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Abstract

his paper presents an analysis of the objective outcome of cotton sector liberalization

in Sub-Saharan Africa in terms of quality, marketing, and pricing. It gives an overview
of the world cotton market with a particular focus on the increasingly stringent demand
for quality, and provides a detailed comparative description and performance
assessment of quality control (seed cotton grading and lint classification) methods and
their impact on prices in nine Sub-Saharan African cotton-producing countries (Benin,
Burkina Faso, Cameroon, Mali, Mozambique, Tanzania, Uganda, Zambia, and
Zimbabwe), as reflected in the export price differentials. The paper examines the lint
marketing strategies and how market signals are passed on to producers in the countries
under review. It elaborates on some of the major opportunities and challenges faced by
cotton sectors in Sub-Saharan Africa.

The price of cotton lint is primarily linked to fiber characteristics but also to non-quality
factors such as the way it is marketed internationally. African cotton has two comparative
advantages in the world market: the intrinsic quality of its fiber and the fact that it is
handpicked. However, the elimination of contamination of raw cotton by foreign matter
stands out as the first priority for quality improvement. Sector structure has important
repercussions for quality, and performance varies widely throughout SSA. Quality and
marketing of cotton lint affect the producer price for seed cotton. Quality improvement
could potentially increase lint prices by up to 15 percent, which could translate into a 30
to 40 percent increase in farmer prices. Thus, quality management should be considered
one of the most important areas of improvement for SSA cotton exporting countries
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Foreword

Cotton, like all commodities, is differentiated by quality parameters for the purposes
of trade. Cotton fiber is the raw material for the textile manufacturer who
transforms cotton into yarn, and then into fabric for apparel, household ,goods
industrial products.Cotton quality needs are quite varied depending on the final
product, and the quality differences affeitte price as well asthe value that
manufacturersvill get from the cotton.

Increasindy, quality and performance demands are being placed on the entire textile
pipeline, from raw material ttheend product. Cotton fiber represents aboup&@ent

of the cost of yarn. The price of cotton lint is prinhatinked to fiber characteristics

but also to norguality factors such as the way it is marketeadnmationally

In the abundant literature that has been dedicated to cotton in recent years, there is no
syntheticor operational document that can show whas been the objective outcome

of cotton sector liberalization iBubSahararAfrica in terms of quality, marketingnd

pricing.

One of the rationales for cotton reform in Africa is to increase the linkage between
world prices for lint and producer pds for seed cotton. Quality and marketing of
cotton lint affect the producer pric&hich isby far the largest componetatthe cost of

lint production in Africa.Therefore quality management is one of the most important
performance criteria for Africacotton exporting countries.

This study examineshe quality control and marketing methods of lint nime Sub
SaharanAfrican cottonproducing countries (Benin, Burkina Faso, Cameroon, Mali,
Mozambique, Tanzania, Uganda, Zambkead Zimbabwe), their impaon export

prices and how market signals are passed on to producers. The objective of this study
is to provide a comparative basis to assess the relevance of institutional structures that
have emerged across the continent to deal with lint quality amkletirey. The study
attemptsto analyze the link between structural reforms and sector performance by
describing changes in institutional structures for quality control (seed cotton grading
and lint classification), awell asquantifying changes in the dug of seed cotton and

cotton lint, as reflected in the export price differentials.

The report is organized in four sections. Section 1 presents key elements of the current
world market context, including an overview of the world cotton market and a
paricular focus on the issue of cotton quality. Section 2 provides a detailed
comparative description and performance assessment of quality control and its impact
on prices for individual countries under review. Section 3 examines lint marketing
strategies inNSubSaharanAf ri can countri es. Section 4
findings, draws some general lessons and presents some of the major opportunities and
challenges faced by cotton sectorSuxSahararAfrica.
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EXECUTIVE SUMMARY

Cotton fiber represents about 50 percent of the cost of yarn and there is a direct
correlation between spedfiquality characteristics of the fiber and those of the
yarn. Traditionally, the price of cotton was largely determined by factors such as staple
length, grade, color and micronaire. Those factors are still the major determinants of
price but spinners togaare also interested in other fiber properties that affect the
quality of their yarns and the efficiency at which they produce those yarns. As the
textile industry has been striving to improve quality and efficiency through automatic
high-speed machinerypew technologies place increasingly severe technical demands
on textile fibers, raising the importance of other properties of cotton: strength,
uniformity, maturity, fineness, elongation, neps, short fiber content, spinning
performance, dyeing ability arddeanlinessAll else beingequal, spinners pay a higher
price for longer, finer, and stronger cotton lint that is white, bright, and fully mature.
Fiber matching all the required properties would receive a very significant premium
over theindustry standrd price (tied to th€otlook A Index) as high aslO centdb,
assuming low contamination and excellent marketing and shipping conditions.

Cotton is produced in 34 of the 42 SSA countriegh 30 countries exporting their
output Production increaseddm 616,000 tons in 1980/81 to a record of 1.75 million
tons in 2004/05, accounting for §&rcentof the world outpuaind 16percentof world
exports 85 percento f SSAOGs pr odu dowewen the expansignpim r t e d .
African production came mostlydm increases in area devoted to cot&specially in
the CFA Franc zoneather than from rising yields like in the rest of the wo88A is
a marginal player in terms of processing of cotton

At the national level, African cotton is relatively homogengau fiber characteristics,
due to similar growing conditions and the low number of varieties planted in most
countries, despite the fact that cotton is grown without irrigation by small farmers.
However, variability within bales is greater than for depelb countries because the
production of several farmers can be mixed in a single bale.

African cotton has two comparative advantages in the world market: the intrinsic
quality of its fiber and the fact that it is handpicked and should consequently have
lower contamination with vegetative matter. While most African cotton is suitable for
the mediurdhigh level of ring spinning, progress on quality during the last decade has
been slower than in competing origiaed not as fast as required by the spinning
industry. Due to fears regarding the contamination of raw cotton by foreign matter
African handpicked cotton now trades at a discount to its maghtked cotton
competitors. The elimination of contamination stands out as the first priority for quality
improvement, as it can potentially increase lint prices by up tpetéent However, a
reputation for high contamination is difficult to overcome.

Technical solutions to eliminate contamination are Aketbwn and should be relatively
easy to implement by thequucers themselves, provided that producers are motivated
by appropriate financial incentives and properly trained to the recommended methods.
However, getting ginning companies to take those steps in highly competitive systems
has proven quite difficultA rough cost/benefit analysis of a quality improvement
program indicates that removing contamination through screening prior to ginning
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costs less than one cent per pound, whereas uncontaminated cotton would potentially
fetch a premium of at 5 cents payynd.Fair trade and organic cottons can provide an
opportunity for small ginners working in close connection with producers to meet the
required specifications for those niche markets. Still, the market potential for traditional
nonrcontaminated cottonrit is much larger.

While most African cotton is saw ginned, roller ginning produces lint that is longer, has
fewer short fiber, seed coat fragments and neps. As a result, roller ginned upland
cottons fetch a premium of 1 to 2 cents per pound over the @fritee same cottons
ginned with saws. A detailed costs/benefits analysis should be undertaken to assess
whether roller ginning is a valid alternative to saw ginnisigican cotton sectors must

focus on making dramatic improvements in the reliabilityeddscotton gradingThe

critical control point in the marketing chain as far as quality is concerned is the point of
primary marketing.

Most African cotton is classed through visual and manual inspections and instrument
classing data are available in soomuntries on a sample basis. Instrument testing of
cotton is gradually replacing hand classing the world over. Instrument testing will
enable SSA countries to sell their cotton based on reliable and comparable test results,
avoid price discounts and clasmand secure or even improve their market share.

Sector structure varies widely throughout SSA and has important repercussions for
guality. Repeated defaults or the shipment of inferior quality by some will eventually
affect all the exporters and growes$ an entire country. Licensing of ginners and
exporters is therefore a useful disciplinary tool if the process is transparent and based
on clear and equitable rules. Panterritorial, panseasonal price mechanisms pass
extremely high levels of financial rigk cotton companies, who are oftendtjuipped

to monitor and manage those risks.

The development of direct sales from ginners to spinners through commissioned agents
should be encouraged as a way to save the cost of intermediation by merchants and
acqure unbiased market knowledge. The existence of different export channels could
be an advantage for farmers who will benefit from some degree of competition.
However, consolidation of export volumes should be encouraged as efficient marketing
requires thability to supply several thousands tons of consistent quality throughout the
seasonsProperly run auctions provide excellent price transparency but depend on
competition. A potential tool for improving the marketing of African cotton is
electronic tradig.

In sum quality improvement could translate into an increase in selling prices of up to 10
US cents per pound of lint over the Cotlook A Index. At typical producer prices of 25
to 32 US cents per kg of seed cotton, an increase of 10 cents per pob@giice of

lint that is fully passed on to farmers would increase farmer prices by 30 to 40 percent.
As a result, quality management should be considered one of the most important areas
of improvement for SSA cotton exporting countries.

Within SSA Zimbabwve and Zambiaeceivethe highest premiumand Tanzania and
Mozambique the lowest. Over the last decade, premiums increased in Zamdbia (+
cents/Ib), Cameroon (4.5 cents/Ib), Mozambique @-cents/Ib), and Burkina Faso (+1
cent/lb). Progress made in Zamband Cameroon is clearly due to the successful
reduction in contamination and stickiness. In contrast, differentialsxvis the
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Cotlook A Index declined by 1.5 cents/lb in Tanzania, 1 cent/lb in Uganda and
Zimbabwe, and 0.5 cents/Ib in Benin and Malihe declines reflect increased
competition between ginners in all three ESA countries, and lax seed cotton grading
and contamination in the two WCA countries.

Based on the actual quality produced, average export price differentials range from
minus 2 to fus 4 cents per pound with respect to the Cotlook A Index in 2006/07.
Zambiabds concentrated system delivers the
still high, but falling as a result of increased competition. Cameroon, with a national
monopoly largelyfree of political meddling, also performs well, though not up to the
standards of Zambia. The other national and local monopolies ahayhly variable
performancewhi | e Tanzaniabds competitive system
worst quality performe



1. COTTON MARKET CONTEX T

1.1 Overview of the World Cotton Market
1.1.1 World Cotton Supply and Demand

Cotton is an annual crop, grown in more than 100 countries on abquer2eéntof the
world's arable land. Cotton is also a heavily traded agricultural commauiitly over

150 countries involved in exports or imports of cotton. World cotton production and
consumption are trending higher, and the industry is being transformed by new
technologies, particularly biotechnology.

The world cotton industry has experiedcdramatic changes over the last five decades.
Production increased fourfold, rising from 6.6 million tons in 1950/51 to surpass 27
million tons in 2004/05, andasremained nearly as high in tf@lowing two seasons.
With thetotal areaunder cotton stae, all the growth in world cotton production since
the 1940s came from improved yieldBhis can be seen particularly in the world
productionshare of the four largest producing countfies. China, the United States,
India, and Pakistaywhichrose fom 48percentin 1970/71 to 72ercentin 2006/07.

World textile fiber consumption is driven by three major economic variables: income,
population growthand fiber prices. World final demand for textile fibers has increased

from 7.6 million tons in 195@ 56 million tons in 2004. Th&anuary 200®limination

of quotas that limited trade in textile and apparel for more than 30 years is leading to a

shift in textile and apparel production toward China and other developing countries

Cotton consumption is dosted bythe resultinglower retail pricesfor textile and

apparel products. Cotton consumption per capita has been almost constant since 1960,
while total textile fiber consumption per
share of world texté fiber use fell from more than P@rcentin the 1950s to about 40

percentoy 2005.

World mill use of cotton rose from 6 million tons in the early 1950s to 26 million tons

in the mid2000s. Mill consumption grew at an average annual ratepafréentsince

1998/99. The bulk of the increase occurred in China, but important expansions were

also registered in India, Pakistaand Turkey. As a result, processing of cotton

continued to shift from developed countries to developing countries and their share of

world mill consumption rose from 58rcentin 1980/81 to 9ercentin 2006/07. The

share of the four largest consuming count(ies China, India, Pakistarand Turkey

in world consumption reached Ppercentin 2006/07, up from 5Percentin 1980/81.
Chinads share of w perckntin 2006/07|, sharpdyeup from 2% t o 4
percentin 1998/99.

1.1.2 Cotton Trade

Among the topsevencotton producing countries, only Uzbekistan doesated rank
among the topevenconsuming countriesAn average of31 percentof world output

! China, USSR, India and the USA were the top 4 consuming countries in 1980/81.
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was tradedrom 1980/81 through 2004/05. The share rose tp&@entin 2005/06 but
fell back to 31percenin 2006/07.

Relative to other agricultural goods, tbetton export market is concentrated with an
unequal distribution fomarket share among exporters. The cotton import mavkst
previouslyless concentratédbut a significant structural change occurred with the sharp
increase in Chinese imports.

The world cotton trade is not highly concentrated by the standards striiatlmarkets

and the international cotton shipping industry is highly competitive. Some 500 firms
are engaged, at least in partthe cotton trade and the 20 largest cotton organizations
handle about onthird of world production.

World imports rose ihmatically from 5.7 millions tons in 2000/01 to an estimated 9.7
millions tons in 2005/06 due to the widening gap between demand and production in
China. However, imports declined to 8.2 million tons in 2006/07.

Figure 1: World Cotton Imports
Million Tons

10

World

OM"""v"" —

v & » v

80/81 85/86 90/91 95/96 00/01 05/06
Source: ICAC

To feed the expansion of its textile industry, Asia has become the leading importing
region. China was a net exporter of cotton from 1998/99 through 2000/01 but became a
net importer in 2001/02. Chinese imports skyrocketecthf50,000 tons in 2000/01 to

4.2 million tons in 2005/06. China accounted for g&centof world imports in
2005/06. However, as Chinese imports dropped to 2.3 million tons in 2006/07, their
share in world imports fell to 28ercent Conversely, as worlohdustrial consumption

of cotton is shifting to developing countries, tentributionof developed countrie®

total cotton imports dropped from Fercentin 1984/85 to 1dercentn 2005/086.

