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Introduction

Deniz Kandivoti

After the break-up of the Soviet Union, the newly independent states of Central
Asia embarked on markedly different paths of market and governance reforms.’
As independent countries, they fell back on their natural resource endowments
and entered into diverse relations with global markets. As primary commodities,
oil and gas have received disproportionate attention in studies of the political
economy of Central Asia and the Caucasus, reflecting geopolitical and corporate
interest in this sector. However, Central Asian economies continue to rely on

 reform - that are central to the livelihoods and welfare of their populations, The

fead agricultural commodity that has shaped the fortunes of the region is, un-
doubtedly, cotton,

Since the Tsarist conquest, cotton cultivation has played a pivotal role in the
political economy of Central Asia in the irrigated valleys, which in contrast to
the steppes dominated by nomadism, had a long history of sedentary settlement.
By the time collectivization took place under the Soviet regime, the Ferghana
Valley had already been producing cotton for Russian textile mills. Under Stalin,
the twin goals of collectivization and “cotton independence” were pursued. The
rural economy was geared to the extraction of maximum amounts of cotton for
domestic processing by Moscow and for export on the world market as an im-
portant source of hard currency. Uzbek cotton alone accounted for two-thirds of
all cotton produced in the Soviet Union.

Cotton monoculture involved important elements of coercion. “Cotton cam-
paigns” enlisted large sections of the population (including schoolchildren) to
work at harvests, setting ap “socialist competition” among production units to
force up labour norms. Commenting on this historical context, Pohl (Chapter )
also reminds us that cotton cultivation utilized forced labour drawn from groups
of special settlers (Karachais, Crimean Tatars, Meskhetian Turks and Russian-
Germans) who had been deported to Central Asia under Stalin and whose {ree-
dom was granted as late as 1956. The historical legacy of coerced labour still
looms large in this sector.

Nonetheless, Khan argued that during the Soviet period the shift in cropping
patterns and the retention of a large labour force in agriculture was, in fact, the
result of the systematic use of price incentives rather than just administrative
coercion.? The terms of trade were, for a long time, favourable to cotton cultiva-
tion. The extent of surplus transfer to the centre from Central Asia also became
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a matter of debate since these transfers were offset by substantial subsidies to
the Soviet periphery from the All-Union Budget, What is uncontested is that the
acreage devoted to cotton was expanded continually until it reached a peak in
the 1980s. Yields were forced up through the massive use of chemical fertiliz-
ers and pesticides, although they had levelled off by the 1970s and had started
declining in the 1980s. By the late 1980s, the water resources of the Amu-Darya
and Syr-Darya rivers basins were over-utilized, leading to the much-publicized
desiccation of the Aral Sea. The command economy in Central Asia’s cotton
sector left an enduring legacy both in terms of its economic, social and ecolagi-
cal cansequences and the types of vested interests it created among elites who
control the distribution of resources and revenues.’

Cotton production in Central Asia currently accounts for about seven per cent
of global cotton output. Uizbekistan continues to be the dominant producer, with
just under five per cent of global output, followed by Turkmenistan, Tajikistan,
Kazakhstan and Kyrgyzstan. The policies adopted by these countries after
independence have differed significantly with Ugzbekistan and Turkmenistan
retaining government control throughout the entire cotton supply chain, Tajikistan
imposing fluctuating degrees of control and Kazakhstan and Kyrgyzstan removing
government conirol.

The aim of the conference on “The Corion Sector in Ceniral Asia: Econemic
Policy and Development Challenges™ held at the School of Oriental and African
Studies on 3—4 November 2005, was to explore the post-independence trajecto-
ries and policy choices of Central Asian states with a view to stimulating policy
dialogue and greater public awareness, as well as contributing to capacity build-
ing for policy evaluation and formulation. The topics explored by local and inter-
national experts, representing diverse disciplines from economics and agronomy
to investigative journalism and history, covered the multiplicity of factors that
act upon the cotton commodity chain and #ts developmental potential, from do-
mestic procurement systems and labour regimes to the role of global markets.

John Baffes (Chapter 2) highlighted the market and institutional constraints
under which cotton-dependent countries operate. Three dominant exporters — the
United States, Central Asia and Francophone Africa — account for more than
two-thirds of global trade exports. Cotton markets, in common with other pri-
mary commodity markets, have experienced a long-term decline in prices. price
variability and competition from synthetic products. In addition, major players,
notably the United States, the European Union and China, give considerable do-
mestic support to their cotton sectors and thus depress world prices. In contrast,
less developed cotton producing countries — including Central Asian states — tax
their cotton sector. Cotton production in Central Asia is further affected by fac-
tors such as inefficient use of water (according to a World Bank estimate 60 per
cent of the water diverted from the rivers that feed into the Aral Sea fzils to reach
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the cotton fields), deteriorating soil quality due to salinity and water logging,
extensive use of chemicals, reliance on child labour, and new patterns of cross-
border movement of seed cotton and migrant workers. The implicit assumption
that the development of down-stream industries in the textile or garment sectors
— that might benefit the economy as a whole — will automatically improve the
conditions of cotton growers must be evaluated in light of the fact that their sales
will continue to be influenced by global cotton prices regardless of the domestic
or international destination of their crop. This background introduces a note of
caution with respect to the policy choices available to Central Asian countries.

Max Spoor (Chapter 3) takes issue with the conventional wisdom that cotton
has been the “curse™ of Central Asia,* Whilst acknowledging the social and en-
vironmental costs and institutional shortcomings of the cotton sector, he argues
that it would be unrealistic to anticipate a path of development that does not
build on this important export crop, Despite lower real prices in international
- markets, cotton is stili cost effective and therefore priority must be given to poli-
cies that provide the right incentives to producers in order to improve yields
and quality (including a shift towards organic cotton) with a view to support-
ing rural incomes. This is a crucial consideration- with serious implications for
social welfare- given the size of the rural population in Uzbekistan that depends
on wage labour in the cotton sector. Investment in the textile industry presents
a way forward for a stronger cotton-based agro-industrial development, which
— in the absence of other competitive industrial sectors — could become an engine
of growth. The challenge, therefore, is to identify a policy mix that could best
convert a potential “curse” into a foundation of development.

The chapters by Kulikova (Chapter 4), Djalalov (Chapter 5) and Abdullaev
(Chapter 6) examine different facets of the policy mix in Uzbekistan, where
agriculture 1s the largest sector of the economy, accounting for more than 30 per
cent of GBDP, 40 per cent of employment and 25 per cent of foreign exchange
earnings& who focuses on the legal framework of cotton procurement
and export, notes three distinct stages in the evolution of legal and institutional
reforms between 1991-95, 1995-97 and 1997 onwards. Although significant
changes have taken place- in compliance with international requirements for
guality control, trade and currency liberalization- the reform process is far from
complete. In particular, the persistence of the state-order system of raw cotton
procurement, the lack of competition in the cotton industry, the system of trading
contract registration, restrictions on exports and the lack of targeted credit support
(in lieu of advance payments and commaodity credits) create disincentives for this
sector.

Dyjalalov examines the crucial issue of indirect taxation of the agricultural
sector. The two main pillars of the path of gradual reform in Uzbekistan have
been import substitation industrial development and a quest for wheat self-suf-
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ficiency. The instruments of state planning inherited from the Soviet period (such
as foreign exchange restrictions, monopolies in domestic and foreign trade, di-
rected credits and large public investments) were successful in averting the ex-
tremes of post-Soviet economic collapse in the shorter term, but at the cost of
macroeconontic distortions that increased throughout the 1990s until the present.
The indirect taxation of agriculture remains an important source of budgetary
income in Uzbekistan. The size of indirect taxation was estimated by the Asian
Development Bank (ADB) at around 10 per cent on average of the gross national
product of Uzbekistan for 2002-2004. Although this taxation is justified with
reference to indirect subsidies for irrigation, fertiliser, maintenance of machinery
and other inputs, there is strong evidence that the rigid controls introduced by
the state-order system are leading to a decline in productivity. This decline has
prompted the state to take measures o preserve the existing system of agriculiur-
al “taxation” by using law enforcement bodies in monitoring the use of resources
of the system. The removal of indirect taxation and its replacement with a non-
distortive land tax and export duties could both compensate for lost revenues and
create necessary incentives for producers, thus eliminating the necessity {(and
cost) of involving law enforcement bodies in the fulfilment of state orders.
Abdullaev (Chapter 6) complements and extends this analysis by examining
the range of factors leading to the decline in Uzbek cotton production. The
expansion of household plots since independence (with over 0.5 million heclares
of irrigated land, more than 10 per cent of the total irrigated area, atlocated for
small scale production) and the drive for self-sufficiency in wheat production
{which was successful) were realized at the expense of land allocated to cotton.
In addition, the paradox of the quota and procurement system meant that, en the
one hand, cotton production was forced up through compulsory quotas while, on
the other, there was a clear disincentive to produce cotton due 1o its procurement
pricing. Although the slow transformation of the collective farming system into
individual farming units produced a relative recovery in cotton production, the
uncertainty of tenure of private farmers’ leaseholds, that can be administratively
revoked, makes strategic investment in land conservation and water management
risky, thereby reducing resource productivity. The shift from collective farms to
family enterprises has also created a vacuum of responsibility and organization
for the operation and maintenance of irrigation and drainage systems. This
vacuum exacerbated problems that were already emerging by the end of the
Soviet period, contributing to land degradation, primarily in the form of water
logging and salinity.
A comparison between cotton production and Uzbekistan’s other major
crop, wheat, provides important insights concerning the causes of the decline of
the former. Typically grown in the same imrigated fields as cotion, wheat yields
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have more than tripled since independence despite the fact that wheat 15 more
susceptible to the effects of salinization than cotton. This strongly suggests
that it is not the natural environment which has held cotton productivity down
but rather the policies which regulale its production. The stagnation in yields
appears to be largely a response to the government quola system for cotlon
which provides little, :f any, incentive to increase productivity beyond the levels
required 1o meet production quotas. If water scarcity 1s to become a factor in
Uzbek cotton production, this is likely to be due to tradeoffs between agriculture
{in downstream Uzbekistan) and energy production (in upstream Kyrgyzstan and
Tajikistan), not between agriculture and the environment. The unproductive use
of water, due to inadequate land and water management institutions, is the major
problem, not the cultivation of cotton per se.

It scems clear {rom the discussions in chapters 4 to 6 that the legal/
administrative framework of cotton production, the indirect taxation of
agriculture, the inadequacy of land and water management institutions and
the price disincentives to producers have combined to limit the development
potential of this sector in Uzbekistan, Unlike Uzbekistan, which maintained a
centrally managed cotton economy, in Kazakhstan and Kyrgyzstan, where there
was no involvement of the state in the production process, other actors have filled
the gap, with differing consequences.

Kim’s analysis of Southem Kyrgyzstan (Chapter 7) shows that the cotton
sector has expanded in the post-Soviet period: land under cotton cultivation
increased by 78.8 per cent, yields for raw cotton by 92 per cent, and production of
cotton fibres by 151.3 per cent. However, the lion’s share of the profit has gone to
the cotfon gins controlled by a narrow group of private businesses. The methods
used by the gin owners to procure raw cotton risk hampering further development
by reducing farm productivity. Farmers who are pressed for financial resources
at the time of spring sowing turn to cotton gins for cash advances, payable with
the proceeds of cotton harvests. These advances are transacted at low prices,
leaving producers little profit. Cash strapped farmers are, then, forced to save on
necessary agro-technological inputs, such as machinery, fertilizers, herbicides
and pesticides. This effectively puts a brake on the development potential of
this sector. Local authorities are indifferent to the farmers” plight and have no
resources to assist them. The cotton sector therefore needs the targeted support of
the government for the regulation of purchase prices for raw cotton or subsidies
for cotton production. The necessary resources could be generated, Kim suggests,
by allocating extra tax revenues raised from the cotton gins to supporting cotton
farmers. The case of Kyrgyzstan, therefore, illusirates the limits of a total lack
of regulation which can backfire and affect the long-term sustainability of cotton
farming.

The cotton sector in southern Kazakhstan has also been expanding (from
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323.6 thousand tons in 1990 to 466.1 thousand tons in 2004) and proved to be
profitabie for both farmers and cotton gins. Dosybieva argues, in Chapter 8, that
relations between cotion producers and gin owners had generally been mutu-
ally beneficial. The owners of cotton gins served as loan providers not only for
production-related purposes {through cash advances) but also more informally
for emergency occasions, like weddings and funeral ceremonies. After years of
neglect, when it became apparent that the cotton sector presented good prospects
for growth, the state started taking an interest in it. The initiative of creating a
“cotton cluster” was put forward to integrate the full production cycle from the
cultivation of cotton to the manufacture of textile goods. In order to stimulate
the development of textile and garment industries, the akimat administration
of the Southern Kazakh Oblast (SKO) proposed the establishment of a Special
Economic Zone (SEZ). However, the members of the Kazakh Cotton Associa-
tion representing 12 cotton-processing companies and one cotton farm resisted
these changes which they perceived as an attempt to restrict their activities and
redistribute the profits in the cotton sector in favour of stronger players, New
interests are coming in, with legal dispensations to back them, marginalizing the
cotton processing plants that, through their investiments, helped the cotton sector
to recover from the post-perestroika slump. They now face an uncertain future,
The decision to increase the size of cotton farms and consolidate them into larger
units is also causing concern among producers. There are complicated trade-offs
invoived in the policy options that are taking shape in Kazakhstan and managing
the tensions between potential winrers and losers are now on the agenda.

The policies adopted by individual states clearly have implications beyond
their borders and create a new regional dynamics. The proximity of an expand-
ing cotton sector in Scuthern Kazakhstan to an impoverished rural sector in Uz-
bekistan has stimulated a wave of migration in the direction of Kazakh cotton
farms. It is difficult to judge the actual size of this flow. Experts estimate that the
total number of labour migrants (legal and illegal) from Uzbekistan to varied
destinations such as Russia, Kazakhstan, South Korea, Turkey, the United Arab
Emirates and others may reach 1-1.5 million and account for up to 8 per cent
of the GDP in remittances. Dosybiev notes, in Chapter 9, that farmers in Kaza-
khstan gladly hire casual workers from Uzbekistan since they are paid up to three
times less than local workers. Ilegal workers receive US$0.03 per kg of harvest-
ed cotton in comparison to Kazakhstani workers who are paid US8$0.06 per kg
as a minimum wage. Nonetheless, an experienced Uzbek worker may earn up to
US$200 a month, a vastly superior sum to the wages he can expect to receive at
home. However, illegality exposes migrant workers to forms of exploitation akin
to slavery. It is not unusual, for instance, for an employer to report his workers to
the police at the end of the agricultural season if he knows that they have entered
Kazakhstan iltegally, thus avoiding having to pay for their work. Representatives
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of law-enforcement agencies do little to combat these abuses, accepting bribes
from farmers instead. The employment of illegal migrants is unrecorded and
the process of recruitment is based on a verbal agreement between workers and
employers. As a result, the rights of Uzbek citizens working on the cotton fields
of Kazakhstan remain unprotected.’

A more thorough understanding of the operations of the cotion sector in
Central Asia must necessarily look beyond macro-economic policies to the
micro-level trajectories of farm restructuring and the workings of agricultural
enterprises in concrete contexts. This is what the fieldwork-based studies of
Trevisani (Chapter 10} and Jozan et. al. (Chapter 11) aim to achieve. The trends
noted earlier by Djalalov (Chapter 5) and Abdullaev {Chapter 6) acquire greater
precision when the coping strategies of farmers- trying to maximize their profits
whilst contending with legal/administrative constraints- are examined in detail.
Trevisani’s work in the Khorezm region of Uzbekistan charts the emergence of
 a new class of farmers as a result of the expansion of private farming, which
he qualifies as “decollectivization” rather than “privatization.” Private farmers
operate under a leasehold system that continues to tie them into the quota system
for cotton deliveries and they continue {o operate within the state-order system.
However, the low profitability of cotton for farmers can be offset if matched
with other, more lucrative crops such as rice. Therefore, the ability to transact
favourable usufruct deals with respect to soil quality and the proportion of land
allocated to more advantageous crops is a crucial determinant of profitability.
However, the expansion of the private farming sector has been achieved at
the expense of small-holders, exacerbating inequality in land distribution and
excluding the majority of the mural population from access to farmland. In the
district of Yangibozor large fermers are agricultural notables with high-ranking
administrative positions. former managerial cadres of the shirkat or urban
newcomers interested in investing their capital in agriculture. The decisive asset
of these big fermers Is that they can utilize their connections or “bureaucratic
capital” to transact good terms for their leasing agreements., Therefore, the
opportunities and costs of decollectivization are very unequally distributed and
lead to new forms of rural stratification. The processes of rural out-migration,
analysed by Dosybiev in Chapter 9, are fuelled by the growth of a surplus rural
population aggravated by changing stratification and inequalities in access to
land identified by this study.

Jozan, Florent, Martin, Munos and Panarin discuss, in Chapter 11, the
findings of a rural survey carried out in the provinces of Ferghana. Andijan
and Namangan between 2003-2005 where they examined both the formal and
informal dimensions of agriculture and tand tenure in Uzbekistan, They highfight
the dual nature of agriculture, involving both administered production systems
{shirkars and independent fermers) which are tied into the state procurement
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system, and non-administered production systems (orchards and small holdings,
which account for 5 per cent and 25 per cent of land tenure respectively) which
leave producers free to select their activities and market their crops. Access toland
in order to grow a “second crop” — either after the wheat harvest or on other land
— s crucial to household welfare. The levels of profit of the smallholding sector
are quite variable depending on their activities (crops cultivation, horticulture and
animal husbandry) and available labour force. Specialised agriculture involving
greenhouse production, for instance, can yield good profits even on small
plots. The two systems — administered and non-administered - are dependent
on one another and the gradual shift from collective to private production is
influencing their balance, as also noted in Trevisani’s account of Khorezm. The
“second crop” econony is very important because it also serves to absorb surplus
household labour. In those cases where collectives were dismantled with few
local alternatives a large unemployed excess population had to seek livelihoods
through labour migration.

Given that the move from a system of shirkat farms to a system of private
farmers has not led to the desired improvement in physical and financial perform-
ance of the agricultural sector in Uzbekistan, the state has encouraged the devel-
opment of rural business advisory centres (RBAC) to assist farmers in adapting
to new conditions of production. Houseman presents the case of Ak Altin RBAC
as a case study in Chapter 12, In Ak Altin the ciosure of the shirkars led to the
formation of around 90 new private farms with an average irrigated land area of
about 40 ha. The RBAC was part of a USS7 million project funded jointly by the
Government of Uzbekistan and the Asian Development Bank (ADB). House-
man npotes that attempts to assist farmers through extension services and dem-
onstration plots notwithstanding. overall conditions were such that the interests
of farmers were often in conflict with those of the state. Despite the adoption of
resolution 133 regarding extra payments for over-quota production, intended to
stimulate higher yields, the farmers still remain restricted in their choice of mar-
keting outlets and continue to experience low and delayed payments,

Patterns ol agricultural labour have also been significantly affected by
processes of enterprise restructuring and land tenure reform, The “feminization”
of the cotton sector — especially in labour intensive operations of cotton picking
and weeding-and the use of child labour are not new. However, as Halimova
points out, in Chapter 13, in the case of Tajikistan these trends have become
intensified due to new patterns of out-migration. A major part of the male labour
force are immigrants, at about 620,000, according to the International Office on
Migration (JOM). As a result, about 90 per cent of the agricultural labour force
is female. At the same time, out of 7173 private farms in Khatlon Oblast, women
head only 240 or four per cent. In Sugd Oblast, the respective figures are 239
or five per cent. Similar trends were apparent in Uzbekistan where pressures
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on women’s labour time appear to have multiplied. Women-and their children-
work as unpaid family labourers on household plots, at the cotton harvest as
members of shirkat and as casual workers (mmardikor) on the plots of private
farmers. Women are marginalized in the allocation of farmland and the number
who manage their own farms is low (figures are often inflated by independent
farmers who hold administrative posts and register their wives as proxies).®

In Taiikistan, despite the fact that cotion and aluminum are the couniry’s
two main exports and account for 70 per cent of GDP and over 70 per cent of
total exporl earnings, studies indicate a link between cotton and poverty, The
poverty rate is 78 per cent and 64 per cent in cotton cultivating Khatlon and
Sugd compared to 49 per cent and 45 per cent in Dushanbe and the Districts of
Republican Subordination (to the east of Dushanbe) respectively. What partly
contributes to this state of affairs is high levels of indebtedness in the farming
sector. The impoverishment of this sector also has environmental consequences.
Cotton as a monoculture without adequate crop rotation has resulted in soil
degradation which has affected about 97.9 per cent of the territory of the republic.
Annually, about 50 thousand hectares of cultivated land are exposed to various
degrees of desertification. The current inadequate functioning of irrigation and
drainage systems also results in soil salinization and water logging. Despite all
these problems Tajikistan cannot convert its economy away from cotton in the
foreseeable future since it provides a stable source of foreign currency.

One of the negative social consequences of the search for cheap labour in
cotton production has been the widespread use of child labour. In Chapter 14,
Cannell reviews information published by various organizations and evidence
collected during interviews conducted by the Environmental Justice Foundation
{EJFY in October 2004 1o evaluate the effects of the mass mobilization of children
for cotton harvests in Uzbekistan. According to UNICEF 22.6 per cent of 5-14
year olds (or 1.4 million children) are annually sent to cotton fields at the expense
of their education and personal development. Although Uzbekistan is a signatory
to the UN Convention on the Rights of the Child, and denies the use of child
labour. there is an institutionalized system of yearly mobilization of school-age
children. Children are often housed in badly equipped barracks during the harvest
season, with inadequate sanitation and poor nutrition and are generally underpaid.
The payments they receive are further depreciated by the fact that many children
are expected to defray the costs of the food supplies they consume. Children
may also be vulnerable to health risks due to exposure to hazardous chemicais,
unsafe water supplies and inadequate clothing. The policy challenge of ensuring
compliance with international standards for child protection must be evaluated in
the context of reform and regeneration of this sector as a whole.

