these subsidieswould benefit WCA countries,
and allow them to better exploit their compara-
tive advantage in cotton production for growth
and poverty reduction.

! The Africa Franc Zone is composed of Benin,
Burkina Faso, Cameroon, Central African Repub-
lic, Chad, Céte d'Ivoire, Mdli, Senegal, and Togo.

2 See Badiane, O. et a. Cotton Sector Strategies
in West and Central Africa. World Bank Policy
Research Paper, July 2002.

3 U.S. farmers receive benefits under a number of
government programs:. production flexibility con-
tract and commodity loan programs, subsidized
crop and revenue insurance, and market loss assis-
tance. U.S. policies have resulted in a decoupling
of the U.S. price for cotton that farmers receive
fromtheworld price. Despite historically low world

cotton prices, pricesreceived by U.S. farmershave
actually increased since early 2001, if the value of
the loan programs (as a per-unit subsidy) is in-
cluded.

4 SeeeslieMeyer and Stephen MacDonald, “ Cot-
ton: Background and Issuesfor Farm Legiglation,”
U.S. Department of Agriculture, Economic Re-
search Service, July 2001.
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Before | start my presentation, | would like to
say that the International Cotton Advisory Com-
mittee does a great job of facilitating coopera-
tion and exchange of ideasamong member coun-
triesto ensure cotton’s place in the international
market, and | am very happy to be herein Cairo
and to be ableto contribute to your 61st Plenary
Meeting.

And something else, Did you know that until
the construction of the Eiffel tower, the Pyra-
mids of Gizawere the highest man-made struc-
tures in the world? They are certainly impres-
sive, and provide the perfect backdrop to this
plenary.

| am pleased to have been given the opportunity
to talk to you this afternoon on the topic of suc-
cessful outcomes for cotton in the WTO Agri-
culture Negotiations.

| should say from the start that | am not an ex-
pert on the WTO.

As the market access facilitator for the Austra-
lian TCF industries, including wool and cotton,
| have assisted our cotton industry over theyears
on anumber of market access issues, including
afew years ago with an examination of the ef-
fect of trade-distorting subsidy programs on our
cotton exports.

| am also the Australian government represen-
tative on the ICAC Working Group on Govern-
ment Measures and you might say a founding
father of the group which developed last year in
Zimbabwe. The Working Group has been col-
lecting material on the effects of low cotton
pricesin member countriesand documenting the
economic injury. Its other role has been to iden-

tify effective strategiesto reduce and eventual ly
eliminate the negative effects on trade caused
by direct government assistance to cotton pro-
duction and trade.

In the context of this role, the Working Group
has come up with aproposal on strategieswhich
countries might take up with their governments
to ensure successful outcomes for cotton and
other commoditiesin the WTO. Wewill look at
this proposal in more detail later in this session.

Aswe all know, the issue of government mea-
sures is not new and has featured in ICAC
plenaries in recent years, mostly due to itslink
with thedownturnin cotton prices. But thisyear,
it has taken on greater significance as the new
DohaRound of Multilateral Trade Negotiations
isunderway and greater focusis being directed
to achieving successful negotiationsfor agricul-
turein the WTO.

Before | launch into my presentation, | just
wanted to say that the Doha Round is vitally
important for the global trading system. Thisis
why our trade minister, Mr. Vaile, will host an
informal meeting of trade ministers in Sydney
on 14-15 November to discuss progress in the
Doha Round.

There are four main issues in my presentation
today:

* Firstly we'll look at agriculture and theWTO

* Secondly we will talk about some criteria
which we might useto measure “ success” for
cotton in the Doha Round, and I’ll mention
some of the negotiating proposals already on
the table

e Thirdly | will address the strategy proposed
by the Working Group on Government Mea-
sures and draw some anal ogieswith other ne-
gotiating proposals.

* And finaly | will suggest some conclusions
and actions.

Agriculture and the WTO

Cotton occupies a prominent position in the
economies of many countries providing income
to around 100 million farming units directly
engaged in cotton production. But cotton trade
remains the most corrupted of al international
markets with some governments continuing to
provide subsidiesthat distort prices, production
and trade in cotton and cotton products to the
detriment of non-subsidizing countries.

The Agreement on Agriculture negotiated at the
end of the Uruguay Round in 1994 was a sig-
nificant first step towards afairer, less distorted
trading environment by bringing trade in agri-
culture under world trade disciplines common
to other goods such as industrial. But the post
Uruguay Round situation still has many distor-
tions and significant trade barriers remain in
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agriculture and textiles, which are sectors of
particular interest to developing countries.

The International Cotton Advisory Committee
estimates that market distortions in the cotton
industry areworth US$5.5 billion per year. These
distortions are alarming; for instance, accord-
ing to the ICAC, fourteen countries represent-
ing three quarters of world cotton production
administer direct income and price support pro-
grams for cotton growers, resulting in higher
production and forcing the burden of adjustment
to low cotton prices onto non-subsidized pro-
ducers. The ICAC also estimates that, if there
were no production subsidiesin place, the aver-
ageworld pricefor cotton would be around sev-
enty per cent higher.

We now have an opportunity in the Doha Round
to make trade disciplines in agriculture more
effective and to address these distortions in the
cotton market. We should recall that the Doha
Mandateidentified three mainissuesfor the new
round, namely:

* Substantially improved market access.

* Thereduction and phasing out of export sub-
sidies.

* Substantial reductionsin trade-distorting do-
mestic support.

These are three important pillars in the current
negotiations.

At the Conference on Cotton and Globa Trade
Negotiations held in Washington three months
ago, (8-9 July), government officials, represen-
tatives of private industry from forty-five coun-
tries and seven international organizations
agreed that the WTO was the most effective
venue to address trade distortion issues and
called on countriesto make the talks on agricul -
ture and the problems of the cotton industry a
priority in their negotiations within the WTO.

The Conference identified five policy instru-
ments in the agenda of agricultural talksin the
WTO which are important to cotton with the
most important being subsidies.

As distortions in cotton markets occur prima-
rily through production subsidies, it will beim-
portant for WTO trade negotiatorsto ensure that
reducing domestic support gets equal consider-
ation in the WTO talks with market access and
export subsidies.

Real and substantial cuts to trade and produc-
tion-distorting support, as well as more effec-
tive disciplines will be fundamental issues for
negotiatorsto work towardsin thisround. Inthe
past, countries have been able to abuse the dis-
ciplinesby shifting support within domestic sup-
port categories—this should no longer be al-
lowed.

In developing their negotiating proposals, coun-
tries will need to consider the definitions of

green, blue and amber boxes to ensure they ac-
curately capture and deal with the most trade-
distorting forms of support.

Let me now deal with some of the negotiating
proposals aready on thetablein the WTO.

Benchmarks and
Negotiating Proposals

Last monthinthe WTO, the Cairns Group Coa-
lition launched proposals on market access and
domestic support. What are the Cairns Group
proposal's you may ask?

Cairns Group Proposals

Australiaisthechair of the Cairns Group, acoa-
lition of seventeen agricultural exporting coun-
tries, mostly developing countries, which ac-
count for one third of the world's agricultural
exports. Australia is thus well placed to work
with developing countries to promote their in-
terests, especialy in the area of lowering agri-
cultural trade barriers and reducing distorting
agricultural support policies.

Just to give you alittle more background on the
Cairns Group, it was founded on the realization
that only a determined collective effort could
defeat agriculture’s exclusion from many trade
rules. Although the basis for Cairns Group co-
operation had been evolving for many yearsin
Geneva, it did not devel op momentum until 1986
when the group met formally in the city of
Cairns, Australia, famousfor being the gateway
to the Great Barrier Reef, and hence the name
Cairns Group. Since that time, the enlargement
of membership in South America, and the addi-
tion of South Africain particular, havereinforced
the relevance of the Group.

The Cairns Group is an example of a success-
ful, single-issue coalition and its proposals on
market accessand domestic support aredesigned
to increase substantially global market access
for agriculture. The proposals themselves call
for significant improvements in market access
and substantial reductions in trade-distorting
domestic support—all good newsfor cotton pro-
ducers. They build on an earlier Cairns Group
proposal for the elimination of all forms of ex-
port subsidies.

Sowhat isthe Cairns Group proposing asagood
outcomefor agriculture, and hence cotton, inthe
WTO?

For market access, the Cairns Group proposes
that all developed countries cut tariffsto 25 per-
cent or lower and expand all tariff quotas sub-
stantially. The domestic support proposal, which
is of greater interest to the cotton community,
would eliminate within five years current en-
titlementsto production and trade-distorting sup-
port worth around US$73 billion in the Euro-
pean Union, US$31 hillion in Japan, and US$19
billionin the United States. Tightening the Green
Box criteriaso that Green Box support does not

distort production and trade is another feature
of the Domestic Support Proposal.

The Cairns Group proposals therefore are de-
signed to lead to more open and efficient mar-
ketsto the benefit of all WTO members, includ-
ing developing countries. They will assist farm-
ers in developing countries by creating more
open and efficient agricultural markets, with all
trade-distorting domestic support in developed
countries to be eliminated over a short period.
In addition, the proposals offer a range of pro-
visions designed to help developing countries
with their adjustment processes, including longer
reduction periods of nine years.

| consider that the international cotton commu-
nity now has a good benchmark on which to
messurethe criteriafor successful outcomesfor
cotton in the WTO. | have copies of these pro-
posals for anyone who is interested.

The U.S. Negotiating Proposal

The United States also released a strong reform
proposal in July, which called for substantial
tariff cuts, elimination of export subsidies, and
harmonizing reductions in trade-distorting do-
mestic support. In our view, the U.S. proposal is
agood start and sends a signa that despite the
massive subsidy provisions in the latest Farm
Bill, the United Statesis serious about playing a
leading role in agriculture reform.

Let me now talk about the work being carried
out by the Working Group on Government Mea-
sures

The Working Group on
Government Measures

As | mentioned earlier, the Working Group has
developed a proposal on strategies for success-
ful negotiations at the WTO. The proposal calls
for even greater trade liberalization in theWTO
talks.

Our proposa recommends a threefold strategy
that asks countries:

1. To develop strategies within the context of
the ICAC and the Working Group on Gov-
ernment Measuresfor thereduction and even-
tual elimination of subsidies so that govern-
ments can act through their negotiatorsin the
WTO.

2. To foster industry and government alliances
outside the context of the ICAC to persuade
subsidizing countries to reduce and eventu-
ally eliminate support measures and document
the harm these measures are having on non-
subsidizing countries.

3. To seek grantsand fundsfrom the World Bank
and the International Monetary Fund if coun-
tries are suffering from short-run difficulties
dueto low cotton prices.

Thethreefold strategy recommended by the chair

of the Working Group is supported strongly by

both the Australian government and the Austra-
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lian cotton industry and we certainly recommend
it to other countries.

Australiaand the Cairns Group fully agree with
the ICAC that it is highly desirable to reduce
and eliminate export subsidies, as well as pro-
duction and trade-di storting domestic subsidies.

In August this year, we were fortunate to have
the executive director of the ICAC, Terry
Townsend, address the 11" Australian Cotton
Conference in Brisbane on the subject of Re-
cent Developmentsin Global Trade.

