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Abstract

Zimbabwe embarked on market liberalisation in the early 1990s, leading towards increasing
participation of private capital in the agricultural sector. This paper examines the emergent
shape of a private marketing chain for cotton in Zimbabwe, based on fieldwork conducted
between February and July 2000. It outlines the national regulatory system prior to market
liberalisation, followed by a description of developments in production, processing and sales
of lint against the background of the dismantling of the single-channel marketing system. The
privatisation of the cotton marketing board replaced state monopoly with private, although
collective private action and coordination prevented downgrading. The paper concludes with
a discussion about (absence of) competition and commodity system sustainability in a liber-
alised market.

I ntroduction

Agriculturd  marketing policies have changed radicdly in most Sub-Saharan  African
countries dince the introduction of Economic Structurd Adjusment Programmes (ESAP) in
the 1980s. Throughout Eastern and Southern Africa structural adjusment reforms concen
trated firg on agriculturd pricing and later on redefining the role of agriculturd marketing
boards as part of broad liberdisation polices designed to make economies more responsve to
market forces (Kéhkonen and Leathers, 1999) and ensure long-term (export-led) growth has
been important components of the economic reforms.

By the mid-1990s large parts of the agriculturd adjustment “project” had been implemented
in mog (Anglophone) African countries. In generd, dthough experience has shown that
policy changes have led to condderably greater competition a the farmgate and initidly
higher producer prices, liberdisation has been associated with declining supply and use of
inputs and a deterioration in export crop quaity (Shepherd & Faralfi, 1999). According to the
critical literature® problems associated with liberdisation of the export sector seem to arise
patly from the dismantling of inditutions, which previoudy supplied input on credit and
monitored quaity and grading standards. Despite the condderable criticism of the parastatals
and date involvement in cashrcrop maketing in Africa, the dngle-channd marketing system
had the advantage that credit could be recovered, while quality could be efficiently controlled
and monitored a every leve of the sysem. In countries where such inditutions and systems
have been dismantled and left in the hands of the private sector, quality standards as well as
uniform grading sysems have been had to mantan. This in conjunction with increesng

! eg. Shepherd & Farolfi, 1999; Gibbon, 1999; Kahkonen and Leathers, 1999; Friis-Hansen, 2000; Raikes and
Gibbon, 2000.
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input prices, has resulted in not only a subgtantia decline in agriculturd exports but dso to
deteriorating quality, leading to lower unit prices on the world market.

Consequently, Anglophone Centrd and East Africa countries, which had been important
cotton producers in earlier times, now account for only 1.5 percent of world export by vaue
(ICAC, 1999). Zimbabwe's cotton sector, however, is an important exception to this pattern.
In 1998/1999 the country accounted for a 1.5 percent of world market share and the
1999/2000 s=ason was the fifth consecutive season under liberdisation in which cotton lint
production exceeded 100,000 tons (ICAC, 2000 val. 54, 1).

This paper examines the emergent shgpe of the private marketing chain for cotton in
Zimbabwe and its forms of unofficid market regulation. It focuses on developments in
production, marketing of seed cotton, ginning and sdes of lint (domestic and export) agangt
the background of dismantling of the Cotton Marketing Board and liberdisation of cotton
trade in the mid-1990s. In addition, the underlying indtitutiona and regulatory arrangements -
the formad and informa rules - tha govern or influence economic behaviour and market
coordination prior to and after liberalisation of cotton trade will be explored.

The study of the Zimbabwean cotton sector is based on fiddwork carried out during the
1999/2000 buying season in Midlands and Mashondand (Centra and West provinces), the
country’s three main cotton growing areas”. Interviews were conducted with the three private
cotton buying and ginning companies (whose combined market share was 95 percent in the
last few seasons), and a few smdler private buyers of seed cotton, as well as daff a nine of
the twelve ginneries (dl owned by one or another of the three marketing companies). In
addition interviews were carried out with cotton growers in four districts®, covering both large
scde commercid famers and amdlholders in communa areas. This was complemented by
interviews of government Staff a nationd, province and didtrict levels, research inditutions as
well as famers associations. All interviews were conducted by the researcher in an open
ended and semi-dructured form. They following the tran of individud or corporate
lifelbusness histories, but were aso structured around a predefined range of topics, focussing
on specified issues according to the respondents’ (different) roles in the cotton chain.

The study/research reveds that the effectiveness and “success’ of agriculturd policy reforms
auch as the &baliion of gngle-channd maketing sysems depend criticdly on the
inditutional environment and regulatory system in place and its ability to absorb, support and
advance reforms. In the Zimbabwean case the transfer of cotton marketing respongbility from
the state to the private sector can be consdered successful in genera, but to a large extent
only because of private companies willingness to enter into informd collaboration and

2 1n 1998 approximately 90 percent of total produced seed cotton by peasants in communal areas emanated from
three provinces: Mashonaland Central (29,143 tons seed cotton) Mashonaland West (22,730 tons) and the
Midlands (37,085 tons) (CSO, 1999).

3 Muzarabani, Guruwe, Binduraand Masowe in the provinces of Mashonaland Central and West.
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coordination. Contrary to the neo-liberd assumptions that deregulation and liberdisation will
pave the way for private competition, the sudy aso reveds that competition in primary
purchase, processng and export does not emerge spontaneoudy. Privatisation of the cotton
marketing board smply replaced state monopoly and regulations by private oligopoly in
primary purchase, ginning and marketing. Furthermore, the former parastatd has not only
become the largest single buyer, ginner and exporter of cotton in Sub-Saharan Africa but dso
increased its vaue-added activities subgtantidly. On the other hand and dso contrary to neo-
liberd assumptions, it has been precisdy this “digortion” which has ensured commodity
sysem survivd.

The paper is divided into three main sections. The firgt section outlines the higoricd role of
date intervention in the Zimbabwean agricultural sector, focussng on important continuities
in the regulatory framework, which link post-independence agriculturd policies with the pre-
independence, ending with a presentaion of the economic reforms which  Zimbabwe
embarked upon in the early 1990s. It then moves forward in time to examine the processes of
liberdisation and deregulation of the cotton marketing sysem. Forms of loca-leve
competition between the new entrants and devdopments in the input supply and lint
marketing systems are examined, as well as developments in Zimbabwe' s relaionship to the
world market. The last section entails a discusson about how the system was sustained after
liberdisation, focussing on state-private sector collaboration and forms of coordination.

Changesin Zimbabwe' sregulatory system

Until the early 1990s large pats of Zimbabwe's industrid and agriculturd activities were
under the influence of date interventions and comprehensve price controls. The framework
for the regulatory system dates back to the consolidation of the white settler economy in the
aftermath of the world depresson in 1930, but was further strengthened during the so-called
Unilatera Declaration of Independence (1965-1980). In 1965 when the Rhodesian Front, led
by lan Smith, declared the country independent from Great Britain, the United Nation
imposed comprehendve internationd sanctions on dl trade and invesments flows, in an
effort to force the white minority to resgn and transfer power to the black mgority. With the
loss of notably the UK tobacco export market Rhodesias tobacco industry suffered heavily
and the colonia economy was under severe congraints (Herbst, 1990). Following the sanc-
tions the government immediatdy implemented a vaiety of economic indruments and
schemes to facilitate import subditutions. The agriculturd  diversfication scheme, established
in 1967, helped famers switching production from tobacco to other crops. Agriculturd
production and marketing were regulated through the Agricultura Marketing Authority
(formed in 1967) and four statutory marketing boards®, granted monopsony purchasing power

4 The Grain Marketing Board, the Cold Storage Commission, the Dairy Marketing Board and the Cotton
Marketing board.
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over marketing output of al controlled crops. In order to support crop dversfication (and to
safeguard the large scae commercid famers (LSCF) from bankruptcy) pricing policy and
controls were imposed. Quotas were established on tobacco production and incentive prices
were paid for a range of other products, such as wheat, maize, soybeans and cotton (the so-
caled controlled crops). Fixed prices on crops were set on an annua bass through negotiated
between the government and the Rhodesa Nationd Farmers Union (later re-named the
Commercid Farmers Union, heregfter CFU), and from 1976 onwards the government started
announcing pre-planting prices to influence cropping paterns (Herbst, 1990; Rukuni, 1994;
Muir, 1994). The date-led agriculturd divergfication was very successful in the face of
sanctions, and crops such as cotton, coffee, sugar, soybeans and wheat (hardly grown before
UDI) expand rapidly. Apat from the sngle-channd marketing sysems and fixed price
stings for controlled crops, breskthroughs in new agronomic practices as well as financid
and other producer services spearheaded the expanson of agriculturd production and
diversfication in the commercia sector (Jackson & Cheater, 1994; Mariga, 1994).