It is difficult to envisage a unified framework for comprehensive reform in
the cotton sector in Central Asia since the paths adopted by individual countries
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present different types of policy dilemma. Although the agrarian reform package
of international donor and lending agencies has revolved around acommon agenda
(namely macroeconomic stability, privatization, secure and tradable property
rights and market-determined exchange and interest rates), the medalities of
application of these reforms have varied a great deal. These variations reflect
both the relative importance of this sector as a source of national revenue and
the extent to which national and regional elites have utilized cotton revenues as
a source of rent.

In Kazakhstan, where the oil and gas sector has been the major focus of
corporate investment and source of elite rents, the elimination of state control
in the cotton sector has proceeded speedily, setting the scene for increased
growth and competition for market advantage among diverse players in
the cotton sector. In Kyrgyzstan, a refatively small player in terms of output
where cotton cultivation is concentrated in the south, rapid liberalization has
resulted in unfavourable credit terms for cultivators that might prejudice long-
term productivity. In Uzbekistan, the major exporter of cotton in the region,
the attempt to preserve the state procurement system has, in combination with
transformations in the structure of farming enterprises, exacerbated inequalities
in access to land, entrenched a stagnant system of cotton production that relies
heavily on law enforcement rather than on economic incentives and aggravated
rural unemployment, stimulating the growth of labour migration. Micro-level
studies suggest that continued reliance on command/administrative methods of
resource allocation paradoxically creates conditions that further erode the growth
potential of the cotton economy. Local notables involved in independent farming,
for instance, convert their connections and political capital into achieving more
profitable crop mixes. If profitability becomes contingent upon the evasion of
state delivery requirements, the main instruments of securing compliance remain
surveillance and coercion. This introduces high social and economic costs that
also have serious implications in terms of governance. Breaking this vicious
cycle requires a fundamental rethinking of existing policy tools and priorities
along the lines suggested by many contribuiors to this volume. Finally, despite
the positive contributions of workers” remittances to household welfare, new
patterns of labour mobility out of impoverished rural economies, such as those of
Tajikistan and Uzbekistan, pose problems such as the continuing feminization of
agricultural labour, continued reliance on child tabour and the lack of protection
of migrants’ labour and human rights.

The agrarian reform packages promoted by the International Financial
Institutions (IFIs) appear to have had arefatively negligible impact on the political
dynamics of elite interests in the cotton sectors of Central Asian countries,
However, even partial compliance with conditionalities, such as privatization
of access to land has, as we saw in the case of the independent farming sector in
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Uzbekistan, produced a reconfiguration of interests giving rise to a new dynamics
with unpredictable consequences. The absence of organized constituencies
representing the rights and interests of those who stand to lose most from these
fransformations — such as illegal migrants, casual workers, smallholders squeezed
as a result of enterprise restructuring, ecological “refugees” from depleted
agricultural areas and women and child labourers — mean that the human costs
of transition are likely to remain high. This cails for greater public awareness,
maore contextually-sensitive policy interventions, greater vigilance regarding the
governance contexts and consequences of policies and continuing international
advocacy for the protection of the rights of the most valnerable.
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A Caste of Helot Labourers:
Special Settlers and the Cultivation of Cotton
in Soviet Central Asia: 1944-1956

J. Ono Pohl

Soviet-directed economic development in Ceniral Asia focused on the cultiva-
tion of cotton to meet the needs of the entire Soviet Union. Cotton became the
most important crop in southern Kazakhstan, Uzbekistan and Tajikistan during
the Soviet era. It dominated the political economy of the region. Cotton cultiva-
tion took precedence over all other economic activities in this region. Not since
the defeat of the Confederate States of America had any other region in the world
been so dependent upon cotton,

The harvesting of cotton has always been dirty and arduous work. Thus the
owners of cotton farms have often resorted to forced labour to perform this work.
In the American South, chatte] slaves descended from people forcibly transport-
ed to the US from Africa harvested most cotton. On a smaller scale the Soviet
state also used forced labourers to cultivate cotton fields in Central Asia. During
the 1930s, the Stalin regime assigned tens of thousands of prisoners 10 work on
cotton plantations. The Sazlag complex of corrective labour camps in Chirchik
Uzbekistan guarded 20,100 prisoners working on cotton fields by October 1934
A decade Jater, the Stalin regime greatly expanded the number of forced labour-
ers toiling on the cotton farms of Central Asia.

In the 1940s, the Stalin regime engaged in the mass forced relocation of
people from western to eastern regions of the USSR. From 1941 to 1948, the
Soviet security organs deported a recorded total of 3,266,340 individuals from
their homes in western parts of the USSR to the Urals, Siberia, Kazakhstan and
Central Asia.” The Soviet government also sent another 132,851 people to these
regions of exile after discharging them from the military, releasing them from
prisons and labour camps and capturing them in mop up operations. The bulk of
these exiles came from eight nationalities deported in their entirety from 1941
to 1944. In a series of militarized operations the People’s Commissariat {or In-
ternal Affairs (NKVD) forcibly removed a combined total of 2,303,279 Russian-
Germans, Karachais, Kalmyks, Chechens, Ingush, Balkars, Crimean Tatars and
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Meskhetian Turks from their homelands to areas of banishment east of the Urals?
The Soviet government classified these men, women and children as special set-
tlers and placed them under harsh legal restrictions and police surveillance. Most
notably the NKVD confined them to specific locations and types of work. After
1943, many of these deportees ended up in cotton growing regions of the USSR.
By October 19435, Uzbekistan had 181,800 such exiles.* The local authorities
employed many of these special settlers on cotton kolkhozes and sovkhozes. The
deportees had no choice in this matter. The Soviet state legally obligated them to
perforns this labour or face criminal penalties.

The Stalin regime sought to accomplish several goals through the mass depor-
tation of nationatities. First and foremost, it sought to permanently remove these
people from their historical homelands and neutralize them as possible autono-
mist or even secessionist threats. Second, it sought to punish these people col-
lectively for previous resistance to Soviet and Russian policies. Finally, it sought
.10 use the deportees as a caste of helot labourers to provide a captive workforce
to develop the economy of Kazakhstan, Central Asia, Siberia and other remote
areas of the USSR. To these ends it imposed a special legal status upon the exiles
aimed at excluding them {rom mainstream Soviet society while at the same time
integrating them into the local economy as a source of menial labour.

Cotton cultivation in Soviet Central Asia during the 1940s remained un-
healthy work. The cotton growing regions of the USSR suffered a major malaria
epidemic during the mid-1940s. The Soviet medical system had no extra stores
of anti-malaral drugs to administer to the hundreds of thousands of deportees
that arrived in the region from 1943 to 1946. As a result tens of thousands of spe-
cial settlers perished from this agonizing disease. The cotton polien and dust of
the region caused numerous respiratory, eye and skin ailments among the newly
arriving deportees. Rudolf Futterer recalls this aspect of his adolescence as a
special settler in Tajikistan where his mother worked as a nurse:

When the cotton plants blossomed the entire area was clouded over with dust
and pollen. That caused severe allergic reactions among many people. In ad-
dition, the pollen and blowing dust caused serious eye problems, especially
among children ... My mother often had to cleanse children’s encrusted eyes.
The oppressive heat, the brutal sunlight, and the perpetual fine dust of the
streets resulted in cataracts and trachoma, which had to be excised ... Mother
had to treat wounded knees which often showed signs of serious sepsis, ul-
cers, running sores, and many other ailments.®

Severe shortages of medical personnel and drugs greatly exacerbated these
health problems among the national deportees under special settlement restric-
ttons working on cotton kolkhozes and sovkhozes.
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Origins of the Special Settlement Regime

The Stalin regime developed a special administration run by the NKVD with
its own set of laws to rule over the special settlers. The systemn of special settle-
ments had originated in the mass uprooting of peasants branded as kulaks during
1930-1931. During these years the predecessor to the NKVD, the Unified State
Political Administration (OGPU} exiled 1,803,392 people to isolated settfements
in the Far North and Urals.® These villages came under the control of the OGPU,
which established a series of special commandants to administer the exile popu-
lation.” The special settlers could not leave their assigned villages without special
permission from these commandants. The QGPU and later NKVD employed
this captive labour force in agriculture, forestry and industry. Frequently, they
leased out the exiles to other commissariats for these purposes, The legal starus
of the special settlers resembled that of state serfs.® The special settlement regime
imposed by the Soviet government on the national deportees of the 1940s built
upon the administrative infrastructure created in the 1930s to deal with exiled
kulaks.

Special commandants of the NKVD enforced a special set of legal restrictions
wpon the nationalities deported as special settlers. By virtue of their birth into
national categories defined purely by biological descent, virtually every member
of these stigmatized nationalities suffered under this discriminatory system. The
Stalin regime made no exemptions for political loyalty, sending even Communist
Party members, military veterans and NKVD workers into exile.” Children born
to special settlers automatically inherited the status of their parents and had to be
registered as such with the local NKVD special commandant.!® Like the kulaks
exiled in the 1930s the special settlers deported because of their nationality could
not voluntarily leave their assigned residence without explicit permission from
their local NKVI} commandant. They became wards of the NKVD subject to a
legal and administrative system separate from other Soviet citizens and enjoyed
far fewer rights.

The Development of the Special Settiement Regime

The codification of the special settlement regime developed in stages over the
course of several national deportations. Already on 28 August 1941, Beria is-
sued Prikaz 00160 “On Organizing the Special Settlement Section of the NKVD
USSR,” in order to deal with the Volga Germans ordered deported on the same
day.” This decree made preventing the deportees from escaping their assigned
areas of exile the primary task of the special settlement section of the NKVD.
The next restructuring of the special settler administration took place in Decem-
ber 1943 in relation to the deportation of the Kalmyks to Siberia. On 22 Decem-
ber 1943, the NKVD significantly increased the staff of the special commandants
responsible for the Russian-German special settlers in Siberia in preparation for
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the influx of 92,983 Kalmyks.”? Not until the mass deportation of the Muslim
nationalities from the Caucasus and Crimea during 1944, however, did the Soviet
government reform the administration of the special settlements and the specific
duties of the special commandants. The flood of nearly another million deportees
into Kazakhstan and Central Asia made this task imperative.

During the course of 1944, the Stalin regime issued a whole series of decrees
to deal with the multiple waves of national deportees condemned to special set-
tler status. The first one came on 7 February 1944 when the NKVD issued Prikaz
00127 “On Introducing Effective Regulations for Raion and Special Comman-
dants of the NKVD.”" This order enumerated the basic responsibilitics of the
special commandants and specified the mobility restrictions placed upon the spe-
cial settlers. Special commandants received the following assigned duties from
this decree: preventing escapes by special settlers, searching for escaped special
settlers and rooting out anti-Soviet and criminal elements among the special set-
~ tlers. Special settlers could not leave their assigned settlements without special
permission from the local commandants, This permission took the form of spe-
cial passes good for specified days and itineraries of travel. They required an
NKVD stamp and signature both from the deportee’s local commandant and an
officer at the specified destination.' Criminal penalties applied to those special
settlers absent for longer than a day without NKVD approval. Other decrees
soon followed to create a complex legal infrastructure controlling the lives of the
special settlers.

The NKVD followed up these basic instructions with a decree on issuing
passports to special settlers. Promulgated on 26 February 1944 this prikaz man-
dated that any internal passports issued to special settlers have a specific nota-
tion restricting their residency to a single assigned raion.'” The vast majority of
special settlers, however, lived and worked on kolkhozes and like other kolkhoz
workers did not receive passports. Only the small minority of special settlers in
cities and those with special requests from the office of their local NKVD special
commandant could apply for internal passports. Urban free citizens with internal
passports could travel and live in most regions of the TISSR. The version issued
to special settlers differed considerably. It restricted their movement and resi-
dency on the basis of being a deported nationality.

Special settler passports clearly marked the deported nationalities as being le-
gally inferior to other Soviet citizens. They contained a great deal of information
emphasizing this point.'® Among other information these documents specified
the decree ordering the individual’s deportation, his assigned location down to
the specific raion and the date of his exile. These restricted passports thus identi-
fied the bearers as members of suspect and stigmatized groups as well as limited
their freedom of movement and residency.

The Soviet government also issued special regulations governing the use of
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special settlers as a labour force. On 8 March 1944, the regime issued the “Regu-
lations on Economic and Labour Arrangements of Special Settlers ~Kalmyks,
Karachais, Chechens, Ingush, Balkars and Germans established by Gulag NKVD
USSR."" These regulations required the NKVD to divide the special settlers into
socially dangerous and socially safe groups before assigning them to work in
various kolkhozes, sovkhozes, industrial enterprises and handicraft artels. The
Stalin regime sought to exclude those deemed socially dangerous from work-
ing in industries related to the defense of the USSR. Socially dangerous special
settlers inciuded all those that had served in German organized police units, vil-
lage councils or military units. The regulations obligated the NKVD to keep this
group under strict surveillance. They could only live and work in their assigned
raion of resettlement and needed permission from their local commandant to
change work assignments. They also could only be used for general physical la-

bour even if they had specialized skills. The Stalin regime condemned this group

“of people to the lowest rung of Soviet society outside the inmates of prisons,
corrective labour camps and corrective labour coloaies,

In contrast those deemed socially safe could be assigned work matching their
educational, professional and skill profiles. To facilitate the hest use of these
workers the regulations suggested that these special settlers be allowed a degree
of independence in picking work assignments. They recommended that these
workers be allowed with NKVD permission to independently arrange their em-
ployment with collective, co-operative or state enterprises existing in their as-
signed oblast or krat. These regulations ironically undercut the entire rationale
for the deportation of entire nationalities. If it was possible to separate the so-
cially dangerous elements from the rest of the population then there was no need
to deport these nationalities in their entirety.

After the Baikars had been deported in March 1944, the Stalin regime viewed
the existing special settler administration as inadeguate. On 17 March 1944, it
reorganized the section of the NKVD responsible for the deportees.'® This reform
aimed to ensure that the NKVD could fulfill its obligation of administrating the
special settlement regime. This task entailed overseeing the housing and labour
arrangements of special settlers, maintaining them under surveillance in order to
neutralize any subversive or criminal elements among them and keeping proper
statistical reports on them. The existing infrastructure and manpower devoted to
these tasks remained insufficient,

The March 1944 reforms expanded the number of special commandant of-
fices in Kazakhstan and Central Asia. By 20 July 1944, Kazakhstan had 488
such offices, Uzbekistan 95 and Kyrgyzstan 96."° Each of these offices had an
NKVD commandant and five to seven NKVD internal troops. These comman-
dants often each had responsibility for thousands of special setters. The special
settler population of Kazakhstan had reached 930,000 by this time, ¥lzbekistan
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160,000 and Kyrgyzstan 131,000. To keep this population under surveillance the
NKVD organized several networks of informants among the special settlers and
the surrcunding local population. Among the special settlers, the NKVD selected
a representative from every ten households to report to the local commandant
every ten days.® These representatives received the title deisiatidvornik (tenth
householder). In return for their co-operation these representatives received extra
travel permits, food rations and other goods, Their efficiency as informers to the
special commandants, however, varied. Some provided little or no useable in-
formation while others proved to be valuable intelligence assets to the NKVD.>
These men served as only one of the instruments used by the NKVD special
commandants to maintain discipline over the special settlers and prevent them
from escaping.

In addition to this overt surveillance, the NKVD also organized clandestine
informant networks among the special settlers. They had recruited 19,096 infor-
mants, 378 agents and 245 agent residents out of 2,225,000 special settlers as of
I July 1944 % The Russian-Germans, Karachais, Kalmyks, Chechens, Ingush,
Balkars and Crimean Tatars constituted 1,514,000 of these exiles. Finally, the
NKVD established anti-escape networks among the local native populations of
Kazakhstan and Central Asia to report on the flight of special settlers. Kazakh-
stan alone had 3,265 such networks with 15,966 participants by 20 July 1944,
This surveitlance led to the capture and return of 1.173 out of 2,076 escaped spe-
cial settlers from 17 March to | June 1944. The NKVD kept the special settlers
under constant watch both openly and covertly.

The NKVD also established an elaborate system of identification documents
and statistical records for the special settlers. New instructions on the count-
ing and registering of special settlers came from the NKVD leadership on 16
August 1944.% These instructions issued new identification cards to those under
special settlement restrictions and required them to register regularly with their
local special commandant. The head of each family received a passbook with
information on his entire family. Each special settler over 16 also received a new
individual identification card marking their inferior legal status. Finally, a third
document contained information on all children under 16 in each family. These
personnel files formed the basis of the numerous statistics and other information
compiled by the NKVD on the special settlers. The NKVD used this information
to control the movement and labour of the deportees.

In order to keep this data current, the NKVD required each special settler over
16 to report and register regularly with his local special commandant. Each month
the special settlers had to present themselves before their local commandant for
this purpose.” Here the commandants interrogated them and added any new data
gathered into the NKVD Special Settlement Section’s already voluminous files.
Often the commandants verbally abused and humiliated the deportees. They fol-
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lowed many of the same procedures including photography and fingerprinting
used by police in questioning and booking criminal suspects.” This process col-
lected information vital for running the system, further regimented the speciat
settiers and reinforced their stigmatized status as treasonous nationalities.

In 1945, the Soviet government finally took the step of consolidating the
ad hoc decrees that ruled the life of the special settlers. Unbelievably, prior to
this time the regulations on administering the special settlers remained a chaotic
collection of various decrees issued piecemeal.?® The Stalin regime codified the
legal restrictions on the special settlers and the legal authority of the special com-
mandants in two decrees. The Council of People’s Commissariats (SNK) passed
both pieces of legislation on § January 1945, One decree defined the legal status
of special settlers and the other the special commandants. Together they formed
the main legal pillars governing the special settlement regime.

“On the Legal Status of Special Settlers,” defined the legal regulations per-
taining to special settlers. This decree imposed three main restrictions upon the
special settlers that distinguished them from other citizens of the USSR.* First,
they could not leave their assigned settlements without special permission from
the local special commandant. Leaving the confines of one’s assigned settlement
carried a sentence of up to eight years imprisonment. Next, the head of each spe-
cial settler household had to report all births. deaths, escapes and other changes
in the compesition of his family to the commandant within three days. Finally,
the decree required the special settlers to obey all orders given by the special
commandant. The special authority of the special commandants over the special
settlers and their restricted mobility gave the deportees distinct legal disabilities
that separated them from other Soviet citizens.

The decree defining the legal status of the special commandants succinctly
set forth their obligations and powers. The SNK entrusted them to count, watch,
confine, police, house and productively utilize the special settlers as a captive
labour foree.”® The special commandants had the power to issue the temporary
passes needed by special settlers to travel even short distances. They also could
punish minor infractions of the established social order by the special settlers
with up to five days incarceration or a fine up to 100 rubles. More serious vioia-
tions came under the review of special NKVD tribunals, These boards formed
part of the separate legal and administrative system established for special set-
tlers. They tried all cases of escapes, suspected political opposition and violent
breeches i the security and order of the special settlement regime.” The NKVD
commandants and tribunals rather than the civilian commissariats of the Soviet
government controlled the affairs of the special settlers.

The Soviet government strengthened the special settlement regime again in
November 1948 due to the growing problems of poor labour discipline and es-
capes. Refusals to work and escapes persisted despite the incarceration of 68,322,
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over three percent, of all special settlers in labour camps by October 1948 as a
result of trials by special boards of the NKVD and MVD.® In contrast the total
labor camp population of the USSR on 1 January 1949 only reached 1,216,361,
considerably less than one percent of the population.® A total of 77,541 special
settlers had escaped by | October 1948 according to MVD records.? The Soviet
security organs had only been able to track down 20,955 of these fugitives. In
typical Stalinist fashion, the regime again decreed stricter laws to govern the
administration of the special settlers.

To combat these problems the Stalin regime issued two decrees establishing
harsher punishments for refusal to carry out work assignments and attempting
to escape. On 24 November 1948, the Council of Ministers classified refusal to
carry out work assignments as a particularly serious crime and thus under the
Jurisdiction of the special MVD tribunals that tried escapes and political crimes.®
The new sentence for this crime was eight years in a labour camp. The Presidium
of the Supreme Soviet followed suit to combat escapes on 26 November 1948,
This body issued a decree proclaiming the exile of the deported nationalities and
their descendents to be “for eternity.”* This decree also established a 20-year
sentence of hard labour for special settlers attempting to escape and five years for
any free citizens caught helping such fugitives. The Stalin regime reinforced its
intentions to permanently confine the deported nationalities to restricted areas in
remote regions of the USSR in 1948. The sentence of exile for belonging to the
wrong nationality had now been extended to forever.