2 Meaning with a more equal distribution of market share between importers
% 14% in 2006/07.



Figure 2: Cotton Imports by Country - % of world imports (2006/07)

EU-27
6%
\:jcolhailand
4% 5%

Source: ICAC

World cotton exports reached 3.6 million tons in 1926/27 and that level was not
surpassed before the eall950s. Exports climbed ta newrecordhigh of 9.7 million
tons in 2005/06 but declined to 8.1llion tons in 2006/07.

The United States plays the leading role in cotton exports. Raw cotton was the largest
merchandise expofor the U.S.from 1803 through 1937, and theS3Jhas been the
largest cotton exporter since 1834

Figure 3: World Cotton Exports

Million tons
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World
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Source: ICAC

* Excepton: 1985/86



Due tothe rapid decline of the U.S. textile industry since 1997/98, the share of US.
production destined for expdricreased from 4Percentto 75percentin 2006/07.U.S.
exports reached a record 3.82 roiliin 2005/06, with a market share of B&rcent

well ahead of Uzbekistan (1 million tons), India (750,000 tons), Australia (630,000
tons), Brazil (430,000 tonskand Greece (355,000 tons). Total exports from SSA
countrie§ amounted tdl.5 million tons or 15 percentof world exports, including 1
million tons from the CFA zone.

World exports fell by 1@ercentin 2006/07. Exports declined in the U.&6 perceny,
Uzbekistan {4 percen}, Australia ¢ 26 percen), Brazil (-34 percen), and SSA {15
percent). In contrast, Indian exports increased byp2&ent

Figure 4: World Cotton Exports (2005/06 & 2006/07)
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Figure 5. Cotton Exports by Country - % of world exports (2006/07)
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Yearly variations in supply can cause wide fluctuations in price. The estimated nominal
value of world exports dropped from a high of US$13 billion in 1994/95 to US$6
billion in 2001/02 and rebounded to approximately US$12 billion during marketing
seasn 2005/06 (Augusiuly). Nevertheless, cotton represents a very small share of the
world trade in terms of value. In UNCTAD export statisticg produc}, cotton ranked
170th gy average 2062005 values, accounting for Opkrcentworld product exports

in 2005.

1.2 Increasingly Stringent Demand for Quality
1.2.1 Cotton Quality

Like all commodities, cotton is differentiated by quality parameters for the purposes of

trade. Cotton fiber is the raw material for the textile manufacturer who transforms

cotton into yarnand then into fabric for apparel, household goods, or industrial
product s. | SO defines quality as fAthe total
its ability to satisfy stated and i mplied
needs ancexpectations of its customerthe spinners. Buyers expect to receive the

quality they bought, nothing less will Ho

All cottons are not created equal. There are many different types of cottons, referred to
as growths or varieties, and many other ctiarsstics that determine the use for the
cotton, and subsequently its value. The prices of cottons with similar fiber properties
tend to be equivalent at a particular location and time.

Cotton quality requirements can vary substantially depending dimtigproduct, and

the quality differences affect the price that manufacturers are prepared to pay and the
value that they can get from the cotton lint. Price differentials are quite wide, with a
ratio of about 1:4 between the lowest and the highest gualit

Increasingy, quality demands are being placed on the entire textile supply chain, from
the raw material tdhe end productsThus, the importance attached to lint quality by
international spinners has risen in recent yeganemical fiber performandeasbecome

a benchmarkby which spinrer judge cottonConsequently, e main challenge for
cottonhas becomeompeing with artificial fibers, mainly polyester, on both price and
guality. Making this an even greater challenge is the fact thamical fibes are
generally easier to process, more versatile, and stronger than cottoditgionally,
modern textile industry machinery requitke same characteristics deanliness and
homogeneityfrom cotton fiberas those offered by artificial fibers. Asresult, certain
quality attributes have assumed increasing importance in recent years, alongside
conventional parameters.

6 US$11.4 billion.

I'n this context 6low qualitydé does not mean the sal
below a given or generally accepted standarcbuifer and seller are agreed on a particular quality and

the seller supplies exactly that, then the term substandard does not apply whether the quality is low or

not.



In short, the increasingly stringent demand for quality cotton can be articulated in the
foll owing motto:mdre btelman ojnd gyt ffiibeer,. dut

1.2.2 Fiber

As cotton is a natural and seasonal prodcitdracteristicsuch agts intrinsic quality
(the fiber properties), cleanliness and contaminatios, well as the cotton's
homogeneity can vary greatly due to genetic, environaheharvesting, and ginning
factors. Such variability impacts processing performance, costs, gaaltyutilization
throughout the entire cotton textile chain, from the farm to thepeoduct. In contrast,
all synthetic fibers within a given lot are iecal and totally free of contamination.

Fiber properties primarily depend tme varieties grown, agralimatic conditionsand

crop management practices. Variety is the most important fa¢totety determires

nearly all of the lint quality parameter and most of the agronomic ones. The
environment restricts the varietal potentiality in the expression of fiber properties.
Climatic conditions and cultural practices are critical for length parameters, maturity
and strength. Cotton fiber quality is & best on the day the cotton boll opens. Nothing
can be done afterwards to improve the quality of cotton but all subsequent operations
can alter ifor the worse

Better fiber quality translates into better yarn quality and higher processing efficiency.

Among the fiber properties, staple length has the greatest influence on spinning
performance. Both fiber fineness and fiber strength are generally correlated with staple
length.

According to thelnternational Cotton Advisory CommitteéCAC), the world cotton
supply can be divided into six categories based on commonly perceived competitive
relationships between cottons of differing quality, varieigd geographic origins:
extrafine, fine, highmedium, medium, coarse counand waste/padding. The
categoies are roughly parallel to staple length categbriest are designed to
incorporate more than just staple length information because two cottons of equal
length might actually have significantly different spinning characteristics.

Extrafine, fing and highmedium cottons are typically used in ring spinning for the
production of combed yatnMedium cotton is typically used in ring spinning for the
production of carded yath Coarse count cotton is typically used for producing epen
end yarn’.

8Short (under 13/1609) ; meng (-1 M3 Z d33 1342608 -1 /[d8adndt) o( 1me d i U
11/ 320) -loagy(H3 /e8xdt raand | onger ) .

° Combed yarns are stronger, more uniform, smoother, purer and have greater shine than carded yarn.

Medium combed yarns are used by circular knitters and hosiery manufacturers. Fine combed yarns,
produed with the worl doés f Fendeslseetingcandtshirong fabricsar e used i n |
19 Ring Spun Carded Yarn is typicallysed for knitting and weaving, with a complete range of coarse to

fine counts.

“"fOpen Endo refers to gthdsed orstwistingethe yaonf withow tuming thepi nni n
bobbin. Open end used are typically used to produce denim jeans as well as socks, woven clothing items

and blankets.



The mosttommonly produced and traded cotton lint variety in the world belongs to the
speciesGossypium hirsutupwhich is also known as upland cotton. Extra Long Staple
(ELS) cotton used for producing very fine yafsome from another spectésand
account for les than 5 percent of world cotton trade.

Following the global trend toward improving yarn quality, the market share of medium

and higher grades is rising, while the sha

declining. Medium and higher gradesugfland cotton now account for an estimated 75
percent of world trade, or some 7 million tons, and are typically used in ring spinning.
In ring spinning, staple length is the most important fiber property, followed by
strength and finenes# rotor spinnig, strengthis the most important fiber property,
followed by fineness and length

Ginning can affect lint quality. The gin stand, whether saw or roller, pulls the fiber
from the seed and is the heart of the ginning system. The capacity of the systbm and
quality and potential spinning performance of the lint depend on the operating
condition and adjustment of the gin stand. If gin stands are operated above the design
capacity, the quality of the cotton may be reduced. Short fiber content increaaes as s
speed increases, causing yarn imperfections.

Roller ginning, when compared to saw ginning, produces a superior fiber with excellent
spinning potential because it does the least amount of damage when separating the fiber
from the seed. Roller ginningak better outtur and produces lint that is lond&rhas

fewer short fibes, seed coat fragments and neps. However, roller ginning is a slower
andmoreexpensivé® process that can only be used for ELS cottons and meldingt

upland varieties. Roller gima lint contains more trasds saw ginned lint is cleaner,

but contains finer particles of trash that are more difficult to remove.

Cotton classification is the application of official standards and standardized procedures
developed for measuring the ploa attributes of raw cotton that affect the quality of

the finished product and the processing efficiency. Those attributes includ€ aakbr

leaf grad&®’, preparatioff, fiber lengtfi*, length uniformity? fiber strengtf?,

2 Ne 80 and above.

13 Gossypium barbadense.

141 to 2% higherginning outturn ratio

151-1/32 to up to 11/16 inch staple length longer.

'® Higher electricity and maintenance costs

171-1/8 inch and above.

18 Color is determined by the degree of reflectance (Rd) and yellowness (+b). Reflectance indicates how
bright or dull a sample is and yelloess indicates the degree od color pigmentation.

9 A combination of color, cleanliness and preparation of lint.

2 preparation refers to the degree of smoothness or roughness with which the cotton is ginned, and the
relative neppiness of the ginned lint.

2 staple length is the average length of the longertmie of the fibers (Upper Half Mean Length

UHML). It is reported in both 100ths 32nds of an inch.

22| ength uniformity is the ratio between the mean length and the upper half mean length of the fibers.

% The strength reported on terms of grams per tex is the force in grams required to break a bundle of
fibers one tex unit in size. The tex unit is equal to the weight in grams of 1,000 meters of fiber.
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elongation, micronaifd, trash ontent and extraneous matter content. The grade of
cottorf> is mainly associated with harvesting methods, storage and ginning practices.

1.2.3 Only Fiber

Cotton prices are not solely determined by intrinsic fiber properties. The cleanliness of
lint refers specitally to the presence of vegetal matter other than lint (trash), while
contamination refers to the presence of -ptant matter (foreign matter). Both
cleanliness and contamination depend on harvesting methods, handling, storage,
transport and ginning pactices. In contrast, chemical fibers are totally free of
contamination.

Contamination of lint by nowegetable foreign matter is the most serious problem
confronting cotton spinners around the world. Foreign matter, short fiber c3ateht
contaminationare the outcome of growing, harvestimgd ginning practices. Fibrous
neps’ and seed coat fragmefitsesult from ginning and are mostly variety dependent.
In contrast, synthetic fibers are totally free of contamination. Contaminated cotton
causes disrufns in the spinning process which increases the cost of spinning and
reduces the quality of yarn and end products. With modern automated high speed
textile machinery, foreign matter cannot be spotted until yarn or fabric is dyed and
there are no cosffective means of removing contamination. As a result,
contamination leads to the downgrading of end products or eviée tejection of an
entire lot.

Cotton that is contaminated, or that is suspected of being contaminated because of the
origin, can onlybe sold at substantial discount to compensate the user for inspecting
and cleaning the cotton before spinning. Price differentials for cotton with the same
fiber characteristics range frompercentto 30 percent depending on their degree of
perceived cotamination by extraneous matter, stickiness, and seed coat fragments.
These discounts are usually applied indiscriminately to all cotton originating from an
area or a country considered to be affected by contamination.

Contamination by foreign matter more serious with handpicked cotton. Seed cotton
picked by hand is cleaner, and the fiber obtained has fewer neps and a lower short fiber
content than cotton picked by machine, which must be cleaned more vigorously
because it has more plant residues. Haok@yol cotton should therefore normally be
purchased at a premium over machine picked cotton. However, handpicked seed cotton
often gets contaminated during picking, storage, handlorgtransport, and the
presence of foreign matter in the fiber offsets theoretical advantage conferred by
manual picking. As contamination of raw cotton by foreign matter is the main concern
for quality yarn and fabric producers, spinners tend to prefer machine picked cotton to
handpicked cotton. As a result, handpickedarohas lost its advantage over the past

24 Micronaire is a measure of fiber fineness and maturit

% Grade is not an intrinsic value; it is a commercial value based on a visual assessment of lint color, trash
content and preparation.

% SFEC is defined as percentage of fibers shorter thanct in length. SFC has a very high correlation

with the Lower Half Mean Length.

%" Neps are cotton fibers tangled into a knot. Neps in the lint are undesirable because they appear as
defects on the yarn and fabrics.

2 Also known as seed coat neps.



25 years and now trageat a discount to machine picked cotton. Some quality
conscious mills even refuse on principle to buy any manually harvested cotton to avoid
the risk of quality claims downstream.

1.2.4 More than Fiber

Along with the fiber characteristics, some other criteria, like reputation and other
marketing characteristics generally not included in the contracts, can have a lasting
influence on cotton prices. However, rguality premiums and discounts are gt

to quantify because each shipper and spinner may have a different opinion on a specific
growth or origin.

Pricing of lint is significantly influenced by the way cotton is marketed and shipped.
The spinning industry today is especially concerned tabonsistency in shipments.
Customers require homogeneous and reliable-yeard shipments, with consistent
cotton characteristics, standardized bales (same size and density) wrapped in cotton
cloth. The homogeneity of deliveries depends on seed cottadings lint
classification, and bale allotments.

The traditional method of cotton classification is through manual grading. Based on
appearance and feel, manual grading includes determinations of color grade, leaf grade,
staple length, preparatipand tte identification of foreign or extraneous matter. These
determinations are made by trained cotton classers based upon visual comparisons with
physical and descriptive standards. As manual classing depends on human perceptions
of sight and touch, it is somdat subjective in nature. Several important quality
attributes cannot be measured manually or visually. Manual classing methods are not
harmonized and results are commonly rated not to be sufficiently reliable and precise.
Despite those limitations, marlu@assing is still the actual base for trading cotton.

However, with the increasingly stringent demand for quality, it is becoming more
important to obtain reliable and complete information about the actual quality of cotton
lint. Cotton growersise subh datato obtain a fair price for their cotton and to improve
cotton quality through breeding and research. Ginagesthento optimize the ginning
process. Traders need theo price the cotton and to satisfy their customEisally,

they benefit pinnas by helping toensure smooth running processto produce the
required quality of yarrand to minimize the raw material costs.