After 15 years of isolation from the world economy and a brutd civil war, a new congitution
(the Lancaster House Agreement) was find agreed upon and state power was transferred to
the new black government (ZANU (PF)) in 1980. At independence, ZANU (PF) inherited not
one of the strongest and most diversfied economy in Africa but dso an economy where the
date directly controlled purchase, storage and sde of nearly dl commercid agriculturd crops
through the marketing broads. Nevertheless, the agriculturd sector was maked by an
extremdy uneven didribution of land between the (white) LSCF sector and the (black)
pessant sector in the communa areas (former tribd reserves, dtuated in the ecologicdly
margind aress in the country). A key aspect of the newly éected government's agricultura
policies was to reduce the bascdly dudidtic sructure of the agricultural sector inherited from
the former settler economy and improve productive conditions and living standards for the
black mgorities in the communal aeas. However, the decade after independence was
characterised by continuity in forms of date regulaion in the economy and agriculturd
politics were in generd developed and implemented within the exising framework, dbeit a
reorientation of the date regulatory framework and inditutions to benefit black Zimbabwean
were introduced.

Accordingly, the agriculturd extenson sarvices underwent a massve shift in focus. A new
unified naiond extenson savice, the Depatment of Agriculture and Technicd Extension
Services (Agritex) was established in 1982 to serve both communa and commercid farmers,
while the extenson sarvices were trandformed towards improving agronomic practices
egpecidly in commund and resettlement areas (Rukuni & Eicker, 1994). The single-channd
marketing sysems were extended to the commund aress through the opening of marketing
depots and delivery platforms® (Jackson & Cheater, 1994). Ancther influentiad aspect of the

® In the early 1980s the pre-plating price system was abandoned and replaced by post-planting prices, the formal
procedure of price determination, however, continued unchanged after independence.
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subsequent development in marketed output from the communa areas was the expanson of
credit programmes to smdlholders. After independence, lending of the Agriculturd Finance
Corporation’s (AFC) was extended through the Smdl-scde Farmer Credit Scheme, enabling
farmers in communa aress to acquire short term and medium term loans® (Auret, 1990). The
agoregated impact of the trandformaion of the extenson services and marketing outlets
towards the commund areas, dong with the availability AFC credit, resulted in a tremendous
boom in the production and marketing of crops in the communa aress. In the end of the
1980s smalholder farmers were producing over haf of Zimbabwe's marketed maize and the
bulk of seed cotton (see below) as wdl as an important share of various other cash crops
(Mgjo, 1991). Thus, while a new era began when Zimbabwe became independent in 1980, the
highly regulated marketing network was retained by the post-independence government for
ideologica reasons, but adso because it had proven be an expedient sysem for expanding
marketing servicesto rurd aress.

After several decades of heavy date regulation in large part of the economy, the economic
policy environment dtered dramaicdly during the 1990s, when the government implemented
its Economic Structurd Adjusment Program (ESAP). Towards the end of the 1980s it
became clear that the economy was experiencing serious structura weskness, reflected in low
economic growth rates, growing unemployment, shortage of foreign exchange, low levels of
invetment, high leves of inflation as wel as escdating debt (Mlambo, 1997; Sachikonye,
1999). It has been argued that the crisis in 2mbabwe was not so serious as compared to many
other African countries during the 1980s. However, there were dgns of stagnation and the
fiscd and monetary policies pursued by the government in the 1980s had a negeative long-term
impact on the productive sector. Notwithstanding, ESAP was formaly launched in 1990 and
in a more tight verson in January 1991. The key components of the programme - designed
within the framework of the IMFWB progranmes - included trade liberdisation (liber-
distion of imports, replacement of quantitative controls with tariffs, export incentives and
exchange rate management), macro-economic reform (reduction of the fiscd deficit, public
enterprise reform, monetary reform and financid liberdisation), as wel as deregulation:
remova of price controls, investment controls and labour legidation, relaxation of locd
government control and regulation (Mlambo, 1997).

The prevaling critique notably by the WB of agricultura marketing boards esewhere in
Africa was focused on corruption, price ditortions leading to pardld markets and output
dagnation due to lack of or low producer price incentives. On the contrary, athough the
Zimbabwean farmers did not receive prices offered on the world market, agriculturd prices
were not bias againgt primary producers and management was not found to be corrupt or
inefficient. According to severd andyses of the paragtatds including the Cotton Sub-sector

® During the 1980s there was an extremely rapid increase in the number of borrowers, for example from 4,400 in
1980 to 70,000 smallholders in 1984. However it is worth noting that this still covered only a minority of the
estimated 850,000 farming households (Harvey, 1998:175).



CDR Working Paper 01.1 Centre for Development Research - Copenhagen

Study (World Bank, 1991), the man problem with the state-controlled marketing systems in
Zimbabwe was the huge budget deficit. As mentioned earlier, after 1980 black farmers
became heavily involved in marketing of maize and cotton in particular, and this tended to
increase the pressures on the whole system. Operating and storage costs of the marketing
boards rose markedly because of the larger number of depots required for the handling of
communa farmer produce and subsidies on inputs. Thus, paragatas deficits accounted for
about 40 percent of total operaing deficits of public enterprises in the end of the 1980s’
(World Bank, 1991:8). Initidly, the reform of crop parastatas was limited to “semi-
commercidisation” rather than fully privaisation. In 1994 the government was requested by
the WB to draw up a more detailed program including deregulation of agricultura marketing
and liberdisation of trade, thereby dlowing the latter to take place directly between producers
and processors including private ones  as wdl as full commercidisation (or privatisstion) of
the parastatals. This implied inter alia a removad of subddies and an opening for foreign
companies (Gibbon, 1995). The man agriculturd products - grain, coffee, dairy products,
cotton, beef and pork - which prior to liberdisation al were controlled crops, are now sold
both through marketing boards and directly to private buyers.

Whereas the inditutiond arangements were largdy intact when Zimbabwe st about
economic reforms in 1991, changes emerge after with the dismantling of the sngle-channd
marketing systems, liberdisation of trade and the end of state-administered pricing. The next
section will move beyond the broader regulatory framework of the agriculturd sector to
further specify the dynamics of the restructuring of the cotton marketing system in the 1990s.
This is done by examining some of the key findings from the sudy conducted during the
1999-2000 buying seasorf.

Restructuring of the cotton marketing system - from monopoly to oligopoly

As indicated above, the Zimbabwe's cotton sector is a success story of incluson of former
margindized black people into the date-organised marketing system after 1980. Partly as a
consquence of the expandon of dngle-channd marketing system to the communa aress
the number of registered cotton growers reached more han 150,000 in 1986, representing a
fourfold increase since 1980. In the 1985/86 marketing season the Cotton Marketing Board
(CMB) achieved gpproximately 250,000 tons seed cotton, of which the bulk came from

" Yet, the average deficit of the Cotton Marketing Board has been the lowest of the four statutory boards
mentioned above.

8 The crop year runs from April to March. Thus, seed cotton sold during the 1990-2000 season would have been
planted between October-December 1999.
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the commund areas. By the end of the 1980s
350000 cotton production reached a post-indepen
| dence high primary due to the re-markable
T expanson in the production and sale of seed
cotton from the communa areas under the
_ impact of favourable weather and price con+
diions® (ibid; EIU, 1998, 1999). As figure 1
illugtrates, production of seed cotton has
generdly increased during the last decades,
though with huge fluctuations following
frequent droughts. At the same time
production has shifted from the commercid
sector to peasants in commund areas and
Year aound 80 percent of Zimbabwean cotton
crop is now produced by the smdl-scde
communal sector (ibid). Before the early
[ ] smatinolder sector 1992, the Cotton Marketing Board (CMB)
controlled and coordinated the sysem from
primary purchase and ddivery of inputs a
Source: CSO, variousyears. the famgate to sdes of lint. The paradaad
operated eight (saw) ginneries and nine
trandt depots, dtuated in the man cotton
growing aess. A ninth ginnery was owned
by Processng Enterprises Ltd, a private
company a Triangle, which ginned as an agent for the CMB, while lint and seed remain the
property of the CMB. Apat from the reorientation of the extenson agency and expanson of
buying outlets to the commund aress, it is worth noting that a centra aspect of the cotton
boom in the 1980s was fuelled by rdatively high producer prices. According to Herbst (1990)
cotton producers have succeeded in price negotiations and cotton lobbyists compared with
other agricuturd producers (eg. wheat and maze growers). Genedly this procedure
ensured, until recent years, producer prices which were sufficiently remunerative so as to
dimulate increased production, notably in the communad aeas and cotton producers have
unlike maize taking full advance of the dliance between the two main farmer groups in boost
prices' (interviews, CCGA & ZFU, May 2000; see also Herbst, 1990).