These measures greatly reduced escapes during the following vear, The num-
ber of escapes decreased by a factor of 4.5 between 1948 and 1949.% During
1949, the MVD arrested and detained 1,430 out of 1,675 escaped special set-
tlers. Special boards of the MVD tried and sentenced to 20 years of hard labour
a total of 1,932 special settlers for escapes and attempted escapes. By 1 January
1950, the administrative structure of the special settlement regime consisted of
3.069 special commandants. They supervised a total of 2,572,829 special settlers
including 2,102,174 members of permanently deported nationalities. Despite the
huge ratio of deportees to NKVD commandants, the special settlement regime
greatly reduced escapes and effectively confined these exiles to restricted vil-
lages and towns, This vast punitive system existed intact unti] July 1954, a year
after the death of Stalin,

Karachais

The Karachais deported on 2 November 1943 became the first special settlers
assigned to cultivate cotton in Central Asia. In a single day the Stalin regime
forcibly removed 68,938 Karachais from their homeland in the Karachai Au-
tonomous Oblast and another 329 from Stavropol’ (Ordzhonikidze) Krai®® The
NKVD exiled most of the Karachais to the southern cotton growing regions of
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Kazakhstan. By 26 Januvary 1944, they had settled 25,216 (6,643 families) in
South Kazakhstan Oblast and 20,285 (5,699 families) in Jambul Oblast.” A total
of 5,143 families became further separated during this resettlement in addition
to the large number aiready deprived of men serving in the Red Army. Soviet
military ranks contained a total of 7,335 Karachai men at the start of the depor-
tation.™ In many of the deported families only elderly and invalided men had
avoided conscription into the army leaving them with no able-bodied adult male
workers or protectors. The NKVD placed the Karachais in Kazakhstan under the
control of 24 special commandant offices, 13 in South Kazakhstan Oblast and 11
in Jambul Oblast.” The food situation in these two oblasts soon turned desperate
for the Karachais. Already in December 1943, the NKVD reported severe food
shortage among the Karachai deportees.*® Near famine conditions prevailed for
many of the Karachai special settlers in parts of South Kazakhstan Oblast. Here
the Stalin regime employed many of them on cotton farms,

A number-of the Karachai-special settlers exiled to-South Kazakhstan Oblast
ended up in the region of Pakhta-Aral or “Hungry Steppe’ region in the Ky-
zyl Kum Desert.”’ Here the Stalin regime employed them on the Pakhta-Aral
sovkhoz and surrounding kolkhozes dedicated to growing cotton. The material
conditions of the Pakhta-Aral region proved to be deadly to the newly arrived
Karachai special settlers. The NKVI) forced them to work on the Pakhta-Aral
sovkhoz and the nearby cotton kolkhozes long hours with almost no compensa-
tion. One Karachat survivor of Pakhta-Aral, Fatima Botasheva has described her
experience as a special settler in this region in the following stark terms,

The Karachai were distributed over the various regions of Kazakhstan and
Kirghizia. They were brought to the various kolkhozes and sovkhozes, with
absolutely nothing: without bed, food, utensils or a single penny. They were
forced to work on the kolkhoz from dawn to dusk, and weren’t given even a
single gram of bread, a single penny in wages...Then the starvation began:
people withered away to skeletons, and began to fall.*?

Deportation to the barren region of Pakhta-Aral proved to be a death sentence
for many of the Karachais assigned to work on cotton kolkhozes. The Stalin re-
gime used them as a source of uncompensated forced labour until they died from
a lack of nourishment.

Conditions on the Pakhta-Aral and other sovkhozes were slightly better than
those on the kolkhozes surrounding it. Special settlers that worked on sovkhozes
received 200 to 300 grams of bread a day.*® On the kolkhozes they received no
pay and often no food.* This lack of food forced the Karachais to barter away
their meager possessions for bits of food.* Others bribed the NKVD comman-
dants with valuables brought from the Caucasus to allow them to leave the Pak-
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hta-Aral region for more hospitable environments.*® Others received the good
fortune to be transferred to sovkhozes and industrial enterprises where better
conditions prevailed.”” Despite these measures, hunger and malnutrition took a
heavy toll among the Karachai special settlers on these cotton farms and thou-
sands perished in the first years of exile. Botasheva recalls that her fellow Kara-
chais died in droves in the Pakhta-Aral region working on cotton farms.

Entire families perished together. The death rate was so high, that there
wasn’t enough time to bury the dead. The mortality rate was exceptionally
high in the southern-Kazakhstan region, on kolkhozes in the areas surround-
ing the sovkhoz “Pakhta-Aral,” and in the “¥¥ Tugai’ area for that region.
Here, around 80% of the population perished.*

According to one demographer in the decade following the deportations, the
Karachais suffered over 13,000 excess deaths, 19 per cent of their population
in November 1943.% The famine like conditions at Pakhta-Aral accounted for a
large part of these fatalities.

Chechens, Ingush and Balkars

The NKVD deported almost all of the Chechens, Ingush and Balkars during Feb-
ruary and March 1944 from their Caucasian homelands to special settlements
in northern Kazakhstan and Kygyzstan. Between 23 and 29 February 1944, the
NEVD loaded 387,229 Chechens and 91,250 Ingush onto 180 train echelons
hound towards these areas of exile.® On 11 March 1944, Beria reported to Sta-
lin that the NKVD had rounded up 37,103 Balkars in the Karbardino-Balkar
ASSR during 8-9 March and placed them on trains headed towards Kazakhstan
and Kyrgyzstan.” These deportees remained considerably north of the cotton
belt. Instead the Soviet government assigned these exiles mostly to kolkhozes
dedicated to grain and livestock. Often material conditions on these farms were
only a little better than those on the cotton kolkhozes at Pakhta-Aral. The special
settlers in these regions also died in droves. Typhus in particular ravaged the
North Caucasian special settlers in northern Kazakhstan and Kyrgyzstan. Yet,
the presence of food crops and animals with mitk in these regions did slightly
case the severe food shortages suffered by the deportees. The exiles could at
Jeast occasionally steal a handful of grain or a few vegetables, perhaps even
some milk from their place at work. This option did not exist in the cotton fields
of Pakhta-Aral,

Crimean Tatars
The next group of special settlers assigned to work on cotton farms in Kazakh-
stan and Central Asia came from the Crimean Tatars. The Stalin regime deported
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the majority of the Crimean Tatars to Uzbekistan. During 18-20 May 1944, the
NKVD deported 188,626 Crimean Tatars to special settlements in eastern regions
of the USSR.™ A total of 151,424 Crimean Tatar deportees arrived alive in Uz-
bekistan by 1 July 1944.% Most of the other Crimean Tatars expelled from their
homeland either ended up in the Urals or died on the way to their destinations
from dehydration, disease or malnutrition in the overcrowded train echelons.
Upon arriving in Uzbekistan the local authorities assigned a number of Crimean
Tatars to work on cotton kolkhozes and sovkhozes. Here they encountered condi-
tions reminiscent of those experienced by the Karachai special settlers working
on cotton farms in southern Kazakhstan,

The Uzbek leadership had originally planned to employ most of the Crimean
Tatars in the agricultural sector of the economy. On 20 May 1944, they submit-
ted a plan to the central authorities assigning 154,100 incoming Crimean Tatar
_special settlers to 350 separate settlements.* The plan called for settling 94,500
(61 per cent) of the deportees to kolkhozes, 36,300 to sovkhozes (24 per cent)
and only 23.300 {15 per cent) to industrial zones. This plan, however, quickly
became abandoned. Severe food shortages awaited the Crimean Tatars on the
farms of Uzbekistan. The Crimean Tatar exiles found themselves forced to take
work in the factories, mines and construction sites of Uzbekistan in order to
survive,

Private garden plots assigned to families to grow food for their own con-
sumption represented a vital source of food for kolkhoz workers in the USSR
during the 1940s. Absent the vegetables grown on these small patches of land,
most of the rural population of the Soviet Union would have perished from hun-
ger during this decade. The local authorities did not provide the Crimean Tatar
deportees assigned to kolkhozes in Uzbekistan with individual family plots in a
timely manner. The majority of Crimean Tatar exiles living on kolkhozes had no
kitchen gardens for the first several months of their exile. Four months after the
deportations less than half of the Crimean Tatars on kolkhozes in Uzbekistan had
received private plots of land. On 15 August 1944, only 18,180 out of 38,168
(47.6 per cent} Crimean Tatar families had access to these individual gardens.™
A year later 12 per cent of Crimean Tatars, 4,310 people, living on Uzbek kolk-
hozes still lacked private plots.” Deprived of this important source of food, many
Crimean Tatars perished from malnutrition related causes. NKVD records show
26,775 deaths, a full 17.8 per cent of the population, among the Crimean Tatar
special settiers in Uzbekistan from May 1944 to 1 January 1946.” This situation
caused a mass migration of Crimean Tatar special settlers to industrial settle-
ments. Here they took jobs as miners, builders and factory workers in exchange
for meager wages. These small wages, however, could purchase a subsistence
level of nutrition for most of the deportees.

The percentage of Crimean Tatars living on kolkhozes rapidly dropped as an
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increasing numbers took employment outside the agricultural sector. On 1 July
1944, the number of Crimean Tatars living in industrial zones in Uzbekistan had
reached 42,676 (28 per cent) compared to 78,754 (52 per cent) on kolkhozes
and 29,474 (23 per cent) on sovkhozes.® By 1 July 1948, only 39,704 (30 per
cent) Crimean Tatars in the Soviet Union as a whole worked in agriculture.™ The
majority of Crimean Tatars in Uzbekistan worked in mining, construction and
the manufacture of textiles and silks. Nevertheless, the Stalin regime employed
a significant minority of Crimean Tatars in the cultivation of cotton. These men
and women numbered in the thousands and toiled under wretched conditions.
In particular, Crimean Tatar cotton farmers worked on large sovkhozes such as
Narpay.

Material conditions for the Crimean Tatars assigned to work on the Narpay
cotton sovkhoz in Bukhara Oblast resembled those endured by the Karacahis on
the Pakhta-Aral sovkhoz. The sovkhoz had ceased paying its workers salaries
already in April 1944 before the arrival of the Crimean Tatar exiles. This state of
affairs continued after the arrival of the deportees and none of the farm’s 4,095
Crimean Tatar workers received any compensation during May and June 1944.%
Tropical illnesses took a heavy toll among the Crimean Tatars assigned to Narpay,
By 8 August 1944, NKVD reports confirmed 629 cases of malaria and gastro-
intestinal disease among the farm’s 4,047 Crimean Tatars and 126 deaths from
these causes.® The persistence of extremely poor material conditions and high
mortality rates on Narpay persuaded the NKVD leadership to take extraordinary
measures in relationship to this sovkhoz. The provision of emergency food had
proven msufficient to stem the severe ioss of labour strength due to illness and
death. Deputy Chief of the NKVD, Chernyshov ordered the head of the Uzbek
NEKVD, Babadzhinov to resettle 2,639 Crimean Tatars (329 families) from Nar-
pay to work on a cotton sovkhoz in Tajikistan.” Much healthier conditions pre-
vailed in neighboring Tajikistan. Here malaria was less prevalent and food more
available for the special settlers. The unhealthy conditions for Crimean Tatars on
Narpay reached the point where it seriously jeopardized the economic interests
of the NKVD and other organs of the Soviet state.

The practice of transferring workers from Uzbekistan to cotton farms in Ta-
jikistan resuited in the creation of a sizable Crimean Tatar population in the lat-
ter republic. On 30 September 1944 Uzbek authorities decided to again transfer
Crimean Tatar special settlers to Tajikistan to prevent their death in Uzbekistan
due to poor material conditions.® They resettled 1,159 Crimean Tatars working
on the construction of the Farkhad hydro-electric power plant and their fami-
lies for a total of 2,472 people to cotton kolkhozes in Tajikistan. By I January
1953, the number of Crimean Tatar special settlers living in Tajikistan had grown
to 6,711.% The large number of Crimean Tatars cultivating cotton in Tajikistan
originated with these two transfers from Uzbekistan.
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Meskhetian Turks

After the Crimean Tatars the next wave of deportees to tend to the cotton farms
of Central Asia came from Georgia. From 15 to 18 November and again from
25 and 28 November 1944, the NKVD deported & total of 94,955 Turks, Kurds
and Hemshins from Meskheti-Javakheti and Ajaria to Kazakhstan, Uzbekistan
and Kygryzstan.® Generally known as Meskhetian Turks or Ahiska Turks the
Soviet government assigned almost all of them to agricultural labor. Initially, the
authorities only settled 1,395 of the 92,307 (1.51 per cent) exiles surviving the
journey to Kazakhstan and Central Asia in industrial towns.* The Meskhetian
Turks remained predominantly rural throughout the 1940s and early 1950s. By
1949, the total population had shrank to 81,026 due to deaths from malnutrition
and disease of which the NKVD considered 36,748 still physically able to work.
The actual number employed in work, however, numbered 42,294 of which only
2,758 (6.52 per cent} worked outside of agriculture.”’ By the time of Stalin’s
" death'in 1953, agricultural labourers still constituted 93.4 per cent of all those
working.® Unlike the Crimean Tatars the Meskhetian Turks remained tied to
their initial agricultural settlements on kolkhozes and sovkhozes and did not drift
into industrial work. Instead they formed an important component of the agricul-
tural economy of Central Asia,

The Stalin regime sent the majority of the Meskhetian Turk special settlers to
Ugzbekistan. A total of 53,163 deportees arrived alive in this republic from Geor-
gia.” The local awthorities assigned a large number of these exiles to work on
cotton farms. On 1 August 1950, the NKVD reported that 13,360 or 31 per cent
of Meskhetian Turks worked in the cultivation of cotton out of a total workforce
of 43,0427 A very significant portion of the Meskhetian Turks in Uzbekistan
thus worked on cotton farms. They became highly valued for their strong work
ethic and high level of productivity throughout Kazakhstan and Central Asia.”!
Their labour made an important contribution to the region’s cotton economy dus-
ing the 1940s.

Russian-Germans

The last wave of special settlers sent to work in the cotton fields of Central Asia
came from the Russian-Germans forcibly repatriated from formerly Nazi ruled
areas to the USSR, The MVD (Ministry of Internal Affairs) recorded receiving a
total of 203,796 repatriated Russian-Germans in 1943 and 1946, many of them
forcibly returned to the USSR by American and British soldiers.” Those capable
of physical heavy labor ended up in lumber, mining and factory work in the
Urals, Siberia and Soviet Far East under special settlement restrictions. The re-
gime settled the physically weaker remainder on cotton kolkhozes in Tajikistan.”
This latter group included 854 Russian-Germans captured by the MVD in Lithu-
ania. These repatriates formed the iargest contingent of special settlers sent to
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Tajikistan. They provided both physical and skilled labour on the remote cotton
farms of Kurgan-Tyube far from Ukraine where most of them had been born.

The MVD deported the Russian-German repatriates from Germany to Stali-
nabad (Dushanbe) in the same freight wagons used to transport other contingents
of exiles. Upon reaching the capitol, the MVD transferred them to other trains
and moved them to Kurgan-Tyube. Here they waited for local kolkhoz officials
to fetch them. While they waited, local thieves took advantage of their exhausted
state to rob them. Rudolf Futterer was 16 years old when British forces turned
him and his family in Hannover over to Soviet officials for deportation o Ta-
jikistan. Their only crime was being born in Ukraine. He recalls being sent to a
collective cotton farm in Kurgan-Tyube in the following manner.

We waited at the train station of Kurgan-Tyube until late at night for the
horse-drawn wagons from the kolkhoz that would take us to the assigned

" places of involuntary settlement. In the darkness, these dead-tired exiles were

robbed of their few pathetic possessions.™

Tens of thousands of Russian-Germans forcibly returned to the USSR by
American and British seldiers against their will experienced this same trauma.

During the late 1940s and early 1950s, the Russian-German population in
Tajikistan grew due to secondary forced migration and births. Near the end of
1948, the Soviet government counted 18,184 Russian-German special settlers in
Tajikistan.” They thus constituted well over half the 30,630 special settlers in
Tajikistan at this time.” The Russian-German deportees consisted of 4,924 adult
metn, 7,319 women and 5,941 children younger than 16. A total of 12,170 worked
of which the authorities judged only 11,207 to be physically fit for labour.”” By
1 July 1950, Russian-Germans in Tajikistan numbered 20,028 (60.3 per cent)
out of a total of 33,192 special settlers.” Finally, by 1 January 1953, Russian-
Germans constituted 28,164 (60.7 per cent) ont of the 46,392 special settlers in
Tajikistan,” Most of these deportees lived on cotton kolkhozes.

Conclusion

The Soviet government gradually dismantled the special settlement regime from
1954 t0 1956. On 5 July 1954, they released all children under 16 from the spe-
cial settlement restrictions.® They also removed children 16 and over pursuing
higher education from the special settlement register at this time. These releases
reduced the special settler population by 875,795.% In late 1955 through mid
1956, the Soviet government lifted the special settlement disabilities from the
vast majority of deportees, one national contingent at a time. First, they released
the Russian-Germans on 13 December 1955.% During the next year they re-
moved the Kalmyks from the special settlement restrictions on 17 March 1956,
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the Crimean Tatars, Balkars and Meskhetian Torks on 28 April 1936 and finalty
the Chechens, Ingush and Karachais on 16 July 1956.* These nationalities now
had a greater freedom to choose their place of residency and occupation within
Siberia, Kazakhstan and Central Asia. They no longer formed a caste of forced
labourers. On 24 November 1956, the Soviet leadership decided to restore the
national territories of the Karachais, Kalmyks, Chechens, Ingush and Balkars
and allow the exiles to return to their homelands.® Only the Russian-Germans,
Crimean Tatars and Meskhetian Turks remained involuntarily confined to the
eastern regions of the USSR, A number of them remained working on cotton
farms in Uzbekistan and Tajikistan as ordinary kolkhoz and sovkhoz workers.
These reforms constituted one of the many moves towards a less repres-
sive society implemented in the USSR during the years following Stalin’s death
on 5 March 1953. Forced labour ceased to play a significant role in the Soviet
economy in the post-Stalin years. Native labour replaced many of the deportees
" waorking on the cotton kolkhozes and sovkhozes of Kazakhstan, Uzbekistan and
Tajikistan. Only a long suppressed memory remained of the peculiar institution
of the special settlement regime.
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Cotton-Dependent Countries in the Global Context

John Baffes

Cotton is an important cash crop to a number of developing countries at both
household and national levels. It accounts for more than one-quarter of total mer-
chandise exports in many low-income countries, especially in West Africa and
Central Asia. Cotton’s contribution to the GDP of these countries is considerable,
reaching as much as 4.4 and 7.7 per cent in Uzbekistan and Tajikistan, respec-
tively. Moreover, the per capita GDP in many “cotton-dependent” countries is
well below US$500 (see Table 1).

The United Nations Fooed and Agriculture Organization (FAQ) estimated that
about 100 million rural households were involved in cotton production world-
wide in 2001." Among the countries in which cotton is an important contributor
to rural livelihoods are China, India and Pakistan — where 43, 10 and 7 million
rural households respectively were engaged in cotton production. In African cot-
ton-producing countries, including Nigeria, Benin, Togo, Mali and Zimbabwe,
the number of rural households depending on cotton totalled six million. The
high dependence on cotton in these countries has important poverty ramifica-
tions, especially when large price changes take place.

The cotton market has been subject to considerable market interventions,
subsidization in the USA, the European Union (EU) and China, and taxation in
Africa and Central Asia. During 2002 support by major players reached almost
US$6 billion, more than one-quarter of the global value of production. This sup-
port, which coincided with the lowest nominal prices since 1972, brought numer-
ous reactions. Brazil initiated a World Trade Organization (WTQ) consultation
process claiming losses due to subsidies by the United States.? Four West African
cotton-producing countries — Benin, Burkina Faso, Chad and Mali — pressed for
removal of support to the cotton sector through the WTO and asked for finan-
cial compensation for cotton-producing low income countries to offset the injury
caused by support.?

The objective of this article is to examine the market setting and trade policies
of the global cotton market as they relate to developing countries. Specifically,
the next section discusses the market setting of the cotton market, including the
global balance, price trends and variability, and market structure. The two sub-



Table 1. Cotton’s Importance to West African and Central Economies (2001-2003 averages)

Cotton Exports

Value (US$  Share of merchan-  Share of Merchandise ex- Per capita GDP
miffions) dize exports (%)  GDP (%) ports (US$ millions) (2000 US$)

WEST AND CENTRAL AFRICA

Burkina Faso 105 44.6 33 235 245
Chad 53 29.4 2.4 182 381
Benin 126 277 4.5 455 289
Mahi 193 22.7 6.1 849 203
Togo 42 8.9 2.7 467 251
CENTRAL ASTA
Uzbekistan 727 221 4.4 3,295 591
Tajikistan 103 14.1 7.7 726 190
Kyrgyzstan 36 7.0 2.2 524 295
Turkmenistan 139 4.5 3.0 3,065 859
Azerbaijan 22 £.2 6.3 1,906 788
Kazakhstan 86 0.8 0.3 10,412 1,533

DISY [U37) U1 401235 YOO YT

Source: Food and Agricuiture Organization (FAOSTAT) and The World Bank (World Development indicators).
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sequent sections examine the policies of three major players in the global cotton
market — the USA, the EU and China — and the impact of these policies on the
global cotton market. These countries were selected for their large share in global
output and/or their high degree of policy intervention, so that any change in their
policies significantly affects the global cotton market. The fifth and sixth sections
look at the cotton sectors of sub-Saharan African and Central Asia countries.
These two regions were selected on the basis of their dependence on cotton. The
last section concludes.

The Global Market Structure

About three-quarters of cotton is produced by developing countries. During the
last four decades cotton production has grown at an annual rate of 1.8 per cent
to reach 24 million tons in 2005 from 10,2 million tons in 1960.* Most of this
growth came from China and India, which respectively tripled and doubled their
production. Other countries that significantly increased their shares were Greece,
Pakistan and Turkey (see Table 2). Some “new entrants” also contributed to this
growth. Australia, for example, which produced only 2,000 tons of cotton in
1960, currently averages 0.5 million tons. Francophone Africa produced less
than 104,000 tons in the 1960s and now produces ten times as much. The USA
and the Central Asian republics, two of the four dominant cotton producers dur-
ing the 1960s, have maintained their output levels at about the same levels, ef-
fectively halving their market shares. A number of Central American countries
that accounted for 250,000 tons during the 1970s now produce virtually no cot-
ton at all.