We also arranged aroundtable for Terry and our
chief negotiator on agriculture who took on
board Terry’s message to promote the reduction
of domestic support for the cotton industry to
the WTO. Terry pointed out quite rightly that
countries which stand to benefit the most from
reductions in domestic support are primarily
developing countries, which often do not have
the resources to formulate their position in the
WTO.

The second strategy calls for government and
industry alliances, and | am happy to say that
the Australian cotton industry has close linksto
the Cairns Group and would ensure that cotton
industry initiatives are promoted within that
group.

The Working Paper also proposes two options
on how cotton isto be treated in the WTO.

Let me say that the first is a general approach
whereby governments individually or collec-
tively work within the regular framework of
agricultural commaodity negotiations while pro-
tecting the special role that cotton has in trade
and in devel oping economies.

The second is adisaggregated approach, which
would resultin limitson, and cutsto, export and
domestic supports for each commaodity, includ-
ing cotton.

Australia would like to see reduction commit-
ments made on a disaggregated product basis,
thus we do not consider at this stage that sepa-
rate negotiations on cotton would be required.

| think it's important to note that proposals of
the Working Group to eliminate all export sub-
sidiesand domestic support by 2009 are broadly
consistent with those of Australiaand the Cairns
Group.

The ICAC should consider putting its support
behind the Cairns Group proposals. We natu-
rally consider these are the most credible pro-
posals on the table, although some, like the EU,
would disagree.

The Working Group'’s proposal correctly notes
that the goals we all share can only be achieved
by political action. It has taken a forward-look-
ing and creative approach to thisin recommend-
ing that governments and the private sector must
work together to highlight the damage done by
protectionism and to call for change. Australia

welcomes this approach and can only urge the
Working Group to continue in its efforts.

We must continue to work together to achieve
our common goals of afairer world trading en-
vironment for cotton and agriculturein general.

Conclusion and Actions

| have cometo the final part of my presentation
drawing some conclusions and suggesting some
actions.

The importance of the cotton industry in world
agricultural trade cannot be overstated and we
now have areal opportunity to negotiate agood
outcomefor cottonin the current WTO negotia-
tions. My messageto you today isthat theWTO
isthe most effective venuefor dealing with gov-
ernment measures and negotiation to rid the cot-
ton market of trade distortions. Thereisso much
that the ICAC as a body which on the whole
looks after the interests of cotton producers and
users can do to feed into the WTO negotiating
process.

Now, the proposed strategies of the Working
Group on Government Measures, and some of
the negotiating positions| outlined to you today
may seem ambitious but as the poet T.S. Eliot
said, “Only those who will risk going too far
can possibly find out how far one can go.”

We all know that the WTO negotiations are go-
ing to take several years and involve complex
tradeoffs but | think that the Working Group
proposals put the international cotton commu-
nity in aunique position to give cotton a strong
voice in the WTO. We need to aim high if we
are to get maximum results in this process.

The conclusion of discussions on government
measures which will emerge from this plenary
should help countries to table their final pro-
posals in the WTO. The deadline of 31 March
2003 for agreement on modalities for domestic
supportintheWTO iscritical and failureto meet
this deadline would have serious consequences
for the negotiations as awhole. It is aso essen-
tial for everyone to work hard to build political
support for astrong reform agenda out of Doha.
The Australian trade minister will certainly be
aiming for that next month.

| therefore encourage the International Cotton
Advisory Committee to continue to act as an
intermediary body between governments, indus-
try, education institutions, international organi-
zations and the general public and to continue
its ongoing activities to monitor and document
theimpact of government measures on theworld
cotton industry and | reiterate that the WTO is
the venue for the negotiation of distortions of
the cotton market. This is the issue that most
affects cotton producers and cotton’s position
as an important trading commodity.

In the wider context of deliberations on trade
under the auspices of the WTO, the working

group on Government Measures can make a
major contribution towards furthering the case
for trade reform, and more precisely, for remov-
ing distortions in the cotton market. | am proud
to be amember of this group and | am hopeful
that one day we may see aless distorted world,
where market prices are determined solely by
supply and demand and that trade distortionsare
athing of the past.

On that note, | would like to congratulate the
government of Egypt and the Organizing Com-
mittee for the care taken in organizing what isa
very successful and productive plenary.

Statement of Argentina

We have listened to the authorities of the Arab
Republic of Egypt, to the representatives of
Australia and Turkey, and to reports from the
Chairman of the Standing Committee and the
Executive Director of the International Cotton
Advisory Committee as they have addressed
various aspects of the world cotton economy.

One aspect they each highlighted as particularly
important wastheissue of distortionsintheglo-
bal cotton market brought about by government
subsidies to production and trade.

Weare heartened by the useful recommendations
of theWorking Group on Government Measures
included in Working Paper |, and by the debate
at the Conference on Cotton and Global Trade
Negotiations convened by the World Bank and
theICAC.

Surely you are familiar with such concepts as
the short, medium, and long run. An outstand-
ing exponent of economic theory and policy,
John Maynard Keynes, observed that, “In the
long run, we are all dead.”

For the people of cotton producing countries,
one year congtitutes the long run. So it islikely
that if some governments persistin applyingin-
terventionist policies, future plenaries may well
be attended only by representatives of consum-
ing countries and of countriesthat can afford to
subsidize cotton producers and exporters.

Cotton production in Argentinais concentrated
in eleven provinces. A World Bank study shows
that 56.6% of the population in those provinces
live below the poverty line while 18.2% livein
extreme poverty. The same study points out that
at the national level, 36.1% live below the pov-
erty lineand 8.6% in extreme poverty. Thesefig-
ures underscore how poor the cotton-producing
regions of Argentinareally are.

Following thedrop in international prices, acre-
age planted with cotton in 2001/02 covered the
smallest area since 1933/34, despite increased
investments, use of new technologies, and
heightened level s of efficiency in productionand
trade. Poverty has worsened as the population
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of cotton-producing regions has also risen four-
fold even though the rural exodusto other prov-
inces and cities continues.

“...In some countries there are very few viable
dternatives to cotton growing. Cotton produc-
tion in developing countries is needed not only
to cover the needs of the local industry but also
to obtain foreign exchange to enable these coun-
triesto servicetheir external debt.... It wasalso
noted by some that efforts for restoration of the
cotton equilibrium liemainly with devel oped and
key producing countries, and that artificial in-
centives should be eliminated.” (Statement of
the 44th Plenary Meeting, Item 9, 1985)

The delegation of Argentina commends the
ICAC for never failing to highlight thisissuein
the final statements of its plenary meetings.
Those of uswho have spent seventeen yearsin-
sisting on the importance of fair trade practices
have been gratified to see our arguments upheld
by such major international organizationsasthe
WTO, the IMF, the World Bank and the FAQ.

At the recent IMF-World Bank Annual Meet-
ings, for instance, World Bank President James
D. Wolfensohn enjoined devel oped countriesto
“actimmediately” to dismantle agricultural sub-
sidiesas“they are awaste of resources and seri-
ously compromise the ability of poor countries
toinvest in their own development.” He added
that trade barriers erected by the rich countries
areoverly burdensome and generally cloak pro-
tectionism.”

Likewise, the IMF declared that:

“Many of the trade barriers described block the
access of agricultural products from poor coun-
triesto the markets of therich. Agricultural sub-
sidiesof OECD countrieslower global commod-
ity prices and increase price instability, thus
harming poor countries and their most vulner-
able citizens. Agriculture remains the principal
economic activity of rura areas, where 75% of
theworld'spoor live. It represents approximately
27% of the GDP of developing countries, an
equal share of their exports, and 50% of their
job market.”

At the WTO, finally, developing countries are
requesting that agreed deadlines be met such that
international agricultural trade liberalization
agreements are concluded by January 1, 2005.

The delegation of Argentina thus considers it
paramount that the ICAC, astheworld's princi-
pal international foruminthisfield, send aclear
message to all WTO member countries, urging
them to conclude ongoing negotiations by 2005
as the Doha mandate requires.

Argentina both wishes and needs to continue
producing cotton. We are able to compete if al-
lowed to do so on alevel playing field. All we
ask is that the basic premises underpinning a

vibrant global cotton economy be allowed to
function free from distortions.

Perhaps we should set aside a few hours of in-
trospective thought during this plenary to
strengthen our resolve as government represen-
tativesto the ICAC, determined to ensure com-
pliance with agreements accorded in Doha last
November 2001. Such an achievement should
contributeto themission of the|CAC asit builds
on its 63 years of existence.

Agriculture (from Doha)

“13. We recognize the work already undertaken
in the negotiationsinitiated in early 2000 under
Article 20 of the Agreement on Agriculture, in-
cluding the large number of negotiating propos-
als submitted on behalf of atotal of 121 mem-
bers. Werecall the long-term objective referred
to in the Agreement to establish afair and mar-
ket-oriented trading system through a
programme of fundamental reform encompass-
ing strengthened rules and specific commitments
on support and protection in order to correct and
prevent restrictions and distortionsin world ag-
ricultural markets. We reconfirm our commit-
ment to this programme. Building on the work
carried out to date and without prejudging the
outcome of the negotiations we commit our-
selves to comprehensive negotiations aimed at:
substantial improvements in market access; re-
ductionsof, with aview to phasing out, all forms
of export subsidies; and substantial reductions
in trade-distorting domestic support. We agree
that special and differential treatment for devel-
oping countries shall be an integral part of all
elements of the negotiations and shall be em-
bodied inthe schedul es of concessionsand com-
mitmentsand asappropriatein therulesand dis-
ciplines to be negotiated, so as to be operation-
dly effective and to enable devel oping countries
to effectively take account of their development
needs, including food security and rural devel-
opment. We take note of the non-trade concerns
reflected in the negotiating proposals submitted
by Membersand confirm that non-trade concerns
will be taken into account in the negotiations as
provided for in the Agreement on Agriculture.”

Statement of the
United States

The delegation of the United States wishes to
express its concerns about the discussions re-
garding theworking paper of the Working Group
on Government Measures. Wefeel strongly that
portions of the Working Group’s report would
result in fundamental changes in the ICAC's
mandate and role.

The United States agrees that trade-distorting
subsidies should be eliminated and has already

advanced a position in the WTO that reflects
this principle. However, we also believe that
setting atrade policy agendawithintheICACis
inappropriate. The ICAC's purpose is to raise
awareness, to disseminate information, and to
facilitate cooperation about issues relevant to
cotton production, consumption, and trade. The
ICAC has an important role to play in the up-
coming round of WTO negotiations assisting
member government in analyzing issues and
developing strategiesto reduce and/or eliminate
subsidies and trade barriers. But committing the
ICAC as an organization to a specific trade
policy outcomewill undermineits effectiveness
in serving the needs of al member governments.
Perhaps more importantly, it will commit mem-
bersto policiesthat have not been properly con-
sidered and eval uated by their own governments.
Governments must retain the flexibility to de-
termine and adjust their WTO positions to re-
flect their national interests for cotton, as well
as for other commodities. It is not feasible to
pre-determine member governments' WTO ne-
gotiating positions within the ICAC.

