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1. INTRODUCTION

Cotton is sometimes referred to as African “white gold”
(Moseley, 2008). It represents a crucial source of income in
large parts of sub-Saharan Africa (SSA), both for rural popu-
lations and for national economies. ! Due to widespread small-
holder involvement, cotton is moreover often considered to
play a key role in development and poverty reduction (e.g.,
Badiane, Ghura, Goreux, & Masson, 2002; Minot & Daniels,
2002; Pfeifer, 2005). >

In West and Central Africa (WCA), performance has been
particularly impressive and described as a unique success-story
in the literature (e.g., Bassett, 2001; Lele & Christiansen,
1989): in Benin, Burkina Faso, Chad, and Mali, yields in-
creased more than threefold on average during 1960-85 (Ta-
ble 1 and Figure 1).

Combined with considerable expansion of the area under
cultivation, this resulted in dramatic production growth: cot-
ton production increased more than twentyfold over the past
50 years (Table 2 and Figure 2). In East and Southern Africa
(ESA), performance has been less impressive. In Tanzania,
Uganda, Zambia, and Zimbabwe, yields declined in the
1970s and 1980s on average, and yield and output are now
only at the level of the 1960s (Figures 1 and 2). However, some
ESA countries have performed better. Notably in Zambia,
production has increased considerably, at a pace comparable
to those observed in WCA (Table 2). During 1980-2000, Afri-
ca’s share of world cotton trade rose by 30%, while its average
share of total world agricultural trade fell by 50% during the
same period (Boughton, Tschirley, Zulu, Osorio Ofi¢o, &
Marrule, 2003).

Two key characteristics are associated with historical cotton
production systems in SSA. First, vertical coordination has
been promoted in SSA cotton supply chains for decades.
The production of cotton is relatively input-intensive. As small
farmers often do not have access to credit or external inputs by
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themselves due to market imperfections, production has to a
great extent occured through interlinked transactions, where-
by cotton gins engage in input provision on credit in return
for supplies of primary produce. Second, as cotton has been
a major export cash crop for decades, it has been a source
of government revenue. As argued by Bates (1981), at the time
of independence, the common view of many African govern-
ments was that the fastest road to economic growth was using
agricultural surplus to support industrial development. The
agricultural sector is also known for having been widely used
as a source of rent extraction by the ruling elite (van de Walle,
2001).

The combination of these characteristics has historically re-
sulted in strong government intervention in SSA cotton supply
chains, both at the level of output procurement and in terms of
input provision, price setting, restriction of private competi-
tion, and investment in infrastructure and agricultural re-
search. In WCA, parastatals have been in place since
colonial times (in particular the 1950s). In ESA, state control
of cotton supply chains rapidly intensified in the 1970s, after
independence, through the nationalization of cotton gins and
the creation of marketing boards (Delpeuch & Leblois, 2011).

Countries with state-controlled cotton markets have how-
ever been pressurized by international donors to reduce gov-
ernment intervention in cotton supply chains since the early
1980s (Berg, 1981). This pressure intensified after the cotton

*The authors are grateful to J. Swinnen, P. Aerni, L. Anoulies, J. Kam-
inski, V. Kelly, P. Messerlin, M. Olarreaga, C. Poulton, B. Shepherd, D.
Tschirley, to two anonymous referees, and to conference participants at
the 2010 Agricultural Economics Society Annual Conference in Warwick,
the 2010 AAAE/AEASA Conference in Cape Town, the 2011 ICABR
Conference in Rome, and the EAAE 2011 Congres in Zurich for valuable
comments on earlier drafts. All remaining errors and omissions are ours
alone. Final revision accepted: June 27, 2012.
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Table 1. Growth of cotton productivity (yields) in ESA and WCA countries, 1961-2009 (1960s = 100)

Country/region 1960s 1970s 1980s 1990s 2000s*
WCA

Benin 100 240 317 356 337
Burkina Faso 100 235 408 423 462
Chad 100 130 208 197 187
Mali 100 240 301 276 238
Average 100 211 301 303 291
ESA

Tanzania 100 108 83 109 138
Uganda 100 74 61 108 195
Zambia 100° 64 57 75 107
Zimbabwe 100 100 95 58 53
Average 100 90 80 78 100

Source: FAOStat (September 2, 2010).
#For the 2000s, data were available until 2009, unless specified otherwise.
® Countries with * have data for 1963-1969.
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Figure 1. Cotton productivity (yields) in ESA and WCA countries, 1961—
2009 (HglHa). Source: FAOStat (September 2, 2010). Note: WCA
includes Benin, Burkina Faso, Chad, and Mali; and ESA Tanzania, Uganda,
Zambia, and Zimbabwe. The data have been smoothed with a lowess factor
of 0.4 in order to reduce random variation and increase readability.

price collapse at the end of the 1980s. The main reason behind
calls for reform was the fact that price setting mechanisms did

not allow producer prices to reflect world prices and thus dis-
torted production incentives. More specifically, state monopo-
lies have traditionally been criticized for depressing farm gate
prices. Conversely, in recent years, parastatals in WCA have
subsidized producers to an extent that is generally agreed to
be unsustainable from a budgetary point of view (Baffes,
2009a). In addition, inefficiencies in parastatal ginning have
increasingly become a concern in ESA in the post-indepen-
dence period and have also more recently become an issue in
WCA (Baffes, 2011; Tschirley, Poulton, & Labaste, 2009). Fi-
nally, pan-territorial pricing schemes were considered to be
ineffective in promoting rural development (Baghdadli, Cha-
ikhrouhou & Raballand, 2007). These factors, in combination
with the strong dependence of millions of poor rural house-
holds on cotton which complicates reform, have been referred
to as “the Cotton Problem” (Baffes, 2005).

Responses to pressure from international donors and policy
choices have differed strongly between regions in Africa. In
ESA, cotton sectors were significantly reformed: Tanzania,
Uganda, Zambia, and Zimbabwe all privatized ginneries, lib-
eralized prices, and introduced competition in the mid-1990s.
In WCA, resistance to reforms has been stronger.® Many
stakeholders in this region believe that intensive cropping
practices would not be feasible in the absence of state-sup-

Table 2. Cotton production growth in ESA and WCA countries, 1961-2009 (1960s = 100)

Country/region 1960s 1970s 1980s 1990s 2000s"
WCA

Benin 100 301 671 2768 3259
Burkina Faso 100 282 728 1448 3380
Chad 100 121 109 166 162°
Mali 100 387 709 1595 1746
Average 100 191 303 694 952
ESA

Tanzania 100 112 95 111 147°¢
Uganda 100 69 11 17 31
Zambia 100° 299 1222 2024 3454
Zimbabwe 100 419 624 564 728¢
Average 100 111 97 106 146

Source: FAOStat (September 2, 2010).

“For the 2000s, data were available until 2009, unless specified otherwise.
® Countries with * have data for 1963-1969.

¢ Countries with ** have data for 2000-2008.
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Figure 2. Cotton production in ESA and WCA countries, 1961-2009
(MT). Source: FAOStat (September 2, 2010). Note: WCA includes Benin,
Burkina Faso, Chad, and Mali; and ESA Tanzania, Uganda, Zambia, and
Zimbabwe. The data have been smoothed with a lowess factor of 0.4 in order
to reduce random variation and increase readability.

ported integrated supply-chains with interlinked contracts. In
addition, price stabilization and panterritorial pricing strate-
gies are seen as necessary instruments for risk mitigation and
spatial redistribution (Araujo Bonjean & Combes, 2001).
While private entry has been allowed to some extent in Benin
and Burkina Faso, in practice, markets remain strongly regu-
lated. In Chad and Mali, markets remain both publicly-owned
and monopolistic. In all four countries, the government still
intervenes in price-setting.

These differences in resistance to reform may reflect differ-
ences in bargaining power of producer associations the pro-
cessing sector or government stakeholders who are either
unwilling to give up on rents, or believe that reforms would
not be beneficial to farmers. This paper aims to contribute
to the general understanding of the potential implications of
liberalization of WCA cotton markets by analyzing the impli-
cations of reforms in ESA and identifying the differences in
pre-liberalization conditions between these two regions.

Considerable empirical work has already been done in this
field by, among others, Tschirley ez al. (2009, 2010); however,
our paper goes one step further by assessing the reform im-
pacts in a formal theoretical framework adapted from Swin-
nen, Vandeplas, and Maertens (2010). This framework
integrates key institutional characteristics of agricultural mar-
kets in developing countries such as factor market imperfec-
tions, the absence of effective contract enforcement
institutions, and the prevalence of linkages between input
and output markets.