300000 M

250000

2000007

Production

I Commercial sector

Figure 1. Seed cotton production by sector
(tons).

® The marked increase in seed cotton production in the communal areas in the 1980s was a function of increases
in areaunder cultivation, not higher yields (Mariga, 1994).

19 During the 1980s the Carbinet increased the final price of cotton markedly and often well beyond Agricultural
Marketing Authority recommendations. However, the producer prices were lower compared with prices at the
world market because of high CMB costs and a subsidy on the price of lint to local spinners (Robinson, 1995).
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Liberalisation of the cotton sector

Liberdisation of the cotton marketing in the early 1990s was apparently blocked by the
Zimbabwean Government in order to support the crigs-ridden spinner industry. Under the
dngle-channd maketing sysem the CMB was required to fulfil locd spinners lint
requirements before exporting the balance. During the early 1980s the intake by locd spinners
was declining and a the same time the world price of lint rose sgnificantly. In an attempt to
encouraged the spinners to expand their operation, the CMB was ingructed by the
government to subsidize domedtic sdes of lint. As a result, from a low point in 1983 (less
than 20 percent), the proportion of subsdized lint sold to the loca market vis-&vis export
markets increased steadily and in the end of the 1980s less than hdf of the nationd cotton
production was exported, while the prices of lint pad by loca spinners were less than 60
percent of prices received for exports (World Bank, 1991:16; Ndela & Robinson, 1995:154).
When the CMB was granted forma managerid autonomy in 1991 it immediady abolished
the subsdy on lint sdes to domestic manufacturers and increased its share of exported lint,
hence the board made a profit for the first time in history. However, during 1992-94 spinners
successfully lobbied the government for renewed preferentid treatment, and until the end of
1995 the CMB was obliged to subsidise the lint to the spinners, thus the CMB'’s deficits piled
up again. Although part of the subsidy cost was born by the government, the producer price
the CMB was able to offer to growers was consderably less than it would have been under an
export paity pricing sysem'. Partly as a result of this, the number of large commercid
farmers growing cotton declined by 20 percent between the mid-1980s and 1990 (Ndela &
Robinson, 1995) and, as will be discussed further below, the CCGA exerted strong pressure
on the CMB in order to fuel the process towards completely liberdisation of the sector.

During the 1993/1994 season the Cotton Marketing Board's datutory monopoly in
purchasng, ginning, marketing and export of cotton was removed. The only private gin in
Zimbabwe, located a Triangle was loosened from its previous tight reationship with the
CMB. In September 1994 a new company, the Cotton Company of Zimbabwe (subsequently
referred to as Cottco) was launched to replace the CMB. As mentioned above the first step of
the ESAP in reaton to the agricultura sector, was one of “semi-commercidisation” rather
than completdly privatisation of the marketing boards. For the CMB this implied a change in
the status - from a board being under the Cotton Marketing and Control Act (1969) reporting
to the Minigtry of Lands and Agriculture - to a company registered under the Companies Act.
Initialy, Cottco was 100 per cent owned by the government and afflicted by large oustanding
debts and as such the company could not become fully operationd as an independent financid
entity. In soring 1995, however, the government agreed to take over approximatdy Z3$240
million of Cottco’'s outstanding debt (Robinson, 1995:4) and Cottco “ started operating as a

11 Between 1975 and 1983 lint was sold to local spinners by the CMB at an export parity price. The calculation
was based on northern Europe prices, less bridging costs. Aslong as the exchange rate was overvalued, this price
was acceptable to the spinners, but the industry plead for a lower price to be applied in the domestic market,
especially when the Zimbabwean dollar was sharply devalued, as in late 1992. As a result, from June 1983 to
June 1993 aregulated price system was applied (Robinson, 1995:2).
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fully commercial agency in 1995 with a clear sheet of paper - but without any money”
(Cottco, interview, February 2000). Subsequently, the company became privatised in October
1997 and listed on the Zimbabwean Stock Exchange in December 1997, while the
government retained 25 percent shares in the company.

Following liberdisation private capitd is now dlowed to enter the market in every stage from
primary purchase to export of lint. With regard to the latter, exporters no longer require
licences, and dnce July 1994, exporters have retained 100 percent of earnings (interview
MoLA, June, 2000; see dso EIU, 2000). Licenses are required for private trades and ginners
in order to be alowed to purchase and gin seed cotton. The procedure involves seeking eg. a
buying license a the Minigry of Lands and Agriculture (MoLA) and - if land is involved - at
the digrict levd as well. In theory it should be rdaively easy to obtain a license (ibid), in
practice however, the procedure seems to be much more complex and “twisted” by
bureaucratic and policy obstacles both at the MoLA aswell as at the digtrict level.

Entry of new competitors

In the seasons after liberdisation, two new companies entered the market in primary
purchase, ginning and sdes of lint, namdy Cagill, an US-based multinationd trading
company and Cotpro, a cooperative representing LSCF cotton producers. The latter were
formed by approximatey 155 LSCFs and the Staple Trust Fond, the investment arm of the
Commercial Cotton Growers Association (CCGA) in the 1993/1994 season. As indicated
earlier, even though LSCFs cotton production had declined subgtantidly during the last two
decades, their association continued to be powerful and influentid agents in this sector'?.
Dissatidfaction with the imposad lint subsdy and the government’s resistance to dismantle the
sngle-channd marketing system led the CCGA to recommend its members to stop delivering
seed cotton to the CMB, at the pesk of the marketing season 1994. Mearwhile a ginning
contract between the association and the ginnery a Triangle was formed, while forward
contracts with a few locd spinners were negotiated. Once the company was up and operating
it was formed into a private company, separated from CCGA. Cotpro continued to use the
ginnery in Triangle until the company’s own ginnery was commissoned in 1998/99 with an
annua ginning capacity of 40,000 tons seed cotton. The set up of a ginnery was financed
through a joint-venture between the Zimbabwean stakeholders and two French-based cotton
trading companies, Copaco (14 percent) and CFDT (26 percent)'®. The agreement between
Cotpro and Copaco obliged the former to sell 26 percent of the lint annualy through Copaco
(Cotpro, interview February 2000).

12 Apart from the establishment of a ginning (Cotpro), the CCGA has set-up a cotton trading company (Cottrade)
and a chemical trading company (Cotchem). However, for several reasons, al initiatives ran into problems
during the last few years.
13 CFDT "Compagnie Francaise pour le Dévelopment des Fibres Textales’ is a semi-public company created in
1994 with the aim of promoting cotton in French overseas territories and Copaco is a French-based cotton
trading company as well.
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The other new cotton company, Cargill (one of the world's largest agro-indudrid company)
entered the Zimbabwean cotton market in the 1995/1996 buying season. Rather than investing
in new ginneries, Cargill initidly leased two ginning plants from Cottco, until the sde of the
ginneries was formdized in February 1996. These ginneries were indaled by the former
Cotton Marketing Board in 1960 and 1974 (Tafuna and Chegutd) and has a combined ginning
capacity of 75,000 tonnes seed cotton (estimated on a six-month ginning period). In the firg
season of operation Cargill organised a network of buying posts on rented land in areas with
numerous smal-scae producers and for the first time farmers were offered ingtant payment
immediately after weighing and grading of ddivered seed cotton. The introduction of a cash
payment system was a mgor competitive advantages for Cargill, and the company succeeded
in obtaining afairly huge market share the first season of operation in Zimbabwe™*.

The market has snce the mid-1990s been dominated by Cottco, Cottpro and Cargill, with a
combined market share of 95 percent in 1998/1999 buying season. After the fidd was open
for competition Cottoc's market share declined deadily, to around 67 percent in the
1998/1999 marketing season, while Cotpro and Cargill increased their market shares to 11
and 21 percent respectively. Until this marketing season, a few other smal (Zimbabwean)
buying companies or traders were operating in the main cotton growing areas as well. These
buyers, however, only covered a minor faction of the market (less than five percent) and have
a mgor disadvantage vis-avis the other companies. Only one of them owns a ginnery -
currently under rebuilding and has not been in operation in the last few years - the rest of the
companies operate as mobile buyers, and typicdly, the seed cotton is ginned a the Triangle
ginnery on acontract basis.

Forms of local-level competition

After cotton trade was liberdised, competition between the three mgor companies entailed
two different aspects direct competition in relation to prices offered to farmers and market
coverage ahd secondly some less directly forms of competition related to availability and
cogts of inputs as well asinput credit schemes.