We recognize that these reservations are likely
to generate additional questions and discussion
among the members, and that we have a full
agendafor thismorning'ssession. Therefore, we
have made copies of our proposed changes to
the Working Group’s report for all delegations.
We suggest that any discussion be deferred un-
til the drafting committee session. Intheinterim,
members of our delegation are available to an-
swer any questions you may have.

Revisions to Working Paper |

(Government Measures and the
World Cotton Industry)

Proposed by the Delegation of
the United States

Purpose: Theserevisionsdleviate concernsthat
the original language would commit the ICAC
to advocacy of policy positions that are not ac-
ceptable to all member governments. The U.S.
delegation is concerned that adoption of the
original language would:

* Risk loss of ICAC credibility in trade mat-
ters because its neutrality would be compro-
mised; and

* Member countries would be committed to
policies that have not been properly consid-
ered and evaluated by their governments.

TheU.S. delegation strongly believesthat ICAC
should work with countries at their invitation to
help them devel op their own positionsand avoid
taking policy positions itself.
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Revisionsto text:

1. First bullet point, page 1, should be revised
asfollows: “The ICAC should support member
governments in developing their strategies for
thereduction and elimination of subsidies so that
governments can act through their negotiators
at theWTO.”

2. Thefirst paragraphin 1.1 should be revised
asfollows: “In compliancewith itsmandate from
the 60th Plenary, the WGGM suggests that the
ICAC assist countries to identify the effects of
subsidies and strategies to work toward their
reduction and elimination.”

3. Inthethird paragraph of 1.1, thewords" con-
clusions of the” and “agreed to” should be
stricken.

4. Strike second paragraph under 1.1 on the
grounds that the date for the informal session
has passed.

5. The fourth paragraph of 1.1 should be re-
vised as follows: “The WGGM could hold fur-
ther discussions aimed at providing additional
information to countries for their use in devel-
oping their representations before the March
ministerial in Mexico.”

6. Thefirst paragraph in 2 should be revised as
follows: strike “Governments must report on
injuries caused by low prices’ on the grounds
that the ICAC has established no structure to
which these reports can be submitted and has
no standing in the world's trade negotiating
structure to act upon these reports.

7. Paragraph 2.3 should be revised as follows:
“Upon request the ICAC should assist govern-
ments in developing proposals for WTO sched-
ulesfor reductions of government measuresthat
distort cotton markets and production.”

8. Strike Paragraphs 2.3.1 through 2.3.5. These
points commit the ICAC to advocacy of spe-
cific policies and take ICAC beyond its proper
role.

9. Strike Paragraph 2.6 on the grounds that
ICAC would be committed to seek changesin
the WTO working rules and procedures. Del-
egates need to consult their governments before
making such a commitment.

10. “Thousands of billions’ means trillions.
Such vast sums have not been spent for the pur-
poses stated.

11. Strike second paragraph of 5onthegrounds
that ICAC has no authority to grant grace peri-
odsto governments concerning their policieson
subsidies and tariffs.

Statement of Colombia

The delegation of Colombiaconsidersit unnec-
essary to state one more time its position on the
issue of government measures that distort the
production and trade of cotton. Colombia’'s
views have been expressed with abundant clar-
ity, precision and conviction at previous
plenaries, namely in Cairns, Australia and
Victoria Falls, Zimbabwe. We therefore concur
with the statements just made by Argentinaand
South Africa. We a so agree that theword “ even-
tually” is inappropriate. Export subsidies must
be eliminated immediately inasmuch asthey vio-
late present WTO standards; then all remaining
domestic support measures that distort cotton
production and trade should be eliminated in
short order.

No onecan dispute the sovereign right of acoun-
try to assist its producers through internal mea-
sures of support. That principle ends, however,
wheretheright of its neighborsbegins. No coun-
try, then, can exercise the autonomous right to
enact measures whose scope transcendsits own
borders and gravely jeopardizes thousands, per-
haps millions of cotton farmers and other labor-
ersin nations that cannot afford to grant them
equal support, subsidies or protection.

What is unacceptable and must be corrected
forthwith isthe ongoing upheaval brought about
by production and trade distortions which have
caused millions within the cotton sector to lose
their livelihood, plunging them into poverty and
even life-threatening hunger.

Statement of the
Netherlands

Cotton presents an extreme example of policy
incoherence of somerich countries’ policiesver-
sus developing countries.

Millions of cotton farmersin poor countries are
undermined by billions of dollars in subsidies
benefiting arelatively small group of stakehold-
ersinthe U.S. and EU.

Cotton subsidiesin the rich world enhance pov-
erty, create macroeconomic imbalances, lower
social sector spending and foster socio-poalitical
instability in several cotton dependent develop-
ing countries.

The unfair competition in the world cotton mar-
ket must be tackled because cotton farmers in
developing countries deserveto get a better deal .

To that extent, the ICAC working group has
drafted a prudent but realistic proposal.

First Open Session

Challenges Facing
Investment in the Egyptian
Cotton Industry

Amal El Tobgy
Mohamed El Masri
AIT Consulting, Egypt

Abstract

The major challengesfacing the textileindustry
in developing economies in general and Egypt
in particular are discussed in this paper.

The technological, management and marketing
constraints, which present serious barriers to
attracting the necessary investment for private
sector development, are analyzed in detail. Typi-
cal issues of government policy dealing with
legal regulatory systems to support sustainable
growth are presented. The potentials and uncer-
tainties posed by trade agreements are also ex-
amined.

Introduction

In developing countries where cotton is grown
and where there is abundance of labor, the tex-
tile industry has been the cornerstone of the
country’s industrial development. For the ma-
jority of these countriesthe cotton textileindus-
try, which includes spinning, weaving, knitting,
finishing and ready-made apparel, is a major
employer of labor, provider of loca market needs
and, increasingly, an important source of for-
eign currency earnings.

The progressive move of major industrialized
economiesaway from labor-intensiveindustries,
such as textiles, coupled with trade liberaliza-
tion and international trade agreements have
brought the textile industries of the developing
countriesinto ahighly competitive environment.
An environment in which survival will depend
on sustaining competitive advantage and secur-
ing both local and export markets in order to
ensure economic growth, and development and
prosperity of their peoples.

Egypt’'s cotton industry—Ilike those of other
similar developing economies—is now facing
significant challenges as a result of this com-
petitive market environment.

The Egyptian Cotton Industry—A
Historical Perspective

The Egyptian cotton industry is over 100 years
old (although spinning and weaving of flax is
over 4000 years old). Development of the in-
dustry seriously started after World War |1 and
continued to flourish until 1961, when the in-
dustry was nationalized as part of the
government’s socialist agenda. The state-owned
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companies’ production was directed to provid-
ing low priced goods to low income classes.
Export was limited to few markets, mostly in
the then communist block. This resulted in in-
adequate profit margins and, in many cases,
losses. Over the years, lack of investment by
successive governments, overstaffing and mis-
management rendered the industry out of date,
operationally inefficient and financially uneco-
nomic. Output was of low and inconsistent qual-
ity, and incapable of competing in world mar-
kets.

The late 1970s and early 1980s saw the intro-
duction of liberalization policieswhich gaverise
to the devel opment of alarge number of private
sector small to medium production units, pre-
dominately in ready-made garment manufacture.

Competitiveness and Future
Challenges

The analysis of the competitiveness and chal-
lenges facing the industry, its strengths and
weaknesses may be done by considering the
competitive structure of the industry, the char-
acterigtics of its factors of production and the
nature of government intervention and support.

Competitive Structure

* Thestructureisheavily biased to spinning and
weaving production, which is state-owned.
Facilities are aimost obsolete, organization
over-manned and highly inefficient. Quality
and delivery of output erratic and inconsis-
tent.

* Private sector participation—predominately
in knitting and ready-made garment manu-
facture—is increasing. Marked successes in
some export markets. The sector has limited
impact in world marketsdueto itssmall size.

* Local and international competition isinten-
sifying.

* Largeloca demand for relatively unsophisti-
cated goods. Loca market growthiscurrently
very modest.

* Multi-lateral (GATT) and hi-lateral (EU)
trade agreementswill result inincreased com-
petition from imported yarns and fabrics, and
ultimately ready-made apparel.

* Companies often lack strategic vision, inter-
national marketing experience, market infor-
mation and competent middle management.
The organization structures of the majority
of the companiestend to beincompatiblewith
the requirements of export activities.

* Limited R& D and effective product devel op-
ment activities.

* Raw material locally available but at rela-
tively high prices. The negative trend is
mainly attributed to lower price of imported

yarnsand, to alesser extent, increased use of
regenerated and synthetic fibers; and lower
demand for local fabrics and ready made gar-
ments.

* Weak accesstointernational marketsthrough
effective marketing channels.

Factors of Production

¢ Abundant land availablefor growth, with easy
accessto European, African and ME markets.

* Good quality cotton raw material sufficient
to cover local and export markets.

* Availahility of skilled and semi skilled Iabor
and technical staff. Competitive wage levels.

* Productivity of labor lower thanin other com-
petitor countries such as China, India, Paki-
stan and Turkey.

* Well-developed road, rail, power and sewage
infrastructure.

* Port infrastructure and operation in need of
reform.

e Current interest and tax rates are high.

* Access to foreign currency for procurement
of inputs is sometimes difficult.

* Government Intervention and Support

* Government investing heavily in industrial
and “specia economic” zones.

* Privatization plans for public sector compa-
nies proceeding slowly. The asking price for
companies is often unreasonable for serious
investors to consider.

* Asinmany developing countries, policiesand
institutions dealing with the manufacturing
sector tend to be biased against SME's. Use
of investment, credit, location incentives; and
infrastructure provision, etc., favor firmswith
better resources.

* The legal, regulatory and commercial judi-
cia systemsarein need of seriousreview and
overhaul.

* Attractive guarantees and incentives for in-
ternational and local investors.

Conclusion

Itisclear that the government and industry have
complementary roles in creating an enabling
industrial environment for the industry to grow
and develop through increased loca and inter-
national investment. Actions required may in-
clude:

¢ Clear and transparent fiscal and monetary
policies to support an export-led economy.

* Government vision concerning the future of
the industry should be trandated into strate-
gic plans for development.

* Ensuring efficient legal framework which can
deal smoothly and promptly with issues con-
cerning investments.

* Speeding privatization process.

* Promoting joint ventures which can provide
technical assistance and accessto global mar-
kets.

* Greater attention to product devel opment and
differentiation, and establishment of niche
markets, which can provide added value and
make use of Egypt’s superior grade cottons.

* Raising awareness of the wide range of guar-
antees and incentives available to interna-
tional and local investors.

* Raising awareness of thetechnical assistance
available under donor funded programs (e.g.,
IMP).

Private Sector Investment
in Developing Countries

loannis Kaltsas
European Investment Bank

| felt that | had to come to this meeting not only
because encouraging growth through private
investment in the cotton/textile value chain is
among the top priorities in the agro-industrial
portfolio of the European Investment Bank, but
mostly to bring an important messageto therep-
resentatives of cotton producing and consum-
ing countries.

We feel that this decade will be crucial for de-
termining the competitive advantage in the cot-
ton/textile value chain and that missing invest-
ment opportunitiesin the years ahead will have
long term consequences for the development of
the sector.