The paper is organized as follows. First, we provide a brief ac-
count of cotton sectors in Sub Saharan Africa, with a focus on
market organization, reforms, and performance in terms of
yields and total output. Section 3 presents our conceptual
framework, which is used to analyze the past cotton sector re-
forms in ESA in Section 4 and the potential implications of
the envisaged cotton reforms in WCA in Section 5. Section 6
concludes.

2. REGIONAL TRENDS IN INSTITUTIONAL
REFORMS AND COTTON PERFORMANCE
(a) Cotton sector organization in SSA

The cultivation of cotton requires the use of various external
inputs that most smallholders cannot afford without resorting

to credit. As credit access for smallholders is severely restricted
in SSA, cotton production largely occurs through interlinked
transactions, whereby external inputs are provided on credit
by ginning companies.* Such transactions are also referred
to as “contract farming” or “outgrower schemes”.

This contracting has historically taken place in a regulated
environment in most countries of SSA. While market organi-
zation varied considerably across SSA in the early decades of
cotton commercial cultivation (1950s-1960s), it became
“remarkably similar” (Baffes, 2005) in the post-independence
period, when the degree of market concentration increased
in the less regulated sectors. Competition between ginners
was either ruled out by law, or very limited. Publicly owned
companies or marketing agencies, which enjoyed both a
monopoly and a monopsony position, were responsible for
the purchase of raw cotton at regulated prices, its transforma-
tion into cotton lint and the trade of the latter on international
markets. In all countries of WCA and some ESA countries
(Zambia and Zimbabwe), single-channel supply chains were
governed by parastatals, which also distributed inputs on cred-
it and provided extension services. > In Tanzania and Uganda,
cotton purchasing and ginning were organized through village
level cooperative societies and a marketing board ensured
marketing and enforced market regulation (Tschirley et al.,
2009). Regulation also included government intervention in
price setting, and cotton prices were fixed pan-territorially
and pan-seasonally (i.e., the producer price was fixed through-
out the country and throughout the year).

The major advantage of such single-channel systems is the
prevention of “side-selling”, where farmers sell their cotton
to other higher-bidding buyers at harvest, instead of to the
company that has pre-financed their inputs. In WCA, where
single-channel systems had been set up by the colonial rulers,
successful input provision schemes for cotton production were
maintained after independence, with possible positive spill-
overs for food crops through improved access to inputs as well
as crop rotation (Foltz, Aldana, & Laris, 2011; IFPRI and
LARES, 2001).° For several decades, cotton parastatals in
WCA have been perceived as relatively efficient, even by pro-
ponents of orthodox market institutions.” However, the cot-
ton price collapse at the end of the 1980s and early 1990s
led the World Bank to advocate liberalization of WCA cotton
markets more fiercely (Badiane et al. 2002). Apart from the
reasons mentioned above, it was argued that strengthening
the competitiveness of these sectors would be vital in ensuring
their long-term financial sustainability and allowing a fair divi-
sion of the profits between producers and ginners.

(b) Reforms

Market organization began to change in the late-1980s, with
a drastic acceleration of reforms in the mid-1990s in ESA.
Tanzania, Uganda, Zambia, and Zimbabwe all dissolved cot-
ton boards and allowed private sector competition in the early
to mid 1990s. In Tanzania the reform process started with the
elimination of pan-territorial and pan-seasonal price-setting in
1992. In 1995, the sector was opened up, and the private sector
entered progressively in cotton processing and distribution
(Poulton, 2009). In Uganda, the cotton board was liquidated
and the sector opened up to private entry in 1994 such that
new buyers progressively competed with cooperative unions.
In Zambia, the state cotton board was privatized in 1994.
However, competition initially remained very limited. The
state ginneries were sold to two companies, which benefited
from de facto regional monopsony power until 1997. New
small firms and independent traders then emerged and started



212 WORLD DEVELOPMENT

to compete for cotton supplies. In Zimbabwe, the cotton sec-
tor opened up to private entry in 1994, the year of liberaliza-
tion, and the state board was privatized in 1997. Still, the level
of competition has remained modest until the early 2000s. The
degree of competition increased in 2001 when several smaller
firms entered the ginning market (Poulton & Hanyani-Mlam-
bo, 2009).

In WCA, reforms have been more recent and of a much
more restricted scope. Prices have not been liberalized in
any of the countries under consideration. Even though pri-
vate entry has been allowed to some extent in Benin and
Burkina Faso (respectively in 1995 and 2000), competition
remains weak at best. In Burkina Faso, each of the three
cotton companies has been allotted local monopsony rights
for the purchase of cotton in a particular region (for details,
see Kaminski, Headey, & Bernard, 2011) while, in Benin,
seed cotton is allocated administratively to cotton ginners.
In Chad and Mali, parastatal governance of cotton markets
has not been touched upon as yet, even though reforms
have been discussed for several years (Delpeuch & Leblois,
2011).

(c) Performance

Cotton sector performance has widely varied across regions
and over time in sub-Saharan Africa. However, trends emerge
at the regional level. First, in the post-independence era, in the
1970s and 1980s, WCA performed clearly better than ESA.
Both productivity and output growth were strongly positive
in all countries of WCA until the late 1980s with yields and
production tripling, on average, compared to the 1960s (Ta-
bles 1 and 2). In ESA, on the other hand, average yields de-
creased in the 1970s and 1980s (Table 1) and a broadly
stagnating average output growth hides strong differences be-
tween countries: while Zambia and Zimbabwe displayed high
output growth production almost collapsed in Uganda
(Table 2).3

With regard to the last two decades, when reforms were
implemented to a far greater extent in ESA, the picture is less
clear. Productivity has broadly stagnated on average in WCA
(Figure 1). Yields continued to grow, but at a lower pace, in
Burkina Faso and in Benin. However, they decreased in Chad
and in Mali (Table 1). Conversely, in ESA, productivity
growth has slowly resumed in the two last decades, except in
Zimbabwe where it has almost halved compared to the
1980s average (Table 1). Output growth, on the other hand,
has remained much higher, on average, in WCA than in
ESA (Figure 2), drlven mainly by a strong increase in area un-
der cultivation.” While Chad is the only exception to the cot-
ton-boom in WCA, Zambia is an exception in ESA with
output growth rates comparable to those witnessed in WCA
(Table 2).

Tschirley et al. (2009, 2010) link cotton performance to
organization. ' They argue that competitive, market-based
systems could enhance production by ensuring relatively high
producer prices without any type of budgetary support but
that they mostly fail in the provision of inputs and extension.
Monopolistic and concentrated sectors, on the other hand, are
better in providing inputs and services to farmers, although
the latter tend to cover fewer farmers than the former. How-
ever, while prices can be high in monopolistic markets—even
higher than in competitive markets—this may be at the cost
of huge public transfers. As a result, Tschirley et al. (2009,
2010) maintain that no market sector type seems to have per-
formed so well that it can be used as a reference for other
countries.

To extend their analysis and to interpret the empirical obser-
vations into a more formal conceptual framework, we now
turn to analyze the link between market structure and perfor-
mance using a theoretical model adapted from Swinnen et al.
(2010). After outlining the model predictions, we contrast
these theoretical findings with a more detailed analysis of
post-reform performance in ESA and a prospective analysis
of possible reform implications in WCA.

3. CONCEPTUAL FRAMEWORK
(a) A model of liberalization

To produce cotton, farm resources (e.g., land and labor)
need to be combined with external inputs (e.g., seeds, tools
and fertilizers). To purchase external inputs, capital is re-
quired. We assume that in smallholder-based agricultural pro-
duction systems, farms do not have direct access to the
required capital and/or the required external inputs because
of market imperfections. Conversely, processors do not have
the skill or land to produce directly. However, processors have
better access to credit and/or external inputs, such that they
can provide external inputs on credit to farmers. A farmer
and a processor can thus join forces to produce an amount
g of cotton: the farmer will provide labor and land l whlle
the processor will provide external inputs of value k.'' The
farmer’s opportunity cost of labor and land (/) equals his dis-
agreement payoff, i.e., his income when the contract does not
materialize, and is an indicator of his alternative income
opportunities 2 The processor’s opportunity cost of exporting
cotton (k) is the i income forgone by not using capital &k for any
other investment. '* His processing and marketing costs are as-

sumed to be equal to the market valuation of processing and
marketing.

To capture inefficiencies in processing and marketing (here-
after called “supply chain inefficiencies”), we define ¢ as extra
processing and marketing costs. These costs may encompass
different inefficiencies such as excessive transport and storage
costs (Kherallah ez al., 2000) or poor sales strategies, manage-
ment tools, and technology (Baffes, 2007). They could also re-
flect, for example, the cost of pursuing multiple objectives,
such as additional job creation to reward political support.