Cotton testing instruments have been used on a-scal# basidy researchers and
spinnerssince the 1960s. However, it svanot until the early 1990s that the cotton
industry began to accept instrument classification on a -sgdée basis. Current
instrument classification includes measurements for upakimean length, length
uniformity index, fiber strength, micronaireplor Rd/+b, and percent area trasn
estimated 3(percentof world produced bales are instrument classed today, and the
percentage is expected to increase to more thapeéfentin the next five years
according to ICAC.

The global cotton trade is mag towards standardization and harmonization through
the use of higlvolume instrument testing to satisfy customer deraahte task force

for commercial standardization of instrument testing of cotton (CSTIC) was formed in
December 2003 to establish a Vdovide acceptable, adoptableand reliable



instrumentbased cotton quality assessment system for commercial purpdses.
CSTIC task force is encouraging trading of cotton based on instrument data and
supporting the introduction of instrument test resultsading and arbitration rules.

Australia, Brazil, China, Uzbekistaand the U.S. have fully implemented or are very
close to fully implementing instrument classification on J#centof their cotton
production and can offer bale per bale Standadiiinstrument for Testing of Cotton
(SITC) data. Thus, the lack of reliable cotton quality data for each bale negatively
impacts the price of cottons thatclassified manually.

The spinning industry today is especially concermath the consistencyof lay
downs®. Availability of bale per bale instrument testifigata prior to shipment helps
merchants customize their deliveries to
lay downs without having to wait for the arrival of the cotton.

Other posive nonquality criteria include same gin shipments with bale selection and
container loading at the gin, short transit time, and good condition of bales upon arrival.

In marketing, perception is often more important than fact. Trust and reputation matter
in the cottonbusinessand the market rewards origins and shippers that have a strong
record of delivering certain quality characteristics with consistency, while respecting
contract terms. Premiums and discounts attached to internationally tradeddeviven
partly from the reputation of national origins.

1.3 Impact of Quality on Cotton Prices

Cotton fiber represents about 50 percent of the cost of yarn and there is a direct
correlation between specific quality characteristics of the fiber and those gérhe
Traditionally, the price of cotton was largely determined by factors such as staple
length, grade, colprand micronaire. Those factors are still the major determinants of
price but spinners today are also interested in other fiber propertiesffdtit the
quality of their yarns and the efficiency at which they produce those yarns. As the
textile industry has been striving to improve quality and efficiency through automatic
high-speed machinery, new technologies place increasingly severe teatentanhds

on textile fibers, raising the importance of other properties of cotton: strength,
uniformity, maturity, fineness, elongation, neps, short fiber content, spinning
performance, dyeing abilityand cleanliness.

All else equal, spinners pay a higherice for longer, finer, and stronger (more
resistant) cotton lint that is white, bright, and fully mature. As spinners run their mills
throughout the year, they are usually willing to pay a premium to guarantee the supply
of cotton they prefer to use asregular component in their blends. Customers want
cotton shipments to be homogeneous from the first bale of a sale to the last, with

% Set of bales of cotton laid down together in the opening roonspinaing mill.

30 HVI is a registered trademark, USTER. The ICAC Task Force on Commercial Standardization of
Instrument Testing of Cotton has adopted the acronym SITC (Standardized Instrument for Testing of
Cotton).
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consistent characteristics, free of contaminatsomdwrapped in cotton clotiwith bale
per bale instrument classificatiaata.

The recognized benchmark for international cotton prices, the Cotlook A Index, is

based on the re

most commonly traded internationally. Those quotations refer to a commorygqualit

contractual, and geographitabasis:

1 Middling -3/ 320
gp?).

presentative

wi t h

of feri

ng

st an-d40) ahd stnengthr (888 a i r e

price

(3

1 Terms: Cost and freight Far East, payment by Letter of Credit at sight,

including lpercenta g e

Lint of this qualityis typically used in ring spinning for the production of ring spun

carded yarr.

nt &s commi ssi

on.

The daily Index on a given day is the average of the cheapest five quotations from a

selection of 18 medium grades, includifogir from WCA (Benin, Burkina Faso, Céte

d 0 lire; Mali) and one from ESA (Tanzania SG1). The spread between the cheapest
and the highest quotations is usually from 5 to 8 cents per pound.

The fastest growing and magstofitable market for upland cottons is for higher grades

and finer cottons useth the production ofring spun combed yarfiswhich are
subsequently utilized ithe woven and knitted apparel sector. In that segment, the
modern highspeed machinery requires better fiber characteristics to operate at

maximum efficiency and spin high qugliyarns. In addition to requiring longer,

cleaner, whiter, brighter, stronger, and finer fiber, this higher segment of the market is
more demanding of other fiber properties, such as elongation and neps. It also demands

a lower variance in fiber propersienotably greater uniformity of length and lower

short fiber content.

Table 1. Higher Grades Preferred Fiber Properties

Classing grade Strict Middling White (212)

Staple length O -118inches (1.13 inches28.6 mm)
Micronaire 3.8-4.2

Strength O 30 grams per tex
Color White

Reflectance Rd O 75

Yellowness +b <9

Lengthuniformity ratio O %3

Short fiber content O 5%

Elongation O 6%

Maturity 2 88%

Fineness O 180 millitex ( Og/
Neps <200/ gram

31 Cost and Freight Far East

%2 Ring spun carded yarn is typicallysed for knitting and weaving, in a large range of coarse to fine

counts.
33 Ne above 40.
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Cotton Outlook iskhs o publishing daily %Yuncltdeg for
sevenfrom WCA® and four from ESA®. The spread between the cheapest and the
highest quotations for higher grades is about 10 cents. Quotations for medium and
higher grades overlap, and the heghquotation among medium grades is generally 3

to 5 cents above the cheapest higher grade.

Typical premiums and discounts for grade, staple length, microremce strength
length uniformity are derived from the official schedules published by USDAJ®r
upland cottons. Buyers may value fiber properties differently, depending on the final
product and the production technology being used. Non quality premiums and
discounts are difficult to quantify because they are somewhat subjective as shippers and
spinners may have different opinions on each growth.

Fiber matching all the aboyisted properties would receive a very significant premium
over the Cotlook A Index, possibly 10 cents, assuming low contamination and excellent
marketing and shipping conditis. Conversely, cottons that do not meet those
benchmarks would be discounted.

2. QUALIT Y PERFORMANCE OF AFRICAN COTTON

2.1 Quality of African Cottons
2.1.1 Overview of the Cotton Sector inSub-Saharan Africa

Cotton plays a major role in the economic developmeinSaharamfrica. Cotton

is grown in 34 of the 48 SSA countries on an estimated 10 million farms. Total cotton
area under cultivation is approximately 5 million hectaresp@reentof world cotton

area in 2004/05) but the average yield stagnates below@60 lint per hectare, less
than half of the world average.

Cotton production in SSA increased from 616,000 tons in 1980/81 to a record of 1.75
million tons in 2004/05, accounting for 6percentof the world output. However, the
expansion in African pruction came mostly from increases in area devoted to cotton,
rather than from rising yielda/hich are seern the rest of the world. Due to lower
international prices, production fell by pércentto 1.275 million tons in 2006/07. The
African Franc Zonavas the main driver behindighincrease in production.

3 Strict Middling -1 / 8 0-5 b8 2 a
% Benin, Burkina Faso, Cameroon (2),Chafli1 32, C!'te do6l voire, Mali.
% Tanzania RG1, Uganda RG1, Zaml$M 11/8, Zimbabwe SM 11/8.
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Figure 6. Cotton production in Sub-Saharan Africa
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Source: ICAC

SSA is a marginal player in terms of processing of cotton. Domestic consumption
declined from 350,000 tons 1997/98 to 265,000 tons in 2006/07¢ tlowest in 25
years, and only ongercent of world mill use.

30 SSA countries are exporters of cotton. Based on average export values-in 2004
2005, cotton was among the top 3 export products in seven SSA ceanttithe share

of cotton exports in total product export earnings exceed@aréentin ten SSA
countries’.

85 percentof SSA production is exported. Exports from SSA countries rose from
400,000 tons in 1980/81 to 1.5 million tons in 2005/06 (Augdu$f) and declined to

1.35 million tons in 2006/, accounting for about Iercentof world exports. In the
segment of medium and highe di um cott on, S S AOG sperceatr k et
Nevertheless, SSA the pricetaker most exposed to price volatility

In export markets, African upland cotton is facing competition at three levels. First,
African cotton, like any cotton, is competing with manmade fibers. Second, African
cotton is competing against néirican growths. Machingicked cottons from the
U.S., Australia and Brazil, & well ashandpicked cottons from India and Uzbekistan
are the main competitors of African cottons. Finally, African cotton is competing
against other African growths and against offers for the same growth and quality from
different shippers.

37Burkina Faso, Benin, Mali, Zimbabwe, Togo, Chad, Zambia, Tanzania, Uganda, Cameroon
3 Total of exports by country including about 100,000 tons exported to other SSA countries.
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2.1.2 Characteristics of Cottons from SSA

Africa has a natural advantage to grow cotton, which is a tropical plant. Cotton
production has similar characteristics acr8ss SahararAfrican countries that impact
quality. All production belongs tthe speciesGossypium hirsutumalso known as
upland cottofy.

Upland cotton is grown on smaltale farms, and is almost entirely rain fed.
Production is labor intensive, using manual ordoawn implements and relatively few
purchased inputs, whereagssitcapital intensive i developed country. All seed cotton
is harvested by hand, and mostly sgiwned.

At the national level,despite the fact that cotton is grown without irrigation by small
farmers African cotton is relatively homogeneous in filolvaracteristicsThis isdue to
similar growing conditions and the low number of varieties planted in most countries
However, variability within bales is greater for developed countries because the
production of several farmers can be mixed in a singlke.bSome parameters,
micronaire and length uniformitin particular vary according to varieties, weather
conditions, growing areaand production practices.

Based on U.S. universal standards, classification of upland African cottons ranges from
Strict Low Middling to Good Middling, and most production is classed as Middling or
Strict Middling. Staple length ranges from medium to medium lorty16 to 13/16
inches) and most production is classed/8 inches. Micronaire is within a rather
narrow rang€3.5 to 4.5) and fiber strength varies from resistant to very resistant (27 to
32 grams per tex).

As shown inTable 2, the fiber properties of most African upland cotton are above those
of the medium grades used in the calculation of the Cotlook A Jrttiexbenchmark

for international cotton prices, although they do not always match the specifications
required for the production of finer ring spun combed y&rased in the woven and
knitted apparel sector.

Table 2: Comparison of Fiber Properties

Fiber property Cotlook A Index Typical African Lint for finer yarns
upland cotton
Grade Middling - white  Strict low middling to  Strict middling- white
Good middling
Staple length 1-3/32 inches 1-1/6 to 13/16 inches O -118 inches
(27.8 mm) (27130.2 mm) (28.6 mm)
Micronaire 3.54.9 3.545 3.84.2

Fiber strength 25/ 30 grams perte> 27i32gramspertex O 30 gr am

Progress has been slower thiat of competing origins (Australia, Brazil, and, more
recently, India) antias not mathed the demands of tBpinning industry.

39 Except some 40,000 tons of irrigated ELS @otproduced in Sudan.
“Ne 40 and above.
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This is because,samentioned previouslythe main competitive advantage of African
cotton comes from manual harvesting. Seed cotton picked by hand is cleaner, and the
fiber obtained has fewer neps and a loweors fiber content than machhupecked

cotton, which must be cleaned more vigorously at the ginnery, since it has a higher
content of vegetae matter. Thereforehandpicked African cotton should normally be
purchased at a premium price over macigin&ed cottons. Mos#frican cottons were

sold at a premium over Australian cottons until the mid 1980s when spinning mills
were not as sensitive to contamination by foreign matters as they are today.

Over time the theoretical advantage conferred by manigkiny has been lost because

of the presence of foreign matter in the fiber. As contamination of raw cotton by
foreign matters is the main concern for quality yarn and fabric producers, spinners tend
to give preference for machupecked cottons over hanired cottons. The share of
mechanically harvested cotfBrexceeds 5®ercentof the export market. As a result,
African handpicked cotton now trades at a discount to its maghtked cotton
competitors. Therefore, the elimination of contamination thaeds out as the first
priority for quality improvement in SSA. Measures to combat contamination at the
producer level have been taken only recently. Quality improvesteategies have
produced positive results in Zambia, Camer@omd Burkina Faso.

Roller ginning produces lint that is longer, has fewer short fiber, seed coat fragments
and neps. As a result, roller ginned upland cottons fetch a premium of 1 to 2 cents per
pound over the price of the same cottons ginned with saws.

Prices of African cottos on world markets are also penalized by the way they are
marketed and shipped.

Most African cotton is classed through visual and manual inspections and instrument
classing data are available in some countries on a sample basis. Instrument testing of
cotton is gradually replacing hand classing, and the world is in the process of adopting
standard systems and procedures for the operation of cotton testing centers. As several
countries can offer bale per bale SITC data for all their production, the flaekadle

cotton quality data on each bale negatively impacts African cotton prices. Cotton is sold
on type&? (generally national types), not on descriptiomypes are defined by each
country based on its own criteria.

Shipments of African upland cotterare considered less reliable and have longer transit
times than those of their major competitors. They lack homogeneity and consistency in
terms of qualit§® and packaginy. Buyers frequently complain about the poor
condition of bales on arriv&l

“Uu.s., Brazil, Australia, Greece, etcé

“2 Cotton is sold on basis of exporter's private type or sample for grade and color. On Description/Type
sales, the staple, micronaire and strength (if applicable) are sdpanadranteed.

“3 Described in terms of Universal Standards such as SM Middling, light spotted, etc.

“*Variations in quality within the same shipment and from one shipment to the other.

“>Variation in bale sizes, densities and covering materials.

6 Countrydamage.
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2.2 Quality Control Systems and Performance by Country

Annex Il reviews the quality control systems and performance in each study country.
Major indicators are summarized irmfles 3 and 4 below.