Over the last fifteen years, the European | nvest-
ment Bank has financed more than 150 cotton/
textile projects, big or small, in a large geo-
graphica region, and we have the confidence
that investment in the cotton sector can be fi-
nancially sustainable, economically profitable
and environmentally sound both in developed
and developing countries. My speech today will
focus on private sector investment in develop-
ing countries, aswe believethat therole of gov-
ernments in these countries is more important
in addressing market failures and promoting in-
vestment opportunities.

For those of you that are not familiar with the
EIB, | would like briefly to underline that the
European Investment Bank is not a bank like
the others. It isthe bank that executesthe policy
objectives of the European Union, inside and
outside Europe. Last year, our loan volumes
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amounted to 37 hillion euros and our mandate
covers more or less 150 countries across the
globe. The role of the EIB besides financing
projects is aso that of technical assistance: to
advise governments, private and public inves-
torsand other stakeholders on how to make bet-
ter investment decisions.

It is a common secret among the international
financial institutions, like the EIB, that the cot-
ton/textile sector is one of the most interesting
and at the same time one of the most complex
for investment valuation. The difficulty of the
sector is partialy linked to the perplexity of its
policy environment, whose understanding is
imperative for any sound investment decision.

For example, we see more and more projectsin
the cotton/textile sector to base their revenue
projections in a more liberalized market, after
the enactment of the Multi-fiber Agreement in
2004. Investors often perceive uncertainty re-
lated to the pace of liberalization of state indus-
triesin anumber of developing countries. Risk
coming from the possibility that preferential
agreementswith ACS, Mediterranean and L east
Developed Countrieswill be phased out oneday.
Complexity is also derived from constant
changes both in agricultural and industrial poli-
ciesof developing and developed countries, and
fromtheincreased pressure of consumer groups
for higher environmental standards in the sec-
tor. Finally, new trade blocks are created and
customs unions impose new terms in the com-
petition game.

In this dynamic environment, investors in de-
veloping countries usually consider astheir pri-
mary challenge the achievement of a sound fi-
nancia profitability model giventhehistorically
large price volatility of cotton and yarn prices.
Our experience, however, indicates that what is
moreimportant for the countriesor thelong term
investors is the economic profitability of a
project, in other words, the profitability that is
not based on price and other market distortions.

Governments should also give equal gravity to
the social and environmental sustainability of
an investment program. The reputation of the
country regarding environmental and socid stan-
dardsand the ability of the government to coop-
erate with investors to resolve problems should
be considered equally important assets as, for
example, tangible infrastructural assets of the
country.

So, what are the challenges for governments?

Usualy and unfortunately this question trans-
lates only to which incentives should govern-
ments giveto attract investors. We feel that it is
really inappropriate for the whole strategy of a
government to be consumed in a discussion on
what kind of subsidies should one give to bring
local and foreign capita in the cotton/textile
chain.

| do not want to be misunderstood. Sometimes
reasonable financial incentives, carefully de-
signed not to be asset stripping mechanisms,
evenin theform of subsidies can be welcomed,
for example, in the case of an infant industry.
However, a national strategy ought to have
broader scope and vision. It should address
infrastructural priorities, the design of an ap-
propriate legal framework combined with seri-
ous efforts for its enforcement and the restric-
tion of corruption.

OECD study in Africa, legal enforcement of
existing legislation on second-hand clothing
imports, Africa’sproductionin yarn and apparel
could quadruplein five years.

Feasibility studies that we are getting, even for
small textile mills, production targeted in Af-
rica up to 20%.

Governments should take actively the role of
assisting the different stakeholders to grasp op-
portunities and resolve communication prob-
lems. And of coursg, it is the government’s re-
sponsibility to defend and supervise the social
and environmental dimension of investment pro-
grams. Thisduty should not beleft to NGO's, to
international financial institutions or to the phi-
lanthropy of the private sector.

Some months ago, we were appraising an in-
vestment project in a Caribbean country and to
our surprise government officials told us that
they had no objection as a Dutch NGO found it
environmentally friendly and an international
development bank assured them that it isagainst
poverty.

| would like to conclude my speech by underly-
ing that the European | nvestment Bank believes
that there is a great potential aso in the devel-
oping countries to attract investment in the cot-
ton/textile chain. We want to alert governments
to act now to take advantage of existing oppor-
tunities because preferential agreementshavean
expiration date. We aim at encouraging inves-
tors to focus on long-term sustainable projects
and maximize value added al ong the cotton/tex-
tile chain.

We livein afast changing world with changing
investment challenges. Each stakeholder in the
cotton sector, including government, should as-
sume its responsibilities, which are probably
different of what there used to be twenty or even
tenyearsago. In thischanging environment, the
European Investment Bank will remain a sup-
porter of sustainable projects in the cotton/tex-
tilechain. If there are sound investment propos-
as out there we will be glad to consider them
for long-term financing. Lack of access to fi-
nance cannot constitute any more an excuse for
developing countries to miss development op-
portunities.

Difficulties Affecting
Machinery Imports
Based on Experience
as a Controller

Peter Wakefield
Wakefield Inspection Services
United Kingdom

We sit here in the shadow of the pyramids to
discuss cotton and cotton issues and, ashas been
mentioned this morning, cotton has been grown
and traded in Egypt for not hundreds, but thou-
sands of years. This great history has been sus-
tained because at appropriate times, change has
evolved to alow the trade to adapt to the new
situations.

Today theindustry ismore global than ever and
the challengesthat face us are far different from
those of our ancestors, but it is through such
meetings and discussionstaking place thisweek
that we can understand each other’s problems
and seek resolutions. | have been asked to speak
on difficulties affecting machinery imports and
will do so through the eyes of a controller.

What does a controller see? Our role is usually
in the pre-shipment inspection of the machin-
ery, ensuring that the functionality iscorrect and
the packing is secure and adequate. However,
as far as difficulties are concerned, | will high-
light some problems that we have encountered.

Recently, we had the experience of dispatching
cardboard HV| traysfor usein rapid condition-
ing of cotton samples from one country to an-
other. The cost of the trays was US$1,000.00;
however, on arrival we found that there were
various additional import levies to be paid—
import duty / excise tax / vat / warehousing /
customsfee and others, which eventual ly totaled
the grand sum of over US$2,000.00!

Import duties and taxes are understood, but in
this caseit is the cumbersome bureaucracy that
has alowed an additional business to develop
only for the clearance of the goods.

When preparing new legidlation, it may seem
expedient to ensure that a safeguard on dutiesis
implemented, however it would assist if consid-
eration were to be given to details such as:

* A single document must be stamped by two
different departments within the customs
house.

* After the first stamp is placed by customs,
the tax office must receive payment, confirm
and stamp the document.

* The document isthen stamped by the second
department at the customs house.

* Thesetwo officesare several kilometersapart

and, therefore, a time consuming round trip
isinvolved.
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The argument is not that import duties are hin-
dering investmentsin the cotton industry—pro-
vided, of course, that they are maintained at rea-
sonable and acceptable levels—but it is the
unlegidlated unforeseen obstaclesand behind the
scene structuresthat artificially push up the cost
of imports. These must be eliminated.

Itisnot alwaysthe restriction of imports, or the
imposition of local import taxation that creates
problems when dispatching machinery for use
in cotton servicing.

Once the equipment isin place—and if you are
lucky enough that al the parts arrive together
and on time—that iswhen the headachesinvari-
ably begin to turn into migraines!

Whenever arranging to install equipment in a
new location, one will always seek to ascertain
al possible difficulties and attempt to cater for
them in advance. However, the best forward
thinking and planning does not always eradicate
problems and there is always something totally
unexpected that can occur.

| could cite many instances that have bedeviled
operations in various countries and which were
not foreseen—however, you will be pleased to
learn that | will only mention two.

At onepurpose-built HVI facility it was decided
to have the sample trolleys manufactured lo-
cally—this to avoid delay and avoid import
charges. All measurements were given to the
manufacturer. Thefirst trolley was produced and
checked to ensure that all measurements were
correct. Upon completion, thetrolleyswereduly
delivered on time for the beginning of testing at
the new laboratory. In this facility, loaded trol-
leys had to pass through three doors from the
receiving area to the HVI laboratory. The first
trolley was loaded with samples to be taken for
conditioning into the HVI laboratory. To the
naked eye, all doors appeared to be same height.
You' ve guessed it—they weren't.

The height of thefinal door was oneinch lower
than the other two. Consequently, the trolley
could not pass through the door. The problem
wasresolved by arranging for smaller wheelsto
befitted to the trolleys.

Another example was with the rapid condition-
ing unit, which requires water. Low and behold
staff arrived at the facility one morning to dis-
cover that the local city council had decided to
switch off the water supply to the whole sur-
rounding area. Therewas no pre-warning and to
our dismay it wasfound that the water would be
off not for afew hours, or days, but for some
weeks!

They aleviated this unforeseen problem by in-
stalling a 1000-liter water storage tank and ar-
ranging to purchase deliveries of water to fill
the tank every few days.

The previous examples represent the types of

problems faced, both within and beyond our
control.

One of our strengths is the ability to move
quickly, for example, moving people and ser-
vices from place to place. A cotton classer may
be working in Brazil today, but next week he
will bein Uzbekistan and soon after that in West
Africa, or here in Egypt. This is not difficult;
however, as the trade requires more technical
classing using HVI, we find that once a unit is
installed in acountry—in particular onethat may
have a short ginning and classing season—it is
virtually impossible to temporarily remove it
from that country, or vice versa, to import. We
seem to find that once a piece of equipment is
imported, authorities are very reluctant to let it
go even for afew months. It islogical in busi-
ness that we attempt to maximize the usage of
our investments, but to do this, in this type of
situation, we are required to follow procedures
and incur costs that often make the operation
impractical and/or cost prohibitive.

Many people sitting here today will have tried
to carry a“port-air,” a portable micronaire ma-
chine, on to aplane. Oh, what fun, and | some-
times think that the designers of this black box
were al high on something when they con-
structed the outer box.

* |tisjustalittletoobigtofitintotheoverhead
locker.

* |tiscertainly too big to go under the seat in
front.

* And every crewmember wants you to check
this delicate piece of equipment into the lug-
gage hold whereit can be thrown around with
all the other bags.

Yes, the designers never had to carry the “port-
air” from one country to ancther. Do not misun-
derstand me, the “port-air” is a great piece of
equipment, but where am | going with thislittle
story? Well, it is smple and falls in line with
my previous comments.

Attention to detail.

As with ensuring that import duties are man-
ageable, we must ensure that the procedures are
well thought out, simplified and practical or, as
in this example, the piece of equipment that is
designed to be portable, truly is portable.

| am pleaseto notethat thelatest designismuch
improved and is much easier to carry.

| have spoken today of theimports of relatively
small scale machinery and equipment, but the
principle is the same, be it a single laboratory
for the determination of quality, or the move-
ment of an entire spinning mill from one coun-
try to another.

Weare, dl of usheretoday, members of the cot-
ton community. Our business faces many chal-
lenges. Since the days of the pharaohs we have

looked to overcome such challenges and
strengthen our industry. We arewilling toinvest
and takerisk in order to remain competitive. So,
our message is simple.