Finally, to account for government intervention in price set-
ting, ¢ represents a government tax (¢ > 0) or sub51dy (t<0)."
This accounts for widespread government price setting, indi-
rectly resulting in taxation or subsidization, depending on
the level of the world price. The processor exports the cotton
lint at price p, the exogenous world price for cotton. '3

The net value or “surplus” that is created if a contract is
agreed and enforced is denoted by 0, with

0=p—-c—tig—k—1 (1)
Under perfect and costless enforcement conditions, if a surplus
is realized (i.e., 0 > 0), it is shared according to a simple Nash
bargaining process, in which total payoffs are obtained by
adding each agent’s outside option to his share of 0 (Nash,
1953). The farmer will then receive share f3, while the processor
appropriates share / — f. In this way, f§ can be cons1dered as
the farmer’s bargaining power under perfect enforcement. !

In most of rural SSA, credible contract enforcement is how-
ever often unaffordable among other reasons because of the
oral nature of many arrangements, the low volume of individ-
ual transactions, the geographical dispersion of agents and the
weakness of judiciary systems. To account for this fact, we
consider the extreme case that there is no external enforcement
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mechanism and show how the respective pay-offs are
affected. '’ This implies that after the farmer accepts a proces-
sor’s offer for inputs, he can still decide ex-post (i) whether to
use the inputs for cotton production or to divert them (by sell-
ing them or using them on other crops—in which case the
farmer can earn k + [, that is, the extra income from selling
the inputs, plus his opportunity cost of labor) and (ii), if inputs
are used for cotton production, whether to supply it to the
contracting party or side-sell, that is, sell the cotton to an alter-
native buyer at the spot market price (p; — t, — ¢), in which
case we assume that spot market buyers may face supply chain
inefficiencies and price distortions as well (with py, ¢, and ¢,
respectively the world price, inefficiencies, and government
taxation faced by the alternative, non-contracted buyers).
An alternative processor may be able to offer a higher price
than the contracting party, as he does not need to account
for the cost of the provided inputs. On the other hand, if the
contracted processor can access high-value cotton markets
with specific quality standards by tailoring the production pro-
cess to specific requirements and adequate monitoring, he may
have a price advantage. By defaulting on his contract obliga-
tions, however, the farmer incurs a reputation cost ¢.'®

In the absence of a formal enforcement mechanism, contract
compliance can be ensured only by making the contract self-
enforcing. This implies that the processor might have to in-
crease the price paid to his cotton supplier so as to incentivize
the latter to comply with the contract. Indeed, while the farm-
er will participate in the contract if his expected return (Y) ex-
ceeds his disagreement payoff: ¥ > [/ ; he will comply with the
contract only if his payoff from compliance is at least as high
as his payoffs from input diversion (k + [ — ¢) and from side-
selling ((py — t, — ¢;)qg — @). The respective payoffs of the
contract (with Il the processor’s return) are then given by:

Y =max(I + B0k +1— ¢; (p, — ¢y — t,)q — @) (2)

D=p-c—-t)g—Y (3)

On the other hand, the processor will only join the contract if
his expected return covers his opportunity cost of capital:
IT > k. As a result, a contract will be feasible only if the world
price is sufficient to cover each of these constraints, that is, if it
satisfies the following condition:

p>pmin
1 - - - - _
=-max[k+ L2k +1—@;k+ (p,— ¢, —t)g— @] +t+c¢
q
(4)

Condition (4) shows that the better the farmer’s opportunity
cost of labor (high /), the higher the spot market price (p;),
and the lower the reputation cost (¢), the lower contract fea-
sibility is. On the other hand, it can be seen from condition (2)
that the same factors would cause producer prices to be high-
er. Furthermore, supply chain inefficiencies of the contracted
buyer (c) are expected to reduce contract feasibility, as well
as suppress producer and processor payoffs. Taxation by the
government (¢ > 0) has a similar impact as processing ineffi-
ciencies, while subsidies by the government (¢ < 0) improve
producer and processor payoffs as well as contract feasibility
(as they reduce pmin). Supply chain inefficiencies and taxes
applying to spot market buyers (¢, and ¢,) reduce producer

payoffs, but improve contract feasibility. '° In the case where
the side-selling option is binding, and spot market buyers
are subject to the same price distortions or face the same inef-
ficiencies as contracted buyers, reduced taxes (¢ and ¢;) or

increased efficiency (¢ and c¢,) will benefit producers but their
respective effects on contract feasibility will net each other out.

Condition (4) also shows that the yield increase brought
about by the use of external inputs has an important effect
on contract feasibility. A higher ¢ will facilitate contract for-
mation—except when the side-selling constraint in Eqn. (2)
is binding. In the latter case, a higher ¢ will increase farm in-
comes but not improve contract feasibility. Swinnen et al.
(2010) show how individual cotton production levels can be
aggregated to assess total supply response. For the sake of
brevity, we have not presented this aggregation here, as it does
not affect our results.

(b) The effects of liberalization: model predictions

As in Swinnen et al. (2010), we focus on two crucial, and
interrelated, aspects of the liberalization process: “price liber-
alization”, i.e., the government no longer determines prices,
and “market liberalization”, i.e., the removal of state control
over the structure of the cotton chain by allowing private trade
and competition. Define T as the government’s “price policy”
and Z as the “market policy”. Price liberalization is repre-
sented by AT > 0 and market liberalization by AZ > 0.%°

First, we look at the impact of reforms on farm incomes ( ).
Price liberalization removes government intervention in price-
setting: 0Y/0T < 0 for ¢ or t;, <0 (government subsidy) and
0Y/OT > 0 for ¢t or t;, > 0 (government tax). ~

Market liberalization is hypothesized to affect p,, [, ¢, ¢ and
¢s, Competition indeed creates new options to side-sell: p; is
expected to increase, as we move from a monopsony (where
ps 1s virtually equal to zero) to a competitive environment
(where it is high, as long as processors do not collude). Hence,
0ps/0Z = 0. As competition increases, it might also bring
along improved contract options ex-ante: 9//9Z > 0.%' In
addition, the farmer’s reputation cost ¢ is likely to decrease:
the more numerous processors are, the more expensive it gets
for them to coordinate and share information (Zanardi, 2004)
and the more alternative buyers remain after defaulting with
one of them (Hoff and Stiglitz, 1998). Hence, 0¢p/0Z < 0.

Furthermore, because of the removal of soft budget con-
straints and the created competitive pressure, market liberal-
ization might lead to increased processing efficiency (Oc/
0Z < 0 and possibly 0c,/0Z < 0), for example through the re-
moval of excessive employment or the adaptation of better
technologies and management strategies. This is in line with
Hick’s “quiet life” hypothesis (1935) which argues that compe-
tition brings incentives for cost minimization and the removal
of processing inefficiencies, as was the case, for example, in
Eastern Europe and China (Rozelle & Swinnen, 2004). On
the other hand, some have suggested that competition might
increase costs (0c/0Z > 0) by suppressing economies of scale
(e.g., Demsetz, 1973; Guy, Bennison, & Clarke, 2004), increas-
ing transaction costs (Shervani, Frazier, & Challagalla, 2007)
or lowering incentives for investing in research (e.g., Pray,
Ochmke, & Naseem, 2005). >

If we combine these effects with Eqn. (2), we can derive the
impact of the orthodox reforms on the farmer’s returns, at the
condition that contracts can be sustained:

g+a_yzgg+g%+a_¥a_7+gapy+a_y%

OT "0z 0t oT o1, OT ' 9l 0Z ' op, 0Z ' O 0Z
+6_Y@+8Y6cs (s)
Oc 0Z  Oc, OZ

The first two terms in Eqn. (5) jointly capture the effect of
price liberalization. Their aggregate effect will be positive
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(or zero) if the government taxed farmers before the reform
(implying that ¢ and possibly ¢, > 0), and negative (or zero)
if farmers were subsidized (implying that ¢ and possibly
t; <0). The third, fourth, and fifth terms capture the effects
of market liberalization on outside options before and after
contracting, and are non-negative. Finally, the sixth and
the seventh terms, which capture the effect of market liberal-
ization on contracted and spot market buyers’ efficiency, will
be positive if the efficiency gains induced by liberalization
outweigh the potential efficiency losses—which the literature
points at as the most likely case (see e.g., Tschirley et al.,
2010).

Hence, if contracts remain sustainable after reform, and if
farmers were taxed before reform and efficiency in the sector
improves through reform, the right-hand side of Eqn. (5) will
be strictly positive and reform is expected to benefit farmers.
According to our model, reform may however hurt farmers
if farmers were subsidized prior to reform and there are no
strong improvements of their outside options and of buyer effi-
ciency through reform.