Cottco and Cotpro adopted basicdly smilar price setting polices based on the so-caled
seasond pool price system. This is an option whereby farmers are paid an interim price on
deivery of ther cotton and an end of season adjusment when the company’s financid year
once has ended. The prices offered to the farmers during the season, however, will changes
according to the market Stuation at that point in the season:

“local prices are dictated by what the crop could reasonably be expected to fetch on the international
market. Farmers are additionally paid an end of season adjustment when the company’s financial year
once has ended - if marketing conditions permit”.

14 Cargill purchased 31,000 tons seed cotton in the 1995/1996 season, roughly 11 percent of total marketed seed
cotton in that season.
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Recaving payment twice a year was recognised as the sngle most important reason why
farmers (both LSCFs and smallholders) choose to sdll their seed cotton to Cottco or Cotpro.
This was notably stated by smdlholder growers in areas where both Cargill and Cottco had
buying depots, despite (on average) lower prices offered by Cottco. For instance, producers
who delivered their seed cotton through Cottco’s seasond pool in the 1998/99 buying season
received an additional Z$1,80 per kg seed cotton (for grade A) in December 1999™.

Table 1: Priceindices, Z$, kg seed cotton/grade A

Company 1994 1995 1996 1997 1998 1999
Cottco 3.89 4.30 581 6.0 9.37 145
op.7.22 0p.11.30
fp. 9.37 fp. 14.50
sp. 1.70 sp. 1.80
Cotpro nk* 4.83 6.25 6.32 9.35 14.75
0op.7.20 0p.11.30
fp. 9.35 fp. 14.75
sp. 1.70 sp. 1.80
Cargill Not yet in 5.00 5.7 6.0 8.02 15.00
operation op. 7.50 op.12.50
fp. 8.02 fp. 15.00

Key: op=opening price; fp=final price and includes supplementary payment if paid; sp=supplementary payment; nk=not
known.;* Prices offered to LSCFs by Cotpro in the 1993/1994 season were above those which CMB was ableto offer,
because the board was forced to sell lint to the local spinners, at prices stipulated by the government. However, the actual
prices paid by Cotpro were not available.

Sources: own survey and data from the Cotton Growers Association (2000).

As shown in table 1, Cotpro and Cottco offered more or less identical prices during the last
few years. This does not, however, reflects price colluson between the two companies, but
seems to aise from price leadership by Cottco. Although Cottco is not longer obliged to
announce its buying prices in the beginning of the season, the company is Hill usng this
practice because of the pool price system, while the practice for the other two companies is to
wait for the settlement and then more or less following suite Average prices to peasants
during this buying season varied only dightly, between Z$14,50-15,50/kg according to
number of compstitors in the didricts and ginning cepacity. However, Cagill’s opening
prices were dightly above opening prices offered by Cotpro and Cottco in the last two buying
seasons. In the beginning of the 1999/2000 buying season (March) Cottco announced an
interim price a Z$14,50/grade A, resulting in price levels dmogs dmilar to last year's of
Z$14,50, reflecting lack of competition in price setting. Financing of seed cotton was carried
out through a number of different sources, but own funds purchases were the generd pattern.
Cotpro mainly financed its seed cotton purchase through internd company funds and loans
form the development divison of AFC, while Cottco used a combination of own funds and
importer pre-financed.

15 The supplement payment was traditionally made in April but brought forward to December in 1999 to provide
additional income to growers as assistance for the next season.
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All cotton companies had amilar ways of organigng their buying networks as wdl as amilar
grading system based on four different grades, but varied in their geographica coverage. In
relatiion to the latter Cottco remained the largest buyer and had a head start over the other
cotton companies, arisng from a wdl-established marketing network developed prior to
liberdisation. Cottco has more than 32 depots throughout the main cotton growing areas, and
has at least established four new transit depots in “up-coming” cotton areas recently in order
to increase market coverage, while Cargill only operates 14 buying posts and a few collection
points. Typicaly Cargill’s depots were dtuated next to Cottco's, dl based in the smdlholder
areas. Againgt a background in the LSCF sector, Cotpro purchased the bulk of the seed cotton
from commercid farmers in the firs couple of years of operation, but has during the last few
buying seasons expanded the buying network to cover the man cotton growing aress in the
smdlholder sector. Furthermore, the company expects to purchase around 80 percent from the
smdlholder sector in the 1999/2000 buying season. Cotpro's only grading facilities are at the
ginnery in Chinhoyi, therefore al seed cotton purchased through 10 of the company’'s
temporary collection points is transported to Chinhoyi for grading. In an effort to increase
market coverage Cotpro edtablished sx permanent depots (with grading rooms) in the
1999/2000 buying season, yet financial problems forced the company to close the outlets (see
below).

In relaion to organisation of buying networks al companies preferred to purchase seed cotton
through their own-organised buying posts and collection points staffed with own employees,
while prices were set centrdly at the headquarters. In other words, neither of them made use
of commissoned agents nor purchased seed cotton from independent buyers. With regard to
grading procedures, a dl ginneries, trangt depots and buying posts visted during the
fildwork (regardless of ownership), seed cotton was graded in standard grading rooms, on a
visua assessment of soil and insect drain, trash content, weak and immature fibre, as well as
colour and classfied into one of four grades by trained daff. This initid grading provided the
basis for payment to growers'®. On the contrary, collection point (or mobile buyers) had no
grading faclity. Typicaly, &fter initid “pre-grade and weighting” of delivered seed cotton the
farmer would receive “part-payment”, while the remainder followed after the cotton had been
properly graded a one of the company’s buying depots or ginnery. After initid grading, the
seed cotton was further classfied into one of severd (thirty-Sx) sub-descriptions based on the
origind grade, length of staple, amount of strain and trash, strength of fibre and colour of the
seed cotton, according to a ginning programme worked out by the marketing departments.
This second and much more detalled classfication is carried out in order to meet locd and
export sales requirements (own survey, see aso the Cotton Sub-sector Study, 1991).

Thus, smilar and extreme thorough gading was carried out a the primary marketing stage by

16 On the other hand, a grower is entitled to appeal against the grade allocated to one of s/he’s packs. A sample
withdrawn from ever pack are retained for grade B, C, D and kept for 30 days. On a request from a farmer, the
National Arbitrator will review the sample and then either confirm, upgrade or downgrade and payment will be
adjusted accordingly.
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al three buying companies. This indicates that the market is dill a buyer's one - which is
further reflected in the manner by which grades are defined. For ingtance, from the grower’'s
point of view it is questionable whether it is “fair” to offer the same price for grade B which
has been pendized/downgraded for trash, as for grade B which has been downgraded for
daning. Growers suspect that the trash is removed during ginning, whereas sraining cannot.
If this is the case then lint from the B (trash) will sdl for more than the B (dtraining). And the
grower should be paid more. Secondly, price differentiation between grades provides an
important incentive for the growers to improve seed cotton quality, which partly seems to be
the reason why the mgority of purchased cotton ill is in the superior A and B grades (see
table 2).

Developmentsin input supply system

Compsetition between the three companies in order to obtain market shares also took less price
related forms - in relaion to avalability and costs of inputs as wel as providing inputs on
credit. Risng input prices and unavalability of credit faciliies are mgor congdraints facing
andlholders in commund areas. Whilgt cotton is the only communa sector crop where there
is a reativey high levd input use (Zhou, 1999), consumption of nortlabour inputs is low,
resulting in low productivity particularly in comparison with the LSCFs sector. The cotton
companies on the other hand have sought means of securing sufficient supply of seed cotton
by linking the marketing of seed cotton to the provison of production services (credit and
inputs). Seed and chemicas are the most common used non-labour inputs in cotton
production in Zimbabwe'’. With regard to the former, cotton farmers have to purchase seed
each year due to the nature of cotton production i.e. the need for ddinting as well as the
annua controlled release of new varieties.