We now truly operate in aglobal village where
speed of action and flexibility are paramount. It
is therefore time that international borders re-
flect this.

The Unfinished Agenda
of Cotton Sector
Liberalization in Egypt:
Simulating the Supply of
Lint Cotton and Price
Risks for the Domestic
Spinning Industry

Albert Gierend
Mohamed Abo El Wafa
Heinz Burgstaller
Egyptian-German Cotton
Sector Promotion Program
(CSPP)

Executive Summary

Cotton is the largest and most important agri-
cultural subsector in Egypt. The cotton subsector
employs around two million people deriving all
or apart of their income from cotton production
and transformation. The value of exports of lint
cotton and cotton yarn, fabrics and garments
reached LE 4 billion, or roughly one-third of the
LE 12 billion total value of exports from Egypt
in 1999. In recent years, however, Egypt’s cot-
ton sector has become increasingly less com-
petitive. Thewhole sector including production,
ginning, and spinning is on a clear long-term
decline showing signs of severe and increasing
market instabilities after the start of the liberal-
ization in 1994. A market simulation model for
the 2000/01 season was developed to analyze
the economic effects of cotton pricing on the
domestic spinning industry in Egypt. A second
analysislooksat the risk reducing aspects of the
current price policies, namely the export price
and floor price system. The main conclusion of
the simulation model isthat the current practice
of setting export prices is counterproductive to
satisfactory export performance, to domestic
market equilibrium, and to low unsold stocks at
the end of the cotton season. The existing price
regimeturns pricerisksinto market risks of over-
and under-supply. The high costs of reducing
price and income risks for farmers and spinners
are completely borne by the government of
Egypt.
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Introduction

The government of Egypt iscommitted to liber-
aizing and privatizing the agricultural sector.
In the past few years, the government of Egypt
hasgradually decreased controlson agricultural
production, marketing and processing, by turn-
ing over economic decision-making to farmers,
traders, and managers of processing units. Policy
reforms to liberalize and privatize the agricul-
tural economy are designed to improve efficient
use of resources within the sector, leading to
increased incomes and more competitive stand-
ing in the global market.

Cotton is the largest and most important agri-
cultural subsector in Egypt. The cotton subsector
employs an enormous number of people in
Egypt. The number of employees dependent
upon or deriving a part of their income from
cotton production and transformation is close
to two million. Exports of lint cotton and cotton
yarn, fabrics and garments have traditionally
earned a large portion of the county’s foreign
exchange. The value of exports of cotton and
textiles reached LE 4 billion, or roughly one-
third of the LE 12 billion total value of exports
from Egypt in 1999.

In recent years, however, Egypt’s cotton sector
has become increasingly less competitivein the
international market. Figures 1 and 2 highlight
many of the current problems facing the Egyp-
tian cotton sector. Production, consumption and
export trends of seed and lint cotton are show-
ing downwards. Thus, the whole sector, includ-
ing production, ginning, and spinning, is on a
clear long-term decline. At the same time it
seemsthat the cotton sector became more prone
to instabilities and market turbulences when
comparing market databefore and after the start
of liberaization in 1994/95. This is especialy
true for production and carryover, which have
experienced tremendous annua fluctuations. It
is unlikely that those turbulences were caused
by external shocks rather than by incompatibil-
ity of the partial liberalization in cotton produc-
tion (e.g., to free the crop rotation control) and
the continuation of the old official pricing sys-
tem.

Cotton pricing is one of the most important
policy issuesfacing Egypt today. Thispaper pre-
sentsamarket ssimulation model, which usesdata
from the 2000/01 season to analyze cotton pric-
ing in Egypt. This type of modédl is a standard
instrument frequently used by economic ana-
lysts. Through a series of equations, which rep-
resent the market structure and relationships
among market participants, this model captures
decision-making behaviors of consumers, trad-
ers, and processors. It will enable policy mak-
ersto explore the likely consequences of alter-
native decisions before putting them into prac-
tice, thus avoiding costly mistakes.

In this paper we illustrate how this model can

be used to assess and quantify the economic ef-
fects of different price policy regimes on the
domestic spinning industry, namely those regard-
ing (1) floor prices to producers, (2) minimum
export pricesfor exporters, and (3) the price paid
by spinners. A second analysisinvestigates how
risks and uncertainty from fluctuating world
market pricesin the LS market spill over to the
Egyptian market, and what are the economic
implicationsfor farmers, spinners, exporters, and
the government of Egypt (GOE). The principal
conclusion of the simulation model is that the
current practice of setting minimum export
pricesis counterproductive to maintain aneces-
sary state of market equilibrium with little bud-
getary outlays and government intervention ac-
tivities, as well as a satisfactory export perfor-
mance. Theexisting Egyptian priceregimeturns
pricerisksinto market risks of over- and under-
supply. The high costs of reducing price and in-
come risks for farmers and spinners are com-
pletely borne by the GOE.

A Two-market Cotton
Simulation Model

Development of appropriate policy recommen-
dations requires an understanding of how policy
decisions affect prices, costs and other signals
that determine the behavior of farmers, traders,
exporters, buyers, textileindustry managersand
other government agencies. The simulation
model described in this paper is designed to do
just that. It incorporates numerical relationships
among market participants in order to:

* Show the relationships and dynamics among
factors affecting the cotton sector.

* Show thelogical consequences of changesin
policies and prices.

* |dentify winners and losers from policy
changes

* Explore policy aternatives and their likely
economic impacts.

Figure 1: Egypt. Cotion Area, Production,
Domestic Consumption amd Exports. 1980/81 - 2000/01
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* Show the degree and propagation of external
price uncertainty if the model can incorpo-
rate stochastic parameters.

The market model represents the 2000/01 sea-
son sinceit wasthe most recent year with acom-
plete set of market information. The 2001 sea-
son as depicted in Table 1 did not show signifi-
cant exceptions from the long-term trend in the
Egyptian L S cotton market. Thus, model results
are not biased and disturbed by effectsthat may
be attributable to specific circumstances in the
2000/01 season. For the purpose of this analy-
sis, the world market for LS cotton is divided
into two separate markets, the Egyptian market
and the rest-of-the-world (ROW) market. Fig-
ure 3illustratesthe basic structure of thismodel.
Price elasticity of the ROW demand functionis
assumed to be minus 3. Thisvalue meansthat a
10 percent drop in the price will induce an in-
crease of 30 percent in the quantity consumed.
Elasticity of domestic demand is assumed to be
minus 1.5. The price elasticity of world demand
for LS is higher than that of domestic demand
because LS cotton in the world market faces
stronger competition from alternative substitutes
such as ordinary short staple cotton as well as
artificial fibersand blends. It should be stressed
aso that foreign demand elasticity refers only
to the demand for Egyptian cotton in the ROW
and not the overall demand of LS cotton. The
disadvantage is that changes in the world mar-
ket price caused by Egyptian exports and im-
ports cannot be estimated by the model.

The economic assessment of agricultural poli-
ciesisbased on Applied WelfareAnalysisusing
the principle of consumer, producer and gov-
ernment surplus as the monetary indicator for
the economic consequences and redistributional
effects resulting from alternative policy instru-
ments (see Figure 1 in the Appendix). For the
risk analysis part, a stochastic component is
embedded in the market model using the RISK
(Palisade Software TM) Program to define and
reproduce market parameters(e.g., prices, quota)
as stochastic variables.

Thetwo major control instrumentsthe GOE has
in operation are the floor price and the mini-
mum export price. Both pricessend an allocative
signal to producers and domestic and foreign
consumers to adjust their behavior by increase
or decrease production and consumption.

Background on Minimum Export Prices

Once aweek, the Alexandria Cotton Exporters
Association (ALCOTEXA) determines the set
of minimum export prices for each variety and
grade for the following week. Export contracts
submitted to ALCOTEXA for approval must
have pricesequal to or higher than the minimum
price. The government of Egypt advances sev-
eral reasons why export prices should be set by
acommittee such asthat of ALCOTEXA. First,
it helps to ensure that Egyptian cotton receives
its proper value, commensurate with its supe-

Tablel: Egyptian Cotton Statistics

Season Area Yield Stock Production | Exports Local

Sept. 1st Consumption
Feddan Kentar/ 1000 Kentar
feddan

1997/1998 859,255 7.96 3,604 6,841 1,390 4,622
1998/1999 788,812 5.74 4,167 4,594 2,170 3,734
1999/2000 645,417 7.12 2,919 4,654 2,143 2,882
2000/2001 518,319 8.11 994 4,201, 1,273 2,708
2001/2002 750,788 7.42 1,073 6,195

Source: The Egyptian Cotton Gazette, No. 117, October 2001

rior characteristics; and second, minimum ex-
port prices restrain competition by preventing
Egyptian exportersfrom undercutting each other
in bidding for deals with potentia buyers. The

GOE fearsthat if exporterswere allowed to com-
pete freely for export sales, the outcome would
be low prices and many traders would make
losses and go out of business.

Table2: Supply Mix and Costsof Lint Cotton for the Egyptian Spinning Industry (Part 1)

Policy Scenarios
@ @ (©) ©) ®
Producer Surplus (mLE) 193.15 195.16 195.16 195.16 232.26
Consumer Surplus (total mLE) 120.63 93.09 98.57 115.36 120.79
Total Surplus (MLE) 313.78 285.63 291.19 305.01 302.32
CS (1) (mLE) 120.63 91.78 91.78] 91.78 56.53
CS (2) (mLE) 0.00 0.00 -0.27 0.00 -1.94
CS (3) (mLE) 0.00 0.00 5.79 20.82 40.84
CS (4) (mLE) 0.00 1.31 1.27 2.76 25.36)
Deficiency Payment 0.00 0.00 0.00 0.00 0.00
Disposal Costs (mLE) 0.00 -2.62 -2.54 -5.51 -50.72
Price Discount (LE/Kt) 0.00 5.42 7.12 11.42 44.00

(1) No price intervention, no imports allowed

(2) Current situation of year 2000/01, export minimum price at 421 LE/Kt, floor price (410 LE/Kt),

no imports allowed

(3) Same as (2), but imports allowed up to 50 thousand Kt at 300 LE/Kt), basic requirement

2.5 mKt from al sources except carryover
(4) Same as (3), but imports up to 180 thousand Kt

(5) Increase export price (442 LE/Kt) and floor price (430LE/Kt) by 5%, imports up to 400 thousand Kt

Consumer Surplus (CS)

CS (1) Demand at officia price
CS (2) Involuntary demand

CS (3) Imported short staple cotton
CS (4) Carryover

Tab2: Supply Mix and Costsof Lint Cotton for the Egyptian Spinning Industry (Part 2)

Policy Scenarios
W [ @ |l & [ @ | 6
Expenses for Lint Cotton (million Kt)
At market price 1,090.60 978.21 978.21 978.21) 798.71
Involuntary 0.00 0.00 53.24 0.00 148.15
Imports 0.00 0.00 15.00 52.94 101.47
Carryover 0.00 195.38 143.61 192.48 432.31
Sub Tota 1090.6 1173.6 1190.1 1223.6 1480.6
Average price (LE/Kt) 409.43 418.17 416.62 410.21 405.64
Volume of Domestic demand of the Spinning Industry (million Kt)
At market price (1) 2.66 2.32 2.32 2.32) 1.82]
Involuntary 0.00 0.00 0.13 0.00 0.34
Imports 0.00 0.00 0.05 0.18 0.34
Carryover 0.00 0.48 0.36 0.48 1.15
Sub Tota 2.66 2.81 2.86 2.98 3.65
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Background on Floor Prices

The Egyptian floor price policy wasinitiated in
1994 and guarantees aminimum domestic price
of seedcotton each year. The floor prices are
usually announced each year at the beginning
of the planting season by the Cotton Marketing
Supervisory Committee and are differentiated
with respect to varieties and grades. The policy
is intended to be financed by the government
sinceit isdesigned asadeficiency payment sys-
tem. To arrive at the seedcotton price, the ex-
port priceof lint isconverted to Egyptian pounds
at the official exchange rate and then appropri-
ate adjustments are made for ginning outturn
ratio, marketing costs and the value of by-prod-
ucts. This is the equivalent export price at the
farm gate. If the floor price is set higher than
the equivalent price, then the government pays
the difference as deficiency payment to the gin-
ning industry. The deficiency payment tends to
be very expensive since every kentar of
seedcotton that is produced becomes subject to
the payment. Therefore the GOE is acting very
carefully in announcing a deficiency payment
program when the circumstances of low market
prices and over-supply emerge.