In addition, if reform causes contract breakdown, farmers
may be negatively affected as well—hence we need to consider
the impact of liberalization on contract feasibility by perform-
ing comparative statics analysis on p,;,, the minimum level of
the world price for cotton required to sustain contracts. Using
Eqn. (4), the aggregate effect of liberalization on contract sus-
tainability can be summed up as follows:

apmin + apmin _ 8pmin g + 8pmin % T apmin 877 + apmin apv
oT oz ot OT o1, oT 9l 0Z Op, 0Z
+ apmin a_q) 8pmin g 6pmin acs (6)

dp 0Z Oc 0Z Ocg O0Z

An increase of p,;, reflects a deterioration of contract feasibil-
ity as it strengthens the condition on world market price p for
contract feasibility. The net effect of the first two terms of Eqn.
(6) will be positive if the sector was subsidized before liberal-
ization and negative otherwise—unless the contracted and
the spot market buyer are subject to the same price distortions
(t =t;) and the side-selling option is binding. The third,
fourth, and fifth terms will be zero or positive; and the sign
of the last two terms will depend on the efficiency effects of lib-
eralization. The net effect will be negative, unless (i) efficiency
losses due to losses of economies of scale outweigh efficiency
gains; (ii) the side-selling option is binding and the contracted
buyers and spot markets buyers experience identical efficiency
gains (in which case the net effect is zero); or (iii) the spot mar-
ket buyers experience more efficiency gains than the contracted
buyers (in which case the net effect may be positive).

If production was subsidized before liberalization and pro-
cessing efficiency is reduced, all partial effects in Eqn. (6) are
zero or positive, implying that liberalization undermines con-
tract feasibility (as pmin increases). If, on the other hand, pro-
duction was taxed before liberalization and processing
efficiency improves through liberalization—and more so for
the contracted than for the spot market buyer in case of a
binding side-selling option—the joint net effects of the first
two and of the last two terms are negative and may counteract
the detrimental impact of increased competition on contract
feasibility.

In conclusion, while farm incomes are expected to improve
with price and market liberalization as long as contracts do
not collapse; contracts are more likely to collapse because of
competition. This underscores the existence of a trade-off be-
tween competition and “coordination”, as pointed out by
Dorward, Poulton, Tschirley and their co-authors in various

publications (e.g., Dorward, Kydd, & Poulton, 1998; Poulton
et al., 2004; Tschirley et al., 2010). %

This trade-off is particularly relevant in cotton markets as
cotton is a relatively homogenous product. Buyers seek
broadly the same quality requirements that are imposed by
the textile industry, which highly values homogeneity (Tschir-
ley et al., 2009). Moreover, contrary to other crops, the prices
fetched by different firms on the world market depend largely
on the national origin of cotton and on the quality reputation
of that origin, rather than on the specific reputation of differ-
ent firms (Larsen, 2003). If this means that non-contracted
buyers willing to buy raw cotton are able to obtain prices in
the international market similar to those fetched by the con-
tracted buyers who pre-financed the inputs, and if spot market
buyers face identical supply chain inefficiencies and price dis-
tortions as contracted buyers, prices offered by the spot mar-
ket buyers may converge to p — ¢ — t. In this case, Eqns.
(2)—(4) reduce to:

Y =max(/+ p0;(p —c — t)qg — @) (7)

N=pg—c—t-Y (8)

p>pmin:#+c+t S.t.q);k (9)
The side-selling option then translates into a simple condition
for contract sustainability which does not depend on p or on ¢:
¢ = k. The condition on p implied by (9) is nothing more than
the condition for socially efficient contracts, and will weaken
(i.e., pmin Will decrease) with an increasing ¢. Hence, while con-
tracting can be sustained even with a nil reputation cost
(¢ = 0) in the case where the contracted buyer can fetch a
higher price on the international market than its competitors,
there is a lower bound to ¢ when such quality premiums do
not exist. This implies that, whatever the efficiency gains of lib-
eralization through the elimination of ¢ and ¢, if the post-lib-
eralization reputation cost is not sufficiently high (ie.,
¢ < k), contracts will break down (irrespective of the level of

D)

4. AN EXPLANATION OF REFORM EFFECTS IN ESA

We now combine insights from the theory model outlined in
Section 3 with empirical insights from the literature, to devel-
op a set of hypotheses to explain observed reform outcomes in
ESA.

(a) Price distortions (t)

Our theory framework predicts that if farmers were taxed
prior to reform, price liberalization will lead to a reduction
in ¢ and hence to positive effects on farm incomes as well as
sector performance by reducing ppin.

To investigate the extent of agricultural taxation, we look at
the trends in nominal rate of assistance (NRA) to the cotton
sectors in ESA during 1970-2005 (Figure 3).%* It can easily
be observed that NRAs have been significantly negative in
ESA during the years of heavy government intervention,
pointing at agricultural taxation.

This is in line with the political economy literature which
shows that African governments (like governments in other
developing countries) have largely taxed agriculture, especially
exportable cash crops (e.g., Anderson & Masters, 2009; Bates
& Block, 2009; Krueger, Schiff, & Valdés, 1988). %
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Figure 3. NRAs to the cotton sector in ESA countries, 1970-2005. Source:
Delpeuch & Poulton (2011). Note: ESA includes Tanzania, Uganda,
Zambia, and Zimbabwe. The data have been smoothed with a lowess factor
of 0.4 in order to reduce random variation and increase readability.

It suggests that price liberalization in ESA also offered great
potential in terms of eliminating taxation (reducing ¢), result-
ing in better producer prices as well as improving sector per-
formance by reducing p.,, if the distortions faced by spot
market buyers did not decrease equally. Overall, NRAs indeed
gradually converge to 0 in the post-reform period.

Zimbabwe is an exception over the whole period. First, tax-
ation of cotton farms has never been very heavy there, and
over the 1980s, NRAs were even positive, reflecting subsidiza-
tion. A potential explanation is that production used to be
dominated by commercial farmers, with higher political bar-
gaining power, resulting in better producer prices (Figure 4).
Second, over the 2000s, worsening exchange rates led to a
new and significant drop in NRAs (Robinson, Govereh, &
Ndlela, 2009).

(b) Institutional organization and the degree of competition
(4Z)

While prior to reform, there was a common belief that open-
ing up the sector would lead to considerable market entry by
the private sector, and hence to a strong effect on Z and on
producer prices (Y) and efficiency (c); private market entry
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Figure 4. Producer prices in ESA countries, 1976-2004 (US$/MT).
Source: Anderson and Valenzuela (2007 )—“national spreadsheets”. Note:
ESA includes Tanzania, Uganda, Zambia, and Zimbabwe. The data have
been smoothed with a lowess factor of 0.4 in order to reduce random
variation and increase readability.

turned out to be disappointing, only gradual at best, and in
many cases it was reversed by government policies—motivated
by imminent contract scheme failures.

Private market entry was observed after reform in Tanzania
and Uganda, the two countries which already had a more
decentralized market structure based on village level coopera-
tives prior to reform.

In Zambia and Zimbabwe, on the contrary, competition re-
mained very weak in the years subsequent to reform as a rem-
nant of the extremely concentrated pre-reform market
structure (Brambilla & Porto, 2011). In Zimbabwe, a surge
in competition was observed only several years after reform.
The immediate cause was the onset of macroeconomic difficul-
ties in 2001, when new companies entered into cotton trading
to secure scarce foreign exchange for their other activities
(Poulton & Hanyani-Mlambo, 2009).

The level of competition, however, was not sustained in a
number of ESA countries. In Zambia, it is even said to have
declined during the first half of the 2000s when the two big-
gest firms began to cooperate in an attempt to fight side-sell-
ing (Brambilla & Porto, 2011) and, simultaneously, “agents
and independent buyers [...] largely disappeared” (Tschirley
& Kabwe, 2010). Competition later resumed again with the
market entry of new “larger and better-financed ginners”
(Tschirley & Kabwe, 2010). In Zimbabwe and Uganda, com-
petition was challenged by policy reversals. The Zimbabwean
government started to restrict market entry to buyers who
were willing to engage in input provision. Similarly, in
Uganda, the detrimental effect of competition on contract
schemes led the government to establish regional monopsony
rights during 2003-2008 (Baffes, 2009b). A few ginners were
allowed to operate in each zone under quota terms, which
were proportional to companies’ capacity for input provi-
sion. As a result, Tanzania is the only country where compe-
tition has been unrestrained since reform (Delpeuch &
Leblois, 2011).