More than one-quarter of the area allocated to global cotton is currently un-
der genetically modified (GM) varieties, accounting for almost 40 per cent of
waorld production.” GM cotion in the USA — where it was first introduced in 1996
— currently accounts for about 80 per cent of the area allocated to cotton. Other
major GM cotton producers are Argentina {70 per cent of cotton area), Australia
(80 per cent}, China (60 per cent}, Colombia (35 per cent), India (10 per cent),
Mexico (40 per cent) and South Africa (90 per cent). Countries that are at a trial
stage include Brazil, Burkina Faso (the only sub-Saharan Africa country), Israel,
Pakistan and Turkey.®

The consumption pattern of cotton is determined by the size of the textile
industries of the dominant cotton consumers, China, the feading textile producer,
currently consumes more than one-third of global cotton output. Other major rex-
tile producers are India, Pakistan, Turkey and the USA, which together with Chi-
na account for more than three-quarters of global cotton consumption. Several
East Asian countries have emerged as important cotton consumers. For example,
Indonesia, Korea, Taiwan and Thailand, which together consumed 130,000 tons
in 1960 (1.2 per cent of world consumption), absorbed more than 1.5 million tons



Table 2. Global Balance of the Cotton Market (Thousand tons)

1960 1970 1980 1990 2000 2002 2004 2005

PRODUCTION
China 1,372 1,995 2,707 4,508 4,417 4,916 6,320 5,769
UsS 3,147 2,219 2,422 3,376 3,818 3,747 5,062 4,946
India 1,012 909 1,322 1,989 2,380 2,312 4,080 4,250
Pakistan 306 543 714 1,638 1,816 1,736 2,482 2,309
Central Asia 1,491 2,342 2,661 2,593 1,412 1,509 1,737 1,724
Brazil 425 549 623 717 939 848 1,318 1,207
Franc Zone 63 140 224 562 728 952 1,135 1,071
Turkey 192 400 500 655 880 900 900 805
Australia 2 19 99 433 804 386 624 497
(ireece 63 110 115 213 421 375 390 380
World 10,201 11,740 13,831 18,970 19,437 19,437 26,193 24,958
CONSUMPTION
China 1,481 2,016 3,300 4,223 5,200 6,500 8,200 8,600
India 1,006 1,076 1,371 1,958 2,924 2,927 3,300 3,640
Pakistan 245 429 461 1,343 1,764 2,042 2,300 2,415
Turkey 149 184 293 557 1,150 1,310 1,555 1,550
Us 1,803 1,786 1,083 1,885 1,929 1,583 1,350 1,339
Brazil 272 296 566 723 873 760 935 900
Thailand 15 63 127 328 360 415 450 459
Indonesia 10 43 104 336 330 500 490 4350
Mexico 109 146 165 170 435 460 450 428
Bangladesh —_ — 45 98 196 300 375 400
World 10,231 12,173 14,215 18,585 19,844 21,119 23,384 24,141

Note: Bangladesh is included in Pakistan prior to {and including) 1970. Franc Zone includes Benin, Burkina Faso, Cameroan, Central Af-
rica Republic, Chad, Céte d'ivoire, Guinea, Madagascar, Mali, Niger, Senegal and Togo. Centrat Asia inctudes Uzbekistan, Turkmenistan,
Tajikistan, Kazakhstan, Azerbaijan and Kyrgyzstan. Figures for 2005 are preliminary estimates as of August 2005,

Source: International Coiton Advisory Committee, Colton: Review of the World Situation, various issues.
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in 2005 (6.5 per cent of world consumption).

Between 1960 and 2005, cotton demand has grown at the same rate as popuia-
tion (about 1.8 per cent per annum) implying that per capita cotton consumption
has remained almost stagnant at about 3.5 kilograms (see Figure 1). By con-
trast, consumption of chemical fibres, which compete closely with cotton, has
increased consistently over the last 50 years by 2.2 per cent per annum, causing
cotton’s share in total fibre consumption to decline from 60 per cent in 1960 to
40 per cent in 2002 {see Figure 2).” Apart from the substantial reduction in the
costs of producing chemical fibres, their increasing share reflects new uses, gual-
ity improvements which made their properties very similar to those of cotton,
increased use for clothing suitable to extreme weather conditions (e.g. rain, cold)
and other uses such as sportswear. Active promotion programmes by the chemi-
cal fibre industry have also contributed to their increased share.

One-third of cotton production is traded internationally. The three dominant
exporters — the USA, Central Asia and Francophone Africa — account for more
than two-thirds of global trade exports. Currently, the 10 largest importers ac-
count for more than 70 per cent of global cotton trade. Three major producers
— China, Turkey and Pakistan — also import cotton to supply their textile indus-
tries (see Table 3). The four East Asian textile producers — Indonesia, Thailand,
Taiwan and Korea — accounted for 22 per cent of world cotton imports in 2002,
compared to just 3 per cent in 1960. To summarize, there has been an increased
concentration of cotton use in (and hence trade Rows to) Asian countries, not
surprisingly since this is the region with the highest concentration of chemical
fibre and garment industries,

Real cotton prices have declined over the last two centuries, although with
temporary spikes. The reasons for the long-term decline are similar to those char-
acterizing most primary commodities: on the supply side reduced production
costs due to technological improvements and on the demand side stagnant per
capita consumption and competition from synthetic products. Between 196064
and 1999-2003 real cotton prices fell by 55 per cent, remarkably similar to the
50 per cent decline in the broad agriculture price index of 28 commodities (see
Figure 3). Reductions in the costs of production have been associated primarily
with yields increases from 300 kilograms per hectare in the early 1960s to 700
kilograms per hectare in 2005 (a 1.8 per cent annual increase).* The phenomenal
growth in yield has been aided primarily by the introduction of improved cotton
varieties, expansion of irrigation and use of chemicals and fertilizers. Additional
diffusion of GM technology along with precision farming introduced during the
1990s, are expected to further reduce the costs of production. Technological im-
provements have also taken place in the textile industry, so that the same quality
of fabric can now be produced with lower quality cotton, a trend that has taken
place in many other industries whose main input is a primary commaodity.
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Figure 1. Long-Term Trends in Cotton Consumption
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Figure 2. Cotton’s Share in Total Fibre Consumption and Polyester to Cot-
ton price Ratio (1960-1002)
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Figure 3. Real Price Indices (1960—-2005; 1980~1.0)
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Figure 4. Monthly Cotton Prices (January 1985-October 2005, nominal US$
per kilogram}
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In addition to. their declining pattern, cotton prices have been volatile, a phe-
NOMENON very common among most primary commodities.” The degree of vola-
tility, however, has changed considerably during the last 40 years. Various meas-
ures of price volatility calculated by John Baffes consistently show that cotton
prices during 1985-2002 were at least twice as volatile compared to 1960-72,
but half as volatile compared to 1973-84."° This conclusion is similar to findings
by Alberto Valdés and William Foster who looked at price variability of corn,
rice, sugar and wheat, as well as findings by Alexander Sarris who examined
intra- and inter-year price variability of wheat and maize." Real cotton prices
during these three periods have experienced an annual decline of 1.5, 3.2, and
1.5 per cent respectively. Therefore, not only prices have been twice as volatile
in 1985-2002 compared to 1973-84, but also they have declined twice as fast.
In a more recent study, Xuemei Pan and Carlos Valderrama compared the price
variability of 22 primary commodities and concluded that during the past four
years, 17 commodities exhibited more price variability than cotton.'?

In terms of the structure of world cotton trade, the market is characterized by
a large number of cotton trading companies — often called cotton merchants. This
is in sharp contrast to the market structure of other internationally traded com-
modities such as coffee, cocoa or grains where a few companies, perhaps four or
five, dominate global trade. A recent survey of the cotton market estimated that
21 large companies (either private or state-owned) were active in cotton trading
during 2004 and handled volumes greater than 200,000 tons. Another 48 compa-
nies traded cotton with volumes between 50,000 and 200,000 tons, followed by
43 firms with volumes 20,000 and 50,000 tons. Another 362 smaller companies
handled volumes less than 20,000 tons.”?

There are two widely used price indicators in the cotton market: the “Cotlook
A Index” and the New York Board of Trade futures price. The A Index is the
average of the five lowest quotations of 19 types of cotton (Middling 1-3/32™)



Table 3. Global Cotton Trade (thousand tons)

1964 1970 1980 1990 2000 20602 2004 2005
EXPORTS
Us 1,444 848 1,290 1,697 1,472 2,591 3,000 3,215
Central Asia 381 553 876 1,835 1,203 1,172 1,251 1,316
Franc Zone 48 137 185 498 767 833 952 1.092
Australia 0 4 33 329 849 375 420 561
Brazil 152 220 21 167 68 170 360 425
Greece 33 0 i3 86 244 275 263 283
India 53 34 146 235 24 17 175 275
Syria 97 134 7i 91 212 120 152 150
Egypt 346 304 162 18 79 150 140 125
Tanzania 34 66 36 40 39 41 88 99
World 3.667 3,875 4,414 5,081 5,857 0,618 7.542 8,270
IMPORTS

China 65 108 773 480 32 685 1.350 2,900
Tarkey 0 1 0 46 383 516 750 792
Thailand 4 46 86 354 342 410 480 465
Indonesia 7 36 106 324 570 300 511 452
Mexico 0 1 0 43 410 501 352 302
Russia - — — 1,190 373 315 306 287
Pakistan l i I { 101 186 325 275
Korea, Rep. 51 121 332 447 304 328 295 266
Taiwan 47 160 214 358 226 263 275 238
World 3,804 4,086 4,555 5,222 5,747 6,577 7,117 8,270

PISY [DAUI]) U1 401338 UOHO} Y |

Note: See Table 3.
Source: International Cotton Advisory Committee, Cotton: Review of the World Situation, various issues.
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traded in Far Bastern ports.” The A Index is compiled daily by Cotton Qutlook,
a private company located in Liverpool, UK. Staff collects quotations by inter-
viewing cotton traders and merchants in the Far East, and they also look at other
market developments likely to affect cotton prices, These offering prices and the
day’s indices are published at about 2.30 pm, UK time. The prices are expressed
in US cents per pound, c.i.f. North Europe, cash against documents on arrival of
vessel, including profit and agent’s commission. When a particular cotton growth
is not offered in large volume, the quotation is still reported, but it is not eligible
to participate in the index. The index is based on the five least expensive quota-
tions because quotations reflect offering prices, not the level at which business
has been arranged, so a buyer would normally expect to succeed with bids that
are slightly lower than quoted. The quotations represent nearby delivery, nor-
mally between two and six months. For example, quotations on 15 September
2005 referred to deliveries between November 2005 and May 2006. When cotton
for the next season becomes available, two concurrent indices are published, one
representing nearby contracts and one representing forward contracts.

The second widely used cotton price indicator is the futures price reported by
the New York Board of Trade (NYBOT). The NYBOT contract, whose size is
50,000 pounds, uses Memphis No. 2 cotton as the cash price equivalent. There
are five delivery months (March, May, July, October and December) and the
nearest 10 delivery months are available for trade, extending the time span of the
contract to almost two years — a July 2005 contract could be traded as early as
August 2003. Apart from NYBOT, whose contract exhibits high liquidity, there
are three futures exchanges trading cotton contracts: Brazil introduced a cotton
contract in 1996, India in 1998 and China in 2003."°

There are two main differences between the two pricing mechanisms. First,
the A Index reflects offerings, not prices, at which actual transactions have taken
place; on the contrary the NYBOT futures price reflects actual transactions. Sec-
ond, the A Index reflects world supply and demand conditions while the NYBOT
price reflects US market conditions. Because of these differences, the correlation
between the NYBOT contract and the Cotlook A Index is low, which is the main
reason why the contract is used frequently by traders and merchants of non-US
types of cotton.'®

Cotton Policies by Major Players

Cotton has been subject to various marketing and trade interventions. Most of the
protection in the cotton market takes the form of domestic support, i.e. financed
by taxpayers. In contrast, two-thirds of the support given to OECD commodity
producers takes the form of border measures, i.e. financed by consumer. The In-
ternational Cottont Advisory Committee (2002 and 2003), which has been moni-
toring the level of assistance to cotton production by major producers since 1997,
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found that at least eight countries have consistently supported cotton production
— Brazil, China, Egypt, Greece, Mexico, Spain, Turkey and the USA (see Table
4)."7 In 2001 — the year in which support was highest — government assistance
to US cotton producers reached US$3.9 billion, China’s totalled US$1.2 billion,
and the EU provided almost US$1 billion. Producers in Brazil, Egypt, Mexico
and Turkey received a combined total of US$10 miliion.

The United States _

Cotton subsidies in the United States have a long history dating from the com-
modity programmes of the Great Depression. The specific provisions of these
programumes, including the one for cotton, change with each “Farm Bill” passed
by the Congress (Farm Bills are introduced approximately every four to five
years), but their chief objective has remained largely unchanged: to transfer in-

~come from taxpayers (and to a lesser extent consumers) to producers. The main

channels of support to US cotton producers are price-based payments, decoupled
payments, crop insurance and countercyclical payments, US cotton users and
exporters also receive some support in the form of:

*  Price-bused payments (also known as loan rate payments) are designed to
compensate cotton growers for the difference between the market price and
the target price when the latter exceeds the former.

*  Decoupled payments (renamed direct payments in the 2002 Farm Bill} are
predetermined annual payments calculated on the basis of area historically
used for cotton production. Direct payments were introduced with the 1996
Farm Bill to compensate producers for “losses” following the elimination of
deficiency payments.

Table 4. Estimated Governement Assistance to Cofton Producers,
19972004 (US$ million)

1997 1998 1999 2000 2001 2062 2003 1004

uUs 1,163 1,947 3,432 2,149 3,937 3,075 1.021 2,244
China 2,013 2,648 1,534 1,900 1,217 800 1,303 1,145
Greeee 659 660 596 537 735 718 761 836
Spain 211 204 199 179 245 238 233 230
Turkey — 220 199 106 39 57 22 115
Brazil 29 52 44 44 10 —
Mexico 13 15 28 23 18 7 ] 49
Egypt 290 — 20 14 23 13 9 89

Source: International Cotton Advisory Committee; US Department of Agriculture; Euro-
pean Union.
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* Crop insurance is subsidy to weather-related crop failures.

*  Countercyclical payments were introduced in 1998 (as “emergency pay-
ments”) to compensate producers for income “lost™ due to low commodity
prices. They were made permanent under the 2002 Farm Bill. Payments to
cotton exporters and domestic end-users (also known as export subsidies or
Step-2 payments} are made when domestic prices exceed world prices, so
that US exporters maintain their competitiveness. Implicitly, cotton export-
ers receive another subsidy through the export credit guarantee programme
which insures importers of US cotton against potential defaults.

In addition to these transfers there are other publicly funded programmes
— among them research and extension services and subsidized irrigation. The
US cotton programme, which has been subject to review by the US General Ac-
counting Office (GAQ) twice, was (and still is) very complex and expensive.’®
Perhaps the best summary of the programme’s complexity and costs was given
by the 1995 GAO audit report (p. 3):

The cotton program has evolved over the past 60 years into a costly, complex
maze of domestic and international price supports that benefit producers at
great cost to the government and society. From 1986 through 1993, the cotton
program’s costs totaled $12 billion, an average of $1.5 billion a year. Moreo-
ver, the program is very complex, with dozens of key factors that interact and
counteract to determine price, acreage, and payments and to restrict imports.
The severe economic conditions and many of the motivations that led to the
cotton program: int the 1930s no longer exist ... The [US] Congress could, for
example, reduce or phase out payments over a number of years, perhaps over
the life of the next [1996] farm bill.

According to US Department of Agriculture data, in 1996, the first season
of the 1996 Farm Bill, support to US cotton growers reached US$759 million.
Almost US$600 million came in the form of decoupled payments, and the rest
as an insurance subsidy. In 1997 support was US$1.2 billion. When prices began
declining, the emergency assistance measures were introduced, increasing the
support to US$1.9 billion in 1998, US$3.4 billion in 1999, US$2.1 billion in
2000 and 1UUS$3.9 billion in 2001.

The European Union

During the 1960s and 1970s Greece and Spain together were producing 130,000
tons of cotton, Following their accession to the European Union, cotton growers
in these two countries became eligible for Common Agricultural Policy funds,
causing cotton production to grow by an annual average of 7.3 per cent, to ex-
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ceed 400,000 tons during the 1990s. Support to cotton producers is based on
the difference between the market price and a support price. The policy also
influences the quantity produced by specifying a maximum for which assistance
will be provided ~ the equivalent of 253,000 tons for Greece and 82,000 tons for
Spain.

During the past 10 years, the budgetary expenditure on the cotton sector
ranged between USS$0.7 and US$1.0 billion, implying that, on average, EU cot-
ton producers received more than twice the world price of cotton. EU cotton
producers receive support even in periods of high prices, since the budgetary al-
location to the cotton sector must be disbursed. For example, EU cotton produc-
ers received approximately the same level of support in 1995 and 2002, although
cotton prices in 1995 were twice the level of 2002.

The EU has implemented a number of adjustments to its cotion programime
including the 1999 reform which effectively imposed a cap on the budgetary
expenditures allocated to the industry.' A major reinstrumentation of the EU
cotton programme will take place in 2006, Under the Luxembourg Council’s
decision of 22 April 2004, which was based on the September 2003 proposal,
an estimated €700 million will fund two support measures, with 65 per cent of
the support taking the form of a single decoupled payment and the remaining
35 per cent taking the form of an area payment.® Eligibility for the decoupled
payment is limited to growers who produced cotton during the three-year period
1999-2001. The area payment will be given for a maximum area of 380.000
hectares in Greece, 85,000 hectares in Spain and 360 hectares in Portugal, and
will be proportionately reduced if claims exceed the maxirmum area allocated to
each country. To receive decoupled payments, cotton growers must keep the land
m good agricultural use. To receive area payments they must plant (not necessar-
ily produce) cotton. Giannis Karagiannis estimated that the reforms are likely to
reduce EU cotton production between 10 and 25 per cent,?!

China
China’s cotton sector became fully government-controlled in 1953 following the
- introduction of the first Five-Year Plan.* The central planning policies adopted
then were similar to those of the Soviet Union and remained in place for the next
35 years. The central government set production targets and procurement quotas
(all primary processing facilities were owned by co-operatives). Some changes
took place in 1978 when the government substantially raised the price of cotton
and supplied more fertilizer. Market-oriented reforms were introduced in 1980
when the communal production system was partially abolished and individual
farmers were given land use rights. Cotton production increased considerably in
response to both the 1978 and the 1980 policy changes.

Currently, China intervenes in its cotton sector through price support meas-
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ures (a reference price typically set above world prices), subsidies to transporta-
tion and marketing, and public stockholding, China also imposes a 3 per cent
tariff on cotton imports up to 0.86 million tons (and 90 per cent for volumes
above that amount).” The International Cotton Advisory Committee estimates
that support to the cotton sector from 1997 to 2004 ranged from US$0.8 billion to
USS2 billion. Jikun Huang, Scott Rozelle and Min Chang estimate that in 2001
the nominal rate of protection for cotton averaged 17 per cent.*

In 1999 the government anncunced reform measures that included creating a
cotton exchange to facilitate domestic trading, reducing prices paid to producers,
and lowering stocks. In September 2001 further reforms were announced.™ First,
the internal cotton market was open to cross-regional trade. Second, various en-
terprises were allowed to buy cotton directly from producers with the approval of
the provincial government. Third, primary processing operations were separated
from marketing cooperatives, in effect making them commercial enterprises.

To some extent the reform efforts have achieved their stated objectives, China
currently operates a cotton exchange that trades future contracts.? Its publicly
held stocks declined from 3.5 million tons in the two-year period 1998-99 to 2
million tons in 2001-02. According to International Cotton Advisory Commit-
tee (ICAC) figures, estimated support to the cotton sector dectined from US$2.1
billion to USS$1 billion between the two periods — cotton prices during these two
periods averaged US$1.30 and USS$1.04 a kilogram. Furthermore, the import
quota has been extended in order to meet domestic demand requirements.

Implications of Cotton Policies
Numerous models have evaluated the impact of cotton policies on the cotton
market with considerable variation in the results. The International Cotton Advi-
sary Committee, for example, concluded that in the absence of direct subsidies,
average cotton prices during the 2000-01 season would have been 30 per cent
higher than what they actually were.”” The study, which was based on a short-
run partial equilibrium model, did acknowledge that while removal of subsidies
would result in lower production in the countries which receive themn (and hence
higher prices in the short term), such impact would be partially offset by shifting
production to non-subsidizing countries in the medium to longer terms. Louis
Goreux, who extended the ICAC model by replacing the base year with 1998-
2002 average subsidies, estimated that in the absence of support the world price
of cotton would have been between 3 and 13 per cent higher in these five years,
depending on the value of demand and supply elasticities.® Ian Gilson and others
using subsidy data for 1999 and a medel similar to that of Louis Goreux, esti-
mated that removal of subsidies by the USA, the BU and China would increase
the world price of cotton by 18 per cent.®

George Reeves and others used a Computable General Equilibrium model
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and found that removal of production and export subsidies by the USA and the
EU will induce a 20 per cent reduction in US cotton production, a 50 per cent
reduction in US cotton exports, with much higher figures for the EU.* They also
estimated that if support was not in place, world cotton prices would be 10.7 per
cent higher compared to their 2001-02 levels. Simulations from a model devel-
oped by the Food and Agriculture Policy Research Institute (FAPRI} found that
under global liberalization (i.e. removal of trade barriers and domestic support of
all commodity sectors including cotton), the world cotton price would increase
over the baseline scenario by an average of 12.7 per cent over a 10-year period.”’
Based largely on FAPRI’s data and assumptions, Daniel Sumner estimated that
had all US cotton subsidies not been in place during the marketing years 1999-
2002, the world price of cotton would have been almost 13 per cent higher.*

Based on a partial equilibriurn model, Stephen Tokarick finds that multilatera)
trade liberalization in ail agricultural markets (including cotton) would induce a
2.8 per cent increase in the world price of cotton and a US$95 million annual in-
crease in welfare.™ Daneswar Poonyth and others estimate that removal of cotion
subsidies — as reported in the WTO notifications — would increase the world price
of cotton between 3.1 per cent and 4.8 per cent, depending on assumptions about
demand and supply elasticitics.* In contrast, Ben Shepherd and Suwen Pan and
others find a negligibie impact of subsidies on the world price of cotton.*

The highly divergent results for these models reflect in part the structure of the
models and the assumed elasticities. Several other factors also influence the re-
sults.* First, there are differences in the level and structure of support. For exam-
ple, some models incorporate China’s support to its cotton sector and model its
removal; others do not. Second, there are differences in the underlying scenarios,
Some models assume liberalization in all commodity markets while others as-
sume liberalization only in the cotton sector. Third, the models use different base
years and hence different levels of subsidies. For example, support in the United
States was three times as high in 1999 as in 1997. Setting all the differences
aside, however, and taking a simple average over all models shows that world
cotton prices would have been about 10 per cent higher without support. Ap-
plying a simple average to the Francophone Africa cotton-producing countries
shows that these countries lost approximately US$150 million annually in export
earnings due to the subsidies.