Policy Scenario 1: Costs of Lint
Cotton Supply for the Domestic
Spinning Industry

The entry point for ng the impact of dif-
ferent policy scenarios on the Egyptian spinning
sector arethe costs at which spinning mills need
to buy their lint cotton requirement to produce
yarn of different countsfor export and domestic
use. Those input costs are affected by the do-
mestic price level for different varieties and
grades, by the possibility of imports of cheaper
short staple lint cotton, and by the current
carryover stock in the domestic market, which
eventually creates opportunity to purchase lint
at an attractive discounted price. Becausethisis
amarket model, other costs in the spinning in-
dustry such asoverhead costs, labor costs, spin-
ning technology and capital investments could
not be factored in. However, since lint cotton
constitutes between 60 and 70% of thetotal pro-
duction costs, changes in the costs of this input
item do have a significant impact on the overall
costs in the spinning sector.

Sources of Lint Cotton Supply
For adetailed analysis of the effects of different
policies on the Egyptian spinning sector, it is
useful to decompose the supply of lint cotton to
the spinners into four major categories asit is
depicted in Figure 4:

1. Thefirst category encompasses|int cotton that
ispurchased at the relevant market price derived
from the opening price minusfobbing costs. This
part of the demand is used by spinners to pro-
duce higher count yarn at a profitable margin.
The economic surplus accrued to spinning mills

(indicated by the first gray triangle) is positive
because the willingness to pay represented as
the area under the demand curve is higher than
the costs at which this cotton was bought.

2. The second category includesthe purchase of
additional LS lint cotton at the domestic price,
which can be attributed to missing aternatives
for imports of cheaper staple cotton. The reason
for this“involuntary” demand fraction could be
explained by thefinancial crisisand shortage of
foreign currencies, low creditworthiness and
reluctance of local banks to provide credit for
lint cotton purchases other than from the domes-
tic stock. The economic surplusis negative be-
cause the costs exceed the willingness to pay.
Since thewillingness to pay isamonetary indi-
cator for the value added from processing cot-
tonto spinning yarn, we can carefully argue that
the involuntary demand represents the part of
production generating losses, which is com-
monly known as “underspinning.”

3. Thethird category representsimports of short
staple cotton to produce low count yarn. The
consumer surplus accrued to spinners from im-
portsispositiveand increaseswith lower prices.

4. The fourth category represents the amount of
cotton that the GOE is disposing from the
carryover stock (if not sold for export) by pay-
ing adiscount to potential buyersfrom thelocal
spinning industry. The price incentive is vari-
able and depends on the quantity the GOE wants
to sell and the price expectation of the spinning
industry to take up this additional amount. The
economic surplusis positive and increases with
the price discount.

Demand at market price, involuntary demand,
and imports add up to congtitute the basic re-
quirement of lint cotton supply that is necessary

to maintain an economically sufficient capacity
utilization in the spinning industry.

Simulation Results on the Costs
of Lint Cotton

The first scenario in Tables 2 and 3 represents
the baseline scenario where prices are deter-
mined by the market forces alone. Further, all
domestic demand comes from local LS and no
importsare allowed. Compared to the other sce-
narios, the absence of any kind of price controls
is the most efficient policy option with respect
to overall economic surplus amounting around
314 million LE, from which 193 million LE go
to the cotton growers and the remaining to the
local spinning industry. Market-determined
pricesbalancelocal demand with production and
export and prevent the accumulation of unsold
stock. Theonly supply sourcefor thelocal spin-
ning industry is then what is bought according
to the relevant domestic prices (2.66 million
kentars at 409 LE/Kt).

The second scenario shows the actual situation
inthe year 2000/01 with an export-opening price
of 421 LE/Kt and a floor price of 410 LE/Kt.
The difference to the baseline scenario is (as
expected) adropintotal surpluswith dlight gains
to producers and losses to the local spinningin-
dustry buying local cotton.

Because prices deviate from the equilibrium
price, asmall carry over (480 thousand kentars)
builds up that must be sold at a small price dis-
count of 5.5 LE/Kt to the spinners. The price
discount is calculated as the difference between
the floor price at 410 LE/Kt and the disposal
price (404.5 LE/Kt) at which all carryover is
bought up by the local spinning industry.

The next two scenariosallow for importsof short

Figure 4: Possible Sources of Lint Cotton for the Domestic Spinning Industry
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staple cotton. According to the type of yarn that
isspunin Egypt (50 % of yarn produced isless
that NE 20), significant quantities of short staple
cotton from Greece, Syria and Sudan are suit-
able substitutes for LS Giza 80 and 83. Another
modification isthat a minimum demand for lint
cotton is imposed at around 2.5 million Kt in
order to maintain a certain capacity utilization
of around 60%.

Scenarios 3 and 4 differ with respect to the
amount of imports taking into account that due
to financial problems (esp. the public sector)
some spinners may lack foreign currency and/
or arenot digibletoimport credits. Instead, those
spinners (mostly public) must resort to more
expensive local LS provided by public traders
or the Holding Company. The last scenario as-
sumes a 5% price increase on the minimum ex-
port price (442 LE/Kt) and on the floor price
(430 LE/Kt) to investigate how a greater mis-
match between the high official price and the
lower world market pricetrandatesinto changes
in costs and the mix of lint cotton sources.

Tables 2 and 3 show clearly that starting from
scenario 2 importsreduce significantly the over-
al costs per kentar lint cotton (from 418 LE/Kt
inscenario 2to 410 LE/Ktin scenario 4), but on
the other hand imports put further pressure on
the size of the carryover and the price discounts
to be paid by the GOE to the spinning mills.
Government costs to sell the carryover increase
from 2.5 million LE to 5.5 million LE. Under a
5% price increase, the disposal coststend to es-
calate and shoot up reaching 50 million LE.
Imports, carryover and disposa costs are posi-
tively correlated. Thisimpliesthat the higher the
imports the greater pressure on the domestic
supply and build up of carryover aslong as ex-
ports do not catch up.

Netting out the benefitsand costs, thelocal spin-
ning industry can take advantage from both
cheap imports and carryover bought at a price
discount at the expense of the government bud-
get. Most likely, the benefitsfrom cheap imports
are mainly captured by private spinners (better
financia status), while cotton sold at a reduced
pricemay primarily go to the public sector. This
depends on the specific conditions made upon
the payment of price discounts, such as mode of
payment (whether paidin cash or refunded), and
thewillingness of the private sector to takerisks
in buying the cotton at full price and being re-
imbursed later.

Key Findings
(2) Imports, carryover stock and disposal costs
are positively correlated

(2) Imports and carryover provide on an occa-
sional basis considerable benefits and windfall
gains to the domestic spinning industry.

(3) High official prices depress local demand,
inhibit exports, create large carryover, and urge
spinning mills to search for alternative sources

by increasing their imports. The combined ef-
fectsmaterializein escalating costs for the GOE.

(4) Besides the other reasons, public spinning
mills are put in disadvantage as long as invol-
untary demand remains high and import of cheap
cotton is limited.

Policy Scenario 2: Price Fluctuations
in the World Market and the Effects
on the Egyptian LS Cotton Market

Protection against market instability in interna-
tional commodity markets and trade is a com-
monly found practice in agriculture. The main
mason behind it is to stabilize farmers’ income,
export revenues or costs of imports. In Egypt,
the GOE tries to protect cotton growers from
pricerisksfrom theinternational market by pro-
viding afloor price as aminimum market price
to help keep the profit for cotton growers stable
over a season and over the years. In a similar
fashion, the export opening price set asthe com-
pulsory selling pricefor al tradersalikeisaimed
at preventing exportersto compete on pricedis-
counts for customers while keeping the export
price and revenues at a high level.

The following modeling simulations analyze
how price risks from the international cotton
markets enter and propagate within the Egyp-
tian cotton sector and who (farmers, spinners,
traders and the GOE) are affected most in terms
of exposure to fluctuating prices, costs and in-
come. We compare a situation first with a free
price formation (without floor and export open-
ing prices); second, with floor and export prices
in place at a constant price level, and third, a
floor price and export price system in which
prices are adjusted in line with the movements

of the world market price. For the latter policy
simulation, apositiverank correlation of 4.9 was
imposed between the two officia prices (floor
and export price) and the world market price.
Policy scenarios 1 and 3 have in common that
the domestic prices and world market prices
movein asynchronic fashion (in scenario 1 the
domestic and world market prices are identical.
The difference is that in scenario 3, the domes-
tic price level can be higher or lower than the
world market price through the existence of a
tax or price subsidy element.