Table 3: Summary Indicators of Seed CottorQuality Control Systems and Performance

Country No. of varieties  No. of Grades Grading rating Contamination
Benin 1 2 Lax Moderate
Burkina Faso 3 3 Average Moderate
Cameroon 3 2 Strict Moderate

Mali 5 3 Very lax Serious
Mozambique 8 2 Lax Moderate
Tanzania 3 2 Very lax Very serious
Uganda 2 2 Very lax Serious
Zambia 3 3 Strict Low
Zimbabwe 2 4 Very lax Moderate

Sources: SONAPRA, SOFITEX, SODECOTON, CMDT, IAM, TCB, CDO, DUNAVANT.,Poulton
International Traders.

Table 4: Summary Indicators of Lint Quality Control Systems and Performance

Country Classification % Instrument % STD 0/SM % 1-1/ 8« Average

rating testing or better or longer length (mm)
Benin Average 5% 55% 75% 28.4
Burkina Faso Good Sample basis 25% 80% 28.4
Cameroon Good 0 55% 75% 28.5
Mali Average 6% 10% 98% 28.5
Mozambique Poor 0 1% 69% 28.3
Tanzania Average Sample basis 1% 19% 27.8
Uganda Average Sample basis 30% 97% 28.6
Zambia Good 80% 85% 75% (est.) 28.5 (est.)
Zimbabwe Mixed Sample basis 35% (esh) 80% (est.) 28.6 (est.)

Sources: SONAPRA, SOFITEX, SODECOTON, CMDT. IAM, TCA, CDO, DUNAVANT., Poulton
International Traders.

Figure 7. Average Fiber Length by Countryin mm (2005/06)
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In Benin, seed cottonrgding and lint classing remained regulated and carried out by
the governmentfollowing the liberalization of ginningHowever, int quality has
remainedirregular since liberalization, with the proportion of production classed in
Standard % (the highesguality) dropping from 8dercentin 1996/97 to less than 40
percentduring the following three seasons, and fluctuating betwegred&ntand 62
percentover the past five years. The percentage of production classed as Standards 2 to
4 (very low qualites) declined from 1percentto 2 percent Staple length improved
significantly over the past five years. Thus, the overall quality of Benin cotton is
considered good but not reliably so.

Burkina Faso has been able to significantly improve cotton gudkspite the
enormous growth in production over the past decBRdegress has also been made in
reducing contamination. Staple length has improved substantially, with the proportion
of cotton classed-1 / 8 0 r i s percgntinfl995/96 toB@ercentn 2005/06. As

in other African countries, the proportion of seed cotton classed as 1st grade is higher
than it should be amspectors prefer to avoid conflict or personally take advantage
from upgrading the seed cottoAll national lint production isclassed manually and
visually by the major ginning company SOFITEX in one location according to staple
length and national types. Instrument testing is domea sample basis, and
classification reliability is considered good.

Two main varieties are growin Cameroon, one medium staple and one longer staple.
The expansion of a longer staple variety has enabled Cameroon to enter the segment of
fine cottons. With a staple length o1/ 3 2 0 , BLT variety is sold
two cents/lb over the tréicbnal medium staple variety. Grading in Cameroon is also
stricter than in most other African countries and is consistent with lint grading.
Although Cameroon cannot offer SITC, it does conduct micronaire tests for each bale,
unlike most other Africanauntries. In the early 1990s, Cameroon cotton was very
affected by stickiness. The reputation of cotton suffered and prices were sharply
discounted.In response to thisSODECOTON developed a quality improvement
strategy which has been paying off. As lehess mostly comes from late harvest,
incentives for early picking were offered farmerswhich have led to tekiness
virtually disappeang. Yet, the reputation of stickiness is persisting, which confirms
that it is difficult to regain a good reputationce it has been lost.

Seed cotton grading in Mali is done by producer associations and is very lax. Large
price differentials between the grades result imp@&&entof the crop being purchased

as 1st grade, regardless of the lint classing resultseasidess than Q@ercentactually
deserve that rating. Grading was stricter when it was the responsibility of CMDT and
based on lint classification results. All national lint production is classified manually
and visually by CMDT in three different locatis, according to staple length and the
same national types. This leads to occasional problems of consistency in classing
results. In addition, mor maintenance of gins, related to unevemsh flow and
profitability in recent seasonbasalso affected lint quality. These substantial issues
leaveMali with the reputation of beingmong the most contaminated origiDespite

this trend, Mali, ike much of WCA  hasincreasedts average staple lengtiver the

47 African Standard O is close to Universal Standard Good Middling, Standard 1 to Strict Middling, and
Standard 2 to Middling.
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past decade, witthe proportion of cotton clasdel-1 / 8 6 r i s ipergentihr om 13
1996/97 to 9percenin 2005/06.

One final issue in Mali is théact that he widespreaduse of plastic materials the
picking, storing, transportingand baling of cotton adds to its contaminatioiihe
expanded usef colored plastic materials, which are easier to detect visually than white
plastic materials, has been an improvement. However, the efforts to educate farmers
have had limited impact so far because they have no financial incentive to deliver
uncontaminagd cotton.

Mozambique currently grows eight varieties of cotton.However, he traditional
varieties arenow outdated and being progressively replacedhe new concession
areasby imported varieties with longer staple and much higher ginning outturn
Established concessionaire companies buy seed cotton on the basis of two grades.
Pirate buyers do not grade seed cotton. Lint classing is based on visual and manual
inspection, and is centralized, with exporting companies sending samples to the
Instituto e Algoddo de Mocambique for testing. Current procedures are outdated and
inconsistent. The overall reputation of Mozambique cotton remains poor and the efforts
of the new players to improve the quality may be penalized by the persisting low
guality in thetraditional cotton growing areas. Some buyers, however, do distinguish
between old and new supplierget, anecdotal evidence suggegtsaat Mozambique
cottonremainsmoderately contaminated.

In Tanzania, bout half ofthe cotton productions saw ginnecand the other half roller
ginned. Roller ginned cotton fetches a premium of one cent per pound over saw ginned
cotton with the same grade and type. et h e r aspects of Tanzani
prevented it from building on this structural quality advantag&eoretically, buyers

and ginners are obliged to purchase seed cotton on the basis of two grades. In practice,
grading has disappeared at the first point of purchase and different grades are purchased
and ginned together. Due to ginning overcapacityebsiand ginners give priority to
volume and purchase seed cotton regardless of quality. The proportion of lower grade
cotton has almost certainly increased since liberalizatioa to the initial decline in

input use and mixing of seed cotton varieti@srdcent years, steps have been taken to
rectify both of these failings, with uncertain results. In this competitive system, lint
classification is centralized at the Tanzania Cotton Board. The proportion of upper
grades fell from 4%ercentin the early90s to a low of 1jercentin 1994/95 after
liberalization, and rebounded to about@fcentin 2005/06. Tanzanian cotton has the
reputation of being among the most seriously contaminated origins in the world. As a
result, the reputation of Tanzania cottbas suffered and exports have shifted to a
lower segment of the market.

In the 1970sUganda cotton was considered the best upland cotton in Africa. The
country still occupies a special nichearket position by supplying roller ginned lint,

and fiber qgality is still considered relatively high. Y,éhe quality control system #te

primary collection level has largely broken down. Ginning overcapacity has led to a
scramble for cotton and a large number of buyers purchase seed cotton regardless of
guality, forcing others to do the samimdiscrimate buying is correlated with high
levels of contamination andecause Ugandan cotton is reputed to be very
contaminated, the premium its lint attracts has shrunk during the last decade.
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Zambia has delivered theest quality performance in Africa over the past five years. In
this concentrated system, the two major ginners have given incentives to producers to
deliver higher quality seed cotton, providing them with good quality planting seeds and
crop protection lgemicals, as well as extension services and technical advice. Seed
cotton grading in three grades is strict and consistent. The dominant ginning company
provides farmers with cotton bags for picking cotton and has established manual
cleaning stations at ¢hentrance of the gins to manually remove contaminants. Its main
competitor has put more emphasis on changing farmer behavior, and claims to achieve
similar low levels of contamination without the cleaning stations. As a result of these
efforts, Zambian atton over the past five years has gained the reputation of being
among the least contaminated in Africa. Smaller ginners, however, do not perform as
well in terms of contaminatioas the two industry leaders

Quiality was a high priority in Zimbabwe whéehe preliberalization Cotton Marketing
Board had a monopolgn cotton marketingSeed cottorwas dividedinto four grades

with very strictgrading standarénd pricing closely related to lint classing results.
Contamination was a major criterion durinbe buying process. A first visual
inspection at the buying station was followed by another at the gin before processing.
The use of nomotton picking bags was prohibited and bales were wrapped in cotton
fabric. The high quality was maintained from 199%otigh 2001 buthis trend has
reversedsince 2002. Though the established companies have attempted to maintain
quality, they have been heavily affected by the collapse in seed cotton grading at
collection poins, with much lower proportions of lint classdn the top grades.
Meanwhile, while Zimbabwe cotton had the reputation of being among the least
contaminated origins, some mills now complain that it is seriously contaminated. Such
cotton is likely supplied by newly established ginners.

2.3 Impact of Quality on Export Prices

Quality performance of a cotton sector is best measured by the estimated average
premium (or discount) over (or below) the Cotlook A Index (in US cents per pound of
lint). The benchmark for upland cottons aarrently California San Jaguin Valley
Acala®, followed by Australian SM 4L/ 8 o . T h e-picked codtand fetohe
premiums of about 10 and 9 cents, respectively, over the Cotlook A Index.

As shown in HBble 2, the fiber characteristics of most African upland cottons are
superior © those of the Cotlook A IndeXAs mentioned prigrthis isagaindue to the

fact that African upland cotton &l handpickedand subsequentlgieaner with fewer

short fiber and neps than cottoinem most other origins. For these reasons, African
cottoncould fetch a premium of up to ten cents per pound on international markets if it
could develop a reliable reputation for lint uncontaminated with foreign matter.

“8'SJV Acala is long (1.15 inch-1/ 8 6 f ul | (32-34 gypt)y micsohaireo42gThis cotton is
shipped yearound, very consistent in deliveries, wrapped in cotton cloth, with bale per bale HVI
classification, short transit time and very reliable shipments. However, SJV cotton is neppy, with a rather
high short fiber content, micronaire is sometimes on the high sidestekiness is frequent.
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Figure 8 is based on quotations published by Cotton Outlook, corroborated in
discussions wh international traders, and reflects the prices at which top types of lint
from each country were offered for sale (CFR main Asian ports) in 2006/07.

Figure 8: Estimated Premium for Top Type of Lint in 2006/2007 by Country

Average quotation minus Cotlook A Index (US cts/Ib)
0 1 2 3

Benin
Burkina Faso
Cameroon

Mali
Mozambique*
Tanzania
Uganda
Zambia

Zimbabwe

* Not quoted in Cotton Outlook
Source: ICAC

Figure 9 compares the premiums for the top type of the countries under review with
those of other origins quoted in Cotton Outlook.

Figure 9: Estimated Premium for Top Type of Lint in 2006/2007 by Country

Average quotation minus Cotlook A Index (US cts/Ib)
0 1 2 3 4 5 6 7 8 9 10
California STV
Australia
Zimbabwe
Zambia
Chad
Cameroon
Burkina Faso
Uganda
Benin
Mali
Cote d'Ivoire
Mozambique*
Tanzania

* Not quoted in Cotton Outlook
SourcelCAC

20



As there are no major differences in basic fiber parameters between African cottons,
price differentials between different origins primarily reflect their level of
contamination (real or perceived). In 2006/07, the average premium of the quotation fo
the top type of each country in Cotton Outlook over the Cotlook A Index ranged from
0.5 to 7 cents per pound, with Zimbabwe and Zambia receiving the highest premium
and Tanzania and Mozambique the lowest.

Figure 10 shows trends in lint prices for topeyg of African cottons from the mid
1990s to 2006/07. The estimates of past differentials relative to the Cotlook A Index
derive from discussions with major international merchants and from the personal
experience of the autherho was involved in trade #tat time.

Over the last decade, premiums increased in Zambbac@nts/Ib), Cameroon &5
cents/Ib), Mozambique (2 cents/Ib), and Burkina Faso (+1 cent/islthough rone of

those cotton sectors belong to competitive systems. Progress made ira Zardbi
Cameroon is clearly due to the successful reduction in contamination and stickiness,
which would have been difficult or impossible to achieve in a competitive system. In
contrast, differentials vis-vis the Cotlook A Index declined by 1.5 cents/ib i
Tanzania, 1 cent/lb in Uganda and Zimbabwe, and 0.5 cents/Ib in Benin and Mali. The
declines reflect increased competition between ginners in all three ESA courgries, a
well aslax seed cotton grading and contamination due to poor management in the two
WCA countries.

Figure 10: Estimated Premium for Top Type of Lint Mid-90s and 2006/2007 by Country
Average quotation minus Cotlook A Index (US cts/Ib)
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* Not quoted in Cotton Outlook

Source: ICAC

Amongthe liberalized cotton sectors of ESA, the quality premium enjoyed by Zambian
lint has risen in recent years,tlibe premiums attached to Tanzanian and Ugandan lint
and, more recently, Zimbabwean lint have all fallen. In Mozambique two opposing
trends have been seen. In the traditional cotton heartlands, quality is low and either
static or declining. By contrastn ithe newer concession areas, newer entrants to the
sector have achieved slightly higher and rising quality.
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There is no clear relationship between the premium/discount for the top type of each
country and the actual realized export prices received.dtomiges where the shares of
cotton sold under the various types in each country and the premiums/discounts
received for each of these types are known, it is possible to calculate a theoretical
weighted average contract price. The average export contieetip known for some
countries where there is only one ginning company. Yet, the actual realized price is not
equal to the average contract price because the actual quality and quantity shipped may
differ from the quality and quantity sold, which trarietainto price adjustments.