Not all models report results on the gainers and losers from the removal of
cotton subsidies. In that respect the most complete analysis is offered by the
FAPRI model, which finds the largest gains in trade for Africa, with an expected
average increasc in exports of 12.6 per cent. Exports increase by 6.0 per cent for
Uzbekistan and by 2.7 per cent for Australia, while exports from the US decline
by 3.5 per cent. The most dramatic impact is on the production side. The EU’s
cotton output would decline by more than 70 per cent - not a complete surprise
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considering that the EU’s cotton output during the late 1990s was three times
higher than it was before Greece and Spain joined.

Brazil vs. the United States

On 27 September 2002, Brazil requested consultation with the US regarding US
subsidies to cotton producers. On 18 March 2003, the Dispute Settlement Body
of the WTO established a panel to examine the issues, and on 26 April 2004,
the WTO issued an interim ruling in favour of Brazil. The final ruling (issued
on 8 September 2004) concluded that *the United States is under the obligation
to take appropriate steps to remove the adverse effects or ... withdraw the sub-
sidy.”™ It should be noted here that cotton prices reached their lowest level in
modern history during 2001.

Brazil argued that US cotton subsidies were inconsistent with provisions of
the Agreement on Subsidies and Countervailing Measures, the Agreement on
Agriculture, and the General Agreement on Tariffs and Trade 1994 and were
causing “serious prejudice to the interests of Brazil” because of a “significant
price depression and price suppression.” Brazil’s claims can be summarized as
follows:”

* The USA provided domestic support to its cotton sector during 1999-2002 in
excess of the support decided during the 1992 marketing year under the peace
clause (article 13} of the Agreement on Agriculture.

* Export subsidies (i.e. export credit guarantees and the so-called step-2 pay-
ments} violated the Agreement on Agriculture.

» The direct payments should have been placed under the WTO’s Amber Box
category (disciplined support) instead of the Green Box category (undisci-
plined support).

Using the econometric model developed by FAPRI, Brazil claimed that the
US subsidies induced a 41 per cent increase in US cotton exports, reducing the
world price of cotton by 12.6 per cent and causing an estimated injury to Brazil
of more than US$600 million for 2001 alone. The United States appealed the
case but the original ruling remained by and large intact. The USA announced
that it would eliminate the export subsidies. However, it remains unclear what, if
any, steps it will take regarding containing the overall level of subsidies and the
inappropriate placing of direct payments in the Amber Box.

The ruling was isstued against the background of the ongoing critical agricultur-
al negotiations, the expiration of the peace clause, the more assertive stance taken
by the (5-20, and the West African sectoral initiative on cotton (see following sec-
tion). The ruling has numerous implications for the WTO and the Doha Develop-
ment Agenda and for developing countries and international institutions:*
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*  As the lirst case of a developing country challenging an OECD farm subsidy
programme in the WTO, it may set a precedent. If further cases follow, there
may be a shift in the focus of WTO activities from negotiation to litigation.

* The way to avoid a significant increase in such disputes is to make significant
progress in the Doha Development Agenda. Hence, the ruling may help agen-
cies such as the EU Commission and the US Trade Representative’s Office
confront domestic protectionist lobbies.

* The ruling strengthens the claims of many developing countries that OECD
subsidies distort global commodity markets and depress world prices.

* This dispute spotlights the importance of models analyzing the effects of sub-
sidies on world prices and export shares, making model developers more
accountable for the analysis. The ruling reveals the importance and weak-
nesses of current measures of support and the differences in WTQ, US and
EU definitions of “decoupled support.”

Cotton in Central Asia

Cotton in Central Asia was introduced during the 1860s.%' About a decade later
cotton varieties were imported from the USA and following research at the newly
created cotton research station in Tashkent they were adapted to local growing
conditions. With the expansion of irrigation and the construction of new railways
cotton production reached 246,000 tons in [913. By 1940 cotton output reached
almost 750,000 tons while it exceeded one million tons by the early 1950s, turn-
ing the Soviet Union into a cotton exporter. Cotton production increased even
further with expansion of irrigation, the introduction of mechanical harvesting,
as well as the use of fertilizers and chemicals. During the 1970s and 1980s, the
Saviet Union produced about 2.5 million tons of cotton, accounting for more
than 20 per cent of giobal cotton cutput {see Table 5).

Despite a seemingly successful performance, the fundamentals of the sector
were indeed poor. The massive expansion of irrigation not only became unsus-
tainable but it has been associated with one of the worst environmental disasters
in modern history - the desiccation of the Aral Sea, which has shrunk to about
15 per cent of its former volume.” Mechanical harvesting, on the other hand,
failed as cotton farms never fully utilized the technology. In fact, Peter Craumer
reported that following a high adoption rate of almost 70 per cent in early 1980s,
the share of cotton picked by mechanical harvesters declined to less than 50 per
cent in the late 1980s.* Currently, most cotton in the area is handpicked. Richard
Pomfret, who examined the diffusion of cotton-related technology in the Soviet
Union, concluded that the introduction of mechanized cotton harvesting was a
misplaced strategy on both investment and policy grounds.* He also noted that
the costs of premature introduction of the technology may have exceeded US$1
billion in 1960 prices.
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The collapse of the Soviet Union exposed a number of other problems as well,
including the inefficient use of water, salinity of the soil, excessive use of chemi-
cals, the use of child labour, and cross-border trade of seed cotton. The World
Bank has estimated that as much as 60 per cent of the water diverted from the
rivers that feed into the Aral Sea fails to reach the cotton fields.** Moreover, even
the water that reaches the fields is mismanaged to such an extent that about two-
thirds of the area allocated to cotton suffers from salinization problems.* Apart
from environmental issues, the cotton sectors in Central have been associated
with human rights violations, especially child labour. A recent repart on child
labour estimated that “tens of thousands of children are likely to be involved for
several weeks during the annual harvest.” 7 Finally, the collapse of research and
extension services appears to be another problem that the countries (apart from
Uzbekistan) have to deal with.

Following the collapse of the Soviet Union, cotton production in Central Asia
declined by about 30 per cent (see Figure 5). Although several reasons are be-
hind the decline, the shift to other crops (most notably wheat in Uzbekistan)
along with the fact that the sector was subjected to external competition appear
to be the dominant ones. However, one may be tempted to question the pre-1990
statistics, as they are likely to reflect reported targets or quotas rather than actual
output, s0 the 30 per cent decline should be viewed as an upper bound rather than
an average.* Cotton production in Central Asia now accounts for about seven per
cent of global cotton output. Uzbekistan is still the dominant producer, whose
production in 2004 exceeded one million tons, just under 5 per cent of global
output. It is followed by Turkmenistan (203,000 tons}, Tajikistan {172,000 tons),
Kazakhstan (148,000 tons), Azerbaijan (48,000 tons) and Kyrgyzstan (40,000
tons} (see Table 5, lower panel).* Currently, Central Asia’s cotton is exported
under conventional trading arrangements (until the mid-1990s, some cotton was
going to Russia under barter trade arrangements).

The collapse of the Soviet Union also meant that the marketing and trade

Figure 5. Cotton Production in Central Asia (thousand tons})
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cotton regimes of the Central Asian republics had to adjust to the new realities.
To that end, the said countries have taken different paths with respect to market
reforms ranging from largely unreformed sectors with the government retaining
control throughout the entire supply chain (Uzbekistan and Turkmenistan) to a
Auctuating degree of control and intervention (Tajikistan) and total removal of
government control (Kazakhstan and Kyrgyzstan).™ To a great extent, reforms of
the cotton sector are a mirror image to the land reforms that have taken place in
these countries. For example, Zvi Lerman who ranked the differences in imple-
mentation of land policy in transition countries found that, from a scale of zero to
10 (10 indicating ideal market attributes and zero indicating no market attributes
at all), Uzbekistan, Tajikistan and Turkmenistan received scores of 0.6, 2.5 and
4.0 respectively while Kazakhstan and Kyrgyzstan received 5.4 each (most Cen-
tral European countries scored close to 10).%

Uzbekisian

Uzbekistan accounts for almost two-thirds of region’s cotton output. Most as-
pects of marketing and trade of cotton in Uzbekistan closely resemble pre-1991
arrangements. Numerous entities are involved in production, marketing and trade
activities. They include the state company responsible for all primary process-
ing including ginning, the state trading organizations responsible for exports,
and the Ministry of Foreign and Economic Relations, which handles financial
transactions. Other entities are the state company responsible for domestic and
international transportation of cotton, the organization responsible for guality
monitoring, and customs.

Cotton growers appear to be heavily taxed both directly, through the lower
prices paid by the state company and indirectly through the (likely misaligned)
exchange-rate regime, Marc Sadler concluded that only a third of the world price
of cotton reaches producers.” However, when subsidized inputs and environ-
mental costs are accounted for, the sector may not be as heavily taxed as the
numbers suggest. A recent study found that transfers from farmers to the govern-
ment amounted to about 30 per cent of farmers gross cotton revenues in 2003 and
2004, a much higher rate compared to other crops.®® The same study concluded
that a neutral-revenue reform of the tax system (i.e. reduction of input subsidies
and output taxes by equivalent amounts) would considerably increase the effi-
ciency of the sector and the welfare of cotton producers.™

Other Ceniral Asian Cotton Producers™

Following independence, Tajikistan’s cotton output averaged 140,000 tons, a
marked reduction compared to pre-independence. Until 1996, Tajikistan’s pro-
duction and marketing structure remained Jargely unchanged when official state
orders were the norm. The first key step towards reform took place in 1998 when
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ownership of most gins was transferred to private companies. Most of cotton
production is currently financed by the gins who supply credit for seeds, fuel and
fertilizer. In turn, producers must sell their cotton to the ginner that provided the
credit. However, the emergence of middlemen during the last few seasons has
induced considerable side-selling, consequently alarming the gins who provide
credit.

Two Central Asian republics (Kyrgyzstan and Kazakhstan) have, to a large
extent, allowed the private sector to handle most production, marketing and trade
aspects of the sector. Kyrgyzstan’s cotton output averaged 25,000 tons after 1990,
which is the lowest level in the region. Yet, cotton exports contributed seven per
cent to Kyrgyzstan’s total merchandize export during 2001-03. Most of Kyrgyz
cotton does not go through the normal intemational trading channels; instead it
goes directly to Turkey and Russia mills partly because most of the 23 ginning
factories are owned and operated by Russian and Turkish shareholders. Because
of Kyrgyzstan’s relatively free marketing and trade regime, large quantities of
cotton are coming from Uzbekistan — not surprisingly considering Uzbekistan’s
high tax rates. For example, during 2003, seed cotton was traded at US$0.45/kg
in Kyrgyzstan compared to US$0.25/kg in Uzbekistan,

Kazakhstan’s cotton output averaged 85,000 tons after independence. Dur-
ing 2004 it is estimated to have reached almost 150,000 tons, a considerable
increase over the previous season. The recent surge in cotton output has created
labour shortages, which are being filed by seasonal workers from Uzbekistan.
Numerous reforms have taken place in Kazakhstan’s cotton sector. All 15 gin-
ning operations have been in private hands since 1998, Land privatization of the
previous large farms has created a large number of independent smaltholders.
Cotton producers are financed by ginners,

Turkmenistan’s cotton output during the last decade averaged about 170,000
tons, less than half the output realized during the 1970s and 1980s. Turkmeni-
stan’s cotton sector has been largely unreformed, with the state being the only
buyer and marketer of cotton, which partly explains its poor performance during
the last few years. More than 90 per cent of land is still under leaseholders’ as-
sociations, a structure that reflects pre-1991 arrangements.

Summary of Issues and Challenges Ahead

This paper reviewed the world market of cotton by paying particular attention to
the policies of major cotton players as well as the countries that are dependent
on cotton, including Central Asia. Numerous conclusions and challenges emerge
from the review:

* The global cotton market is subject to considerable domestic support by major
players, notably the USA, the EU and China, whose policies depress world



Cotton-Dependent Countries in the Global Context 49

prices. While there is a great deal of disagreement regarding the precise effect
of these policies on the world price of cotton (and market shares for that mat-
ter), a reduction of 10 to 15 per cent appears to be a widely accepted figure.

»  Anumber of poor countries are dependent on cotton —~ especially in sub-Saha-
ran Africa and Central Asia — both at household and national levels. Typically,
these countries have been taxing their cotton sectors. While East African cot-
ton-producing countries have undertaken substantial reforms, West African
and Central Asian countries are still far behind in terms of reform efforts.

* Genetically modified seed technology has advanced in the cotton market
much more than any other commodity, most likely a reflection of the fact that
cotton is not a food crop.

» (Cotton consumption, and hence trade flows, have increasingly tended to con-
cenirate to South East Asia reflecting the fact that this region is a major pro-
ducer of chemical fibres, textiles and garments.

+ In terms of the world market structure, international trade of cotton is han-
dled by a large number of traders, in sharp contrast to other commodity mar-
kets whereby a small number of companies account for most of international
trade.

Other characteristics of the cotton market, i.e. long-term decline in prices,
price variability and competition from synthetic products, are similar to those
of other primary commodity markets. Lastly, it is worth noting that value-added
activities such as the establishment of textiles and clothing industries are often
recommended as investment strategies that cotton-dependent countries should
follow. The implicit assumption (or expectation) is that following the develop-
ment of these down-stream industries the conditions of poor cotton-dependent
houscholds will be improved. While the successful creation of such industries
may be benefiting the country in general as well as the ones involved in this
industry in particular, it should be emphasized than not many benefits are ex-
pected reach cotton growers. Cotton growers will sell their cotton at world prices
regardless of whether cotton buyers are located in the country in question or
elsewhere.

In addition to the above challenges, a number of other issues are relevant to
the cotton-producing countries of Central Asia. These include the inefficient use
of water {including the environmental disaster of the Aral Sea), salinity of the
soil, excessive use of chemicals, use of child labour, cross-border trade of seed
cotton, and migrant workers. Furthermore, the collapse of research and extension
services appears to be another problem that the countries (apart from Uzbekistan)
have to deal with. Most of these issues require genuine co-operation among the
Central Asian cotton-producing countries, which goes far beyond the formation
of committees,
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Cotton in Central Asia:
“Curse” or “Foundation for Development”?

Max Spoor

If onc analyses very critical reports on the “political economy of cotton” in coun-
tries such as Uzbekistan (amongst others the ICG 2005 report,’ which seems to
blame all evil in Central Asia on the cotton “industry™, the distinct impression
is given that cotion is seen as the “white death,” in contrast with the Soviet Plan-
‘ner’s view of “white gold.” The paper will analyse this proposition, which seems
to abstract from the harsh economic reality of these countries, being partly de-
pendent on cotton production (particularly in terms of foreign exchange and roral
employment), and the opportunities that they have 1o produce the crop in the
specific climate conditions and resources (land/water} that are available to them,
which could mean that cotton becomes a foundation for development, rather than
a curse.

The paper will take stock of the development of cotton during Soviet and
post-Soviet times, its impact on the political economy of the Central Asian cot-
ton-producing countries, the changing social relations and institutional frame-
work in the agricultural sector, and the environmental costs incurred because of
cotton production. It will come to a more balanced conclusion in which cotton is
estimated to remain fundamental for quite some time in the future, although spe-
cific (and intrinsically related and inter-dependent) water and land reforms will
be needed to make cotton production a more sustainable engine of agroindustry-
led growth. This is an argument “against the grain” in the heated discussions on
“cotton in Central Asia.”

The paper will discuss the issues that are important to understand the current
political economy of the cotton sector in Central Asia, taking Uzbekistan as the
most representative case. This will be done in the following manner. In the first
section the history of cotton is briefly introduced, from the feudal times of the
Emirs and Khans, passing through the Tsarist colonization, into the Soviet era.
In the second section the political economy of cotton “in transition” is placed
in a macro-economic framework. It will be shown that cotton has played a cru-
cial role especially in Uzbekistan, to avoid the dramatic contraction that was
experienced in some of the other Former Soviet Union (FSU) countries of the
Caucasus and Central Asia. In the third section, the social refations in the agri-
cultural sector and its institutional framework will be analysed, at a time when a
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land reform is being carried out. The reform is creating medium-sized “private”
farms with a view of improving efficiency, but leaving part of state procurement
and trade monopolies intact. In the fourth part, we will discuss the environmen-
tal impact, which in general has been disastrous but which could improve with
institutional changes and efficiency measures in integrated water management.
The conclusions will reflect another vision on cotton than the one that is given by
the recent ICG (2005) study, which even stated: “The cotton monoculture is more
destructive to Central Asia’s future than the tons of heroin that regularly transit
the region.” This remark (and many others in that report) seems to suggest that
if cotton is taken away all will be well in the region, which is a rather unfounded
view. It is also an erroneous comparison, and hides that the cotton crop can (with
necessary and appropriate institutional reforms) become the engine of agroindus-
try-led growth and development.

The Cotton Legacy :

Cotton was already widely cultivated during the 19th century in the areas around
the main rivers Syr Darya and Amu Darya, well before it became important
to the Russian empire. When in the 1860s Tsarist Russia expanded its reign to
Turkistan, it invaded the Khokand and Khiva Khanates and the Bukhara Emirate
with important cultural and trading centres such as Samarkand, Tashkent and
Bukhara, all now in current Uzbekistan. Parts of the Central Asian region were
absorbed by the Russian empire, while the Khiva and Bukhara states became
protectorates with, in practice, different degrees of independence.” It was only
in 1920 that the traditional regimes in these states were overthrown by the Bol-
sheviks, while from 1924 onwards a process of formal inclusion and delineation
of current borders within the (former) USSR took place. Therefore, the Central
Asian states in their current formation were latecomers 1o the Soviet orbit but had
ajready passed through a Jong process of Russian colonization.

They had been largely agricultural, semi-nomadic societies with deeply en-
trenched feudal structures of land (and water) ownership. The area, which is
now represented by the four states Kyrgyzstan, Tajikistan, Turkmenistan and
Uzbekistan, was for the Russian empire not only a region with vast natural re-
sources but also a stronghold that was seen as strategically important. There were
seemingly unlimited possibilities for agricultural production, for the establish-
ment of settler economies, and for the extraction of gas, gold and other valuable
minerals given the presence of a cheap labour force. Therefore, even before the
inclusion of Central Asia into the USSR, a process of opening up of the territory
had been initiated, comparable with the “move to the west” in the United States,
with raiiroads being built at great speed connecting the main cities and commer-
cial centres, and a gradual stream of Russian settlers coming in.’

The feudal system had produced rather intricate and effective means of water
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control, with “water-lords,” being even more powertul than landlords, something
which can only be understood in the context of a semi-desert or desert region
such as prevails in Central Asia, where water is the scarce resource, Cotfon was
produced as a cash crop that was well integrated into the tradifional production
systems, which rotated between the crop and lucerne that was consumed by cat-
tie, in turn providing manuse for fertilization of the soil. This system was still in
use until the 1940s, but was mostly eliminated by the introduction of intensive
cultivation of cotton.* When the US civil war of the 1860s hampered exports
from the “cotton belt,” Russia had turned to Central Asia for this crucial crop,
sometimes referred to as “white gold.” Central Asia was to become the major
provider of raw cotton for the Russian and Ukrainian textile factories.

Therefore, already before its inclusion in the USSR, cotton in Central Asia
had become the main cash crop, particularly in Uzbekistan and, to a lesser ex-
tent, in Turkmenistan and Tajikistan. Surplus transfer to the centre already took
place, although it is unclear — with the substantial subsidies towards the periph-
eral regions from the “All Union Budget ~ whether this was also a net outflow of
resources. Nevertheless, cotton was grown under conditions of “forced cultiva-
tion.” The order “cotton first” that came from Moscow during nearly three dec-
ades with ever expanding production and procurement quotas, explains the near
exponential growth of cotton cultivation. Although yields increased, this cannot
be taken at face value, particularly not when one considers the bias to overesti-
mate which was developing in the planned system, while during the 1970s the
quality of cotton, in terms of fibre content, was rapidly decreasing.

Producers (co-operatives and state farms) were compelled to sell to par-
astatals while they partly operated in parallel markets in order to purchase con-
sumer necessities and even agricultural inputs, confronting prices ruled by non-
official exchange rates. The lion’s share of cotton was exported to Russia and the
Ukraine for further processing, and the added value generated remained outside
Central Asia. The region had practically no important textile factories and was
even dependent on importing most of its textiles.

Cotton expanded under orders of Moscow, and other traditionally grown
high-value crops like grapes and melons diminished in importance, although
their market perspectives may have been better. Before the October Revolution
cotton production in Central Asia was reasonably balanced with grain and fruit
production systems. What can be observed in Table 1, is that in 1913 both wheat
and barley were cultivated in winter and sunmer (or spring) seasons. As better
soils became reserved for the “white gold,” only marginal soils were left for
grains which were then redoced to a single cropping (rain-fed) pattern. It is inter-
esting to note that summer (spring) grain cultivation indeed vanished.