Cargill operates a “Farmer Input Vouche” sysem (FIV) where farmers can purchase inputs
for the following season, when they sdll thelr seed cotton to one of the ginneries or depots.
According to the company as wel as severd of the peasants interviewed a Cargill’s depots
and collection points, this sysem has a number of advantages. Firdly not indebting the
peasant, as opposed to Cottco’'s and Cotpo’'s input credit schemes (interest rates between 27-
30%, while commercid bank lending rates typically exceed 50 percent in 2000). Secondly,
high inflation dso makes advance purchase of inputs dtractive (year-to-year inflation has
continued to raise and now exceeds 50 percent, EIU, 2000). Thirdly, and perhaps most
important, the costs of inputs are below prices offered by the Cottco and Cotpro, and other
agro-chemicad outlets in the region. Cargill purchases bulk chemicas from the agro-chemica
companies in the country (notably Agricura, one of the three mgor chemica companies),
thereby obtaining discount prices which are passed on to the farmers. Thus, from the farmer’s
point of view, chemicas purchased a Cargills depots are in genera 15 percent chegper than
those purchased from the other companies. Cargill has experienced problems in obtaining

7 Consumption of fertiliser islow albeit relatively higher than for instance its counterpart in Tanzania.
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enough chemicds from supplierst®. Thus, in an effot to ensure timely acquisition of
chemicds, Cargill provided its main supplier with forex during the 1999/2000 season, and a
the same time, the company intends to build up stocks in the forthcoming seasons to prevent
gmilar gtuaions in the future (Cargill interview, June 2000; peasant interviews, May 2000,
see adso Gordon and Goodland, 1999).

Cottco and Cotpro provide input services both on cash terms and through input credit schemes
to smdlholder producers and large scde commercia cotton farmers. Both companies operate
three different kinds of schemes based on farmers productivity and risk associated with the
schemes. LSCFs, smdlholder producers and smalholders who are producing enough seed
cotton to be classfied as a “Gold Club Members’ (Cottco) or “Diamont Class Farmers’
(Cotpro). LSCFs obtain credit on cash terms, adlowing them to choose their own suppliers of
inputs, whilst the input credit schemes offered to the smdlholder sector (including farmers
belonging to the “master groups’) involve the provison of inputs on credit to farmers by the
cotton companies. The companies recover the loans by having exclusve (or partia) purchase
rights on seed cotton produced by those famers (i.e. linking the provison of credit, input
supply and extension advice to the marketing of seed cotton).

Cottco's input credit scheme commenced in the 1992/93 season with funds (soft loans)
provided by the World Bank. The scheme was initidly a post-drought input package to
growers, after the severe drought in 1992, and during a period when the paradata dfill
operated a crop purchase monopoly. The number of farmers under the scheme has increased
substantially since 1992/93, where 20,000 farmers received loans. Cotpro’s input scheme is
amilar to Cottco's, though on a smdler scae. Both schemes are very successful, with 98
percent recovery rate during the last two seasons. Part of the explanation of notably Cottco’'s
successful recovery of loans is that the company sdects farmers based on expectations of
vidble yidds (a minimum requirement was 600 kg/ha until the 1998/1999 season, risng to
1000 kg/ha. for the 1999/2000 season). In addition, Cottco and Cotpro have recently
introduced individud cash loans to farmers who achieve high production and have a good
repayment rate. Good performing famers (the so-cdled “Gold Club Members’ or “Diamond
Class Farmers’) are withdrawn from their groups and provided inputs worth Z$50,000 (as
opposed to credit not excided Z$8000 for other smalholder producers). Last season Cottco’'s
scheme covered 6000 “gold” farmers. Because these farmers represent relatively minimal risk
and costs for Cottco (compared with the other smalholders), the company intends to expand
and deveop this scheme condderably in the future, while downscaing loans to other
smdlholders (own survey, see dso Chivere, 1999).

Currently, there are gpproximatdy 80,000 smdlholders under the two companies input

18 and in general the agro-companies have often been criticised for not being ably to supply sufficient chemicals
and fertiliser. The main reasons for this is attributed to the high import dependency for both fertiliser and
chemicals and general shortage of forex in the country.
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schemes, out of an edstimated 250,000+ cotton growers and roughly 200 LSCF cotton
producers. The input credit scheme has been one important way to tie producers to the
companies and thereby securing sufficient and rdiable supply of high quality seed cotton.
Cottco has recently incressed the levd of participants involved in the company’s input credit
scheme (from 50,000 in the 1998/99 season to 70,000 in the 2000 buying season) particularly
in new/up-coming cotton growing aress i.e. Matabeldand and Mashondand West/Central.
Secondly, input credit scheme in conjunction with the promotion of the so-caled Gold Club
Members, have improved yidds and grades dgnificantly in the smdlholder sector, as
illustrated in table 2.

The average yidds obtained by smdlholder farmers utilizing the scheme have gone up to 900
kg/ha, compared to the nationa average of just more than 700 kg/ha. In genera, around 60

percent of Zimbabwe's seed cotton is Taple2: Smallholder cotton yieldsand quality.
graded above grade C . In the 1998/1999

season the quality was improved dightly, Y€ Yield (kg/ha) Gorades
with more than 80 percent being in the 1990/91 00 A %

: Ass 10%*
superior A and B grades (Cottco, B 5%
interview, February 2000). Whether this c 230%
trend is mantaned in the 1999/2000 D 5%

seaon Hill remains to be seen. However,

evary outlet vigted during the fiddwork 1991/1992 200 A 7%
recorded that the intake so far was roughly Ass 8%
divided between 35 percent grade A and B 3%
40 percent grade B, while less than 4 C 0%
percent in average was rejected. D 2%
Consequently, through the input credit 1996/97 00 A 8%
schemes, the two companies capture a (B: 2222
farly huge fraction of the smalholder D 4%

production, which in conjunction with the

seasonal  pool price system is a mgor

competitive  advantage  compared to Source: Cottco.

Cargill and other smaler cotton traders Notes: * Grade Ass has been removed (in 1993).

Th . Caraill d of 1991/92 was a drought year. The input credit scheme was
e man regson why Cagll does not ;i inthe 1992193 season

provide input on credit is that the company

wish to avoid the ggnificant administra-

tive burden coming from operating such a service (Gordon & Goodland, 1999). In addition,

Cagill's supply requirements (in relaion to ginning capacity) are meet by producers who are

outsde the other companies input credit scheme or, as the dtaff a one of Cagill’s trangt

depot (next to Cottco’s) said:
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“A lot of the farmers are under Cottco’s input credit scheme here. But it is quite common that the
better-off farmers split between us and them (Cottco). The farmer delivers what he has to deliver to
Cottco and sells the rest to us...we offer a better price and faster payment” (Cargill, interview, May
2000).

To sum up price competition is extremely low and market coverage seems to be a very
important aspect. With regard to direct competition on prices two immediately postive
impact occurred when the two new cotton companies entered the market, namely ingtant cash
payment & the ginnery gate or depot and initidly higher prices offered by both Cargill and
Cotpro, compared with Cottco. From the famers point of view indant cash immediaey
after weighting and grading of ddivered seed cotton was a mgor improvement compared
with the system prior to liberdisation, where the famer had to wait two-four weeks and
sometimes up to severd months before s/he received a cheque from the CMB headquarter in
Harare. With regard to the nomind producer price/world price relation, market liberalisation
has only led to a modest raise in the proportion of the f.o.b. price paid to producers. From
1990 to 1994 the average ratio was 29 percent, while an average ration of only 31 percent was
witnessed in the five years dfter liberdisation (Muir-Leresche, 1998, CSO, various years). At
the locd levd, Cottco had geographicd monopolies in severd of the villages vidted during
the fieldwork. Loca monopolies became even more pronounced in April 2000, where Cottco
acquired a 60 percent controlling stake in Cotpro Limited™®. Apparently, Cotpro has been
facing finendd difficulties during the lagt year. This patly seems to aise from huge
invesments in the new ginnery and lack of sufficient supply of seed cotton. And partly
because the main sources of working capitd were own funds and domegticaly borrowed
cgpitd, with high interest rates. Againg this background, the CCGA and the 155 LSCFs
agreed to sdl their shares to Cottco. According to the managers at Cotpro and Cottco, CFDT
sold its share to Copaco (the two French stakeholders which before had 14 and 26 percent
shares respectively), while the “end-agreement” was seitled in a way which ensured that
during the next five years Copaco will gradudly sdl its share to Cottco and by 2005 Cotpro
Limited will be wholly owned by Cottco®®. As a result, Cottco accounts for around 80-85
percent of the market in 2000.

M arketing of lint and international pricetrends

As indicated previoudy, when the Cotton Marketing Board was relieved from its government
introduced redtrictions on lint sdes the CMB increased its share of export subgtantidly and
the proportion of lint export rose rapidly after 1994/95. Hence, by the end of the 1990s more
than 75 percent of tota nationa cotton lint production was exported as apposed to around half
during earlier period (CSO, 1999; EIU, 2000). The 1999/2000 season was the fifth con

19 However, | was unable to examine the agreement in more detail. The companies referred to “business secrets’
and on the whole it was avery touchy subject in May/June when | first heard about it.