The theoretical average quotation by coufitig calculated based on the following
data:

1 Average premium for the quotation of the top type, as shown in Figure 8,

1 Usual world market price differentials for grade compared to Inigld
(depending on cottoarigin), as shown in dble 5:

Table 5: Price Differentials for Grade (US cents per pound)

Good Middling Strict Middling Middling Strict Low Middling

+1.5t0+2.5ct/lb +0.75t0 + 1.0 ct/lb BASE -0.5to7 2.0 cts/Ib

1 Usual world market price differentials for staple length, relative-®/13 2 0
(depending on cotton origin), as shownTable6:

Table 6: Price Differentials for Staple Length (US cents per pound)

1-5/ 320 1-1/ 80 1-3/ 32 1-1/ 160

+1.5t0 + 2.0 cts/lb +0.5t0+1.0ct/lb BASE -1.75 toi 4.0 cts/lb

91 Actual 2005/06 classing data for WCA countries and most recent available data
or estimates for ESA countries.

To calculate the theoretical average export price ofithe, a deduction of one cent per
pound is applied to the weighted average quotation to reflect the usual difference
bet ween the sellerds offering price and t he

Based on these calculations, theoretical weighted averguateprice differentials
compared to the A Index range from minus 2 to plus 4 cents per Pound

“9 Assuming that the whole crop was sold on a given day.

0 Actual seasomverage contract prices can be different from the above theoretical averages depending
on the timing of sales. In addition, final average realized pdaesbe different from the contract prices
depending on the actual quality and weight shipped and on eventual claims. Nevertheless, these

calculations represent the current best estimates/erage market quality premiunesarned by each
sector.
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Figure 11: Estimated Premium Weighted Average Basis by Country
Theoretical Average Price minus Cotlook A Index (US cts/1b)
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I n concl usi on, Zambi ads concent raace e d Sys
comparable to what Zimbabwe delivered prior to the entry of new competitors.
Zi mbabweds premium is still hi gh, but fall

Cameroon, with a national monopoly largely free of political meddling, also performs

well, though not up to the standards of Zambia. The other national and local
monopolies show highly variable perfor mance
along with Mozambique, the worst quality pe
reflects the legcy of a nearly unregulated local monopoly system with original
concession companies uncommitted to productivity and quality; while quality is likely

better among the newer affiliated ginners, it will take time for them to overcome the
count r y 0 s atign.olWganda,r with @ tcompetitive structure that is heavily

regulated to eliminate direct competition for cotton, does better, though some of this
difference is due to the larger share of roller ginned cotton in that country.

3. MARKETING STRATEGIES OF AFRICAN COTTON

3.1 Marketing Systems

Marketing systems in cotton producing countries reflect different historical, sadl
geographical influences. In a numberSaftrSahararAfrican countries former colonial
powers introduced cotton cultivation to create aanoable tax base. As cotton became
an imporant source of foreign exchangeome newly independent governments took
control of marketing and exports. The wave of economic liberalization and
restructuring programs in the 1990s resulted in the transfornaftimost of the former
singlechannel marketing systems into totally or mostly free marketing systems.
However, government or seimionopolistic structures continue to play an important
control role in several African countries, especially in WCA. Althotigéd producer
prices and price controls at the farm gate still prevail in some countries, no country
continues to control export by limiting the freedom of exporters to set sales price
themselves.
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In entirely open systems, producer prices, collectiorketarg and export marketing

are entirely free. Controls are managed by private industry structures or by joint
government and industry structures such as cotton boards, authorities or institutes in
which the private sector has a meaningful say.

Incount i es with mixed systems, government os
remains strong, with internal controls on the marketing and pricing of cotton, although
exports are entirely run by the private sector and face an entirely free world market.

Until the mid1980s most lint produced in Africa was sold by national cotton
companies and marketing boards to international merchants or to spinners through
commissioned agents. Vertical integration between trademsers and exporters has
increasedn orderto supply spinners with the large volumes of lint they require on a
regular basisThis has led tanajor international cotton trading compands/elopng
relationships with African exporters and invegtdirectly in ginning operations.

Today, two typesof companies supply lint to the world market out of SSA:
independent ginners sell lint to international cotton merchants, while ginning
companies affiliated with such merchants (
their parentcompanies. Interrational cotton merchants thus play a leading role in the
marketing of African lint. They buy cotton from independent ginners or receive it from

their affiliated ginners, sell it to textile mills or other merchants, hedge price risks and
arrange shipments.

Most sales contracts between ginners and international merchants are private contracts
concludedon aoneto-onebasis?, business is generally concludeithervia a phone

call or faceto-face between the buyer and the seller. The verbal commitment is
reconfirmed in writing by telex, faxor email. A formal signed written contract spells

out all important provisions of the contract agreement. Some ginning companies invite
selected authorized buyers to tender by faxioad.

Written contracts incorpora all the major terms of sales. Quantity is specified in
metric tons.Cotton is sold either "certified shipping weights final" or "net landed

wei ght AAffriimalnd.cotton quality is general/l
nati onal opesex@or sampbesyfor grade and ¢
d e s cr P pStapl® tergth, micronaire, and sometimes strength, are separately
guaranteed. The sales contract price is usually in U.S. cents per pd®4 aountries

and in euros per kilogranm the Franc Zone countries. The most common delivery
terms are FO%4 ex-gin, FOB®, and CFR®. Shipment terms can be for one specified
month or several months. Typically, payments by letter of credit are required. The rules

of arbitration applicable to theontracts are usually those of ICA (International Cotton

y
ol

*1|n Africa, theseparentcompanies include Dunavant, Cargill, Plexus, Dagris, Reinhart, and others.
%2 Cottco h Zimbabweand otton Tchad h Chadsell directly to International Spinners through
Commissioned Agents in importingantries.

%3 Described in terms of Universal Standards such as Middling, Strict Middling, etc.

> Free on Truck.

*°Free on Board.

% Cost and Freight.
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Association) forESA countries and of AFCOT (Association Francaise Cotonniére) for
Franc Zone countries.

African cotton is mostly offered ditked price The sales price of a fixed price contract

is final atthe conclusion ofa sale and does not change, regardless of fluctuations in the
market. When cotton is offerash call, the price is based on premiums or discounts
relative to the Cotlook A Index or to a certain month of the ¢G&on futures. Owall
pricing necessitatethat the buyer and seller agree to a volume and delivery atade,
agree that thé@nal price will remain unfixed untilt can be judged according topae-
determined schede.

Some merchants offer guaranteed minimum price aotd#y allowing the ginner to
participate in market increases over a stipulated base price, should that occur. The
guaranteed minimum price is lower than the market price on the same day.

In WCA, forward sales contracts at fixed price have been usedsesdbnfor decades,
primarily as a way to secure input and crop financing. Sales are contracted in euros per
kilogram FOB, offsetting the exchange risk. Ginners usually base their prices on the
Cotlook A Index’, valued at the forward exchange rate for #ieépping period
considered. About 5percentof anticipated crop is generally sold before ginning starts,
which can occuup to 18 monthgrior to shipment Small ginners irESA generally do

not have the opportunity to sell their production forward andakgactive on the spot
market.

Sales in the export markets are usually concluded through local commission agents or
merchants/importers. Direct sales between spinners and ginners are exceptional as most
importers prefer to deal with refable internatiomal cotton merchants. In contrast,
African ginners usually sell lint directly to domestic spinning mills. Merchant
merchant sales of African cotton are frequent.

3.2 Marketing Performance

Annex 3 reviews thandicators of themarketing systmsin each stug country.

Affiliated ginners are present in all countries in this review except Cameroon and Mali,
which continue to operate national monopoly sectors. Most lint from SSA is handled by
independent ginners. These include very large comparttes natioml monopolies of

Mali and Cameroon (CMDT and SODECOTON, respectively) and the former national
monopolies in Burkina and Benin (SOFITEX and SONAPRA, respectivesg) well
assmaller private companies, most of them in ESA.

The efficiency of marketing slid be assessed in comparing the actual average
contract price with the marketirgpason average world price adjusted for quality and
location. Unfortunatelythe data necessary tuantify the respective performances of
the marketing systems fBubbSahara Africa is scarce Marketing audits can be done
for a few parastatal companies in W&AHowever, it is not possible to assess the

" Or the quotation for the African Franc Zone in Cotton Outlook.
* SODECOTON in Cameroon and CMDT in Mali.
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marketing performance of private ginning companies as #éneyunable taivulge
information on their actual sales. Nonetlssleginning companies affiliated to large
international merchants BSA countries are certainly more efficient than pure ginners.

Merchants carefully select sellers to guarantee contract performance with their buyers.
Large parastatal companies in WCPe a&onsidered reliable by merchants, defaulting
only in good faith, while private independent ginners have mixed reputations.
Merchants generally consider it much easier to purchase cotton in WCA countries than
from independent ginners in ESA countrieséaesethe offer is not atomized between
numerous trading companiés and the volume is sufficient to ensure yeand
shipments, while quality standards are relatively consistent. In contrast, small
independent ginners in ESA are generally not in a posttboguarantee consistent or
yearround shipments, and big volumes.

Most independent African ginners have little knowledge of the world cotton market.
They lack access to market information and to futures markets and usually receive most
of the market indrmation from their clients, the merchant$eir sales strategies are

not formalizedandtend to be passive or n@xistent Additionally, their knowhow of

price risk management tools is minimal. As lint is sold FOT or FOB to international
merchants, gimers ignore the actual selling price of their lint as well as intermediary
costs, and direct feedbatknot receivedrom the eneusers on the quality of their lint.
Therefore, the cotton marketing systems may send biased signals to ginners and
growers. Thus international cotton merchants are anmuch stronger negotiating
position when dealing with independent ginners.

Ginning companies in WCA countries are very exposed to-g#asonal price and
exchange rate volatility. The system of guaranteein@raspasonal producer price
prior to planting transfers the price risk from producers to ginners. Exchange rate
fluctuations create an additional risk that needs to be managed by ginners. International
cotton prices are expressed in U.S. dollars but Afrazdton ginners and exporters pay
most of their production expenses, mainly the producer price, in domestic currencies.
Fl uctuat i on®betiveen Afribae cotion apstiprcés and New York futures
cannot be hedged, and are a major inhibitor t@imgdof African cottons.

Subsidiaries of international merchants involved in ginning are generally more aware of
the market demand and likely pass on market signals to producé&ishough, hey do

not have the same exposure to international pricéuitions as part of the market risk

is taken by the mother company who has the ability to hedge.

Forward sales at fixed price Buro per kilogram are an effective way of mitigating
risks, although high percentages of forward sales increase the risk lz¢ing able to
deliver the contracted quality and may leadverselling Smaller independent ginners

in ESA are generally not in a position to guarantee the volume and the quality of their
production before it is ginned, are not able to store lint moexended period of time,

and therefore seldom engage in forward sales. They primarily deal with price and

*¥Though eceptions may exist: for example, supply is more atomized in Benin than in Zambia.
% Arithmetic difference.
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exchange rate risk by adjusting their buying price over the course of the season and by
selling the lint as it is ginned.

4. OPPORTUNITIES AND CHALLEN GES FOR
AFRICAN COTTON

4.1 Quality

African cotton has two comparative advantages in the world market: the intrinsic
quality of its fiber and the fact that it is handpicked. Staple length is the most important
cotton fiber property and SSA has been able tiiothe trend of the market toward
longer fiber as most African production now reaches the typical benchmaik 6f& o0 .

However, though most African cotton is suitable for the meehigh level of ring
spinning, progress on quality during the last dedaebeen slower than in competing
origins and not as fast as required by the spinning indu3ing trend in spinning
technology toward more automation and higher speeds makes improvements in quality
and consistency a vital issue for the future of Africatton sectors. Management of

lint quality has become more important as spinners have imposed more stringent
demands for quality and for greater accuracy of measurement of fiber properties.

Yet, the impact of quality orthe pricing of cotton is generallyot welkknown by
ginners and even less by produce@uality improvement could translate into an
increase in selling prices of up to 10 US cents per pound of lint over the Cotlook A
Index. At typical producer prices of 25 to 32 US cents per kg of setdnca@n
increase of 10 cents per pound in the price of lint that is fully passed on to farmers
would increase farmer prices by 30 to 40 percent. As a result, quality management
should be considered one of the most important areas of improvement for &3#A co
exporting countries.

Contamination with foreign matter is the most serious problem facing African cotton,
and is crucial in pricing. The elimination of contamination stands out as the first
priority for quality improvement, as it can potentially iease lint prices by up to 15
percent However, a reputation for high contamination is difficult to overcome.

Technical solutions to eliminate contamination are etwr’' and should be
relatively easy to implement by the producers themselves withoutrirep heavy
investments and a lot of technical assistance, provided that producers are motivated by
appropriate financial incentives and properly trained to the recommended methods.
Eliminating contamination is possible provided that the right signalsemteto farmers
through a more rigorous pricing system, discounting contaminated seed cotton, or

®1 Solutions to eliminate contamination are wallown have proven successful in Zambia, resulting in an
increase in the premium for the top typeZaimbian lint relative to the Cotlook A Index by 5 cents per
pound over a period of five years. There, the two dominant ginning companies have been equally
successful in largely eliminating contamination, using very different approaches: Dunavant relies
primarily on the manual removal of contamination at the gin, while Cargill has succeeded in changing
farmer behavior to avoid contamination.
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giving a premium to uncontaminated cotton. However, getting ginning companies to
take those steps in highly competitive systems has proven quite difficult.

A rough cost/benefit analysis of a quality improvement program indicates that
removing contamination through screening prior to ginning costs less than one cent per
pound, whereas uncontaminated cotton would potentially fetch a premium of 5 cents
per pound

African cotton sectors must focus on making dramatic improvements in the reliability
of seed cotton grading. Eventually seed cotton should be paid on the basis of the price
of lint obtained after ginnindlhe critical control point in the marketingaih as far as
guality is concerned is the point of primary marketing. Most contamination of lint by
foreign matter originates prior to primary marketirtgpically from the use of
polypropylene bags for transporting seed cotton from the field to the tcmigmint.
Improving quality requires giving incentives to farmers to undertake good quality
practices and further sorting prior to ginning to achieve better uniformity.

Growing fewer varieties in a country makes it easier to maintain homogeneity of
qualty, though proper controls and good classification can ensure good performance
even when several varieties are grown. More seed cotton grades is generally good, but
only if these are strictly linked to lint classification outcomes.