() Supply chain inefficiencies (c)

Prior to reform, cotton state boards in ESA suffered bad
reputations with respect to supply chain efficiency, and liberal-
ization was expected to bring substantial efficiency gains.
According to our model, such reductions in ¢ would improve
farm incomes and contract feasibility, and thus sector perfor-
mance if efficiency gains are higher for the contracting buyer.
In retrospect, the available evidence suggests that the post-re-
form cotton sectors are indeed more cost-efficient than concen-
trated sectors, and both substantially outperform
monopolistic sectors in terms of ginning efficiency (Tschirley
et al., 2010). In addition, the literature suggests that no nega-
tive impact of liberalization was found on research and devel-
opment by foregoing economies of scale—in particular
because, even after reform, most ESA cotton research pro-
grams remained in public hands (Tschirley et al., 2009).

(d) Overall impact on producer prices (Y)

In summary, reforms were expected to improve producer
prices by eliminating taxation, improving outside options for
farmers, and raising efficiency in the sector, in line with the ef-
fect of an increase in Z predicted by our model. In hindsight,
however, these expectations turned out to be overly optimistic.
Competition did not increase as much as was expected. As a
result, producer prices have increased post-reform only in
Tanzania, and to a lesser extent in Zimbabwe, with significant
variation over time (Figure 5).
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Figure 5. Producer prices in ESA countries post-reform. Source: Anderson
and Valenzuela (2007 )—“national spreadsheets”. Note: The price index is
100 in the year of reform. ESA includes Tanzania, Uganda, Zambia, and
Zimbabwe. The year of reform taken is 1995 in Tanzania, and 1994 in
Uganda, Zambia, and Zimbabwe. The data have been smoothed with a
lowess factor of 0.4 in order to reduce random variation and increase
readability.

A general decline in world cotton market prices contributed
to the stagnation or even decline of producer prices after lib-
eralization.

(e) Overall impact on contract sustainability (pin)

Based on our model predictions, liberalization was expected
to have mixed effects on contract sustainability. Positive effects
would come from the removal of taxation (z), as well as of sup-
ply chain inefficiencies (c¢) faced by the contracting buyer. Con-
versely, potential negative impacts on contract sustainability
could have resulted from higher outside options for farmers
(higher / and p,) and lower reputation costs (¢), with ulti-
mately negative effects on input consumption and on yields
and production.

Unfortunately, no data are available to directly observe the
evolution of contract enforcement. If we focus on indirect
indicators for post-reform performance instead, such as cotton
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Figure 6. Growth of cotton productivity (yields) in ESA countries post-
reform. Source: FAOStat (September 2, 2010). Note: The yield index is 100
in the year of reform. ESA includes Tanzania, Uganda, Zambia, and
Zimbabwe. The year of reform taken is 1995 in Tanzania, and 1994 in
Uganda, Zambia, and Zimbabwe. The data have been smoothed with a
lowess factor of 0.4 in order to reduce random variation and increase
readability.

yields (which are directly affected by contract sustainability
through input use), the picture is indeed mixed—ranging from
sustained yield increases in Zambia to long-term declines in
Zimbabwe and variation over time in Uganda and Tanzania.
The average effect is however positive (see Figure 6).

Zambia performs best in terms of yields after reforms: yields
have stabilized at a level of about 160% of their pre-reform le-
vel. This suggests that contracts have been sustained to a large
extent after liberalization, as competition remained relatively
restricted. Tschirley et al. (2009) even show that service provi-
sion has been used as a strategy for non-price competition in
Zambia, 2° suggesting that, at low levels, competition stimu-
lates rather than suppresses service provision and yield
growth.

In principle, we would expect similar observations for Zim-
babwe, where the cotton sector has remained relatively con-
centrated as well. However, in the 2000s, worsening macro-
economic conditions led to high inflation, fuel shortages,
and great economic uncertainty in Zimbabwe, and have nega-
tively impacted sectoral performance.

In Tanzania, the country where competition has increased
most significantly, yields declined significantly in the immedi-
ate post-reform period and remained below the pre-reform le-
vel for most of the time until recently.

In Uganda, finally, a short-lived increase in yields gave rise
to a significant decline, with yields remaining below pre-re-
form levels for five years. They subsequently recovered and
peaked to over two times their pre-reform level, albeit with
considerable year-to-year variation. This period of higher
yields corresponds to the times when the government re-regu-
lated the sector and restricted competition among buyers. This
is in line with our model predictions.

Interestingly, as predicted by the model, liberalization
seems to have impacted returns and contract sustainability
in opposite directions: countries where the price response
was the weakest (Zambia and Uganda) were also those where
contracting and productivity increased most (Figures 5 and
6).

5. EXPECTED EFFECTS OF LIBERALIZATION IN
WCA

Finally, we use the predictions of our theory model in com-
bination with empirical observations and lessons learned from
the ESA experience to set expectations on reform outcomes in
WCA and feed the debate on cotton sector liberalization in the
latter region.

(a) Price distortions (t)

First we look at the price distortions currently observed in
WCA. As shown in Figure 7, while NRAs were more negative
in WCA than in ESA (hence WCA farmers were taxed more)
for most of the pre-2000 period, they have been strongly
increasing since 2000, and nowadays WCA cotton farmers
are subsidized (see Baffes (2007) for a discussion of the
1998-2007 period, and Kaminski et al. (2011) for a discussion
of more recent years). Our model predicts that liberalization
will lead to lower producer prices and reduced contracting if
these subsidies are removed (subject to the caveat noted earlier
with regard to ¢ and ¢,). This can be considered a major factor
triggering resistance to reform in WCA. Less efficient and iso-
lated farmers are likely to be affected most, as they are subsi-
dized to a greater extent because of panterritorial pricing
schemes.
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The reason for these subsidies may be rooted in the partic-
ular role of cotton in WCA. The governments in the region in-
deed have had few options other than to use the cotton sector
as a resource to finance their public budgets. For example, in
Benin and Burkina Faso, cotton accounted for more than 50%
of the total merchandize export value in 2006 (Figure 8).2” As
a result, when world prices declined, governments have tried to
sustain producer prices to avoid production disruptions (Fig-
ure 9; Bassett, 2008). 28

(b) Institutional organization and the degree of competition
(4Z)

As can be derived from our model, the expectations on re-
form effects depend to a large extent on the expected increase
in competition through market liberalization. The ESA re-
forms experience has taught us that postreform market struc-
ture is to a large extent dependent on prereform market
structure. In WCA, parastatals have been the sole operator
of cotton purchasing, selling, and input provision for over half
a century, and hence we should not expect massive private en-
try into the sector upon liberalization.

Preliminary evidence from the partial reforms introduced
since the early 2000s also suggests that competition might

be hard to achieve. In Benin, where the private sector has
been allowed to enter ginning (but not to compete as cotton
is publicly procured and administratively allocated to the dif-
ferent firms), strong consolidation trends have been observed
after the initial entry of numerous private buyers on the mar-
ket. At present, the sector is said to resemble a private
monopsony (Gergely, 2009). As a result, the impact of liber-
alization on producer prices and sector performance is ex-
pected to be moderate at best.

(¢) Production inefficiencies (c)

Our model predicts that liberalization may have an effi-
ciency-enhancing effect. Expectations were high at this level
for the reforms in ESA, where state-led cotton supply chains
suffered a bad reputation for efficiency pre-reform. However,
the comparative literature on cotton policies in SSA reveals
that parastatals have historically been more efficient in WCA
than boards in ESA, implying that there is less scope for effi-
ciency gains in WCA than in ESA.

One indication of this is that, from the 1960s through the
1980s, as government-controlled organizations increased their
involvement in the cotton sector, performance declined in
most ESA countries, eventually resulting in debts and delayed
payments to farmers as well as declining yields (Tschirley
et al., 2009). During the same period, in WCA, yields in-
creased threefold (Table 1, Figure 1). As a result, in 1990, cot-
ton yields in ESA were on average over 40% lower than in
WCA while they were over twice as big during most of the
1960s (Figure 1).

There is some evidence that, in times of taxation,
WCA governments used at least a part of the collected
funds from the cotton sector for research and extension,
as well as the development of infrastructure, with clear ben-
efits to farmers (Townsend, 1999). Comparing the perfor-
mance of cotton sectors in Tanzania and in Mali, Gillham
et al. (1995) also found that while (i) “good leadership
and management and integration of adaptive research,
extension and production in Mali ensured that supplies of
pure, quality seed were available to the farmers and that
new developments in varieties and production technology
reached them rapidly”, (ii) “Tanzania is reflective of other
East African countries where there was poor training of cot-
ton professionals, inefficient administration and an absence
of any integration of research, extension, production and
marketing”.

Recent evidence however points at deteriorating efficiency in
WCA cotton sectors (e.g., Baffes, 2011).