Simulation Results on Price
Fluctuations in the World Market
Simulation results in Table 4 show that world
market pricesin all three policy scenarios differ
dlightly as aresult of three separate simulation
runs (sampling size is 500) with each run per
scenario creating adifferent set of random num-
bers. Each item in Table 4 is described by its
mean and the standard deviation (SD) asamea-
sure of variation. Producer surplusin the “free
price” scenario is exposed to price risks in the
same manner as the world market price fluctu-
ates since, by assumption, thelocal market price
equals the world market price. Thus, producers
are fully exposed to the price risks that come
from the world market. How strong these price
fluctuations are depends on the demand and sup-
ply elasticity in the world market (influencing
factorsarethe size of the market, e.g. how much
istraded in relation to production, fluctuations
in annual production, price sensibility of de-
mand, substitution effect with man-madefibers,
etc). Under a fixed price regime, producer sur-
plus stays constant and is higher than the pro-
ducer surplusin the “free price” situation. Cot-

Table4: Simulation of World Market Price Fluctuations and the Effects on the

Egyptian L S Cotton Market

Price Policies
Pricesarefree | Pricesfixed Prices vary with

the WMP (Corr. 0.9)
World Market Price Mean 414.45 414.77 414.98
(LE/KY) D 8.96 10.96 10.07
Producer Surplus Mean 193.77 201.63 201.63
(mLE) D 21.10 0.00 27.08
Consumer Surplus Mean 12111 109.50 109.10
(mLE) D 15.85 471 6.48
Total Surplus Mean 314.88 304.63 294.38
(mLE) D 5.48 4.71 16.73
Exports Mean 868.00 811.40 806.73
(000" Kt) D 365.38 418.20 320.62
Carryover Mean 0.00] 296.27 209.32
(000" Kt) D 0.00 135.84 58.20
Disposal Costs Mean 0.00 6,528.11 389.55
(000' LE) D 0.00 2,395.60 463.15
Price Discount Paid Mean 0.00 6.41 1.47
(LE/KY) D 0.00 4.90 1.50
Costs of Lint Cotton Mean 1,089.45| 1,116.75 1,120.07
(mLE) D 55.99 172.23 29.17
Average Lint Cotton Price Mean 409.45 412.31 413.38
(LE/KY) D 5.96 3.53 2.33
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ton growers benefit from the floor price in two
ways, by eliminating the price risks from out-
side and by providing income support as long
as the floor price remains higher than the aver-
age world market price. In the third scenario,
the average income for farmers (expressed as
surplus) isthe same aswith fixed pricesbut vary
according to price adjustments. With respect to
consumer surplus the “no price intervention”
offers higher surplus to consumers but with
greater variation. Exportslook similarinall three
cases. In the first and third scenarios, exports
are determined by price-induced changesin do-
mestic production and consumption, whileinthe
second Scenario exports mainly follow price-
induced changes in international demand (do-
mestic prices stay the same).

The most striking effects become visible with
the carryover and disposal costsif sold at price
discounts to local spinners. As expected, there
isno carryover with free priceswhile the “fixed
price” regime creates the highest carryover
coupled with high variation. Interesting to note,
the disposal costs for the GOE are higher—un-
der fixed pricescompared to apriceregimewith
adjustments—than the difference of the
carryover size between the two price regimes
would suggest. This can be understood by the
fact that carryover size and price discounts are
positively correlated creating a mechanism of
cost escalation for the GOE. In years of ex-
tremely high carryover, the GOE must offer

much higher price discounts to make it attrac-
tive for domestic buyers. Hence, what matters
interms of costsisnot only keeping the average
carryover small, but also avoiding asituation of
occasional excessive stocks of cotton lint.

A general conclusion to be drawn is that any
price fixing system in an export market that is
protecting farmers and domestic consumersfrom
outside price risks suffers from increased insta-
bility in the domestic supply balance. Simply
speaking, pricerisksaremerely turned into risks
of over- and under-supply in the domestic mar-
ket. In the case of over-supply (unsold stocks),
the government is obliged to take action by
physically storing unsold stock or by paying
pricediscounts. In both casesall costsare borne
by the government.

Key Findings

() Theexisting Egyptian priceregimeturnsprice
risks into market risks of over- and under-sup-
ply. The costs of reducing price and incomerisks
for farmers and spinners are completely borne
by the GOE.

(2) The price regime with price adjustment in-
creases the risks to producers, but lowers the
risksfor exports, sizeof carryover, disposal costs
for carryover, price premium, and expenses to

APPENDIX
Figure 3: A Two-Market Model

buy lint cotton. It further reduces the average
carryover stock.

(3) The fixed price regime stabilizes farm in-
come and total surplus at the expense of huge
carryover and budgetary outlays by the GOE.

Conclusion

The key solution to the current problems and
frequent market disruptions is a reformation of
the pricing system and export policy for Egyp-
tian cotton. Half of the time in the history of
Egyptian cotton, cotton has been perceived and
successfully promoted as an export crop. It is
amazing that at a time where trading activities
and international markets were fairly primitive
and rudimentary, Egypt succeeded in exporting
eight to ten million kentars of lint cotton in the
early 20th Century until the 1960s.

Thefirst and most urgent step to take on the road
to expansion of exports and reduction of market
turbulencesisto convert the export price acting
as a minimum export price system to a market
orientation price with freedom of offering sig-
nificant price discounts to potential buyers. Of
course, inthe long run the ultimate goal must be
acomplete liberalization of prices.

Also, floor pricesof seedcotton must be handled
and set more freely if export prices of lint cot-
ton become more flexible in order to avoid ex-
cessive disbursement of deficiency payments.
According to the findings of the current analy-
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sis, pricereformstowardsliberaization will help
in (1) stabilizing the domestic market of seed
and lint cotton; (2) bringing back continuity in
thevolume of exports; (3) avoiding unnecessary
huge carryover above a strategic stock; and (4)
avoiding huge government outlays.

The stabilization of the year-to-year exportsis—
together with the contamination issue—the most
important non-price factor for customers of
Egyptian cotton who require a steady delivery
of certain Giza varieties at certain grades. The
importance of avoiding unnecessary large un-
sold stocks and carryover became clear in the
analysisdueto theinbuilt cost-escal ating mecha
nism. For another reason, the GOE should not
be too negligible on the carryover problem by
perceiving the carryover as a temporary relief
of thefinancial problems of the spinning indus-
try and as an occasional source of low cost sub-
sidized cotton. Although at first glance spinning
mills can ripe significant benefits, it puts man-
agers of spinning millsinto an incredible deci-
sion problem to properly manage their cotton
supply dueto uncertaintiesin thewhol e disposal
transaction.

Second
Open Session

Statement of the Chair of
the Second Open Session

Galal El Rifai
Egypt

It gives me great pleasure to chair the Second
Open Session which is about Providing Incen-
tives for Improved Cotton Quality Through
Measurement of Intrinsic Values.

During the past fifty years, the ways of measur-
ing the intrinsic values of cotton have greatly
developed. Previously, measuring the quality of
cotton was mainly based on visual assessment
through grades, hence the strong relationship
between grades and fiber properties.

Over the years, instruments for measuring the
quality and parameters of cotton fiberswerein-
troduced and devel oped until they reached great
accuracy and are now standardized. Thismethod
makes it much easier for spinnersto make their
choice.

Personally, | think that the visual factor still adds
afiner touch and should not be completely dis-
regarded.

Today, wearegoing to listento four expertsfrom
four continents who are going to enlighten us
on thisimportant subject. | introduceto you Mr.
Charles Wilson, Cotton Australia’'s immediate
past chairman and a cotton grower; Mr. Andrew
Macdonald, director of Santista Textil in Bra-

zil; Mr. Bill Dunavant 111, from Dunavant En-
terprises in the United States; and Mr. Ibrahim
Malloum, Paris-based commmercial director of
Société Cotoniéere du Tchad in Chad.

A Consumer Dominated
Economy and the Need for
Quality Improvement

Charles Wilson
Cotton Grower
Australia

| have been asked to make the case that the cot-
ton industry needs to meet consumer needs in
order to grow as an industry.

Asweareall aware, the cotton industry hasfaced
amassive decline in market share over the past
thirty years. In fact during the years from 1990
to 2000 man-made fiber consumption increased
at arate of 160% while cotton market demand
increased by only 8.4% (ICAC 2002). Thein-
dustry needs to ask itself avery big, Why?

Isit because we have not marketed ourselves as
well aswe should? Or are there some more fun-
damental issues that need addressing within the
industry. Whatever thereason, assureaswe are
al here today if the industry does not address
thisissuethenintwenty yearstimetherewill be
alot less of usin thisroom.

Today | would like to touch on the need for the
industry to meet consumer needsin order to grow
and at the same time reverse this market trend.
We must recognize that growers produce the
same cotton but for two very different consum-
ers: the mills to which his merchant is supply-
ing, and aso the end consumer in the market-
place.

Using the Australian cotton industry as an ex-
ample, the major issues can be summarized be-
low:

* To remain competitive, mills are increasing
their processing capacity, and in doing so are
demanding a better product from producers.

* Spinners are demanding a better description
of cotton delivered.

* The Australian grower farm economics are
now solidly based on customer wants and
values.

* End consumer wants and demands are chang-
ing. Are we producing for consumers what
they want/expect from natural fibers?

* A possible way forward from here.

At the recent Cotton Conference in Australiain
August 2002, one of Australia’s spinning cus-
tomers, Hendra O. Husodo, gave an assessment
of Australia’s ability to continue to supply a
product that spinners reguire.

Hendra gave an assessment of estimated “real”
production speeds of spinning machinesin 2010,
placing an emphasis on quality. The chart be-
low shows that over the last thirty years and es-
timated for the next eight to ten yearsring spin-
ning spindle speeds will continue to increase.

During the last International Textile Manufac-
turers Assn. (ITMA) show in Singapore, ring
spinning speed of 25,000 rpm was not uncom-
mon, though a production speed of 20,000 rpm
(for combed yarn) and 19,000 (for carded yarn)
would be better employed for yarn quality.

My point isthat in adecade from now, spinners
will undoubtedly continue to utilize higher
spindle speeds in their production, and accord-
ingly demand better quality raw cotton from
growers, i.e. higher strength, uniformity and
length.

Let me now talk about cotton specifications.

Firstly, spinning customers are not always clear
on the specifications of the raw cotton they re-
quire. They need to become more specificintheir
needs.

In the mainstream “vanilla’ standards of cot-
ton, the need for further analysisis not as great
yet. However the pressure of economics will
eventually lead to a greater need for more de-
scriptions—Ilength, strength, micronaire and
color aregenerally adequatefor, say, denim pro-
duction, however, as synthetic quality improves
and spinners competition increases, then the need
for better descriptions will occur.

Premium cottons however need better descrip-
tions now.

Premium cottons need all of the above, i.e.
length, strength, micronaireand color, plusmea
surements of neps, short fiber and stickiness.

| also believethat millsin the futurewill need to
pay agreater premium for better quality cottons,
which will encourage farmers and researchers
to produce better quality lines. This may be at
the expense of the vanillalines.

Having accurate and agreed measuring instru-
mentsisachallengetheindustry needsto grasp.
Development of these instruments needs to be
“fast tracked” to enable usto better describe and
better compete.

Stocks of undesired cotton have always been the
“bugbear” of our global market. Mills have the
capacity to respond quickly to market signals
from theretail end. Unfortunately, the response
time at grower level is much slower and ham-
pered in some cases by protection, subsidies
from governments and slow information trans-
fer. If you add in the sluggish turnaround time
from the plant breeder end of the industry, then
changes to fiber quality must accordingly be
gradual.

In 1970, Australian cotton production was only
about 100,000 bales a year with inferior cotton
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characteristics; i.e. low strength of 24 GPT and
staplelength of 1-1/16to 1-13/32. A decade later
there was a considerabl e production increase to
500,000 bales a year with improved quality,
notably in staple length and strength.

Australia now produces on average in a good
season over 3,000,000 bales, and has earned a
favorable reputation from spinners as a favor-
ite, well-described product for the high quality
yarn manufacturer. Thishasbeen achieved viaa
concerted effort by researchers and plant breed-
ers, shippers and classers to “meet the market
requirements’ over the last two decades.