Compared to saw ginmg, roller ginning has a higher ginning outturn, and produces
fiber that is longer and of a better quality, and commands a premium of up to 2 cents
per pound, but the process is slower and only suitable for ELS and mkeaigmpland
varieties. So far, oglsaw gins are used in WCA, although the staple length of most
cotton is now long enough for roller ginning. A detailed costs/benefits analysis should
be undertaken to assess whether roller ginning is a valid alternative to saw ginning.

International cotin merchants put great importance on the reliability of lint
classification in a country, independent of the actual quality of the lint. High quality
cotton that is not reliably classed will not fetch the premium that it should deserve.

Instrument classig of lint is still rarely used in Africa, and would certainly improve the
competitiveness of African cottons because spinners require it and major competitors
use it. It is also a way to improve the consistency of the fiber properties delivered over
a saks contract. Instrument testing will enable SSA countries to sell their cotton based
on reliable and comparable test results, avoid price discounts and claims, and secure or
even improve their market share. When using cotton testing instruments for
classifcation, several critical elements necessary to maintain precise and accurate
results include calibration standards, laboratory conditions, sample conditianthg
instrument verification procedures. Nevertheless, sellers cannot expect a significant
increase in price from instrument testing because many spinners are equipped with their
own SI TCs. ltds more |ikely to be a way
being able to offer bale per bale instrument testing ldeanany of their competits

do. Spinners are not willing to pay a premium for SITC classed African cotton, but they
would definitely pay a premium for cotton free of contamination. Without any doubt,
cotton classed manually with zero contamination would sell at a mghbkrpricethan

cotton classed by instrument but without such a guarantee.
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Monopoly systems that have an obligation to purchase all seed cotton may find it
difficult to refuse poor quality deliveries. It was expected that the move torfagieet
systems would encoage quality because buyers would impose their own price
differentials, better linked to the final market requirements. In fabiat actually
occurred following liberalization was that cotton quality, and therefore values,
deteriorated in everal countries due tothe decline in support and quality control
services. In some countries liberalization at first translated into uncontrolled change. To
a ginner, quantity is more important than quality, especially when there is ginning
overcapacity. Therefore, Hity competitive markets for seed cotton, where numerous
buyers scramble to secuitee purchase of sufficient volume of seed cotton to cover
their fixed costs are bad for quality control. Many small ginners are simply not aware of
the impact of quality oprices. Competition between buyers undermines the incentives
for producers to do the extra work requifeddelivering high quality seed cotton. As a
result, many small growers argue that quality does not pay because the price for good
or bad cotton isabout the same. The major quality control problem in the highly
competitive sectors is the inability to enforce grading at primary marketing. If one
buyer tries to do this, farmers can choose to take their seed cotton to an alternative
buyer, who will purbase it anyway, irrespective of quality.

Quality can pay provided that ginners can achieve higher quality at a reasonable cost.
High quality requires that ginnecsn control their supply chain, which implies some
form of contract farming. Harvest and irediate posharvest practices are the most
important determinants of the quality of seed cotton that the farmers déhesie

guality control", in which better than average quality (uncontaminated cotton) at the
farm gate receives a premium, is prefideato "passive quality control” in which people

are penalizetf for doing something wrong

The reputation of a given origin and the efforts to improve quality drasmportant
effect on economic outcomes, particularly on producer prices. Premiums aowintssc
attached to internationally traded cottons derive partly from the reputation of national
origins. It is always much easier to destroy a good reputation than to establish it, let
alone regain it. Some form of collective coordination regulati@ipet public or
private, is required to protect the quality reputation of one origin.

Quality improvement requires a concerted effort. A comprehensive strategy to improve
quality in SSA must involve researchers, producers, ginaed transporteralike to
improve fiber properties through research and better production pradieswill in

turn reducethe variability of lint quality through more rigorous seed cotton grading and
lint classification, control of contamination through capacity building andepri
incentives, a well as through theptimization of quality management in ginning.
Researchers and breeders have an important role to play in quality improvement.
Producers and ginners need education on quality requirements, emphasizing the
relation of gality to prices received. Efforts must also be made to generalize the use of
cotton cloth wrappers for bales, develop container loading at the gins, and optimize
export logistics.

2 Through price discounts.
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Even totally free systems require a certain amount of control. Competiiaiorces

the need for independent quality control and certification before shipment. Official
controls can help to maintain or improve export quality, provided the buyers are
convinced of their accuracy and reliability, and the process can be handetb ove
qualified private sector quality controlléfsOfficial licensing of ginners and exporters

can also be a useful disciplinary tool, and professional associations can impose a certain
degree of seltlisciplineon their membership.

Capturing the poterally significant price premiums available to African cotton while
simultaneouslgharing some of that benefit with farmers requires much stronger farmer
organizations than are currently found in SSA. In concentrated systems, these
organizations would havi® bargain with the large ginners for remunerative prices on
the basis of solid knowledge of world prices, realized export prices quality premiums
obtained and cost structure borne by ginners. In competitive systems, these
organizations would need to fe& on training farmers regarding the benefits of
increased quality, and monitoring prices paid by companies to et&transmission

of quality premiums.

4.2 Marketing

Many options exist for independent ginners in SSA to improve marketing performance.
Forwad sales, the most common marketing method in the cotton business, are the
easiest and most effective marketing strategy to cover risks. The flexibility and

effectiveness of such sales can be enhanced if they are supplemented by the use of

market instrumets such as futures and options; the application of these instruments can
be specified in the physical contract arrangements with merchants.

Ginners can also spread their risks by committing proportions of the total production to
different marketing opties: cash sales after ginning and other options requiring

commi t ment prior to harvest: f oto-befixedd s al

contracts, and minimum guaranteed price contradidrect sales from ginners to
spinners through commissiaheagents can save the cost of intermediation by
merchants while improving the quantity and quality of market knowledge available to
the ginners.

Stronger farmer organizations can also work to the advantage of the sector if they allow
more systematic coractual trade relationships between the two parties. Examples
could include more formalized contract farming relationships which specify pre
determined volumes of seed cotton to buy/sell and with precise quality specifications
(such as zero contamination)Stronger farmer organizations might also be better
informed regarding world markets and able to negotiate a pricing approach that is tied
to world prices and which recognizes world market premiums for quality.
Considerable institutional strengtheningdarnaining will be required first to reinforce
producer organizations.

The existence of different export channels could be an advantage for farmers who will
benefit from some degree of competition. However, labeling and consolidation of

8 Such as Cargo Control, SGS and WIS.
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export volumes shdd be encouraged as efficient marketing requires the ability to
supply several thousands tons of consistent quality throughout the $&asons

There has been substantial growth in the use of cooperative marketing pools during the
last 20 years. Marketingopls are usually operated by farrmvned cooperatives, but

they can also be offered as a marketing option by ginners and merchants. Individual
farmers place some or all of their cotton lint under the control of the managers of the
marketing pool. The magars sell cotton from the pool, and each farmer receives an
average price for the season adjusted for the particular quality defrveviatketing

pools are popular because they offer substantial economies of scale in marketing. A
marketing pool represengy several hundred thousand bales of cotton can afford to
employ professional managers whose-fufle jobs are to market cotton. They can also
tailor cotton sales and deliveries to the quality and shipping preferences of individual
textile mills. In contast, a single producer with only a small quantity of cotton to sell
cannot afford to hire a professional marketing manager and cannot easily meet the
guality demands and timely delivery requirements of textile mills. Marketing pools also
offer the advantag of a form of price risk management, since each producer will
receive the average price achieved by the entire pool and does not have to worry that
his or her particular cotton was sold when the market price was lowest in the season.

Importers and spirers need to be reasonably certain that contracts will be correctly
executed whether the market rises or falls: repeated defaults or the shipment of inferior
quality by some will eventually affect all the exporters and growers of an entire
country. Licensig of ginners and exporters is therefore a useful disciplinary tool if the
process is transparent and based on clear and equitable rules.

Properly run auctions provide excellent price transparency but depend on competition.
A first prerequisite for atticting and concentrating competition is that the entire crop is
sold in this waf§’.

A potential tool for improving the marketing of African cotton is electronic trading. E
trade platforms can be a very effective means of transparent price discoveriitbroug
about by real time multilateral bids and offers and online contracting can reduce
transaction costs.

To realize improvements such as the ones recommended above, ginners in SSA need to
be informed and trained to better understand the world cotton hzariterices, master

cotton trade rules and regulations, and understand how to use risk management
techniques based on futures and options contracts.

8 A typical spinning mill in Asia consumes about 100@ns per month; to be included in its blend
would require the ability to supply 300 tons monthly.

% Marketing pools are offered in the United States, Brazil, Argentina, Colombia, Greece, lIsrael,
Australia and other countries where farmers sell lint adstaf seed cotton. In 2006, an estimated 40% of
U.S. cotton was sold through some form of cooperative marketing pool, including those operated by
farmerowned marketing cooperatives, as well as by the pools operated by private merchants under
contract to ggroup of farmers in a particular region.

% Sudan relies on auctions to market its entire cotton crop.
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Since the cotton market is a highly volatile one, and exchange rate movements also
have an impact on thsustainability of the sector, it is important to improve risk
management mechanisms in SSA. Pan territorial, pan seasonal price mechanisms pass
extremely high levels of financial risk to cotton companies, who are oftequipped

to monitor and managédse risks. Farmers, cotton companies, and banks can benefit
from capacity building on this issue, particularly since it includes information about the
global market, relationships between local and international prices, and quality
premiums.

Competition between buyers/ginners of seed cotton may increase the producer price,
especially when there is overcapacity in ginning. However, the immediate impact of
increased competition between ginners/exporters is to put pressure on the selling price
of lint, asbuyers (spinners) always take advantage of competing offers from several
sellers to obtain lower prices. A monopoly (statened or private) is generally in a
better position to protect its selling priéeHowever, in a competitive market, ginners

can bengt from the more attractive prices that can be offered by merchants having to

BN

cover t h%positionsishort o

So far, the cotton marketing system is not sending the right signals to growers and
ginnes while African cotton producers do not receive timeentives to deliver the

fiber quality and characteristide the end usés, (i.e. the spinney, wants and needs.
Additionally, most African ginners lack access to market information and futures
marketsandas lint is sold FOT or FOB to international meants, ginneraredeficient

in direct feedback from the end users on the quality of theirlintontrast, a single
channel agent can bypass intermediaries and avoid the negative impact of competing
offers on the selling price.

Cotton sectors should befit from the market linkages brought by international
merchants through better reaction to market signals, quality improvearehtrisk
hedging. Subsidiaries of international merchants involved in ginning are generally more
aware of the market demanddalikely to better pass on market signals to producers.
They do not have the same exposure to international price fluctuations as a part of the
market risk is taken by the mother company which has the ability to hedge cotton price
and exchange rate risk¥et, more efficient marketing systems do not necessarily
translate into higher producer prices because international merchants are likely to
transfer profits from their local ginning operations to their European headquarters. As
long as the negotiating p@wof producers remains weak, private ginners will only pay
the lowest producer price needed to secure the volume they need to cover their fixed
costs.

Fair trade and organic cottons can provide an opportunity for small ginners working in
close connectiowith producers to meet the required specifications for those niche
markets. Notwithstanding the market potential for traditionatecmrtaminated cotton

lint is much larger.

7 Until the mid1980s, most of the African Franc Zone cotton production was sold directly tosensl
through CFDT/Compagnie Cotonnieadpaid on acommission basis. Liberalization of lint marketing
had a negativehorttermimpact on the daily selling prices of WCA cottons in the international market.
% Forward sales to spinners not backed by physical purchase.
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ANNEX 1: PRIMER ON LINT CONTAMINATION

Contamination by foreign matter in cottas the most serious problem confronting
spinners around the world. This contamination includes even the smallest piece of
plastic or polypropylene, and other natural foreign matter, such as animal and human
hair, all of which disrupt the spinning procetigreby increasing the cost of spinning

and reducing the quality of yarn. Seauht fragments are also particularly unwelcome
contaminants for spinners. Most end users demand zero contamination in yarn, fabric
and garments. There are no cost effectivensed removing contamination once it is
present in yarn or fabric. As a result, contamination leads to the downgrading end
products or even to total rejection of an entire delivery. Cotton that is contaminated, or
even might be contaminated because of dhgin, can only be sold at substantial
discounts to compensate the user for inspecting and cleaning the cotton before
spinning.

For decades, spinners have produced evidence of all kinds of foreign matter found
inside cotton bales which could often Hengnated by hand as long as spinning was
still largely a labotintensive processing technology. Following the extensive
modernization of production equipment in recent years, processing steps which
previously required the intervention of manual labor iaereasingly performed by
machines. The trend towards automation in textile manufacturing is not limited to any
particular geographical area and will gain further momentum in the years to come.

The biggest problem which automation presents to cottoneselt cleanliness.
Automated equipment is not in position to detect contamination, let alone eliminate it.
In the case of plastic materialone of the most vicious forms of contaminatiothe
damage is becoming visible only when the time the fabric fedve final finishing
process, at which stage it is tool late to apply any remedy. It is not only affecting the
quality and appearance of the final textile product, but may actually damage the
processing machinery itself.

As a result, price differentiafer cottons with the same fiber characteristics can be very
significant depending on the degree of perceived contamination by extraneous matters,
stickiness and seed coat fragments.

Cotton spinners pay the full price for lint when they are confidenttieatotton lint is

clean and does not contain impurities which could affect the spinning process and
discount their engbroducts. If they have any doubt, they will offer only discounted
prices for the 'suspect’ cotton. These discounts, ranging ff@dp&rcentof the price,

are usually applied indiscriminately to all cotton originating from an area considered to
be affected by contamination.

Exporters offering a guarantee that their cottons are not contaminated recielckta
significant price premium. bélvever, no exporter today is in a position to offer such a
guarantee as it would imply that they would be responsible for all claims for quality
defects on yarns or fabrics due to contamination.
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The Impact of Picking Methods a1 Contamination

Contaminatio by foreign matters is more serious with handpicked cottons. Cotton gets
contaminated during picking, storage, handling or transport of seed cbiteplastic
strings of woven fertilizer bags, often used fpicking and handling of seed cotton
represeha major contaminate

As a result, handpicked cottons in general, and those from India and Africa in
particular, are discounted in the international market despite the fact that cotton
spinners prefer the characteristics of the handpicked cottons, arsiatieanéf, have
fewer neps and a lower short fiber content than mechanically harvested cottons.