Cotton rapidly increased its cultivated area, from 441,600 hectares in 1913
to 1,022,600 hectares in 1940. Production was carried out on production co-op-
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eratives (kolkhozes) and state farms (sovkhozes), which were established in the
early 1930s after the country had experienced a wide-scale land reform during
the second half of the 1920s.” A major boost to cotton production was provided
by the completion of the Karakum Canal (from Kerki to Ashkhabad over more
than 1,200 kilometres), which diverts water from the Amu Darya into the south-
ern desert regions of Uzbekistan and Turkmenistan. The cotton cultivated area
increased from 1,427,900 hectares in 1960 to 1,709,200 in 1970, reaching around
2,000,000 hectares in the early 1980s. Thanks to rapidly increasing yields, output
had reached nearly 4.5 million tons in 1970 and more than 5 million tons in 1980,
ten times the 1913 figure (see Table 1).

The Political Economy of Cotton in Soviet and Post-Soviet Central Asia and
Uzbekistan

With the rapid expansion of cotton production, vested interests developed within
the political elite of the Central Asian republics linked to the agro-industrial cot-
ton-complex of production, inputs, processing and marketing. In the 1970s a
clear-cut cotton romenklarura had developed, with “cotton barons™ dominating
the complex. This becomes clear when we analyse the case of Uzbekistan, the
main cotton producer.

The falsification of output and yield data, illicit trade practices and forced
labour came to the surface after the Party leader, Sharif Rashidov, died in 1983.
As part of the post-Brezhnev “anti-corruption” campaign, Moscow purged thou-
sands of cadres in Uzbekistan. This is known as the “cotton affair” in which the
native Uzbek leadership was particularly implicated; this is a reason why after
independence in Uzbekistan many convictions were re-examined and several
persons rehabilitated.® However, the fact remains that cotton is not only the maotor
of Uzbekistan’s economy but many vested interests depend on “white gold.””

In the post-1991 independent Central Asian states, and particularly in Uz-
bekistan and Turkmenistan where a clear “regime continuity” occurred (to use
the counterpart term of the word introeduced by the Bush administration), the
cotton economy remained crucial to derive political and economic power, as is
emphasized by the 2005 ICG report. Also, it gave Uzbekistan in particular the
possibility to move rapidly into hard currency markets of exports, in order to
finance imports that were foregone with the sudden collapse of the Council for
Mutual Economic Asssitance (CMEA). Through the derived export income and
the policy decision to transfer resources from agriculture (i.e. cotton production)
towards incipient industrial sectors (such as the gas and oil industry}, following
an import substitution model, the country was able to avoid a deep economic
contraction, such as the one that took place in many other FSU countries.®

it is actually incorrect to still suggest that “farmers’™ in Uzbekistan receive
a minimal share of the value (in world market terms) of the produce. This has
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Table 1, Agricultural Sector Development of Uzbekistan (1913-1991)

1913 1940 1960 1970

Wheat (winter) Areea (x 1,000 ha) 4605 615.6 384.2 540.0
Output  (x 1,000 m) 269.3 1724 2336 340.2

Yield {tn/ha) 0.7 0.3 0.7 .6

Wheat (spring} Area {x 1,000 ha} 471.7 396.7 128.2 123.6
Qutput  (x 1,000 m) 2123 103.1 70.5 a6.7

Yield (tn/ha) 0.5 0.3 0.0 0.5

Wheat Total Cuiput  (x 1,000 m) 512.6 272.6 327.0 408.9
Barley (winter} Area (x 1,000 ha) 117.7 1071 FAR R 3124
Output  (x 1,000 tz) 10 34.3 1673 253.0

Yield (tn/ha) 0.5 0.3 0.8 0.8

Barley {spring) Area {x 1,000 ha) 1329 207.5 90.6 77.7
Output  {x 1,000 tm) 74.4 643 35.3 45,8

Yield {tn/ha) 0.6 4.3 0.6 6

Barley (total) Cutput  {x 1,000 m) 1433 98.0 2254 3014
Rice Area (x 1.000 ha) i61.1 B3.i 312 633
Output (x 1,000 tn} 2102 125.5 57.8 1849

Yield (tn/hay £3 1.3 1.9 2.9

Corn Area (x L{0O ha) 38.8 17.3 368 24.6
Cutput  {x 1,000 ) 38.8 335 T8 60.3

Yield (tn/ha} 1.0 1.9 23 2.47

Cotton Area (x 1,000 ha) 441.6 1022.6 1427.9 1709.2
Output  (x 1,000 tn) 517.2 13835.9 2828.5 44652

Yield {tn/ha} 1.2 1.4 20 2.6

Potatoes Area (x 1,000 ha) 6.5 235 28.1 212
Cutput  {x 1.000 m) 46.2 113.3 167.7 t80.3

Source: M. Spoor, “Transition to Market Economies in former Soviet Central Asia: Depen-
dency, Cotton, and Water,” The European Journal of Development Research, § (2), 1993,
pp. 142-58,
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1980 1985 1986 1987 1988 1989 1990 1991
500.0 3967 2609 4269 4312 327.6 107.0 -
415.0 353.1 240 4610 5390 321.0 521.0 -

0.8 0.9 0.8 13 13 L0 1.3 -
227 62.5 32.1 410 25.3 18.3 24.8 -
16.8 344 17.0 64.0 240 210 320 ~
0.7 0.6 0.5 0.8 10 12 13 -
4339 3879 2410 4950 563.0 342.0 553.0 -
304.3 163.0 1194 2089 23564 214.7 269.2 ~
2769 166.3 170 2570 3500 2190 358.0 -
0.9 1.0 10 1.2 1.4 1.0 13 -
36.3 48.0 19.7 314 278 225 225 -
330 33.6 150 320 32,0 27.0 27.0 -
6.9 0.7 038 1.0 1.2 B2 1.2 -
300.2 199.4 1320 2890 391.0 246.0 385.0 -
105.1 150.3 1275 155.2 166.5 160.8 147.] -
507.2 4822 3990 506.0 5810 4840 S03.0 -
48 32 3.1 3.3 3.5 30 3.4 -
185.0 1289 1174 18.6 163 11 108.8 107.4
12397 4431 3890 4210 5200 4600 4310 4210
6.7 34 3.3 3.6 45 41 40 3.9
19121 20270 20912 21030 20169 19673 18326 17196
55790 53818 49890 48580 53650 52920 50580 46430
2.9 27 24 23 27 2.7 28 2.7

233 263 300 30.7 311 353 420 39.5
2390 2407 3086 261.0 308.0 3250 3360 316.0
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indeed been the case in most of the 1990s. For example in 1993 it was estimated
that taxation (land tax, procurement pricing, overvalued exchange rate etc.) on
cotton production amounted to US$1,362 million, while subsidies (water, en-
ergy, inputs and finance) represented z total of US$561 million, leaving a net
outflow of US$801 million (see Table 2). At the level of the cotton farm this
meant that only 20 per cent of farm income could be held, while 80 per cent
would be taxed as government revenue. In the macroeconomic model that was
chosen, which was not a shock therapy cum full-scale liberalization strategy,
but a gradoal policy of import substitution and avoidance of a negative supply
shock, this resource flow was seen as the best option to finance the start-up costs
of energy independence. By 1998 the net trans{er was still substantial as it was
estimated at US$500-600 million.™

There is no doubt that farm incomes suffered, which in the end provided
strong disincentives towards cotton production, but there were macroeconomic
reasons for this strategy, apart from the often cited interests represented by the
powerful political elite to continue producing cotton, procured at very low prices.
However, since the late 1990s and early 2000s, there is a clear shift in strategy,
in which the omnipotent procurement system for cotton (and wheat) is showing
cracks, and the share of benefits for the farm enterprises has become substantially
bigger than before, improving farm enterprise incomes. The World Bank!! gives
data that underline this development (see Table 2).

By the year 2000, taxation had fallen (including debt write-offs, which was

Table 2. Taxation of Cotton Sector in Uzbekistan {2000-2004)

2000 200 2002 2003 2004
With debts write offs
Net transfers (% of GDP) 4.7 2.9 3.1 1.5 1.8
Net transfers (as % of gross farm 50 35 33 2 22
income)
Taxation (USE millien) 770 605 508 569 644
Subsidies (HS$ million} 486 450 260 420 441
Net transfers {US$ miliion) 285 153 218 150 203
Without debt write offs
Net transfers (% of GIP) 9.5 84 35 24 29
Net transfers (as % of gross farm 66 6l 38 28 31
mneome)
Net transfers (US$ million} 572 443 246 240 338

Source: World Bank, "Cotton Taxation in Uzbekistan: Opportunities for Reform,” ECSSD
Working Paper, No, 41, Washington, The Worid Bank, 2005.
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a common form of implicit ex-post subsidy) to a level of US$770 million, while
subsidies to the cotton sector were estimated at US$486 million, leaving a net
outflow of US$284 million (around 35 per cent of the level of net transfer of
1993). This accounted for around 50 per cent of farm income (down from 80
per cent in 1993). At a macroeconomic level this transfer represented 4.7 per
cent of GDIP, where without debt write-offs this would be US$572 million (9.5
per cent of GDP), which is still sizeable. However, by 2003, this picture had
fundamentally changed. Net transfer had been reduced to only US$150 million,
representing 1.5 per cent of GDP (and 2.4 per cent without debt write-offs). The
situation in terms of farm income vs. government revenue had reversed (80-20
per cent) since a decade ago. In 2004, taxation increased somewhat, as official
prices remained below improved world market prices, but this did not fundamen-
tally change the trend that is clearly visible.*?

Farm enterprises (and the emerging “private” farms) certainly face serious
payment problems in terms of arrears, lack of cash and under-valuation of quai-
ity. However, the taxation of the cotton sector has become substantially less than
it was (less than corporate tax levels for example), and farm output prices are
closer to adjusted world market prices.

Corruption at high levels in the government is also rampant and it is made
possible by the still existing procurement system. It can be noted that in the early
1990s state procurement was withdrawn from all agricultural sub-sectors, except
cotton and grain. The data on the quota should, however, be understood as pro-
curement percentages of planned output (see Table 3). Planned output for cotton
has been consistently higher than actual output, in particular since 1995, which
means that farms had to sell a larger share of their cotton at official (very low)
procurement prices. Although the rest should have been sold at negotiated prices,

Table 3. State Procurement of Agriculture Products (19912002}

Prodiact 1991 1992 1993 1994 1593 1996 1957 1999 2001 2602

‘Wheat HU 10 80 75 50 50 50 50 50 50+
Cotton G5 85 80 75 60 40 et 30 30 30
Veg- 100 50 50 - - - - . - -
etables

Fruits 100 00 50 - - - - - - -
Tobacco 100 00 &0 - - - - - - -
Meat and 100 100 B0 50 - - — - - -
Milk

Source: Centre for Economic Research, Tashkent.
*n 2002 it was decided, by the Decree of the Cabinet of Ministers No. 306 dated of 29 Au-
gust 2002, that this procurement share would be on actual, rather than planned output.
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in order to stimulate production, in practice this above-plan price was just nomi-
nally higher.

Therefore, a much larger share of cotton is bought by the government — which
holds a quasi-monopoly of cotton exports — at official procurement prices than
is officially stipulated. This is to the detriment of the farms and agricuitural en-
terprises. In the case of wheat the situation is slightly better. Half of the official
quota is sold at - again low — procurement prices, and the other half at a ("ne-
gotiated”) price, which is 20-30 percent higher. Most of the rest can be sold at
market prices, which, depending on the season, can be two or three times the
official procurement price. Nevertheless, also in wheat the planned output has
been the norm, and the difference between plan and realized output has been very
large in the second half of the decade. Only in 2002 was it decided that procure-
ment quota would be related to actual output. Optimistically, these changes show
a gradual road towards improvement and a more open market for cotton sales
and exports. The US Foreign Agriculture Service (FAS)” concludes that “real
changes appear to be on the horizon,” citing an interview with a shirkar chairman
who “expects cotton to be much more profitable, and as a result, expects that his
farm will produce more cotton.” The above analysis also does not concur with
ICG’s following statement:

In theory, the low prices paid to farmers have been justified by Uzbekistan’s
import substitution policy. Hard currency receipts from agriculture would be
used to fund capital expenditure for joint ventures and manufacturing". In
reality, much of this revenue has been channelled into the pockets of govern-
ment officials and their allies. When spent, it often goes on loss-making pres-
tige projects that do little to compensate for the rural poverty they rely on.'?

Substantial changes have actually taken place in the agricultural sector in
Ugzbekistan, which needs to be analysed in order to understand the options for
an agroindustry-led development, in which cotton can play a crucial role. The
import-substitution model followed by Uzbekistan, which was so criticized by
the international financial institutions (1#1s), but was reasonably successful, in-
cluded the shift from importing grain from other parts of the former Soviet Union
to growing grain up to a level of self-sufficiency. Whether this was economically
justified is questionable, but within the emerging political economy of independ-
ent states, and the absence of functioning intra-regional markets in Central Asia,
this policy was at least understandable. Sometimes this shift was wrongly inter-
preted as a move away from cotton. However, as can be seen from Table 4, the
substitution of wheat was for fodder crops, rather than for cotton, as the livestock
sector substantially contracted in Uzbekistan (and even more in other countries
in Central Asia).!®
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Social Relations and Land Reform in Central Asia, with Special Emphasis
on Uzbekistan

Privatization of land and other assets, and the restructuring of the previously
dominant state farms (sovkhozes) and collectives farms (kolkhozes), have been
a focal point in many “transitional strategies™ of countries of Central and Eastern
Europe and of the FSU.Y7

Although reforms have shown a great diversity in form and implementation,
there is a broad consensus on the reasons behind the stagnation of agriculture
during the final stages of the Soviet regime. Firstly, the very large state and col-
lective farms -~ although they were formed to benefit from economics of scale
— suffered from low productivity and were inefficient in the use of resources, par-
ticularly capital. Technological innovation lagged behind, as did crop yields and
the quality of production. Secondly, in the collective farms, free-rider behaviour
was dominant and the income of members or workers, as well as overall produc-
tion, had to be complemented by the produce of the household plots that had
much higher land and labour productivity (partly by using subsidized inputs pro-
vided by the collective farm). Thirdly, these farm enterprises were taxed through
the state-order system, which inchided compulsory procurement against low ad-
ministered prices and disincentives to farm enterprises. This led in most cases to
a transfer out of agriculture, even if one takes the inflows of subsidized credit,
public investment and services into account. Nevertheless, apart from being pro-
duction units, the sovkhozes and kolkhozes in Central Eastern Europe (CEE) and
FSU countries had important social functions, providing their members with not
only basic income and food, but also social and health services in the rural areas,
the latter being a complicating factor in the current farm restructuring process
during the “transition.” In Central Asia these social functions were very much
linked to ethnic, kinship, clan or family relations within the farm enterprise.'®

As stated above, post-1991 reforms in the agricultural sector of CEE and FSU
focused on the privatization of assets, especially of land, and the transformation
of the existing state and collective farms, leading to farm restructuring. This led
to new forms of association, namely co-operatives, joint-stock companies, part-
nerships, associations of peasant farms, private farmers and peasants. Sometimes
these represented superficial changes, in other cases they were more profound
and really transformed the enterprises.

These differences are not explained by simply pointing to a categorization
of “slow,” “gradual” or “rapid” reform. Of course, there are great differences in
terms of the sequencing and extent of reforms at the macro level and versus the
agrarian sector in Central Asia, but there are equally unexpected and contradic-
tory processes that take place.' While there are calls for a deepening of reforms,
in particular towards the privatization of land, seen as a precondition for farm
efficiency, the diversified and dynamic nature of current farm restructuring is
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increasingly recognized,

When analysing Kyrgyzstan, which is often hailed as the showcase of re-
form among the Central Asian states, Delehanty and Rasmussen also come to the
conclusion that many of the transformations were initially “cosmetic.”™ Even
after the new push in agrarian reforms during 1994-95, the private farm sector
developed gradually, while other “reformed sectors,” such as joint-stock compa-
nies, co-operatives and peasant associations, still retain some of the features of
- largely inefficient — Soviet-style management practices. Kazakhstan has also
gone through a wide-ranging process of farm restructuring, but most often with-
out sufficient preparation, institutions and accompanying policies, which has
contributed to a profound crisis in the sector.

Privatization of land and other assets, in combination with the restructuring
of the dominant sector of state and collective farms in the FSU was generally
seen as crucial in reforming the agricultural sector.*’ Certainly during the first
half of the decade of the 1990s these reforms have proven to be very difficult to
execute. Particularly in Central Asia, state ownership of land was maintained,
and the distribution of land to sovkhoz workers and kolkhoz members was in
most cases only in the form of usufruct rights, with wide variations between
countries as regards inheritance and tradability. In Kyrgyzstan, land sales became
possible but the government immediately decided to impose a five-year morato-
rium on the sale of land. Changes in farm enterprises - such as the formation of
joint stock companies, farmers’ co-operatives and partnerships (tovarishchestvo)
— were often nominal rather than real. This reveals the existence of political and
social forces that represent vested interests, but it also points to a certain hesita-
tion among the farming population to embark upon private farming, with rural
input, cutput and credit markets often lacking.

Why has relatively little land really been privatized (although the govern-
ments of Central Asian states consider some of the above-mentioned mostly quite
superficial, ownership transformations as “privatization”)? There arc a number
of reasons. Firstly, there were initially insufficient incentives to break away from
the remaining collective structures. New markets for inputs and outlets for agri-
cultural production were emerging in a very slow and fragmented manner, while
credit for private farmers was often not available.

Furthermore, the social infrastructure of education and public health was re-
lated to the old parastatal or collective structures. Secondly, the rural nomen-
klatura held on to power, or even hoped to increase it. Keeping the previous
structures intact {albeit under another name) gave the nomenklatura better op-
tions to retain social and political control over the rural areas.” Furthermore,
when land is privatized it is the former party elite that seems to acquire control
over most of the best land. Newly established enterprises (joint-stock companies,
peasant associations, co-operatives, etc.) are still closely tied to remaining large-
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scale state trading and processing companies (as is the case in Turkmenistan,
Uzbekistan and partly in Kazakhstan), forcing them to keep their structure and
previous forms of operation intact. Peasant farms — sometimes physically within
the perimeters of the former kolkhozes — still depended on the farm manager of
the latter for inputs and sales. Thirdly, agricultural production depends heavily
on existing large-scale irrigation systems. There is a fear, in particular in Uz-
bekistan, that the break-up of the large production units into small peasant farms
will lead to the deterioration of the existing irrigation structures.” Fourthly, the
governments of Central Astan states want to ensure that the land privatization
process does not lead to conflicts along ethnic lines, as was the case in 1990 in
Osh, where access to land was a major issue in the violent and bloody riots be-
tween Kyrgyz and Uzbeks,

There are similar tensions in Kazakhstan, in particular between the Russian

farming population and the Kazakhs on the Northern plains, Therefore, leasing |

of land {(often with inheritance rights and long leasehold periods) has meant an
initial step on the road to privatization, while land was still owned by the state.
Distribution of usufruct rights to farm on small plots of state-owned land by
households is widespread, while subcontracting of collective land to households,
forming “private’” peasant farms, has recently emerged in response to popular
demand for land. Agrarian reform — in terms of the formation of private fam-
ily farms — has made considerable progress in Kazakhstan and Kyrgyzstan, less
in Uzbekistan, and very little in Turkmenistan. Since the peace agreement in
Tajikistan in 1997, land reform has also been implemented in that country. How-
ever, land reform has more often than not taken the shape of nominai or cosmetic
changes, with state farms transformed into joint stock companies or co-opera-
tives, and collectives into limited Hability partnerships or leasehoid companics.
These changes mean nothing more than taking away the old name plate above
the main gate and replacing it with a new one. Land in the CAS has been “pri-
vatized™ in different ways, which makes it also difficult to assess what share of
agricultural land is currently in private usufruct or de jure ownership. The proc-
ess of dividing up large farms and forming peasant farms has speeded up since
the late 1990s, especially in response to the enormous indebtedness of many
“post-collective” enterprises.

Uzbekistan has foliowed a gradual reform path in the agricultural sector in
comparison to other countries in the former Soviet Union. Although it is difficult
to identify clear stages of reform, the changes in land tenure were, until the late
1990s, rather cosmetic in nature, apart from the re-distributive expansion of the
household plots that took place in the first few years. Most of the reforms were
taking place in the sphere of markets and prices, and in relation to the degree of
coverage of state procurement.

In response to popular demand, the government increased the access to house-
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hold plots, a process that had started since late 1988, By 1993, a total of 650,000
new households had received plots and 1.6 million households had been able to
increase the size of their plots. The overal number of households with plots had
reached 2,5 million, and the average size per family increased from 0.12 t0 0.19
ha per family. The land distribution took various years, as little land was avail-
able, and the government — after independence - decided not to break-up the
large-scale farm enterprises at once.

The sovkhozes and kolkhozes were converted into collective farms, which
often only meant a change of name. As they remained largely within the planned
system (as far as cotton and wheat — the country’s strategic crops— were con-
cerned) of delivered inputs and procurement of output, this did not mean that
there was a move towards privatization. The system of subcontracting to families
(already infroduced since the late 1980s), was continued, although there was very
little freedom for the household to decide what to grow and where to sell the
output, except on own their garden plot. For collective farms, during a large part
of the 1990s, the Soviet-type planning system remained in force,

However, on the ground. several experiments within the margins of the sys-
temn were undertaken, such as splitting very large farms into somewhat smaller
ones, and introducting a form of management that was decentralized to some
degree. Some farms were even transformed into joint-stock (sharcholding) com-
panies (with shares given to their workers) after 1996. Therefore, until late in
the decade the agrarian structure remained a duai one, with on the one hand the
strictly controlled collective farm enterprises, and on the other hand the very
smali-scale household plots. The latter were producing most of the high-value
agricultural products, such as tomatoes, potatoes, milk, meat and eggs. Much
of the livestock also came into the hand of the households, and the large-scale
enterprises nearly exclusively focused on cotton and increasingly also on wheat,
as the government of Uzbekistan embarked on a wheat self-sufficiency policy,
which was forced upon the collective farms.