20 Cottco secured medium term off-shore loans of US$5.5 million for on-lending to Cotpro to liquidate its short-
term debt (Cottco, interview June 2000).
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secutive season in which cotton lint production in Zimbabwe was more than 100,000 tons,
and a new record of 128,000 tons lint was achieved in 2000, hence, the volume of exported
lint has increased additionaly (ICAC, 2000 vol 54,1). This trend rested on a combination of
incresses in area devoted to cotton and higher cotton yields, improved varieties’! as wel as
favourable westher conditions in the second haf of the 1990s.

Wheress the three ginning and marketing companies export between 80-100 percent of cotton
lint annudly, the dedination of most Zimbabwean lint remained virtudly unchanged dfter lib-
grdisation. For many years Europe has been the principa end-market (50 percent) followed
by Ada and South Africa (30 and 20 percent respectively). Cargill, as a pat of a multinationa
concern, trandferred its lint internaly, through one of the concern’s subsidies (the Liverpool-
based Ralli Brothers)®?, a significant part of the other two's export was sold on forward sdles
contracts (in average 80 percent of Cottco’'s lint and around 60 percent of sdes from Cotpro).
Apat from a larger proportion of lint sales on the export markets Cottco's marketing oper-
ations and drategies have followed past trends and Cotpro adopted more or less identical
marketing Strategies™. Cottco inherited the traditiond customers of the former Cotton
Marketing Board and the relaionship with some of the spinners (notably in Europe) has been
ongoing for severa decades. The bulk of the lint is only marketed directly to end users (i.e
spinners), through the help of agents based in the three regions, on a f.ob. or cif tems*,
which means that the company has to arange transport to BeralMosambique or Durbar/-
South Africa. According to the company, by operating as a direct marketeer, Cottco obtains
maximum feedback on the world market dtuation, as wel as requirements from individud
cosumers, which is vitd for the company’s competitive advantage. On the other hand,
according to Hijbroek and Husken (1996) internationd trading companies are becoming more
important on the world marked as bridge between producers and the spinning industry. Most
gdocks are held by internationd traders dlowing just-in-time ddivery and reliadble supply of
dandardised quadlities to individud producers. Apparently, Cottco (and to a lesser extent
Cotpro) drategicaly “bypass’ this intermedia level in order to incresse their own margins a
the expense of internationd traders. Another centrd explanation is that, by sdling directly to
spinners, the company avoid competing againgt its own cotton, as summarised by Cottco:

“we never sell to international trading companies...thisis basically in order to avoid competition from
our own cotton. For instance, if atrader buys lint from here and stores it in a warehouse - we can end
up in asituation where we compete against our own cotton on the export market (...) where Cottco and
an international trader try to sell Zimbabwean cotton to the same spinner but at different prices”

(interview February 2000).

21 The recently released medium staple variety has a ginning outturn at about 43 percent as apposed to previous
varieties with a ginning outturn at 35 percent.
22 Apparently, the main end-destination for Cargill’s lint emanating from Zimbabwe is spinners in Pakistan
(interview, May 2000).
2 One important difference between the two companies is the end-destination. Cotpro exports currently 80
Efrcent to spinnersin the Asian region.

i.e.cleared, insured and forwarded, or free on board. Lint sold to Zimbabwean-based spinnersis sold on a ex-
ginning basis, i.e. spinners are responsible for local transport.
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Besides the premium or higher returns attached to forward sdes (compared with spot sales),
Zimbabwean lint generdly enjoys a premium above the Cotlook A index, because the cotton
seed is handpicked (therefore contains less contamination) and as a result of high qudity (in
relation to grade, daple, colour and srength). The Cotlook A index is an indicator of
internationa cotton lint prices. There are a variety of pricing sysems for world cotton, but in
generd Cotlook A index of internationd cotton prices is conddered to be the most
authoritative (Hijbroek and Husken, 1996). Cotton lint is classfied on the bass of the
properties of the lint (according to length, grade, strength and micronaire), which generates a
dratified pricing sysem. Extra fine cotton from Egypt and the USA generates a price
premium of 25-40 percent above the A index (ICAC, 2000). Cotton prices have declined
farly consstently during the last decade, and in September 1999, the Cotlook A index
dropped below 50 US cents per pound, and prices are near the lowest level since 1986.
However, during recent months

there has been marked improveent Waidake al Zimbeone foh Ric
in the world prices from a low of . fiom 11920
44 cents per pound in December to 01
the 61 cents in September 2000 and 801
there are indications that prices will =
] ) ™ 601 - +=-Lirtpices-wod merket
continue to firm. g N —— Litpies Zmtzbaefoh
2
Figure 2 compares the average red- e
istions  for  Zimbabwean  lint
exports (1990-1999) with the Cot- 0

look A index for the same period. 196D 1901 1902 1988 1984 1985 1996 1907 1968 199

The tenryear period under review Sources: Reserve Bank of Zimbabwe; Central Statistical Office
shows voldility in prices, but ave- (1999).

rage export prices on Zimbabwean

lint follow to a lage extent the Figure2: World market and Zimbabwe lint prices.
average index. However, it is not

posshle to draw firm conclusions from this comparison, because, as mentioned above, the
bulk of exported lint is sold on a forward basis. Therefore the vaid comparison should be the
actua contract price (agreed upon between the cotton company and spinner) with the A index
price a the date of shipment, i.e. the date on which payment is activated. For instance,
dthough international cotton prices continued their fal throughout 1999, Cottco achieved
levels above the market average by committing a sgnificant part of the crop early in the year.
As a reault, forward sdes contracts for much of the 1998/99 season prevented a further
erosion of the margins last season.

Thus, the perdgtent pattern in the prices received on the world market reflects the ability of
the companies to generate large bulk supplies (and rdigbility in deivery) of rdatively high
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and uniform grades and undertake forward-sdes. In addition pat of it derives from the
companies  ability to edablish close linkages to spinners on the export markets and limited
the number of customers to only in average five cusomers in each region. However, this
trend/devdopment dso highlights the subgantid decline in the country’s textile industry
during the last decade. Since the dart of economic reforms in 1991 Zimbabweanbased
goinners, textile and clothing companies have experienced serious problems in associaion
with trade liberdisation and Hiff internationa competition a the same time as South Africa
imposed high tariffs on imports from Zimbabwe. As a result of import liberdisation, the
country witnessed massve inflows of textile goods and second hand clothing, while generd
price increases for lint have threatened the viability of the locd textile-processng industry
further. The downward trend in the processng industry has continued throughout the decade,
and sdes of lint to the domedtic industry are near the lowest level since the government
imposed lint subsdy in 1983 (for further detals on the restructuring of the textile and clothing
industry see e.g. Sachikonye, 1999; Ndledla & Robinson, 1995; Robinson, 1995).

Sustaining the cotton system

The key findings described above illudrate that very few changes have occurred since the
Cotton Marketing Board was privatised together with an opening for private participation in
cotton trade and processing in the mid-1990s. This section will eaborate further on how the
sydem was sudaned after liberdisation, focussng firsly on dae-private sector coordination,
followed by a discusson about (absence of) competition and successful forms of priveate
coordination.

State-private sector cooperation and coordination

In the first season of trade liberdisation, the Ministry of Lands and Agriculture (MoLA) took
the initiative to establish the Nationad Cotton Council (NCC). The nain objective of the NCC
is to provide a forum for discusson among stakeholders in the cotton sector and perform as an
advisory body to the MoLA. All mgor stakeholders, i.e. producers (represented mainly by
CCGA and Zimbabwe Farmers Union), buying and gnning companies, spinners, ail
expressors, research inditutions as well as Agritex, are invited to participate in regularly held
mesetings, presided over by the MoLA. An Arhbitration Committee (within the NCC) is entitled
to enforce agreement established among the stakeholders in the NCC and pendize companies
who do not follow suit (specified by the new Agriculturd Products Marketing act). With the
officid reped of the Cotton Marketing and Control Act in 1997, which dipulated nationd
quaity standards, classfication and grading procedures as well as packing of seed cotton and
lint, virtudly al ingruments in reaion to eg. qudity control and grading were removed.
Moreover, dready shortly after Cotpro and Cargill entered the market it became clear that the
new competitors imposed different quality and grading standards as the bass for payment to
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famers. Againg this background severa NCC meetings were held and subsequently, the
three cotton companies committed themsdlves to goply smilar buying procedures based on
four different grades. This informd settlement was formdised in soring 2000, where the
dekeholders dgned an agreement entaling common grade dlassfication and grading
procedures, based on the former paragtata’s well-developed classfication sysem. Firsly, dl
buyers of seed cotton only are dlowed to grade in a standard grading room (specifying colour
of the wadls, floor and celling and properly lighting of the room) and secondly, grading has to
be done according to nationa buying standards, based on four different grades (A-D), as
described in four “mester” standard boxes™. Although this re-introduction of the former
parastatd’s buying procedures did not dter or change those of three cotton companies
ggnificantly, any new company wishing to purchase seed cotton has to classfy seed cotton
into one of the four payment grades.