Seed cotton picked by hand is cleaner, and the fiber obtained contains less fine trash,
short fiber, neps and seedat fragments than machipeked cottem, which must be
cleaned more vigorously, since it has a higher residue of vegetal matter. However, the
advantage conferred by handpicking has been lost because of the presence of foreign
matter in the fiber. In practice, therefore, handpicked cotton reygatrades at a
discount to its machinpicked competitors, whereas it should enjoy a premium. Certain
spinners even refuse on principle to purchase handpicked cotton, since they judge that
the risks associated with contamination are too great considdregyualitative
demands of their downstream clients.

More than half of cotton exported worldwide is machieked. Machinepicked

cotton is more liable to deteriorate by ginning practices. Defoliation forces some bolls
to open before they are ready, wlnihas consequences on fiber quality. Additional
cleaning to remove extra trash also affects fiber quality. If it is not eliminated, the
cotton is unfit for spinning. Seed cotton drying and lint cleaning result in machine
picked cotton contains more finttash (pin leaf), short fiber, neps and seedt
fragments than handpicked cotton, lowering its spinnability and the quality of final
products. In contrast, handpicking is best as it provides a soft action on the seed cotton
to be removed from burrs.

Cotton could be contaminated with plant material also called organic matter during
picking. Dry leaves stick to open bolls and get picked along with cotton. Other plant
material like small dry branches or green leaves could also be picked along with cotton.
Most of this organic material, usually called trash, is eliminated by using pre and post
ginning cleaners. Such cleaners are installed at all gins and it is a routine process to
clean cotton during ginning. No doubt machpieked cotton has higher trashdan
requires extensive cleaning.

Indeed, in the field, the first contamination risk occurs when collection is delayed, for
example, due to competing cotton and cereal harvests. The later the cotton harvest, the
more likely it is that the cotton flower witlontain leaf pieces and twigs, or suffer from
aphids and other insects (such as the white fly). Collecting cotton in the plastic bags
that fertilizers come in brings significant risk of contamination as plastic strings often
slide into the cotton.

% In terms of trash (plant matter)
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It is difficult to detect contamination at a mill during bale opening and spinning.
Therefore, contamination could and should be avoided during harvesting, and could be
detected by observation of the cotton during handling, storing, loading/unloading trucks
before the ginning process. The development of methods and appropriate incentives to
produce uncontaminated cotton will have the dual benefit of protecting growers against
price discounts, and of enabling spinners to optimize the value of their production.

The importance of primary operations cannot be overemphasized. Cotton of excellent
inherent quality can be damaged by poor handling and storage at primary marketing
levels. Such damage cannot be corrected at later stages of processing, or at significantly
higher costs. The most common quality problems at primary buying stations are the
result of mixing different types and varieties of cotton and contamination in storage by
the introduction of extraneous matters, either accidentally or deliberately, to gain
weight.

The Importance of Contamination

I n an effort to shed more | ight on spinne
contamination and foreign matter, the International Textile Manufacturers Federation

(ITMF) has conducted regular surveys every otfear since 1982 with spinning mills

affiliated to its worldwide membership.

The questionnaire identifies 16 sources of contamindtias well as measuring the
degree of contaminatioassociated with eagmon-existent/insignificani moderatel

serious) The presence of stickiness and seed coat fragments is evaluated separately
(without quantifying the degree of contamination).

The methodology of these surveys is statistically flavsedl quite subjective.
Nevertheless, perception and reputation arenoftere important than facts in the
cotton market and the ITMF surveys do have an impact on cotton prices.

152 spinning mills participated in the 2005 survey and evaluated a total of 716 samples
from 68 origins/varieties, of which 41 were considered fer shrvey. The other 28
were not ranked because there were less than 5 evaluations for each of them.

A large Indonesian spinning mill, PT Apac Inti Corpora, collected comprehensive data
on the nature and the extent of contamination in different origiosttdn, based on the
systematic contamination removal from over 200,000 tons of cottons in theeVest
years. The results of the study were presented at the 2006 Bremen Cotton Conference.
Manual cleaning adds about 2 cents per pound to the cost obteom.cCottons from
different countries differ in degree of contamination, but the nature of contamination is
similar. Fibrous type contaminants are the most dreadful because they are difficult to
remove in the spinning process. Extraneous contaminanésfaxend in all origins of
cottons without any exception. Not one single cotton shipment in the last 7 years was
found to be totally free of contamination. A level of less than one gram of fibrous
contaminants per ton of raw cotton would be acceptable iymexs to satisfy their
customers and avoid complaints and claims.

" Falling into 5 categories: fabrics; strings; organic matter; inorganic matter; oily substances/chemicals.
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Cottons from 15 origins were classed in 3 groups:

Table 7: Extraneous Contamination by Origin (20042005 averages)

Origins Bales Fibrous Contaminants
contaminated contaminants (g/ton)
(%) (%)

Group | Australia, Brazil, China, Mexico, 20-35 60-65 2-4
(low) USA
Group Il Mozambique, Paraguay, 60-85 75-80 5-15
(moderate) Uzbekistan, West Africa, Zambia
Group llI India, Syria, Pakistan, Uganda, 90-100 80-85 20-100
(high) Zimbabwe

Source: Vijayshankar, PT Apac Inti Corpora, 2006

All machinepicked origins are classed in the group of the least contaminated origins
and China is the only handpicked origin in that group.
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ANNEX 2: COTTON QUALITY BY COUNTRY

Benin

Only one variety is planted in Benin (STAM 18A). Seed cotton grading and lint
classing remained regulated and carried out by the government after the liberalization
of ginning in Benin.Seed cotton is graded two grades by DPCQ (Direction de la
Promotion dela Qualité et du conditionnement des produits agricoldsy.
liberalization led to ginning overcapacity, seed cotton grading is la.pfoportion of

seed cotton classed sscondgrade is minimal and much lower than it should be. All
national lint prodation is classed by the parastatal ginning company SONAPRA
according to national types. Manual and visual classing is supplemented by a testing
laboratory equipped wittwo SITCs and one AFIS. About 5 perceritproduction is
instrument tested. In additip®GS and Dunavant have one SITC each in Cotonou for
checking parameters prior to shipment for the account of merchants or buyers.

Lint quality has been irregular over the last seasons due to delays in the distribution of
inputs and in the start of theamketing season (due to prolonged discussions between
ginners and producers about the producer price). Late payments of seed cotton have
also been a negative factor for producer motivation.

The proportion of production classed in Standdfdd@opped from82% in 1996/97 to
less than 40% during the following 3 seasons, as liberalization of ginning led to
overcapacity.

During the last 5 seasons, the percentage of production classed in Standard O fluctuated
between 43and 62 and the percenge of Standard tanged from 35 to 46while the
percentage of production classed iargtards 2 to 4 declined from 17 to 2

Table 8: Share of Lint based on Gradd Benin

STD 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

0 82.1% 31.5% 40.2% 38.1% 50.9% 43.3% 47.8% 61.9% 48.1% 56.0%
1 16.0% 57.7% 51.3% 56.5% 44.1% 40.0% 46.3% 34.9% 46.5% 42.1%
2-4 19% 108% 85% 54% 50% 16.7% 59% 3.2% 54% 1.9%

Source: SONAPRA, 2006

However, the staple length improved significantly: theepetage of production classed
astl/ 80 rose fr om 1p@réentin 20050® and th® &erage stagled
length rose from 27.9 to 28.4 mm.

Table 9: Share of Lint based on Staple Lengthi Benin

Length 2001/02 2002/03 200304 2004/05 2005/06
1.5/ 32¢ 0.0% 0.1% 0.0% 0.0% 0.2%
1-1/ 80 19.0% 28.7% 16.8% 34.7% 76.1%
1-3/ 32¢ 79.9% 70.5% 83.1% 64.9% 23.7%
1-1/ 16¢ 1.1% 0.8% 0.1% 0.5% 0.0%

Source: SONAPRA, 2006

L African Standard 0 is close to Universal Standard Good Middling, Standard 1 to Strict Middling, and
Standard 2 to Middling.
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The average results of instrument tests over the last 5 seaséin® ¢be improvement

in staple length (from 1.09 to 1.12 inches). The average uniformity is very stable close
close to 82ercent The short fiber index is on the high side (abovepéfen}, while
elongation is rather low (belowggrcen}. Strength is god (29.5 to 30.5 gpt). Cotton is
bright (Rd = 75) but not very white (+b 9.5 to 10). Although the average micronaire
improved from 3.7 in 2001/02 to 4.0 during the last 3 seasons, this parameter remains a
cause of concern.

According to the 2005 ITMF coainination survey based on 8 mill evaluations, Benin
is among the origins least contaminated”jj13east affected by stickiness (J0and
least affected by seed coat fragment$(13

Table 10: Indicators of Quality Performance - Benin

Quality Indicators Benin
Seed cotton

Main varieties 100% STAM 18A
Trend Ageing

No. of producers 325,000

Overall quality of seed cotton Mixed

Quality trend Down

Contamination Moderate

Stickiness Moderate

Grading Lenient

No. of seed cottogrades 2

% purchased as 1st grade n/a

Quality control Lax

Lint

Type of ginning 100% SG

No. of gins 18

Ginning outturn 42%

Quiality of ginning Mixed (declining)
Overall quality of lint Higher grades
Reputation Good

Quality trend Down

Strengths Length, strength
Weaknesses Contamination, Micronaire
Seed coat fragments Moderate
Classification (no. of labs) Manual (1 lab Parakou)
Types National

SITC 2 SONAPRA + 2 private
% SITGclassed 5%

Classification rating Average

% top types SM/Standard 55% (05/06)

Average staple length 28.4 mm (05/06)

Burkina Faso

Three varieties are grown in Burkina Fab#& (290; STAM 59A; FK 37. Burkina Faso
is in the process of testing and releasing biotech cotton.

Seed cotton is graded three grades bythe cotton companies. As in other African
countries the proportion of seed cotton classet@grade is higher than it should be
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asinspectors prefer to avoid conflict or personally take advantage from upgrading the
seed cotton.

All national lint prodution is classed by the major ginning company SOFITEX
according to national types. Manual and visual classing is supplemented by a testing
laboratory equipped with one SITC line.

SOFITEX started a quality improvement strategy in 1992 that seems to Ing pdiyi
Quiality of cotton improved significantly despite the sharp jump in production. Progress
has also been in the reduction of contamination and stickiness. SOFITEX has begun the
procedure for being be ISO certified.

The proportion of production classed Standard O reached a record of @gcentin
2005/06, while the proportion classed below Standard 1 fell to a low fpér2&nt

Table 11: Share of Lint based on Gradd Burkina Faso

STD 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

0 175% 9.0% 11.0% 16.5% 12.0% 16.7% 15.0% 12.5% 24.3% 25.7%
1 448% 36.0% 32.2% 34.0% 45.0% 47.2% 41.5% 38.6% 39.5% 49.4%
2 28.4% 50.5% 51.5% 44.1% 41.8% 35.0% 39.8% 42.8% 29.8% 24.0%
3/4 9.3% 45% 54% 54% 12% 11% 38% 62% 65% 0.9%

Source: SOFITEX 2006

The proportion of cotton classed1l/ 8 6 r 0 s e percentton86 pergentin
2001/02, and after relapsing to g@rcentrebounded to 8@ercentin 2005/06. The
average staple length rose from 27.9 mm in 1995/96 to 28.4 2605106.

Table 12: Share of Lint based on Staple Lengtli Burkina Faso

L’ 95/96 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

36 195% 715% 77.6% 71.0% 68.2% 66.0% 85.9% 84.3% 69.1% 69.2% 80.4%
35 79.4% 25.7% 16.9% 23.3% 26.1% 32.5% 12.4% 11.1% 24.2% 23.3% 17.8%
34 11% 28% 55% 57% 57% 15% 1.7% 46% 6.7% 75% 1.8%

Source: SOFITEX 2006

The average results of instrument tests conducted in 2005/06 are quite satisfactory:
staple length of 29.4 mm; uniformitytio 82.6percent strength 31.5 gpt; elongation

6.8 percent mike 4.0. Thermodetector tests indicate thap@@entof samples have no

or low stickiness and 3@ercentare moderately sticky.

However, in the 2005 ITMF contamination survey, Burkina Rasanked among the
most contaminated origins (9 the origins most affected by stickiness "f),0and
among the least affected by seed coat fragmentd).(T®ese ratings are based on a
survey of 15 mill evaluations.

US standar3@stl/ B2 0=-1 B#6 =;-3U3FH2 &;-113&%0 = 1
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Table 13: Indicators of Quality Performance i Burkina Faso

Quality Indicators Burkina Faso

Seed cotton

Main varieties FK 290; STAM 59A; FK 37

Trend Improving (GM under test)

No. of producers 250,000

Overall quality of seed cotton Good

Quality trend Up

Contamination Moderate (improving)

Stickiness Low

Grading Average

No. of seed cotton grades 3

% purchased as 1st grade n/a

Quality control Good

Lint

Type of ginning 100% SG

No. of gins 15

Ginning outturn 42%

Quiality of ginning Good

Overall qualiy of lint Higher grades

Reputation Good

Quality trend Up

Strengths Length, strength, micronaire

Weaknesses Contamination

Seed coat fragments Moderate

Classification (no. of labs) Manual (1 lab Bobo Dioulasso)

Types National

SITC 1

% SITCGclassed Samples

Classification rating Good

% top types SM/Standard O 25% (05/06)

Average staple length 28.4 mm (05/06)
Cameroon

Two main varieties are grown in Cameroon, one medium staple and one longer staple
(50 percentIRMA 1239A; 45 percentIRMA BLT). Cotton research is funded by
SODECOTON.Seed cotton is graded two grades by the national cotton company,
SODECOTON. Grading is stricter than in most other African countrieper@ntof

seed cotton was classed as first grade in 2005/06.

All national lint production is classed manually and visually by SODECOTON in

Garoua. There is no SITC but micronaire tests are made for each bale. IRMA cottons

are white and bright but staple lengthl(X 8 6 s hy) as well as stre
side. Micronaire ppblems are occasional.