(d) Overall impact on producer prices (Y)

The partial effects of liberalization discussed above suggests
that, while reforms in ESA in the 1990s were expected to bring
higher prices to farmers, expectations for price improvement
after liberalization are significantly more modest in WCA to-
day. First, price liberalization would likely eliminate subsidies,
not taxes. Second, although some efficiency gains could be ex-
pected, it seems that in general, they will be more modest than
in ESA. Third, the positive price effect resulting from increased
competition is expected to be small since WCA markets are
likely to achieve only limited competition.

(e) Overall impact on contract sustainability (pin)

Furthermore, the removal of subsidies and the more mod-
est expectations on efficiency improvements are two reasons
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why liberalization in WCA might be more detrimental for
contract feasibility than in ESA. On the other hand, limited
expectations with respect to the level of post-reform
competition predict that contracting in WCA could remain
sustainable even after reform, at least in the short run. This
however holds only if the entry of a limited number of
ginners does not lead to the extreme scenario
where p, = p and high reputation costs cannot be main-
tained.

Due to environmental conditions, the yield improvement
from using inputs in WCA is greater than in ESA
where cotton can be produced relatively well without exter-
nal inputs (i.e., ¢ is larger in WCA). This implies that the
supply response to contract breakdown would be more sig-
nificant. WCA countries are also, on average, more depen-
dent on cotton both at the household level and at the
macro level (Figure 7). This, again, underscores the greater
sensitivity of a liberalization of cotton markets in the latter
region.

6. CONCLUSION AND POLICY IMPLICATIONS

This paper uses a stylized contracting model to investigate
the link between market structure and equity and efficiency
in SSA cotton sectors, explain the outcome of reforms in
ESA and analyze their potential consequences in WCA. We
argue that the level of price distortions, the nature of pre-re-
form market structure, as well as the degree of parastatal inef-
ficiency, all contribute to making reforms less attractive to
farmers and governments in WCA today, as compared to
ESA in the mid 1990s. We illustrate our arguments with
empirical observations on the performance of cotton sectors
across SSA.

Obviously, in our attempt to draw general lessons from
empirical observations, we have had to abstract from many
specific factors affecting cotton sectors in each particular
country. Further research is needed to further nuance the
story and demonstrate causality between observed changes
in market structure and performance. Two contributions
have made progress in this respect: Delpeuch and Leblois
(2011) in a macro comparative approach and Brambilla
and Porto (2011), who use micro-econometric analysis to

look at the link between market structure and cotton yields
in Zambia.

Two further observations should be made. First, earlier re-
form experiences across the globe have taught us that
macro-economic stability is of paramount importance to the
performance of any sector. This is the case for the cotton sec-
tor as well. Hence, whatever sectoral reforms are implemented,
their effects will always be dwarfed by the impact of potential
macro-economic imbalances and hence sectoral market re-
forms should never be designed in isolation from broader eco-
nomic reforms.

Second, by shifting the objective of the cotton sector pol-
icies from maximal production to efficient production,
orthodox reforms are likely to have detrimental effects espe-
cially for farmers with high transaction costs of dealing with
them, who often are also the poorest. In pointing at the lim-
itations of orthodox market reforms in the WCA context,
however, we do not intend to minimize the need for change:
the present system is depleting public budgets, while failing
to bring about yield increases in most countries of the re-
gion since the mid-1980s. The breakdown of inefficient con-
tracts might thus ultimately be beneficial to the national
economy if freed resources can be used to support poor
farmers in finding alternative sources of income. Whereas
governments in WCA have historically presented cotton
production promotion as one of the most efficient ways of
pulling rural populations out of poverty, they should now
try to improve opportunities for diversification, or design
more efficient social safety nets that target recipients based
on needs rather than on cultivation choices. Moreover, from
a macro-economic perspective, a movement out of cotton
production of the less efficient farmers could help to reduce
the strong dependency on a single commodity at the na-
tional level.

This is all easier said than done: market policies are more
easily implemented than social policies in developing coun-
tries with limited budgets and administrative capacity
(Brooks, 2011). Still, we believe that the strong focus on
cotton reforms, both by donors and governments, should
be put into perspective; and that more attention should be
paid to designing global agricultural and rural policies that
create opportunities for farmers to move out of cotton pro-
duction.
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NOTES

1. According to Tschirley, Poulton, and Labaste (2009), in SSA, cotton is
the main source of cash revenue for more than two million poor rural
household and a major source of foreign exchange for over fifteen
countries. In West and Central Africa (WCA), the cotton sector in certain
cases accounts for up to 10% of the gross domestic product, 10% of total
merchandize exports, and over 60% of total agricultural exports. More-
over, it is the largest employer in countries such as Burkina Faso, Chad, or
Mali (Townsend, 2006).

2. This view came under attack recently when national household survey
data on Mali provided evidence of the fact that a very large share of
cotton-producing households living in the fertile area of Sikasso (Mali),
continued to live under the poverty line despite cultivating a cash crop and
receiving public subsidies — making Sikasso the poorest rural region in
Mali. However, these findings have been disputed by later research
pointing at inadequacies in the data and methodology of the initial
analysis (see Delarue, Mesple-Somps, Naudet, & Robilliard, 2009).

3. The geographical distinction between ESA and WCA in fact reflects
more political/historical cleavages (Delpeuch & Leblois, 2011). For the
purpose of this paper, however, we build on this useful distinction and
restrict our country sample to a set of eight emblematic countries (Benin,
Burkina Faso, Chad, and Mali in WCA Tanzania, Uganda, Zambia, and
Zimbabwe in ESA).

4. Although input use is less intensive in ESA, transactions are
interlinked in most countries, with the exception of Tanzania, where less
than 10% of farmers used any fertilizers before liberalization (Larsen,
2003).

S. Especially in WCA, the parastatal would also be responsible for
developing new seeds (to varying degrees, with public budget support),
distributing inputs on credit, providing technical advice to farmers, taking
care of relevant infrastructure, and sometimes, even building schools and
dispensaries.

6. This issue remains debated. For example, based on a field survey in
Mali, Moseley, Carney, and Becker (2010) find that over the 1990s,
increased cotton production by poor households led to reduced food
surpluses, as labor resources were shifted from food production to cotton
production. Moseley ez al. (2010) also show that, in more recent years,
sorghum production has peaked while cotton production declined.

7. The Berg report, considered to be the reference paper for World Bank
adjustment programs in developing countries’ agricultural markets, notes:
“some of the smallholder cotton growing schemes in francophone African
countries are organized by agencies with mixed private-public ownership
and are among the more successful ventures on the continent” (Berg,
1981).

8. The collapse of the cotton industry in Uganda was related to Idi
Amin’s expulsion of the Asian population in 1972 who owned and
managed much of the industrial sector, including cotton gins. For a
discussion of the importance of the Asians in the Ugandan cotton ginning
industry, see Jamal (1976).

9. The expansion of area under cotton was to a large extent triggered by
the devaluation of the CFA franc in 1994, which improved WCA
competitiveness in cotton (Baffes & Estur, 2009). With this area expansion,
less fertile land and lower performing farmers entered production, which
might explain part of the WCA cotton yield stagnation or decline
(Kaminski ez al., 2011).

10. One of these elements, which we do not discuss in this paper, is
cotton quality (Larsen, 2003; Gilbert and Tollens, 2003).

11. Note that we assume an indivisible production function and a fixed
proportions production technology as well as perfect information (pro-
duction, price, and market risks are thus not considered).

12.  For example, if the farmer’s only ex ante outside option is to produce
food crops for the local market, then / equals the product of their quantity
and their sales price.

13. K depends both on the capital intensity of cotton cultivation, and on
the buyer’s potential return to alternative investments.

14. Note that, as ¢ only enters into the equations as a net tax contribution
or a net subsidy received, we do not explicitly account for possible benefits
that producers (or processors) could obtain from possibly beneficial effects
of public expenditures on infrastructure, agricultural research and
development, and research extension (or, conversely, for foregone benefits
of public investment that has been crowded out by the subsidies to cotton
farmers). This can however be considered to be implicitly comprised in the
value of ¢.

15. African countries remain “small” exporters on the World market,
unable to influence the world price. In 2007, the four WCA countries
under consideration, which together are the first African exporter,
accounted for just below 3% of world exports, while, for example, the
US accounted for above 19% and Uzbekistan for above 5% (UN
Comtrade, 2007).

16. 1In a principal-agent setting (as in Kranton & Swamy, 2008),  would
equal zero. Here, we keep it as general as possible.