The new type of farm enterprise that was supposed to become important, as
it was introduced with the Law on Peasant Farms of July 1992, was the peas-
ant or dekhkan farm. Originally these farms were intended to become farms of
between 10 and 20 ha, which is quite different in size from the household plots.
Since 1999 the term dekhkan has been used for a formalized form of a household
{plot) farm, which uses the household labour force and the private plot given
to the head of household for lifelong inheritable ownership. At the same time,
state ownership of land has remained unchanged, with only different forms of
leaseholds in place. They encountered — with often only marginal lands from the
collective farms being allocated to them — very fragmented or even missing mar-
kets of inputs and farm output, which made their chances of survival rather slim.
The household or subsidiary plots numbered 3,362,400 in 2001, In this category
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the dekhkan farms have 1.8 million units, covering 290,000 ha of {and, with an
average of 0.16 ha/dekhkan farm. The dekhkan farms (just like the garden plots
of often similar size)} have land with life-long inheritable usufruct rights. The
maximum size is 0,35 ha of irrigated land per capita, and up to 0.5-1.0 ha of
non-irrigated land or in steppe or desert areas. The garden-plots of rural and also
urban dwellers that are not considered as dekhkan farms, cover around 200,000
ha, with an estimated average of 0.13 ha. The average acreage of arable irigated
land can, however, be substantially smaller than this amount. The official mini-
mum 1§ 0.06 ha (or 6 sotka).

At the beginning of 1998, several important laws were adopted, which al-
lowed to facilitate the process of reforms in the agricultural sector: the Law on
Agricultural Co-operatives, the Law on Farms, the Law on Dekhkan Farms, the
Law on State Land Cadastre and the Land Code. One could sce this as the second
phase of the land reform, but equally so it can be considered as a way of speeding
up the gradual process that was started in the early 1990s. The most important
change was that the collective enterprises were transformed into co-operatives
{shirkats). Since 1998, a process of financial sanitation of economically insol-
vent agricultural enterprises (sqnatsia) has been under way. The Law on Sanita-
tion of Agricultural Enterprises, adopted on 1997, was issued in order to promote
the financial sanitation of economically insolvent enterprises in the country. In
some cases, the process of sanitation ends in reorganizing the farm into private
{leasehold) farms, a process which has been speeded up since 2003,

This also contributed to the recent and rapid growth of the private [leasehold]
farm sector (Table 5), although these farms still have substantial difficuities in
terms of their limited decision-making power regarding their crop-mix and sales.

Table 5. “Private” Leasehold Farms in Uzbekistan (1892-2004)

1992 1993 1994 1993 1596 1997 1998
No. 1.900 3,500 7.500 14,200 18,100 18,800 11,400
Size 1 8 9 14 135 13 15
Acreage 13,300 47.200 67,500 198,800 271,500 282,000 321,000
1959 2604 2001 20662 2003 2004
No. 23,000 31,100 43,800 55,400 87,55 103.5G0
Size g 21 2 9 243 28
Acreage 437,000 633,100 889600 1054700 2,148,100 2.929980

Source: Department of Statistics, Ministry of Macroeconomics and Statistics, Tashkent; A.
R. Khan, "Land System, Agricuiture and Poverty in Uzbekistan,” Paper presented at
UNDP Seminar on Land Policies, Institute of Social Studies, The Hague, April 2005.

Note: Data is given for 1 January of each year, except for 2002, which reflects the situation
in October 2001,
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These private leasehold farms, when they are producing wheat and cotton, are
still covered by the planning and state procurement system, which — in spite of
the reduction of the official procurement quota — is still largely in force,

The private or independent leasehold farms numbered 55,400 in 2002, occu-
pying a total acreage of 1,054,700 ha. In particular during the period 1998-2002
there has been a rapid growth in this sector, both in the number of farms and in
the total acreage they cover. They received long-term land lease rights of op to 50
years. As stipulated by law, cotton and cereal farms should have minimally 10 ha
of (irrigated) land. Horticultural farms, vineyards and cther intensive crop farms
should have no less than 1 ha, while in livestock breeding there is a minimum
of 30 animals stipulated and at least 0.30-0.45 ha of imrigated land or 2.0 ha of
non-irrigated land.

In many cases the farms are still within the boundaries of the shirkats, and

- therefore these are dependent on the vagaries of the sfiirkar management, with
regard to access to water and other inputs. Given the fact that the practice of
partial aftocation of land from collective and shirkat farms did not prove suc-
cessful, in line with governmental resolutions, in the mid-1990s more than 7,000
“private” farms were established on the territory of 138 unprofitable and “dead-
end” shirkat farms.

In the process of division of the large-scale farms, land is allocated to newly
established private farms, sometimes including the farm workers that tradition-
aily worked the land. The private farm then has to pay wages or sub-contract
the work to these families. Finally, at regional (oblast) and district (ralon) lev-
els, associations of private and dekhkan farmers have been estabiished, which
should have the role of supporting both categories, but sometimes form a new
intermediate bureaucratic layer of control. Until 2002 the shirkats still remained
predominant with 65 percent of the arable land. However, in these agricultural
enterprises, several changes took place in the management and operation of the
family leaseholds. The shirkar farmer works in a pudrar which represents a lease-
hold contract with a family. Since 1999 the responsibility of keeping the farm
accounts {on inputs used and output produced) has been shifted to the pudratchi.
Fhis is a further step towards financial independence of the leasehold, but given
the planning and procurement system which is enforced on the cotton and wheat
farms, the room for manoeuvre is still restricted, while the production risks have
been passed on to the leasehold families.

Since 2003, a major change in government policy towards the shirkats has
been introduced, namely the rapid transformation of most of them into private
commercial (leasehold) farms. While “land hunger” amongst the rural popula-
tion is quite strong. and rural poverty severe (see below), the leadership has opted
for enterprise restructuring and privatization (at least towards leasehold farms),
rather than the more obvious step to a re-distribative land reform. Khan correctly
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points out that the current process of privatization is far from transparent, and it
seems indeed that the rural (and urban) elite takes the opportunity to become a
new landlord class in Uzbekistan.® It is not efficient, as small-scale farms could
be equally productive or even more than medium-size or large farms (also when
it concerns cotton). It is certainly not equitable, which would be very important
in the case of Uzbekistan. The move seems to reflect the political economy of
authoritarian power in Uzbekistan, and a strive by the elite to keep control over
resources and in particular over value-chains and resource extraction through
intervention in marketing systems, although, as we have seen above, these find
themselves in a flux of change. Nevertheless, while the 2005 1CG report firmly
states that “land reform has been blocked,” gradual changes and increased dyna-
mism can be noted from the above analysis. However, it remains unclear whether
there will be an improvement in terms of the low incomes of the shirkar workers,
of which a large part will become workers on “private” farms, although labour-
shedding will take place. Rural unemployment might be the outcome of this pri-
vatization process, while there is hardly any rural non-farm economy to absorb
it. In the short-run the use of student, female and child labour to pick cotton are
likely to remain commonplace, in spite of the justified objections against it. Any
visitor to Uzbekistan during the cotton harvest period will be impressed when
their car is obliged to give way to long queues of trucks and buses, hired by the
cotton enterprises and full of young students, factory workers and civil servants,
mostly women. With the liberalization of prices of many inputs, the use of har-
vesters has become much more expensive, while the quality of handpicked cotion
is also better, Therefore, pressure remains to supply large quantities of seasonal
labour, in spite of the disruptive effects this has on industrial production, schools
and universities. Working conditions are often bad,” and child Iabour is used,
in spite of agreements to the contrary. Improvement of the output of these new
farms, and consequently increased rural wages are expected to improve the lot of
cotton workers, but this might lead to the creation of an even poorer segment of
the rural population, namely the unemployed.

Cotton as “White Death™?
During the Soviet era no ecological costs were taken into account in the produc-
tion of cotton, Although water was scarce it was always scen as a free resource,
and in Central Asian parlance, as a resource “given by Allah.” The high costs of
spillage of pesticides, the salinization of soils, the drying up of the Aral Sea and
the disastrous health consequences became apparent during the “transition,” but
its causes were hardly raken seriousty.”

Although investments have been made in irrigation the maintenance of the
whole system is insufficient and its quality is declining. Whereas in other major
cotton-producing countries like the TISA or Egypt water-saving techniques have
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peen important in improving the efficiency of irrigation systems, they have not
been a priority in Central Asia. The seepage from major canals and field chan-
nels seepage is enormous, and substantial losses are incurred when transporting
water in open canals in the desert temperatures of Central Asia. That has led to
the current situation in which, in most parts of Central Asia around 13,000 square
metres is needed for a hectare of cotton, much more than in many of the compet-
ing cotton producing countries.”® The sovkhozes and kolkhozes were part and
parcel of the state supply and procurement system, and inputs were planned on
the basis of the (often over-) estimates of the enterprise management. Watet, the
most important input had no price and therefore did not represent a cost in the
production accounts,

In earlier work I have elaborated extensively on the relation between agricul-
tural intensification, cotton production, irrigation and environmental disaster in
the Aral Sea Basin.” There are several problems, which are indeed severe. Firstly,
the Aral Sea itself has been shrinking to around z fifth of its volume of the 1960s.
Fishery is practically eliminated, and exposed sea-beds of salt and polluted sand
have negative consequences on the environment. Storms take the particles far
away, and pollute the fields and the air. Temperatures become more extreme, since
the volume of water of a large inland lake in the middle of the desert is shrinking
fast. Secondly, river water and soil are exposed to processes of increased saliniza-
tion, changing the eco-systems of water and reducing soil quality, and hence the
productivity of irrigated land. It is often said that Central Asia’s problem is not
that of water, but that of salt, Thirdly, the irrigation systems have suffered consid-
erably during the past decade and a half, and although it is generally accepted that
the water management system and its institutions are reasonably well organized,
investments and maintenance are badly needed. Fourthly, there are clear-cut con-
flict areas on the use of water, at local or regional level, as well as between states,
such as the upstream (Kazakhstan and Kyrgyzstan) and downstream countries
(Uzbekistan and Turkmenistan) in Central Asia. Uzbekistan has not moved away
from cotton (neither have Turkmenistan and Tajikistan), and for the governement
of Uzbekistan the sector still has enormous significance in terms of employment
and foreign exchange. Therefore, to suggest that the easy way out of the envi-
ronmental problems caused by the overuse of water to irrigate cotton would be
to drastically reduce the area in production seems to be rather far from the harsh
economic reality of the region. This was already reflected by the statement of a
high official of the Interstate Council for the Aral Sea:

Who will have the braveness to tell the farmers: “reduce production and per-
ish? It will take quite some time to have rational production systems, where
instead of cotton and rice, in some places the farms will produce wine and
other products. Nevertheless, currently all states want to be independent in
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the production of grains. In fact, it is too hot during the summer in Turkmeni-
stan and Uzbekistan to produce grains. At the same time, cotton is the foreign
exchange earner. This question is a very important one, and has to be faced
in the very near future.®

The move towards self-sufficiency in wheat by Uzbekistan has been suc-
cessful in strategic terms, but was economically not really rational, and although
wheat uses much less water than cotton, because of the extensive type of produc-
tion, was also not beneficial for the environment.”

Some argue that the cotton areas in Uzbekistan and Turkmenistan should be
severely reduced, adopting a slogan which was heard as far back as 1970s in
Tashkent: “down with cotton, long live the orchards.”™ It seems that the 1CG
2005 report also reflects this populist idea, as it suggests that cotton is the cause
of poverty and the continuation of authoritarian rule, and the cotton *f; armers’ get
next to nothing paid anyway. So why not stop altogether with cotton? The answer
could be that they are forced to grow it, but you do not need a detailed analysis in
order to conclude that cotton production in Uzbekistan for example is much more
profitable than wheat. In that sense the view of the more technical reports on
cotton™ is one of substantiated critique of institutions and policies, as well as of
their negative impact on incomes, productivity and the environment. Also these
reports indicate the type of reforms that might substantially improve the situation
in the cotton sector rather than suggest that cotton itself is the “curse.”

Concluding Remarks
Cotton int Central Asia is a fundamental part of the economic, social and econom-
ic history and furure development of the Central Asian cotton-producing coun-
tries, particularly for Uzbekistan, which is by far the biggest with cotton being
also the most important sector in the economy. To a lesser extent, this is also the
case for Tajikistan and Turkmenistan, and substantially less so for Kyrgyzstan
and Kazakhstan. While the social, environmental and institutional problems in
the sector are serious, and issues such as child labour and rampant corruption
clearly need special attention, this still does not mean that cotton needs to be
portrayed as a “curse.” The region has abundant sources of water (although these
have been grossly misused with devastating environmental consequences), and
the appropriate climate for the growing of this particular crop. Cotton is st
cost-effective to produce, in spite of lower real prices in international markets, a
situation which — providing the right incentives to producers and provoking an
increase in yields, quality and shift towards organic cotton — could well improve
rural incomes. This aspect is crucial as many rural dwellers in Uzbekistan are de-
pending on wage labour in the cotton sector (regular and peak harvest labour).
Recent developments towards investments in the textile industry seem prom-
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ising for a stronger cotton-based agro-industrial development, which -- in the
absence of many other competitive industrial sectors - could clearly become an
engine of growth.* According to the FAS 2002 report this sector has attracted
substantial foreign direct investment, and has started to consume a larger share
of the produced cotton lint. Until now cotton has co-financed a substantial part of
the import substitution medel of Uzbekistan, and, contrary to the negative judge-
ment of its outcomes (such as in the often referred to 1CG 2005 report, but also
shared by the IFIs, although in a more moderate manner), with a considerable
degree of success.” That the model has become exhausted is also clear, and the
cotton sector should now become the object of incentives and investment, rather
than be seen exclusively as a “milking cow.” The current institutional changes
in the land structure, property rights and the procurement system do point in that
direction, although much more needs to be done.
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Legal Regulation of Cotton Exports in Uzbekistan

Maviyuda Kulikova

After independence, Uzbekistan created a normative and legal framework to

regulate the export of goods, including cotton. It ncludes:

» The law of 14 June 1991 on “foreign trade activities,”" which proclaims free-
dom and economic independence, protection by the state of the rights and
legitimate interests of foreign trade agents as the main principles of foreign
trade.

+ The law of 7 May 1993 on “currency regulation,™ which governs the activi-
ties of the managing agents involved in the exportation of cotton production,
especially in terms of the regulation of currency transactions between foreign
trade participants.

* The law of 29 August 1998 on “the contractual and legal basis of managing
agents’ activities” which as a whole defines: the legal basis of signing, imple-
menting, changing and voiding contracts; the rights and duties of managing
entities; the competence of governmental bodies; and the principles of man-
agement in the sphere of contractual relations.

* The Civil Code, the Customs Code and the Tax Code and other normative
and legal documents which place further conditions on the export and sale of
cotton, and the regulation of producers.

It is important to note that the legal regulation of foreign trade has certain
deficiencies such as the preservation of an administrative bias and the rigid cen-
tralization of economic management. Not only are the laws of great importance
in regulating the economy but sub-legislative statements (including presidential
decrees, governmental orders and resolutions of authorized bodies) often distort
the meaning of constitutional provisions and laws,

An Evolving Export System: The Basic Stages

Important changes have taken place since independence, particularly i the field
of institutional reform and the search for necessary ways of regulating the ex-
ternal economic sphere. Regarding the development of foreign trade legislation,
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it is possible to conditionally mark out three basic stages in the regulation of
exports (including the export of cotton}.

The first stage (1991-95) marked the beginning of market transition, the pro-
motion of foreign trade, the decrease of state duties, the liguidation of the state
monopoly on foreign trade, and negotiations of structural distortions in agricul-
ture. Given the price disparity between agricultural and industrial products, the
mechanisms of pricing that were used in the country demanded significant state
intervention and subsidies to unprofitable sectors such as agriculture,

The state took measures to liberalize prices and trade, and to allow the es-
tablishment of commodity and stock exchanges, joint-stock companies, insur-
ance companies and other elements of market infrastructure. However, these
reforms could not be properly completed as the liberalization of prices was fol-
lowed by the introduction of a distributive and normative system for different
kinds of goods and, despite a slow transition to tariff regulation, rigid control
over foreign trade continued. Even the transformation of some enterprises into
joint-stock companies did not radically change attitudes to property because of
their unavoidable dependence on decisions by strong-willed, authorized state
bodies.”

Although the state applied a limited approach to regulating the agricultural
sector, a continuing recession in the economy called for structural reforms. Some
measures such as the introduction of a national currency in 1994, the harmoni-
zation of foreign exchange rates with the national currency, and the establish-
ment of inter-bank auctions of foreign currencies, helped to speed up the pace
of reforms. This in turn guaranteed the introduction of an independent monetary
policy with a view to macroeconomic stabilization and economic growth, al-
though limited opportunities for converting the national currency constrained the
development of cotton exports.

Uzbekistan became a participant in several international legal agreements
and a member of leading international financial organizations.* It ratified inter-
national-legal arrangements and agreements on the protection of foreign invest-
ments and the procedures for the settlement of disputes on these issues by arbi-
tration.

A resolution was accepted for the creation of an international cotton stock
exchange, an international transport-forwarding joint-stock company and an in-
dependent interdepartmental centre on information supply for the international
partners of Uzbekistan in the country.”

In the first stage, the presidential decrees and the documents issued by gov-
ernmental bodies on the reform of agricultural sector were accepted, the man-
agement system of the agro-industrial complex was reorganized, the former
State Committee on Agriculture of the Uzbek Soviet Socialist Republic (SSR)
became the Ministry of Agriculture, and the State Joint-Stock Association on
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Raw Cotton Processing and Cotton Products Sale, “Uzgoskhiopkopromsbyt,”
was formed.

During this period the regulation on the manufacture and export of cotton
fibre was characterized by an increase in internal prices, the cancellation of state
orders for almost all types of agricultural products (except cotton and grain),
the introduction of simplified procedures for lcensing the export of ever-quota
production (after the fulfilment of state orders), the cancellation of obligatory
licenses for agricultural exports (except for cotton), and the privatization of state
agricultural enterprises.

A common foreign currency exchange rate was introduced in the country for
all types of transactions and operations,® and uniform procedures for the licens-
ing and introduction of quotas for export and import were implemented for all
managing entities.” Finally, a list of export-licensed goods was established which
included cotton, fibre cotton and cotton leftovers. The licensing of cotton fibre
export was assigned to the Ministry of Foreign Economic Relations, which at the
same time was authorized to export the cotton that remained at the disposal of
national currency enterprises through a raw commeodity exchange arrangement
which did not require a license or the payment of customs duties.

‘When contracts were made outside the framework of interstate and intergov-
ernmental agreements, an order of the Cabinet was required for barter agree-
ments on the export of cotton fibre and leftovers in excess of the established
quota with the enterprises of post-Soviet states.

The provision for the transaction and execution of contracts for agricultural
production, approved by the Cabinet Resolution of 29 August 1994 (No. 438).}
guaranteed the legality of relationships based of these contracts, and established
the freedom of legal persons to enter into such contracts. For producers of cotton,
however, the situation did not improve because the conditions of the aforemen-
tioned agreement do not apply to the system of production based on the state-
order system .

Apparently, considering that freedom in the transaction and execution of con-
tracts does not always entail the obligation to observe and execute legislative
documents, the authorities have taken measures for the establishment of rather
rigid controls over foreign currency transactions for export and import by the
Central Bank, authorized banks, the Ministry of External Economic Relations,
the State Tax Committee, the State Customs Committee and the Minisiry of Fi-
nance.? Foreign traders faced such restrictions as they were prevented from open-
ing a foreign-currency account in more than one authorized bank. Restrictions
included the necessity to register as a foreign trading entity, the registration of
export contracts in the Ministry of Foreign Economic Relations and their regis-
tration i1 an authorized bank.

A system of obligatory sale to the Central Bank of foreign currency pro-
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ceeds'” inflowing from the export of state and centralized resources was intro-
duced for the managing agents, and the expenditure of the specified funds was
only possible through the Republican currency stock exchange.

The Presidential Decree of 19 July 1995 on “further liberalization of for-
gign trade in the Republic of Uzbekistan” created conditions for the transition
to measures of tariff regulation, the simplification of export-import transaction
mechanisms and its adoption in accordance with international practice. The same
decree formed the Interdepartmental Commission to consider the rates of cus-
toms duties with the right to submit proposals for the change of such rates to
government approval,

Significant changes to the system of export-import regulation were brought
by the Cabinet Resolution of 25 July 1995 (No. 287} on “measures regarding the
further liberalization and perfection of foreign trade.” Export of cotton fibre and
jint began to be carried out by the licenses granted by the Ministry of Foreign
Economic Relations in accordance with established guotas and, at the same time
Lthe Cabinet reserved the right to approve export quotas on production remain-
ing at the disposal of agricultural producers. Customs duties on the export of
cotton by intergovernmental and credit agreements, coming from countries that
are benefiting from preferential terms, as well as production delivered within the
limits of established export volumes for state needs, were cancelled following
the adoption of this decree.

In order to ensure that Uzbek cotton was competitive on the world markets
and complied with world standards, the task of carrying out inspection and is-
suing certificates of origin for exported goods was assigned to the Ministry of
Foreign Economic Relations.

A term of obligatory sale of currency proceeds to the Central Bank was es-
tablished for exporters. Sanctions such as withdrawing the status of foreign eco-
nomic relations agents, revoking licenses received for carrying out transactions
in a foreign currency, holding officials to account and imposing administrative
fines in accordance with established procedures were introduced to address the
problem of delayed receipt of proceeds on the Central Bank account.

Thus, the monitoring system behind export-import transactions was most
likely shaped not by the need to stimulate the producers and exporters of cotton
but to respond to delayed or incomplete receipt of payment and infringements
of accounting rules, the detection of which made governmental authorities react
and immedtately take adequate measures against the infringers. It was a rather
difficult period that entailed a rigid regulation of foreign traders’ activities.