In the line with implementation of uniform grades a the leve of primary purchese, other
more informa coordinating activities have been employed in a joint effort to mantan or
increese seed cotton qudity. In conjunction with distribution of polypropylene-free bags at
every depot and buying post regardiess of ownership®, initiatives have been taken to increase
pest management a the locd levdl. This has been done in order to redtrict development of
pests, especidly to prevent the spreads of bollworms. Whilst the law  prohibiting stand-over
cotton productior?’ is ill in effect, it was widdly stated that stand-over cotton has been an
increesingly serious problem in the last couple of years. Apparently this seems to arise partly
due to lack of sysematicdly officia enforcement of the regulation by the Nationa Resource
Board (lack of adequate financid resources), and partly due to rising prices for cotton seed.
Againg this background the three companies “in-fidd Saff” dSarted to share information
about “blacklisted” growers. However, the present system, where the farmer is fined only
Z$100 per hectare of undestroyed area (if punished at al), offers little incentives - especidly
for the very poor famers - to destroy plants. Along these lines, the Council is currently trying
to press the Ministry of Lands and Agriculture to increase the fine level substantialy.

Thus, the introduction of NCC's sate-private inditutiona framework for coordination and
regulation of the sector has been pivotd for the sugtainability of the system after liberdisation
of cotton trade. The implementation of an uniform cotton grading system illudrates the

% The latter are visual interpretations of the grade definitions and depict the lowest acceptable quality or in other
words the maximum allowable fault level for each grade. The four different grading boxes are kept in every
grading room and are reviewed in juxtaposition to the master boxes every year to ensure that they continue to be
congruent with the master boxes (interview, Cargill, Cotpro, Cottco, 2000).

28 £ polypropylene bags are used for cotton picking, the plastic fibres may contaminate the cotton and eventually
ruin lint produced from it. Therefore, the presence of polypropylene fibres in the lint can threaten the export
market tremendously, and has been recognised as a persistent problem for the marketing companies (Cargill,
February, 2000). Contaminated cotton lint caused by use of polypropylene bags is recongnized as a common
problem in many African countries, due to easy accessibility of the bags. In Nigeria, for instance, the problem
was recently addressed and farmers have started using jute bags (ICAC, 2000).

27 The law was passed in 1936 and stipulates slashing, destruction and planting dates for the South-eastern
Lowveld and the remainder of the country (Mudharaet al., 1995).
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benefits of NCC's role as a coordinator but the red key to the sustainability of the system
gopears to lie in the willingness of the private companies to enter agreements with
competitors on an informa bass. To a large extent this requires that al players recognize an
advantage of mutua interest in entering agreements, as described by one of the respondents:

“When the customers buy cotton from here...they aren't buying Cargill’s, Cotpro’s or Cottco’'s
cotton, but Zimbabwean cotton. So we all have incentives t maintain high quality and uniform
grading procedures in order keep the good reputation on the world market. 1t would damage all the
cotton companies seriously if one of them didn’t stick to therules...” (NCC, interview, May 2000).

Although the Arbitration Committee is entitled to enforce the regulations, is it important to
highlight that enforcement is cumbersome and inefficient. For instance, on severa occasons
during the fiddwork period, two smadler private companies were frequently named as
operating without buying licences, and it was indicated that they refused to pay a levy to the
Arbitration Committee (not to mention rumours about “rich busnessmen from Harae’,
buying seed cotton at prices below Z2$10.00). In addition, at least one of them was accused of
“buying on credit in the last couple of seasons, but without paying the peasants &fter the lint
was old” (ZFU & CCGA, interviews April-May, 2000). However, according to the NCC, in
redity it proved farly difficult to follow up on such cases, not least because of the inefficient
and dow court system in Zimbabwe. Thus, the aspect of mutuad interests is likely to be more
successful with fewer buyers in the sector and correspondently, competition between new
entrants (ginneries or buyers) could possbly change the marketing of cotton in fundamenta
ways. In Tanzania, for indance, where high level of effective competition had emerged after
liberdisation, grading at the farmgate was rarely carried out because a large number of buyers
were purchasing seed cotton regardiess of qudity, forcing dl others to use the same drategy.
In the same period the share of the average world unit price commanded by Tanzania cotton
exports fell by 10 percent, partly as a result of absence of grading (Townsend, 1999, cited in
Friis-Hansen, 2000).

Lack of competition but successful forms of coor dination

In mogt other Centrd and East African countries policy changes have led fairly rapidly to
condderable competition a the farmgate, athough some consolidation has been witnessed
later (Shepherd and Farolfi, 1999). The Zimbabwean case confirms the tendency towards con
solidation. However, even from the outset of economic reforms, liberaisation did not pave the
way to subgantidly higher private participation, nor did it create a multi-channd marketing
system as was the World Bank’s stated goal in Zimbabwe (World Bank, 1991:25). Rather, the
post-liberdisation marketing system in Zimbabwe reveds a market where competition is 4ill
serioudy underdeveloped, especidly in price setting, while the former paragtatd Hill enjoys a
near-monopsony position in primary purchase and ginning.

The assumptions of the economic reforms were that if eg. invesment and/or licenang
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regulations were reaxed, this would remove bariers to entry and encourage competition.
Consequently, why did remova of legidaion condraints and dismantling of the former para
data not lead towards a presence of higher (domegtic as well as foreign) private capita in
primary purchase, ginning and/or sales of lint? This sudy suggests that two points may be of
importance. Firdly, entry into primary purchase and ginning is afected by a number of
fundamentad condraints or “market falures’ such as underdeveloped financid and credit
inditutionmarkets. Secondly, a well-developed and effectively coordinated buying system,
dominated by the former paradtatal, discourages or leaves only little room for other entrants.
The firg point goplies primaily to smdler-scde potentid entrants. The latter one to larger-
scae ones.

Before turning to aspects reaed to the limited entrants of smaler locd traders since
liberdisation, is it worth notice that as opposed to most other cotton-producing countries in
Centrd and East African, internatiord brokers or trading companies have played only a
minor role in the Zimbabwean cotton sector after liberdisation (the exception is Cargill).
Apparently, as the bulk of the cotton higtoricdly has been sold directly to spinners,
international traders might not have been familiar with the Zimbabwean market®®. However,
this needs further examination.

Recent studies”® of agriculturd reforms in sub-Saharan Africa have concluded that their
success grestly depends on the capacity of the private sector to respond rapidly and take up
the functions previoudy performed by sae companies. Secondly, the response of private
traders’buyers to market opportunities is often affected by a number of fundamenta
condraints, which limit the effectiveness and development of a multi-channdled  private
marketing system.

This study suggests smilar tendencies in the Zimbabwean cotton sector. As mentioned above,
snce liberdisaion only aound four more wel-established smaler cotton buyers began
operdting in the main cotton growing aress in addition to an unknown but presumably quite
sndl number of “middlemen”. The later typicaly purchased seed cotton from smdlholder
producers in desperate need for immediately cash; and/or has lacked means of transport
and/or who were trying to “free ride’ i.e. avoid repayment of loans to Cotpro or Cottco by
sling ther crop to ancther trader. Notwithstanding this, dl smdler private buyers were
sverdy redricted by ther generd financid weskness, and as mentioned above it was
frequently stated that some of the traders had difficulty paying cash directly to producers. In
addition, means and cogts of transport proved to be a mgor congraint for them. Yet, the study

2 | other countries (e.g. Tanzania) multinational companies and international brokers became engaged in
ginning and sales of lint when cotton trade was liberalised. Historically, Tanzania sold the crop on the basis of
competitive tender system to large international brokers. Thus, when the cotton trade was liberalised,
international traders were already well aware of the market.