17. 1In this respect, this model can be viewed as a particular case of
“bargaining with imperfect enforcement”, as described in White and
Williams (2009), which implies that the weakest party in the negotiation
can actually gain a larger share of an agreement if it must be implemented
non-cooperatively as “the lot of the weaker player must be improved in
order that he finds continuing the agreement worthwhile.”

18. The reputation cost is a short-hand way of introducing some
dynamics in the model and keeping it simple (Kranton & Swamy, 2008).
The source of this reputation cost can be very diverse: from the loss of
future contracting opportunities and to access credit and input, over a fine
which must be paid the contracted buyer, to a loss of face vis-a-vis other
members of the local community.

19. One case in which ¢ and 7, may differ is if spot market buyers
participate in informal cross-border trade, and contract buyers do not (see
e.g., Ackello-Ogutu & Echessah, 1997, on informal cotton trade between
Uganda and Kenya).

20. T and Z are both continuous, with 7" € [0;1] and increasing with the
size of taxation/subsidy and Z going from no competition (Z = 0) to
perfect competition and no constraint on private ownership (Z = 1).

21. Note that ex-ante competition refers to competition between buyers
at the time of negotiating the agreement, while ex-post competition relates
to competition between buyers at the time of contract execution, i.e.,
trading. In the case of contract farming, ex-post competition is only
possible in case of weak contract enforcement.
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22. Also here, the caveat applies that if the side-selling option is binding
and if spot market buyers experience the same efficiency gains as
contracted buyers, the effects of increased competition on ¢ and ¢, will
positively impact on producer prices, while leaving contract feasibility
unaffected.

23. See also similar findings by Swinnen, Sadler, and Vandeplas (2007) in
Central Asian cotton chains.

24. The NRA is defined as “the percentage by which government policies
have raised gross returns to farmers above what they would have been
without the government’s intervention” (Anderson & Masters, 2009, p. 11)
and is, to our knowledge, the best proxy for estimating the evolution of ¢
over long time periods.

25. Various reasons have been put forward to explain this, among which,
chiefly, the largely agricultural and rural nature of African economies.
Taxation of agricultural products is indeed expected to be higher if
agriculture occupies a larger share of the national GDP, and if the
government has fewer alternative sources of income at its disposal.
Besides, the more numerous farmers are, (i) the more costly it is to

organize them (Olson, 1985) and (ii) the higher the costs on the rest of
society are for supporting them (Swinnen, 1994, 2010). In addition,
exported cash crops are considered to be a relatively easy target for
taxation, because it is easier to control exports than domestic market
products, and because there are no local consumers for whom prices
should be kept low (Bates, 1981).

26. This is an issue that we have not accounted for in our model.

27. Also in Mali, cotton accounted for up to 40% of total merchandize
export value. For a detailed discussion on the political economy of cotton
in Mali, see e.g., Keeley and Scoones (2003).

28. The countercyclical nature of support to the agricultural sector is
believed to be a common feature of agricultural policies (e.g. Gawande &
Krishna, 2003; Swinnen, 2010). One possible explanation is that govern-
ment preferences exhibit loss aversion (Tovar, 2009) and therefore tend to
protect especially the sectors where profitability is on the decline. Another
argument can be understood from a simple perspective of rent maximi-
zation: if cotton is governments’ major source of income, it is rational for
governments to subsidize their cotton sectors at times of low world prices.

REFERENCES

Ackello-Ogutu, C., & Echessah, P. (1997). Unrecorded cross-border trade
between Kenya and Uganda: Implications for food security. Technical
Paper No. 59, SD Publication Series, Office of Sustainable Develop-
ment, Bureau for Africa.

Anderson, K., & Masters, W. A. (Eds.) (2009). Distortions to agricultural
incentives in Africa. Washington DC: World Bank.

Anderson, K., & Valenzuela, E. (2007). The world trade organization’s
doha cotton initiative: a tale of two issues. The World Economy, 30(8),
1281-1304.

Araujo Bonjean, C., & Combes, J. -L. (2001). Modes 'organisation des
filieres et lutte contre la pauvreté: les cas du coton et du cacao.
Ministere des Affaires Etrangeres.

Badiane, O., Ghura, D., Goreux, L., & Masson, P. (2002). Cotton sector
strategies in West and Central Africa. World Bank Policy Research
Working Paper No. 2867.

Baffes, J. (2005). The ‘Cotton Problem’. The World Bank Research
Observer, 20(1), 109-144.

Baffes, J. (2007). Distortions to cotton Sector Incentives in West and
Central Africa. Presented at the CSAE conference Economic Devel-
opment in Africa, March 19-20, Oxford.

Baffes, J. (2009a). The Cotton Sector of Uganda. Africa Region Working
Paper Series No. 123, March.

Baffes, J. (2011). Cotton subsidies, the WTO, and the ‘Cotton Problem’.
The World Economy, 34(9), 1534-1556.

Baffes, J. (2009b). Benin, Burkina Faso, Chad, Mali, and Togo. In K.
Anderson, & W. A. Masters (Eds.), Distortions to agricultural
incentives in Africa. Washington DC: World Bank.

Baffes, J., & Estur, G. (2009). Chapter 2: Market context. In D. Tschirley,

C. Poulton, & P. Labaste (Eds.), Organization and performance of

cotton sectors in Africa. Learning from Reform Experience. Washington
DC: The International Bank for Reconstruction and Development/
The World Bank.

Baghdadli, I., Chaikhrouhou, H., & Raballand, G. (2007). Strategies for
Cotton in West and Central Africa. Enhancing competitiveness in the
‘Cotton-4’. World Bank Working Paper No. 108.

Bassett, T. J. (2001). The peasant cotton revolution in West Africa. Cote
d’'Ivoire, 1880-1995. New York: Cambridge University Press.

Bassett, T. J. (2008). Producing poverty: Power relations and price
formation in the cotton commodity chains of West Africa. In W. G.
Moseley, & L. C. Gray (Eds.), Hanging by a thread. Cotton,
Globalization and Poverty in Africa. Athens: Ohio University Press.

Bates, R. H. (1981). Markets and states in tropical Africa. Berkeley and
Los Angeles: University of California Press.

Bates, R. H., & Block, S. (2009). The political Economy of Agricultural
Trade Interventions in Africa. World Bank Agricultural Distortions
Working Paper No. 87.

Berg, E. (1981). Accelerated development in sub-Saharan Africa: An agenda
for action. Washington D.C.: The World Bank.

Boughton, D., Tschirley, D., Zulu, B., Osorio Ofi¢o, A., & Marrule, H.
(2003). Cotton sector policies and performance in sub-Saharan Africa:
Lessons behind the numbers in Mozambique and Zambia. Presented at
the 25th International Conference of Agricultural Economists, August
16-22, Durban.

Brambilla, 1., & Porto, G. (2011). Market structure, outgrower contracts
and farm output. Evidence from cotton reforms in Zambia. Oxford
Economic Papers, 63(4), 740-766.

Brooks, J. (2011). Agricultural policies for strengthening incomes in
developing countries: A synthesis. OECD TAD/CA/APM/WP(2010)
41FINAL.

Delarue, J., Mesple-Somps, S., Naudet, J. -D., & Robilliard, A. -S. (2009).
The Sikasso paradox: Cotton and poverty in Mali. DIAL Working
Paper DT/2009-09, Paris.

Delpeuch, C., & Leblois, A. (2011). The elusive quest for supply response to
cash-crop market reforms in sub-Saharan Africa. The case of cotton.
Policy Research Working Paper 5861, The World Bank, October.

Delpeuch, C., & Poulton, C. (2011). Not ready for analysis? A critical
review of NRA estimations for cotton and other export cash crops in
Africa. Future Agricultures Research Paper No. 22, April.

Demsetz, H. (1973). Industry Structure, market rivalry, and public policy.
Journal of Law and Economics, 16(1), 1-9.

Dorward, A., Kydd, J., & Poulton, C. (1998). Smallholder cash crop
production under market liberalization: A new institutional perspective.
Wallingford: CAB International.

Foltz, J., Aldana, U., & Laris, P. (2011). The Sahel’s silent maize
revolution: Analyzing maize productivity in Mali at the farm-level.
NBER Working Paper, NBER Africa Project.

Gawande, K. & Krishna, P. (2003). The political economy of trade policy:
empirical approaches. In J. Harrigan, & E. Kwan Choi, (Eds.),
Handbook of International Trade. (Malden, MA: Blackwell Pub.) pp.
213-250.

Gergely, N. (2009). The Cotton Sector of Benin. Africa Region Working
Paper Series No.126.



REVISITING THE “COTTON PROBLEM”—A COMPARATIVE ANALYSIS 221

Gilbert, C., & Tollens, E. F. (2003). Does market liberalization jeopardize
export quality? cameroonian cocoa, 1988-2000. Journal of African
Economics, 12(3), 303-342.