The expansion of BLT has enabled Cameroon to enter the segment of fine cottons.

With a staple lengthof-b / 3 2 é8 /t1® 01, BLT is sold at a prem
over the traditional IRMA variety. The image of Cameroon cottas benefited from

this move to a premium market.

On average 9@ercentof the lint production was classed in Standards O and 1 since
1995/96 (between 7®ercentand 97percentdepending on the weather).
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Table 14: Share of Lint based on Gradeg Cameroon

STD 95/96 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

0 29.4% 39.8% 32.5% 41.6% 44.3% 52.8% 44.2% 41.0% 47.4% 34.5% 54.6%
1 57.4% 48.7% 46.6% 48.2% 46.6% 42.9% 49.0% 53.5% 50.0% 52.9% 34.1%
2 12.8% 9.9% 205% 89% 7.7% 42% 6.6% 42% 24% 11.7% 11.3%
34 11% 15% 04% 13% 14% 01% 03% 13% 02% 1.0% 0.0%

Source: SODECOTON 2006

Over the last decade, the average length of cotton rose from 27.4 mm to 28.5 mm
(+4%)

Table 15: Share of Lint based on Staple Lengtli Cameroon

L™ 95/96 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

37 91% 9.1% 95% 18.8% 20.0% 27.2% 26.2% 30.6% 32.2% 22.2% 15.1%
36 0.0% 00% 00% 0.0% 00% 0.0% 00% 04% 38.0% 24.1% 59.5%
35 27.4% 45.6% 31.20 36.3% 39.1% 46.8% 31.8% 60.2% 29.4% 50.2% 25.4%
34 635% 452% 51.8% 41.9% 38.4% 25.7% 41.7% 87% 04% 35% 0.1%
33 00% 00% 7.0% 3.0% 25% 04% 02% 00% 0.0% 0.0% 0.0%

Source: SODECOTON 2006

In the early 1990s, Cameroon cotton was very affectestibliness. Its reputation of
cotton suffered and prices were sharply discounted.

SODECOTON developed a quality improvement strategy, which has been paying off.
As stickiness mostly comes from late harvest, incentives for early picking were offered
to famers. Stickiness has virtually disappeared but the reputation still sticks. This
confirms that it is difficult to regain a good reputation once it has been lost.

Nevertheless, in the 2005 ITMF contamination survey, based on 14 mill evaluations,
Cameroons ranked as the origin most affected by stickiness, in contradiction wit the
opinion of the merchants trading it. Cameroon is rankell among the least
contaminated origins and #@mong the origins least affected by seed coat fragments.

BUS standards:l/32 0=-1BWM6 =33U3B2 #;-113H0 ;=5&B2d 1
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Table 16: Indicators of Quality Performancei Cameroon

Quality Indicators Cameroon

Seed cotton

Main varieties 50% IRMA 1239A; 45% BLT; 5% D 742
Trend Improving (BLT)

No. of producers 350,000

Overall quality of seed cotton Good
Quality trend Up

Contamination Moderate

Stickiness Low (improved)
Grading Average

No. of seed cotton grades 2

% purchased as 1st grade 73% (05/06)

Quiality control Strict

Lint

Type of ginning 100% SG

No. of gins 7

Ginning outturn 42%

Quality of ginning Good

Overall quality of lint Higher grades
Reputation Good

Quiality trend Up

Strengths Color (IRMA), length (BLT)
Weaknesses Length/strength (IRMA); reputation (sticky)
Seed coat fragments Moderate
Classification (no. of labs) Manual (1 lab Garoua)
Types National

SITC 0

% SITGclassed 0%

Classification rating Good

% top types SM/Standard O 55% (05/06)

Average staple length 28.5 mm (05/06)

Mali

Two main varieties are currently grown in Mali: STAM 59A @&cent and NTA 90
5 (15percen}. Research is continuously breeding, testing and releasing new varieties.

Seed cotton is graded threegrades by the producer associations. Grading is very lax.
Large price differentials between the grades result irp&@entof the crop being
purchased stop grade, regardless of the lint classing results, whereas less than 90
percentactually desengthat rating. Grading used to be stricter when it was under the
responsibility of CMDT and based on the lint classing results.

Contamination is not takemto account during the buying process, and little care is
given to the cleanliness of cotton before it reaches the gin. The use of plastic materials
for picking, storing, transporting and baling is widespread. The expanded use of
colored plastic materialswhich are easier to detect visually than white plastic
materials, has been an improvement. However, the efforts to educate farmers have had
a limited impact so far because there is no financial incentive for farmers to deliver
uncontaminated cotton and discount is applied for contaminated cotton.
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All national lint production is classed manually and visually by CMDTthree
different locations, based on the same national types. This leads occasionally to
problems of consistency in classing results.IAGline has been installed in Koutiala

in 2005 and gercentof production was instrument classed in 2005/06.

An adverse feature dflalian cotton is its creamy color, which has a tendency to
increase during storage under hot and humid conditions. Tkheflaaintenance of the

gins for budgetary constraints has affected the quality of lint and increased seed coat
fragments.

During the lastelevenseasons, the percentage of production classed in Standard O
fluctuated between percentand 24percent andthe percentage of Standard 1 ranged
from 38percento 56 percent These fluctuations are largely weathelated.

Table 17: Share of Lint based on Gradd Mali

Std 95/96 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

0 9.3% 13.7% 11.4% 83% 6.0% 19.7% 20.5% 23.9% 6.5% 11.2% 8.8%
1 55.8% 44.0% 53.2% 47.2% 52.4% 54.3% 46.3% 51.9% 37.5% 49.5% 54.5%
2 33.7% 36.9% 33.3% 41.3% 38.7% 24.9% 30.7% 21.5% 51.7% 37.0% 35.0%
34 13% 54% 22% 33% 29% 11% 26% 26% 42% 23% 1.6%

Source: CMDT

The proportion of cotton classeell/ 8 6 ( 3 r @ercentnf1996/897 tol9ercent

in 2005/06. Conversely, the proportion of cotton class8d/132 6 (34) dropped
percentto 2 percent The average staple length rose from 2% in 1995/96 to 28.5

mm in 2005/06.

Table 18: Share of Lint based on Staple Lengtfi Mali

L™ 95/96 96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06

38 00% 00% 00% 01% 02% 3.1% 02% 03% 0.0% 0.0% 0.0%
37 00% 02% 03% 27% 7.7% 6.0% 64% 6.0% 22% 1.4% 2.0%
36 13.4% 13.3% 28.8% 53.6% 78.5% 81.8% 89.9% 61.2% 89.6% 91.4% 96.0%
35 83.1% 85.7% 70.8% 43.6% 13.6% 9.0% 3.5% 31.0% 8.1% 68% 1.8%
34 35% 08% 01% 00% 00% 00% 00% 14% 0.0% 04% 0.0%

Source: CMDT

In the 2005 ITMF contamination survey, based on 16 mill evaluations, Mali is ranked
16" among the most contaminated origins &marth among the origins most affected
by stickiness but Zlamong the origins least affected by seed coat fragments.

“US standards:l /32 0=-1 BWM6 =33U3B2 *;-113&%0 ;=5&B29;-1 38 = 1
3/160.
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Table 19: Indicators of Quality Performancei Mali

Quality Indicators

Mali

Seed cotton

Main varieties
Trend

70% STAM 59A; 15% NTA 96k
Slowly improving

No. of producers 200,000
Overall quality of seed cotton Mixed
Quality trend Down
Contamination Serious (improving)
Stickiness Moderate
Grading Very lenient
No. of seed cotton grades 3

% purchased as 1st grade 99%
Quality control Lax

Lint

Type of ginning 100% SG
No. of gins 17

Ginning outturn 42%

Declining (lack of maintenance)
Higher grades

Quality of ginning
Overall quality of lint

Reputation Poor
Quality trend Down
Strengths Length, strength, mic

Weaknesses Color, contamination

Seed coat fragments Moderate

Classification (no. of labs) Manual (3 labs FanKoutiala-Sikasso)
Types National

HVI lines 1

% HVI-classed 6%

Classification rating Average

% top types SM/Standard O
Average staple length

10% (05/06)
28.5 mm (05/06)

Mozambique

Mozambique growsight varieties of cotton. The traditional varistiREMO40 and
CA-324 are outdated and are progressively replaced with new varieties from abroad in
the new concession areas, with longer staple and much higher ginning outturn.

Seed cotton is purchased on the basiswvofgrades. Pirate buyers do not dgaseed
cotton.

Lint classing is based on visual and manual inspection, and is centralized, with
exporting companies sending samples to IAM for testing. Current procedures are
outdated and not consistent.

Lint grades improved since 2003.

Table 20: Share of Lint based on Gradd Mozambique

Grade 2000 2001 2002 2003

SM 0% 0% 3% 0%

M+ 9% 30% 23% 47%

M VLS 49% 60% 63% 41%

SM LS 30% 9% 9% 12%

Lower types 12% 1% 2% 0%
Source: |IAM
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Table 21: Share of Lint based on Gradeé Mozambique (2005/06)

Extra | 1] 1" v \Y Inferior
0% 1% 17% 61% 17% 2% 1%
Source: |IAM

Staple length used to be rather short and irregular but has increased in recent years.

Table 22: Share of Lint based on Staplé ength i Mozambique (2005/06)

1-5/ 320 1-1/ 80 1-1/ 160 1-1/ 320 Average (mm)
1% 68% 27% 3% 28.3
Source: IAM

Cotton quality is mixed in Mozambique. The overall reputation remains poor and the
efforts of the new players may be penalized by the persistinggleality in the
traditional cotton growing areas, although some buyers, at least, do distinguish between
old and new suppliers.

Mozambique is not ranked in the 2005 ITMF contamination survey because it has been
evaluated by onljour mill respondents.

According to PT Apac Inti Corpora, Mozambique cotton is classed in the group Il of
moderately contaminated origins. Based on 500 tons inspected in 2004 and 2005, 82
percentof the bales were found to be contaminated, on average 13 grams per ton,

including 75percentof fibrous contaminants.

Table 23: Indicators of Quality Performance i Mozambique

Quality Indicators

Mozambique

Seed cotton

Main varieties

A637/REMO40/CA324/ISA205/
STAM42/IRMA1243/CHUREZA/ALBAR

Trend Up

No. of produers 200,000
Overall quality of seed cotton Poor

Quality trend Up
Contamination Moderate
Stickiness Moderate
Grading Mixed

No. of seed cotton grades 2

% purchased as 1st grade n/a

Quality control Mixed

Lint

Type of ginning 100% SG

No. of gins 12

Ginning outturn 33%41%
Quality of ginning Poor

Overall quality of lint Medium grades
Reputation Poor

Quality trend Flat

Strengths

Weaknesses Short staple, irregular
Seed coat fragments n/a
Classification (no. of labs) Centralized (IAM)
Types Private

SITC 0

% SITGclassed 0%
Classification rating Poor

% top types SM/Standard O
Average staple length

1% (05/06)
28.3 mm (05/06)
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Tanzania

A new variety, UK 91 was introduced in 2005/06 growing season and has now replaced
thetwo varietes that were previously cultivated in the Western cotton growing area (95
percentof national production): UK 77 and UK 82.

Theoretically, buyers and ginners are obliged to purchase seed cotton on the basis of
two grades (AR and BR). In practice, graglimas disappeared at first point of purchase
and different grades are purchased and ginned together. Due to ginning overcapacity,
buyers and ginners give priority to volume and purchase seed cotton regardless of
quality. The proportion of lower grade caitdias almost certainly increased since
liberalizationdue to the initial decline in input use and mixing of seed cotton varieties.

In recent years, steps have been taken to rectify both of these failings, with uncertain
results.

In this competitive sysim, lint classification is centralized at the Tanzania Cotton

Board. Tanzania cotton is sold on the world market on the basis of types (representing

staple length Type =1/ 80 ; t-Yp&2d; tly/dle6d)l land 1Inati ona
Standard gradder WCGA are TANG (GM), GANY (Middling) and YIKA (GO).

The proportion of upper grades (Middling or better) fell fromp&scentin the early
90s to a low of 1percentin 1994/95 after liberalization, and rebounded to about 80
percenin marketing seasorZ)05/06 and 2006/07.

Table 24: Share of Lint based on Gradeg Tanzania

Mktg Season  Tang (SM) M+ GANY (M) Below GANY YIKA/below
1990/91 4.1% 13.8% 22.1% 59.0% 0.9%
1991/92 4.1% 9.0% 14.1% 70.6% 2.2%
1992/93 3.5% 14.3% 27.9% 53.8% 0.5%
1993/94 1.4% 6.5% 37.1% 54.6% 0.8%
1994/95 0.0% 6.7% 16.4% 73.6% 9.3%
1995/96 0.0% 12.7% 21.0% 60.2% 6.1%
1996/97 0.0% 16.8% 34.5% 45.4% 3.4%
1997/98 1.1% 15.1% 28.8% 52.1% 2.9%
1998/99 0.3% 7.2% 24.5% 50.8% 17.25
1999/00 11.4% 29.2% 36.3% 20.7% 2.4%
2000/01 4.9% 24.1% 44.8% 26.1% 0.0%
2001/02 0.0% 8.2% 50.0% 41.8% 0.0%
2002/03 0.0% 8.5% 52.1% 38.3% 1.2%
2003/04 0.3% 10.8% 59.4% 29.4% 0.1%
2004/05 1.4% 3.2% 51.8% 14.3% 0.0%
2005/06 1.9% 41.6% 39.8% 16.0% 1.2%
2006/07 0.4% 23.4% 55.1% 20.6% 0.5%
Source: TCB

The staple length of Tanzanian cotton is rather short and irregular, despite the fact that
about half of cotton production saw ginned and the other half roller ginned.

Table 25: Share of Lint based on Stapld.ength i Tanzania

Marketing Season 1-1/ 8 0 1-1/ 160 1-1/ 320 Average (mm)
2005/06 17.7% 69.8% 12.5% 27.82
2006/07 19.2% 69.3% 11.5% 27.84
Source: TCB
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