29 eg. Chiwele et a, 1996 (Zambia); Poulton, 1999 (Ghana); Gibbon 1999 (Tanzania), Shepherd and Farolfi,
1990.
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a0 suggests that the common drategies employed by the mgor companies with regard to
eg. organisation of buying networks furthermore tended to limit entry of smdler traders.
During the fiddwork period it proved difficult to locate traders a the loca leve, and hdf way
during the buying season, it was discovered thet none of the more wel-esablished smadl
cotton buyers were ill in operation. In pat this may have been because of the severe
politicd and economic crigs prevaling in the country. However, when interviewing smdler
cotton buying companies, it became clear that one of the underlying problems they faced was
lack of own ginning fadlities and difficulties in getting seed cotton ginned a exising
ginneries in the two main cotton growing areas. Neither Cottco, nor Cargill or Cotpro engaged
in contract ginning for other independent private buyers of seed cottorr®. Another point to
note is that the three mgor marketing and ginning companies preferred to purchase seed
cotton through their own buying networks and depots, staffed with own employees, which
indicates no use of commissioned agents or purchase of seed cotton from independent buyers.
This is gpparently due to bad previous experience with for ingance independent agents
working on commission, as summarised by one of the marketing companies:

“we once bought seed cotton from independent traders (...) but we burnt our fingers (...) the traders
said they bought cotton on behalf of us but they paid too low prices to the farmersin order to increase
their own margins - so the farmers complained and simply changed to the other marketing companies
- now we are buying on our own...we have to maintain our good reputation among the farmers”
(interview, March 2000).

Under these circumstances (and because cotton is only tradable after ginning as lint) traders
without guaranteed access to ginneries may wel find it difficult to stay in busness in the
future. One possble way out of this would be to establish their own ginneries. In Tanzania for
ingance, private traders dtarted to build their own ginneries, partly in response to the refusal
of the cooperatives to permit private traders to gin their cotton on a contract basis. The reason
why this has not emerge in Zimbabwe seems to be related to lack of access to forma credit
and/or chegp donor funds (commercial bank lending rates typicaly exceed 50 percent in
2000). Another reason to be consdered is related to “bureaucratic and policy obstacles’ in
terms of approva of new investments in ginneries and licences to traders etc. Information on
this subject was difficult to come by. However there are some indications that bureaucrats
purposdy delay the process, not only because the exising ginning capacity is underutilised
but aso because the Government of Zimbabwe gtill holds 25 percent shares in Cottco.

In adition, as providers of inputs on credit both Cottco and Cotpro have incentives to restrict
or eiminate competition in the output market as the cost of running the scheme would
probably increase dramaticdly in a competitive market, due to the posshility of sde
marketing. Side-marketing refers to famers taking credit from one buyer but avoiding
repayment by sdling to another, which tends to be a common problem in markets with high

30 A minor exception is Cargill. The company agreed to gin around 9 tons organic seed cotton for a donor-
financed cotton project this season (interview, Cargill; see also Page, 1997 The Zambezi Valley Organic Cotton).
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competition. Hence, input credit schemes as wedl as outgrower schemes are less likdy to
occur in a multi-channd marketing system. As mentioned previoudy, Cottco's input credit
scheme commenced in the 1992/93 season. Due to the monopsony position enjoyed by Cottco
(or the Cotton Marketing Board) in the first two years of operation, it was relatively easy for
the company to obtain input loan repayments from smadlholders and the company achieved a
98 percent recovery rate (in 1993). Repayment rates were serioudy affected because of side-
marketing (they declined to 79 percert in 1995/96 season) when Cotpro and Cargill entered
the market and Cottco had to tighten up its operations. During the last few seasons, Cottco
and Cotpro have used a number of smilar mechanisms to minimise defaullt:

Credit is extended only in the form of physica inputs (seed, fertilizer and chemicds) to
farmer groups (5-30 farmers), based on sdf-sdection. All members have to be able to
demongrate their creditworthiness (done through sales records of previous cotton). In
order to minimize defaults ad drengthen loan repayment rates, the whole group is
pendised if one member defaults, i.e. group liability is enforced.

Monetary rewards are given to groups with high repayment rates. Defaulters are followed
up quickly and assets such as cattle, furniture and cycles are seized.

Condderable effort is made to forge close relationships between the company and the
participating smdlholders. Both Cotpro and Cottco employ locd agents who are in year-
round contact with smalholders.

Clo= monitoring of farmers occurs throughout the seasons both through own extension
officers and through links with the government organised extenson services (Agritex)
which ensure that the smdlholders are putting the inputs to good use, thereby increasing
the chances of loan repayment. Tying in extensgon services with the input credit scheme
serves both to increase the productivity of those inputs, and aso helps to create a closer
relationship between the company and the smalholder.

In recent years the repayment rates have again been around 98 percent due to a more efficient
implementation of the punishment system (through debt collectors) and a reorganisation of
the schemes. By linking farmers to specific ginneries, Cottco and Cotpro prevent farmers to
sl to other buyers, thereby reducing their own level of uncertainty regarding the sze and/or
quality of their supply bases™. Hence the key players have overcome supply and marketing
problems by coordinating and controlling a huge fraction of the market, condsting mainly of
gndlholder producers each of whom contributes with only a smal quantity of marketed
cotton.

3L In addition, Cottco made a ginning contract with the Triangle ginnery in the 1999/2000 marketing season (on
20,000 tons seed cotton out of the ginnery’s estimated capacity of 25,000 tons). This bacially leaves only little
space for other smaller buyers, and more or less eliminated their accessto existing ginneriesin the country.
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Concluding remarks

Clearly, despite market liberdisation very few changes have occurred in the sysems of
primary purchase, ginning or marketing of cotton in Zimbabwe. In sharp contrast to the con
ventiond neo-liberd wisdom that economic reforms and subsequently dismantling of sngle-
channd marketing systems would pave the way for widespread private participation and
create high competition (thereby dlowing producers to be paid a higher share of world market
prices) - this study illustrates the oppodte picture. Apat from Cottco, who have been
operating since before liberdisation, only a few other companies entered the market. The
need to control capacity to process and store cotton lint meant that companies who controlled
these facilities had a competitive advantage over those who did not. In addition, lack of access
to capitd and formd credit facilities were fundamenta condraint to entry by smadler traders.
Seeninthislight, liberdisation of the marketing system can not considered a success.

However, the Zimbabwean case can adso be perceived as one of successful coordination for a
number of reasons. Firdly, rather than a breskdown of responsbility for regulation and
qudity control (as in Tanzani@), a Nationa Cotton Council was successfully established as an
inditutional framework for collective coordination and regulation of the sector by the mgor
stakeholders. Secondly, the case study reveds that coordination took severa other forms both
between the three mgor players (Cottco, Cotpro and Cargill) and within individua
companies, particularly Cottco, in order to secure reiable and sufficient supply of seed cotton.
In paticular, a functioning input credit scheme emerged on this bass as an important way of
tying farmers to companies, while resolving the condraints faced by smalholder producers
who lack resources to finance inputs.

Agang this background, the former parastata Cottco has even successfully launched into
indudtrid  upgrading. Using its head sart compared to other buying and ginning companies
entering the market &fter liberaisation, Cottco has managed to deadily increese and
consolidate its market domination as a pivate company after an initid loss of market share to
new entrants. The company has invested heavily in core activities (edtablishing two new
ginneries the last two years as well as acquiring a 60 percent controlling stake in Cotpro), as
wedl as in vadue-added activities in order to capture additiond - and more remunerdive -
margins downdream.  Alongdde a drategy of extending and upgrading ginning fadilities,
Cottco has diverdfied into spinning from 1998, in the form of a joint venture with the localy-
owned SK Textile. In January 2000 it increased its shareholding in the resulting company,
Scottco from 49 percent to 75 percent. Scottco produces knitting yarn products for the export
market, mainly South Africa and Europe. All in dl, the former paradatd has successfully
explored the new trading environment which ESAP has brought abot.

However, while the former marketing board could be viewed as “inclusvis” - implementing
government policies to increase production and yields for the mgority of smalholders in
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commund areas - Cottco, as a private company, appears to be more concerned about securing
a solid and high quaity supply base. Under its input credit scheme Cottco plans to “ensure the
long term vigbility” by gradudly increesng the minimum seed yidd a famer can guarantee
before qualifying for credit (from 500 kg/ha to 1000 kg/ha currently). Secondly, Cottco's
future srategy is to promote and increase loans to better-off farmers, the so-caled Gold Club
Members, a the expense of other peasants. This drategy has clear consequences for socid
differentiation, and perhaps dso for regiond differentiation. It aso points to the fact that even
the most successful systems of privatdy-based market coordination embody tensons arising
from their “private’ character. In this case, these tensons do not threaten the viability of the
commodity sysem, but they mean that it is increasingly likdy to have exclusonary effects. A
find issue which should be mentioned in conduson is tha of the fragility of the broader
globa framework within which private coordination has evolved in Zimbabwe. Should the
world price for cotton continue its downward path, it is unclear whether the existing actors
will seeit in their interet to invest in the sector e dll, let done its coordination.
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