InAustraliawe have aquick responsetimefrom
mill to grower through the use of basis, premium
and discount sheets, good information flow, and
pricing. Furthermore, we are not aprotected in-
dustry. In addition, we respond quickly because
we have innovative farmers, conduct very suc-
cessful research and most importantly, because
we export 98% of our product we therefore re-
ceive direct market signals from our customers.

The point is that the Australian grower’s farm
economics are now based on the spinning cus-
tomer wants and values.

The other consumer (i.e. the end customer) has
adifferent set of “wants.” One of the key out-
comes desired by today’s end consumer isenvi-
ronmental stewardship.

For many years the global cotton industry has
been criticized for its environmental manage-
ment, or perhaps its lack thereof.

Aswe all recognize, issues such as:

* Water over extraction

* Pesticide contamination of landscapes and
rivers

* Poor aerial spraying practices

* Vegetation clearing

* Decreasing water quality

* Andsoon (thelistisever growing in natural
resource management circles)

have appeared high on the radar screens of con-
sumers and governmentsin recent years.

Consumers and governments are now demand-
ing of us al better environment stewardship.
Recently it was reported in Australia that Aus-
tralian business would miss out on new lucra-
tive contracts because of our government’sfail-
ureto sign the Kyoto Agreement. Thisisames-
sage to the cotton industry that if they do not
change these bad practices now, we may see our
industry penalized.

Thereisno doubt in my mind that countries pro-
ducing cotton that do not display good environ-
mental practiceswill in the future find it harder
to do business, and in some cases there will be
penalties for bad environmental practice.

Asameansof improving our environmental cre-
dentials, the Australian cotton growing industry

embarked on its “Best Management Practice”
(BMP) program over six years ago. It isavol-
untary, audited, uncomplicated processthat splits
the farming practicesinto modules of operation,
e.g. pesticide application. It is an ongoing con-
tinual improvement process. To date approxi-
mately 50% of growersare progressing through
the BMP process, giving the industry increased
credibility in the eyes of the Australian public
and government.

Other sectors of the industry are now keen to
complete their own BMP. To date, the Austra-
lian Cotton Shippers Association (ACSA), the
Cotton ClassersAssociation of Australia(CCA)
and the Australian Cotton Consultants Associa-
tion (ACCA) have started their own BMP pro-
cess. Theindustry is now investigating if there
is an opportunity to market environmentally
friendly cotton under the BMPlabel. Merchants
and mills in general have not expressed great
interest, so the industry is visiting end users,
clothing manufacturers, retail outlets, etc. to
gauge their enthusiasm.

We fedl that this further emphasizes how close
the direct relationship between growersand end
users has become.

Finally, how can we enhance our production
systems and integrate as an industry to succeed
in the future?

As we know, the environment around us is
changing. Theglobal industry needsto seek and
establish a management philosophy that takes
into account changesin consumer needs aswell
asglobalization, environmental responsibilities,
and social responsibilities. The ICAC hasarole
to play for our industry.

Issues such as

Trust: Thisisthe prime element in every busi-
nessfoundation. To trade and havetrust that your
contract will be honored is a basic need of any
industry.

Global networks: The industry is old and the
networks are in place. We should use these to
our advantage more for promotion and industry
restructure. We need to modernize, revolution-
ize, and get smart like our competitors.

Globally funded research: There is a desper-
ate need to establish a mechanism to fund re-
search into cotton textiles. Our competitors can
do this easily through their companies and are
reaping the rewards. If the cotton industry
doesn't start researching better textiles then we
will relegate ourselves to being a 20th century
product.

Improving quality by better descriptions: To
compete with syntheticswe must better describe
our fiber. Work needs to be done on getting in-
strument testing to a standard which isreliable
and acceptable to al sectors of the industry.

Intellectual capital: Being generous with our

ideas. Using valuableindustry knowledgetothe
benefit of the whole industry.

Environmental stewardship: Growing, pro-
cessing and shipping our cotton in a way that
the consumer is demanding—in harmony with
nature.

And finally being creative: Our friends the
wool industry have recently re-engineered their
product becauseit didn’t fit with the modern con-
sumer. Cotton has the same challenge.

With the research and development sector pro-
viding new market specific varieties, the indus-
try developing an industry-wide approach to
marketing “Best Practice” cotton, and with on-
going and greater communication between spin-
ners, customers and the industry, we feel there
ishopefor the survival of the Australian cotton
industry.

We sit here today at the dawn of a new millen-
nium in a country that is as old as the fabric
itself. We have the opportunity to rise to the ex-
citing challenges | have outlined. If we do, then
| am sure that in twenty years time this room
will be filled to overflowing.

Market-based Incentives
for Improving Cotton

Quality

Andrew Macdonald
Santista Textil SA
Brazil

Nobody would question that HVI classing, or
“computer classing of cotton” for those unaware
of thisterm, istoday, areality, an indispensable
tool for the textile industry, to maintain and im-
prove quality and to control the application cost
of cotton. No cotton textile industry can func-
tion today without the datathat theseinstruments
provide, and | believe the cotton trade under-
stands that eventually the information will also
have to be used as a pricing mechanism. The
question remains how.

Today much of theworld’s cottonisstill classed
by hand and marketed accordingly, which
glosses over the true value of cotton, and per-
haps worse, fails to guide growers al over the
world to seek the quality premiums this data
should, and | repeat, should command. Why do
| say should? Because even in those countries
that classwith HV I, in many casesthey still use
the old manual concepts for valuing the cotton.
The principal excuse for this situation is that
machinesall over theworld are not totally com-
patible for all the fiber characteristics. Whichis
true. Variationsof calibration and air-condition-
ing greatly affect the results.

To overcomethisdifficulty, | am suggesting that
the principle characteristics are commercially
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Count Strength Product CSP

Fig. 1 STRENGTH

Count Strength Product CSP
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acceptable and therefore negotiable, whilst the
other less consistent data could be provided with
cotton shipments, asinformation only. That way
asthe information becomes more reliable, buy-
erswill be better able to judge the intrinsic val-
ues of the cotton, thereby calculating and offer-
ing premiums accordingly.

In order to better understand the impact of this
information and the real value of the cotton |
would like to present a few charts showing the
“spinning value” of cotton as expressed in CSP
(Count Strength Product), anindex availableon
HVI machines. Theformulaused in CSPisbased
on the theoretical spinning value of any cotton,
which allows some characteristics to improve
the value, or perhaps compensate for other de-
fects.

| must stress the idea is theoretical, since at the
end of the day, price formation must be by sup-
ply and demand, but | am suggesting that CSP,
or any other similar calculation, allows the
grower, trade and textileindustry to better judge
the performance of the cotton prior to spinning,
and so, the value of one piece of cotton from
another.

Count Strength Product CSP

Fig. 3 LENGTH

Count Strength Product is a mathematical for-
mula calculated on spinning results achieved in
yarn formation. The main components, which
are measured on the HVI and included in the
calculation, are:

Strength
Uniformity
Length
Micronaire
Rd

+b

Leaf

For the examplesto follow, | have taken a stan-

dard upland cotton, with the following charac-
teristics:

Strength 28 gltex
Uniformity 80 index

Length 1.10 or about 1-3/32” staplelength
Micronaire 3.8

Rd 76

+b 8.00

Leaf 4

Infigure 1 Srength, we can seetheincreasein
spinning value, CSP, onthe axis, whichisapure

Length 1,10 - Strength 28 g/tex - Mic 3,8
RD 76.00 - Plus b 8.00 Leaf 4

index, and for today’s discussion will range be-
tween 1800 to 2500. On the horizontal we show
the strength in grams per tex. Asyou see, asthe
strength increases so does the spinning value.

The normal upland cotton might range between
the arrows; i.e. 24 to 30 g/tex, showing 50 CSP
valueincrease. Mathematically thiswould mean
about 2%, but, theincreasein commercial value
isnot a straight line, but a curve that increases
invauethe higher the CSPfactor. However, for
this short presentation | will just show the CSP
value and not discuss the commercial curve.

In figure 2 Uniformity, we can see the same
pattern, with the arrows indicating a spread be-
tween 80 and 83 uniformity index, which shows
afurther 50 CSP increase.

Figure 3 Length, a steeper curve which shows
the importance of this characteristic, though
between 1-1/16 and 1-1/8 (1.06 UHM and 1.13
UHM) weagaintracea50 CSPincreasein value.

Figure4 Micronaireisunfortunately much more
complicated. A theoretical calculation would
look like this, a very steep line, but in fact the
question of maturity of the cotton takes its toll

Count Strength Product CSP

Fig. 4 MICRONAIRE
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when the micronaire becomes finer, and the
curve really looks more like in Figure 5.

Micronaire values are also complicated by the
effect variations can makein the dyeing process
which can alter the value depending on the end
use, but that's another story. The CSP effects of

micronaire | will explain alittle later.

Figure 6: Wereturnto Strength and let us study
the effects of the other characteristicstoimprove
the CSP value of the cotton.

Figure7: Weincrease thelengthto UHM to 1.13

RD 76.00 Plus b 8.00 Leaf 4

(1 1/8"), the value improves considerably.

Figure 8: By increasing the uniformity index to
83 the cotton has now increased more than 75
CSP.

Figure 9: We can study the Unifor mity I ndex.

Count Strength Product CSP
Fig. 7 STRENGTH
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Fig. 8 STRENGTH
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Figure 10: Strength increased to 31 g/tex.

Figure11: Lengthincreasedto 1.13 and thevalue
has increase by 50 CPS.

Figure 12: We can study the L ength of the cot-
ton in terms of UHM.

Figure 14: Uniformity increased to 83 g/tex and
cotton has increased by nearly 100 CSP.

Figure 15: We can study Micronaire, which is
the fineness of the fiber.

Figure 16: We increase the strength to 31 g/tex.

Figure 18: Uniformity index to 83 givesthe cot-
ton an increased CSP value of over 100.

Figure 19: However, micronaire is a difficult
animal since the relation to cotton valuesis not
strictly direct. If we lower the strength to 24 g/

Figure 13: Strength increased to 31 g/tex.

Count Strength Product CSP
Fig. 11 UNIFORMITY

Figure 17: Increase the length to 1.13 UHM.

tex, the curve becomes much more pronounced,
and thelower micronairelosesvaue much faster.
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Fig. 16 MICRONAIRE
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Figure 20: As we increase the strength back to
28 gltex, notice how the 3.0 micronaireincreases
invaluein relation to the higher micronaire.

Figure 21: In this chart we have increased the
strength to 33 g/tex, (as well as the other char-
acteristics length 1.13 and uniformity 83).

Figure 22: Increasing the strength to 35 g/tex
we see a sharp impact on the low micronaire
cotton.

Figure 23: Whilst here with 38 g/tex the values
seem to go through the roof.

Figure 24: We have reduced the scale to show

that the upward trend is limited. However if we
increased the strength and length further the val-
ueswould again move off the chart, which goes
a long way to explain the premiums for long
staple, low micronaire, high strength cottons,
like we find herein Egypt.

Count Strength Product CSP
Fig. 17 MICRONAIRE

Count Strength Product CSP
Fig. 18 MICRONAIRE
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