Gillham, F. E. M., Bell, T. M., Arin, T., Matthews, G. A., Le Rumeur, C.,
& Hearn, A. B. (1995). Cotton production prospects for the next
decade. World Bank Technical Paper No. 287.

Guy, C., Bennison, D., & Clarke, R. (2004). Scale economies and
superstore retailing: New evidence from the UK. Journal of Retailing
and Consumer Services, 12(2), 73-81.

Hoff, K., & Stiglitz, J. E. (1998). Moneylenders and bankers: price-
increasing subsidies in a monopolistically competitive market. Journal
of Development Economics, 55, 485-518.

International Food Policy Research Institute (IFPRI) and Laboratoire
d’Analyse Régionale et d’Expertise Sociale (LARES) (2001). Impact
des Réformes Agricoles sur les Petits Agriculteurs au Bénin. Volume 1.
Report prepared for the Deutsche Gesellschaft Fiir Technische
Zussammenarbeit (GTZ). Project 97.7860.6-001.00.

Jamal, V. (1976). Asians in Uganda, 1880-1972: Inequality and Expulsion.
The Economic History Review, 29(4), 602-616.

Kaminski, J., Headey, D., & Bernard, T. (2011). The Burkinabe cotton
story 1992-2007: Sustainable success or sub-Saharan mirage?. World
Development, 39(8), 1460-1475.

Keeley, J., & Scoones, 1. (2003). Understanding environmental policy
processes. London: Earthscan Publications Ltd..

Kherallah, M., Delgado, C., Gabre-Madhin, E., Minot, N., & Johnson,
M. (2000). The road half traveled: Agricultural market reform in sub-
Saharan Africa. International Food Policy Research Institute.

Kranton, R., & Swamy, A. (2008). Contracts, hold-up and exports:
Textiles and opium in colonial India. American Economic Review,
98(3), 967-989.

Krueger, A. O., Schiff, M., & Valdés, A. (1988). Agricultural incentives in
developing countries: Measuring the effect of sectoral and economy-
wide policies. The World Bank Econmic Review, 2(3), 255-271.

Larsen, M (2003). Quality standard-setting in the global cotton chain and
cotton sector reforms in sub-Saharan Africa. Institute for International
Studies, I1S/Gl. Kongevej Working Paper 03.7.

Lele, U., & Christiansen, R. E. (1989). Markets, marketing boards, and
cooperatives in Africa. Issues in adjustment policy. World Bank
MADIA Dicussion Paper No. 11.

Minot, N., & Daniels, L. (2002). Impact of global cotton markets on rural
poverty in Benin. Presented at the Northeast Universities Development
Consortium Conference, October 25-27, Williamstown. This paper
was prepared for the World Bank.

Moseley, W. G., Carney, J., & Becker, L. (2010). Neoliberal policy, rural
livelihoods and urban food security in West Africa: A comparative study
of the Gambia, Cote d’Ivoire and Mali. Proceedings of the National
Academy of Sciences of the United States of America, 107(13), 5774-5779.

Moseley, W. G. (2008). Mali’s cotton conundrum: Commodity production
and development on the periphery. In W. G. Moseley, & L. C. Gray
(Eds.), Hanging by a thread. Cotton, Globalization and Poverty in
Africa. Athens: Ohio University Press.

Nash, J. (1953). Two-person cooperative games. Econometrica, 21(1),
128-140.

Olson, M. (1985). Space, agriculture and organization. American Journal
of Agricultural Economics, 67(5), 928-937.

Pfeifer, K. (2005). No fluff, just cotton: The strategic importance of cotton
production to development in West Africa. Oxfam Briefing Paper
presented at the 64th Meeting of the International Cotton Advisory
Committee, 26-29 September 2005, Liverpool, UK.

Poulton, C (2009). The cotton sector of Tanzania. Africa Region Working
Paper Series No. 127, March.

Poulton, C., & Hanyani-Mlambo, B. (2009). The cotton sector of
Zimbabwe. World Bank Africa Region Working Paper No. 122.

Poulton, C., Gibbon, P., Hanyani-Mlambo, B., Kydd, J., Maro, W.,
Larsen, M. N., et al (2004). Competition and coordination in
liberalized African cotton market systems. World Development, 22(3),
510-536.

Pray, C., Oehmke, J. F., & Naseem, A. (2005). Innovation and dynamic
efficiency in plant biotechnology: An introduction to the researchable
issues. AgBioForum, 8(2/3), 52-63.

Robinson, P., Govereh, J., & Ndlela, D. (2009). Zambia. In K. Anderson,
& W. A. Masters (Eds.), Distortions to agricultural incentives in Africa.
Washington DC: World Bank.

Rozelle, S., & Swinnen, J. F. M. (2004). Success and failure of reform:
Insights from the transition of agriculture. Journal of Economic
Literature, 42(2), 404-456.

Shervani, T. A., Frazier, G., & Challagalla, G. (2007). The moderating
influence of firm market power on the transaction cost economics
model: An empirical test in a forward channel integration context.
Strategic Management Journal, 28, 635-652.

Swinnen, J. F. M. (2010). The political economy of agricultural and food
policies: recent contributions, new insights, and areas for further
research. Applied Economic Perspectives and Policy, 32(1), 33-58.
http://dx.doi.org/10.1093/aepp/ppp012.

Swinnen, J. F. M. (1994). A positive theory of agricultural protection.
American Journal of Agricultural Economics, 76(1), 1-14.

Swinnen J., Sadler M., & Vandeplas, A. (2007). Contracting, competition,
and rent distribution in supply chains: Theory and empirical evidence
from Central Asia. In J. Swinnen (Ed.) Global supply chains, standards
and the poor, CABI Publishing pp. 75-88.

Swinnen, J. F. M., Vandeplas, A., & Maertens, M. (2010). Liberalization,
endogenous institutions, and growth: A comparative analysis of
agricultural reforms in Africa, Asia, and Europe. World Bank
Economic Review, 24(3), 412-445.

Tovar R, P. (2009). The effects of loss aversion on trade policy: Theory
and evidence. Journal of International Economics, 78(1), 154-167.
Townsend, R. F. (2006). The importance of cotton in Africa. African
cotton in perspective. Remarks prepared for delivery at a conference
organized by the Woodrow Wilson Center, the International Food &
Agricultural Trade Policy Council and the IDEA Centre on Cotton —

The Next Steps for Africa, October 26, 2006, Washington, DC.

Townsend, R. F. (1999). Agricultural incentives in sub-Saharan Africa.
Policy challenges. World Bank Technical Paper No. 444.

Tschirley, D., & Kabwe, S. (2010). A case study of regulation in
Zambia’s cotton sector. Food Security Research Project Working
Paper No. 45.

Tschirley, D., Poulton, C., Gergely, N., Labaste, P., Baffes, J., Boughton,
D., et al. (2010). Institutional diversity and performance in African
cotton sectors. Development Policy Review, 28(3), 295-323.

Tschirley, D., Poulton, C., & Labaste, P. (Eds.) (2009). Organization and
performance of cotton sectors in Africa. Learning from reform experi-
ence. Washington DC: The International Bank for Reconstruction and
Development/The World Bank.

Van de Walle, N. (2001). African economies and the politics of permanent
crisis, 1979-1999. Cambridge: Cambridge University Press.

White, L., & Williams, M. (2009). Bargaining with imperfect enforcement.
The RAND Journal of Economics, 40(2), 317-339.

Zanardi, M. (2004). Antidumping law as a collusive device. The Canadian
Journal of Economics, 37(1), 95-122.

Available online at www.sciencedirect.com

SciVerse ScienceDirect


http://dx.doi.org/10.1093/aepp/ppp012

	Revisiting the “Cotton Problem”—A Comparative Analysis of Cotton Reforms in Sub-Saharan Africa
	1 Introduction
	2 Regional trends in institutionalreforms and cotton performance
	(a) Cotton sector organization in SSA
	(b) Reforms
	(c) Performance

	3 Conceptual framework
	(a) A model of liberalization
	(b) The effects of liberalization: model predictions

	4 An explanation of reform effects in ESA
	(a) Price distortions (t)
	(b) Institutional organization and the degree of
	(c) Supply chain inefficiencies (c)
	(d) Overall impact on producer prices (Y)
	(e) Overall impact on contract sustainability (pmin)

	5 Expected effects of liberalization in WCA
	(a) Price distortions (t)
	(b) Institutional organization and the degree of
	(c) Production inefficiencies (c)
	(d) Overall impact on producer prices (Y)
	(e) Overall impact on contract sustainability (pmin)

	6 Conclusion and policy implications
	References