The second stage (1995-97) is characterized by the creation of export-ori-
ented production, the introduction of a system of import tariff regulation and the
reduction of export duties (cotton, grain, nonferrous metals and energy carriers
remained on the list of licensed and quoted goods for export).
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Certain shifts in the sphere of the production and export of cotton were due to
the fact that, since January 1993, financial support from the IMF came with con-
ditionalities of transforming the system, and a system of export crediting started
to take shape.

However, the privileges established from 1 April 1996" under the profit tax
for manufacturers of exported goods did not apply to the enterprises that pro-
duced cotton fibre, lint and cotton yarn.

It is worth noting that up to the mid-1990s exporters could exchange cotton
on barter, which provided producers with a good opportunity to sell their cotton
on other markets. However, since barter transactions caused notable violations
by businessmen, especially tax avoidance, such contracts were later prohibited.
When it was understood that the prohibition of barter reduced opportunities for
export, a resolution was accepted to allow export-import operations through bar-
ter without the authorization of executive agencies and under the condition of
faster delivery of the imported goods or the granting of bank guarantees from the
foreign partner.”?

Export earnings, at this stage, began to decrease under the mfluence of fall-
ing world prices and a poor cotton harvest in 1996, which caused the balance of
payments fo worsen. At the end of 1996 Uzbekistan was forced to shift to a rigid
administrative regulation of the exchange rate and currency transactions which
resulted in a sharp growth in the discrepancy between official and unofficial
exchange rates. Despite progress in macroeconomic stabilization, exports were
nevertheless reduced, following an increase in the level of external and internal
debts and a reduction of foreign currency reserves.

An interdepartmental commission to organize a system of obligatory in-
spection certification of goods on foreign markets and the registration of ex-
porters at inemnational stock exchanges for commodities was formed, to deal
with problems of timely receipt of currency and the monitoring of quantity,
quality and prices of exports.' It was established that the export of “liquid
goods”(commodities that can be sold quickly) through raw commodity ex-
changes and republican trade fairs is carried out in hard currency on the basis
of average world prices.

With a view to preparation for accession to the WTO, the Ministry of Foreign
Economic Relations and other interested ministries, departments and authorized
banks are entrusted to organize independent pre-shipping inspections of export
goods, establish futures contracts and options with the use of financial guaran-
tees, and introduce a service for the purposes of minimizing losses from the delay
in the receipt of foreign currency payments.

From this point onwards, a new stage began in the development of cotton
fibre certification in Uzbekistan: an independent republican centre of certifica-
tion inspection and quality assurance for cotton fibre with regional laboratories
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and the organization of warchouses for certified cotton fibre were established,
and a programme of measures for bringing the standardization and certification
systems to the level of international requirements was developed.

The third stage is characterized by measures to stimulate exports. For in-
stance, the export custans duties on all kinds of goods were cancelled as of |
November 1997, and the system of licensing exports was abolished practically
on all goods, including cotton fibre, cotton yarn and lint."”?

It became possible for managing entities to carry out export in a hard cur-
rency without an advance payment and a letter of credit, and enterprises export-
ing to CIS countries for hard currency were exempt from paying excise tax and
value added tax, and their hard currency income was exempt from deduetion of
income tax and benefited from lower rates of property tax. However, not all these
privileges applied to enterprises exporting cotton fibre, yarn and lint; thus, tax
 privileges have not reached cotton producers. - . .

However, as a step towards allowing all industrial enterprises to export their
own manufactures, they were authorized to open offices to conduct marketing
research of foreign markets, advertise their merchandise and ship goods on a
consignment basis abroad.

Since 1998 the government has introduced a policy of stage-by-stage liber-
alization of foreign currency and partial easing of taxes. This has had an effect at
the macroeconomic level in the form of stabilizing the dynamics of exports and
decreasing exchange rate difference, which in turn has promoted the develop-
ment of cotton exports to a certain extent.

The Cabinet supported the initiative of local authorities to create joint-stock
companies from networks of wholesale agricultural marketing boards.” But
cotton and grain were excluded from these markets. As a result, agricultural
manufacturers did not get the opportunity to sell their cotton on the open mar-
kets, which could have been an initial experience of participating in foreign
trade for them. Moreover, this may have had real prospects as the founders
of the wholesale markets were public associations of businessmen such as the
Chamber of Commodity Producers and Businessmen of Uzbekistan,” whose
tasks include rendering assistance to businessmen in the expansion of their
business contacts with foreign partners and investors, and promoting export
production on foreign markets. Another founder was the Dehkan and Farmer’s
Association,’® which acts to assist agricultural commodity producers in selling
their production and to provide dehkans and farmers with legal, marketing and
other services.

At this stage volumes of cotton fibre export were increasing. The National
Programme for the Development of Uzbekitsan’s Export Capacities for the pe-
riod until the year 2000 was adopted to strengthen the position for Uzbek cotton
in the world market and to increase currency earnings in 2000,
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While in 1995 it had been established that the export of cotton fibre and cot-
ton lint was to be carried out in hard currency,” since 1999 cotton fibre as well
as atl other export goods began to be sold through raw commodity exchanges
only for a hard currency, with the proviso of registering such contracts at stock
exchanges, in customs bodies and at authorized banks.

At a certain point the governmental regulation of the cotton processing indus-
try had ceased to be effective and did not meet the conditions and standards of
the market. This resulted in the forming of a special commission on privatization
to transform enterprises and organizations that are a part of the State Joint-Stock
Association on Raw Cotton Processing and Cotton Products Sale (Uzgoshlopko-
promsbyt) into joint-stock companies.®

In 2001 the “Uzgoshlopkopromsbyt™ was transformed into the National As-
sociation “Uzhlopkoprom.”™ It was granted the right to control the quantity and
quality of raw cotton, the products processed by cotton-processing enterprises
and the deliveries of cotton production,

it has been established that the Regional “Hlopkoprom” joint-stock associa-
tions (which in turn included the enterprises on processing raw cotton waste
and manufacturing of collateral production from it), a member of “Uzgoshlop-
kopromsbyt,” is responsible for the buying and selling of raw cotton. It also
supplies processed cotton production for export in accordance with established
procedures, maintaing mutual accounts with agricultural enterprises to supply
raw cotton and cotton products, and provides agricultural producers with cotton
seeds.

Because one of the primary tasks of “Uzhlopkoprom” became the control
over quantity and quality of manufactured cotton products it thus represented the
main managing and auditing department in charge of controlling the reliability
of data on guantity and quality of raw cotton, Among other things, it prepared
and maintained cotton-growing facilities in accordance with the structure of
“Uzhlopkoprom.”

Following the Presidential Decree of 13 November 2002 on “additional
measures for strengthening control over the system of accounting and reporting
of cotton-processing industry enterprises,” the Association found that it could
not copé with its tasks. Therefore, functions relating to the oversight of cotton-
processing enterprises were passed on to the Ministry of Finance.

An important event in the development of cotton exports was the signing of
a memorandum concerning economic policy between the IMF and the govern-
ment of Uzbekistan at the beginning of 2002.% Under the terms of this memoran-
dum, Uzbekistan was obliged to maintain state purchasing prices for cotton at the
level of world prices, in addition to normal expenses for processing, selling and
transportation; also, the volume of state purchases should be defined according
to the actual volume of manufacture and not planned volumes. The signing of
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the memorandum fed to the release of several governmental documents on the
problems of pricing and selling.

The Presidential Decree of 24 March 2003 on “the major directions for deep-
ening agricultural reforms,” defined the basic purpose and the creation of eco-
nomic and legal conditions to maintain the interests of rural commodity produc-
ers. The decree subordinates to them the storing and processing enterprises, the
suppliers of material resources, financial-bank establishments and other service
organizations.

At this point an order was issued which forecasted volumes of raw cotton for
the current year for the republic as a whole and in the regions. Estimates were
made according to the information supplied by local authorities which thern-
selves depended on contracting agreements concluded between agricultural pro-
ducers and purchasing organizations.

At the same time, agricultural commodity producers were given the right to
independently carry, gather and transport crops. However, in view of the continu-
ing state purchasing system, this mechanism has been ineffective and, therefore,
cotton exporters have not reached their objectives.

Institutional Environment, Rules and Procedures
Let us consider in brief how the system of cotton fibre production and export now
functions in the republic.

Rural commodity producers® (basically farms and shirkats),’ take on certain
obligations to deliver raw cotton to the state at established purchasing prices; the
state in turn provides privileged manufacturers with fertilizers, raw materials and
other resources necessary for the cultivation of cotton.

Cotton producers hand over their production to the enterprises of the
“Uzhlopkoprom” Association where an assessment of quality is made and where
the processing of cotton and its sale to foreign traders is carried out. The “Hiop-
koprom” joint-stock associations carry out payments to manufacturers for the
cotton supplied.

For many years there were a number of joint-stock companies authorized by
the state, such, as GAVK “Inncvation,” GAVK “Uzmarkazimpeks” and GAVK
“Uzprommashimpeks” from which cotton fibre was purchased by all other Uzbek
exporters (except for cotton lint, which could be bought from any organization
with US dollars via the stock exchange). This was due to the fact that the speci-
fied organizations were included into the structures of the Ministry of Foreign
Economic Relations until all these joint-stock companies became independent
entities.”

In June 2003 a new order about cotton fibre exports® was issued. Accord-
ing to governmental documents, these changes were made for the purpose of
introducing market principles, creating a competitive environment in the cotton
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market and introducing an international system of accounts in the cotton produc-
tion sector.

In accordance with this order: () foreign companies make wholesale pur-
chases of cotton fibre at the “Hlopkoprom” joint-stock associations and subse-
quently sell it to joint ventures purchasing cotton fibre for currency on the basis
of established contracts; (b) republican purchasers buy cotton fibre through the
Uzbek republican raw comimodity exchange: (¢) the storage and release of cotton
fibre for export and for domestic consumers is made only from specialized cotton
terminals.

The Cabinet has established® a list of state-joint-stock foreign trade compa-
nies (“Uzmarkazimpeks,” “Uzprommashimpeks.” and “Uzinterimpeks,”) which
have the right to purchase cotton fibre from producers to export and sell it to joint
ventures through specialized cotton terminals.™

The Uzbek Centre for Cotton Fibre Certification “Sifat” under the Cabinet
operates with a view to increasing the competitiveness of Uzbek cotton on the
world market, providing pre-shipping inspection certification of cotton fibre and
maintaining its cost indexes at cotton stock exchanges. Because the structure of
the Centre includes the seed laboratories of cotton-processing enterprises and
the inspectors in charge of controlling the use of cotton seeds, the agency is also
responsible for monitoring production, output and quality of cotton seeds, their
rational use for specified purposes, the reduction of losses from these resources
at cotton-processing and oil-producing enterprises.

The Ministry of Foreign Economic Relations, Investments and Trade, in ac-
cordance with the Resolution currently in force,” carries out a uniform state
policy in the fields of foreign trade, promotion of exports, attracting foreign in-
vestments, liberalization of foreign trade, and the expansion and strengthening
of foreign trade links. It carries out a number of measures on state regulation of
foreign trade, the licensing of exports and imports, the revision of export and
import contracts, and the registration and account of other trade and economic
agreements.

Under socialism, Uzbekistan entered the global cotton market through the
Uzintorg State Agency, which in 1991 became the State Committee on Foreign
Economic Relations and in 1992 the Ministry of Foreign Economic Relations.
During the period of independence there were several name changes and reor-
ganizations of this body in terms of its regulation of foreign trade — from Minis-
try of Foreign Economic Relations to Agency on External Economic Relations.

Now this body has been transformed into the Ministry of Foreign Economic
Relations, Investments and Trade® and has mhberited the functions of the now
abolished Interdepartmental Council on Foreign Investments and Credits under
the Cabinet and the Republican Council for the Promotion of Export Capacity.
It is important to note that in essence the character of tasks and functions of this
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body have not changed; as previously it is obliged to carry cut a uniform state
policy regarding foreign trade, stimulation of exports, attraction of foreign in-
vestments, expansion and strengthening of foreign trade links,

The Customs Committee carries out the registration of export contracts,
checks the conformity of quality and guantity of cotton with the shipping docu-
mentation and performs a number of other functions concerned with production
and export.

The state company “Uzvneshirans” is a monopolist in the system of cotton
transporiation and its involvement is guaranteed in all export contracts in col-
laboration with state trading organizations.

In July 2001 a specialized organization — a branch of the Uzbek republican
raw commodity exchange “Uzaukcionsavdo™ -- came into being. Through this
organization, it was possible to freely acquire cotton fibre based on very limited
guotas. It was also possible to choose the forwarding agent for onward transpor-
tation and within a short time cotton lint was also sold to non-residents.®

The produce on display was sold through this auction with the same discount
on the base grade as that granted to exporters. However, a 100 per cent advance
payment, the mortgage of 2 per cent of the lot’s value and a recommendation
from the bank for participation in the auction were required. As the requirements
for participating in the auction were extremely demanding, the auction did not
make many sales. Consequently, at the beginning of 2005 the organization was
abolished,” once again showing the rashness of some steps towards reform in the
area of cotton exports.

The system of export licensing has undergone changes because the govern-
ment has established™ that the basis of state registration of entities is that they
should be engaged in foreign trade and that they should open currency accounts
in authorized banks. Thus, they no longer require additional registration with the
Ministry of Foreign Trade.

Despite the elimination of export licensing as a whole, cotton fibre and cot-
ton lint have remained among the goods licensed by the Ministry of Foreign
Economic Relations.” In addition, registration of export contracts concluded in
a foreign currency remains mandatory.”

The sitwation has changed after the system of export-import regulation started
to stop the activity of enterprises and thanks to the influence of the IMFE. The
power structures understood the necessity of a change. Therefore. a number of
measures have been taken regarding the decentralization and de-monopolization
of foreign trade. These were, first of all, supposed to regulate the system of the
Ministry of Foreign Trade, having removed its subsidiairies away from its con-
trol. The latter had been formed with a view to assisting the ministry’s activity,
but had gradually ceased carrying out their duties, instead pursuing departmental
and personal interests.
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For the time being, the state has reserved control over export and barier
contracts in authorized banks™ and the licensing of some kinds of export goods
and a further monitoring system (the so-called monitoring of export contract
transactions)™. It does this in order to achieve targeted volumes of exports and a
complete and reHable account of data on the movement of export-import goods
through customs, According to this document, the collection and processing of
statistics on foreign trade and the creation of a database is carried out by the
State Customs Committee, and the keeping of records on the export and import
of services is carried out by the State Committee on Statistics.

The Ministries of Economics and Finance are responsible for bringing export
targets and the compulsory sale of foreign currency to the attention of the min-
istries, departments, associations, export enterprises and the Central Bank. After
making contracts with foreign partners,export enterprises are obliged to register
with the corresponding bodies and with customs bodies in order to provide infor-
mation to the authorized banks, which in turn provide the Central Bank and the
State Tax Committee with all necessary data.

This process was extended further by the Cabinet resolution of 30 September
2003 (No. 416) on “measures for further improvement of monitoring expori-
impert transactions,” The resolution introduced a system of monitoring foreign
trade operations in order to provide appropriate cantrol over export-import con-
tracts that are concluded by managing entities and ensure proper communication
between customs, tax bodies and authorized banks.

A uniform electronic information system for foreign trade operations has
been infroduced For the provision of information, which works in “real time”
and contains 34 kinds of data grouped in four sections: (a) general information
ont export-import contracts; (b) data on the monitoring of contracts held by the
Ministry of Foreign Economic Relations, Investments and Trade, customs bodies
and authorized banks; (¢} information on the movement of funds through bank
accounts; and (d) data on goods passing through customs.

In addition to the monitoring of foreign trade operations, a system of moni-
toring currency transactions has been introduced.” This mechanism is a logical
part of the information gathering system for the carrying out of export-import
transactions by authorized bodies.* This shows that a special system of monitor-
ing has been developed in the republic which has changed the previous system
into a more rigid one.

Conclusion

On the basis of today’s normative and legal arrangements, it is difficult to draw
an unambiguous conclusion concerning the organizational effectiveness of the
cotion export system in Uzbekistan. Undoubtedly, the governmental authorities
understand the necessity and importance of this development process, which is
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illustrated to by the recent reforms, However, the transition to market principles
in the regulation of the cotton sector and the export of cotton production is still
not complete.

The major factors constraining this transition are price restrictions, limited
opportunities for direct participation of producers in foreign trade, administra-
tive barriers in the form of quotas, licensing, state orders, the complexity of the
privatization processes, state monopoly in providing agricuitural producers with
industrial inputs and other factors of production.

Undoubiedly, the cotten export system needs a reform based on market
principles and private property which suggests the necessity of the following
changes:

+ cancelling price restrictions and the state-order system of raw cotton pur-
chases;

« eliminating out mechanisms for developing competition in the cotton indus-
try and in the logistics system;

*  exempting exports from restrictions and establishing export quotas;

» cancelling the system of trading contract registration;

» abolishing the system of advance payments and commodity credits, and in-
troducing targetted credit support;

» carrying out state purchases through open and competitive tender leading to
the eventual elimination of state purchasing;

+ establishing a workable systern of incentives for cotton producers;

¢ co-ordinating the actions of all participants in cotton production and export
process,

In any case, the basis for stimulating cotton production and exports should
be the support of domestic producers, before production is sold on international
markets, and this condition must be taken into consideration in the drafting and
fine-tuning of legislation for managing cotton exports in Uzbekistan,

Notes

1 The law of 26 May 2000 is currently in force.

2 The law of 11 December 2003 is currently in force.

3 The Presidential Decree of 7 October 1992 on “the formation of Karakalpak republican and
regional associations for the usage of cotton fibre, silk cocoons, wool and astrakhan fur that
are left at the disposal of farms.” According to this decree the associations have been given
significant rights to sei! independently cotton and based on the governmental quotas, However,
the Prestdential Decree of 7 May 1995 abolished these associations “with a view fo expanding
the independence of farms in selling agricultural production left at their order.” It is obvious
here that these public organizations have not gained full independence in decision-making and,
therefore, could not properly use the rights garnted to them.
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The law of 2 July 1992 on “the membership of the Republic of Uzbekistan in the International
Monetary Fund, the International Bank for Reconstruction and Development, the International
Association of Development, the International Finance Corporation, Multilateral Investment
Guarantee Agency.”

The creation of a Centre with the right of publisking was prompted by the Uzbekistan’s ccession
to the International Cotton Advisory Committee in 1992, The government. therefore, has taken
up obligations to exchange scientific and technical information about the manufacturing and
export of cotion production, in order to familiarize the world community with the prospects for
trade, external economic and investment co-operation.

The Presidential Decree of 24 July 1992 on “measures for stimulating foreign trade activities,
attracting and protecting foreign investments in the Republic of Uzbekistan.”

The clause about the order of establishing gnotas and lcensing the expert and import of goods.
jobs and services in the Republic of Lizbekistan is approved by the Cabinet Resolution of 25
March 1994 (No. 163} on “measwres for regulating foreign trade operations.”

This document has become invalid. The provision about the conclusion, registration and execu-
tion of contracts between manufacturers of agricuitural production and storing and serving orga-
nizations was approved by the Cabinet Resolution of 4 Sepiember 2003 (No. 383) on “measures
for perfecting contractual relations and increasing the responsibility of the parties regarding the
discharge of obligations in an agricultural production.”

The Presidential Decree of 20 April 1994 on “measures for securing currency control over ex-
port-impost transactions.”

The Cabinet Resolution of 17 November 1994 (No. 538) on “the perfection of foreign trade ac-
tivities in the republic and the reorganization of the Ministry of Foreign Economic Relations.”
The presdiential decree of 20 March 1996 oa “additional measures on stirulating enterprises of
manufacturers of export production” and the Resclution of the Cabinet of the Republic of Uz-
bekistan of 20 March 1996 No. 114 on “measures about perfection of the mechanism of foreign
irade activities regulation.”

The presdiential decree of ¢ July 1993 on “elimination of infringements and misuses for the
export-import fransactions, which are carried out on a barter basis.”

The presdiential decree of 11 April 1995 on “additional measures for regulating export-import
transactions.”

The Cabinet Resolution of 10 October 1996 No. 309 on “measures about increase of economic
efficiency of export operations.”

The Presidential Decrec of 10 October 1997 on “additional measures for stimulating the export
of gocds (jobs and services).”

The Cabiret Resclution of 26 October 1998 on “the formation and development of a system of
wholesale markets for the buying and selling of agricultural products.”

At the moment the Commercial and Industrial Chamber, according to the Presidential Decree of
7 July 2004 on “the creation of the Commercial and Industrial Chamber of Uzbekistan.”

This was created under the “Uzopiplodoovosh” joint-stock company on the basis of the Asso-
ciation of Owners of Personal Part-Time Farms, according to the Programme for the deepening
of economic reforms in agriculture for the period of 19982000, approved by the Presidential
Decree of 18 March 1998 with 2 view to increasing the role of the deftkan and farming Associa-
tgon. In this document the transition from the structure of “Uzoptplodoovesh™ company o an
independent public erganization was stipulated.

Approved by the Cabinet Resolution of 12 March 1998 {No. 110} on “the state programme of de-
velopment of export potential of the Republic of Uzbekistan for the period uniil the year 2000.”
The Cabinet Resolution of 28 August 1995 on “additional measures for regulating export-import
transactions.”

The Cabinet Resolution of 15 April 1999 (No. 174) on “measures for increasing the efficiency of
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exchange and exhibition trade.”

The Cabinet Resolution of 24 April 2000 (No. 160) on “the establishment of a special commis-
sion for the privatization and transformation of enterprises and organizations of the cotton-pro-
cessing industry into joint-stock companies.”

The Presidential Decree of 11 June 2001 (Ne. 2874) on “measures for the de-monopolization and
perfection of the management of the cotton-processing industry of Uzbekistan.”

Memorandum on economic and financial policy for the period from | January until 30 June 2002
within the framework of the Programme that is carried out under the supervision of the IMF
(SMP).

According to clause 3 of the law of 30 April 1998 on “farming,” such concerns are independest
managing entities carrying out agricultural production using land that is given for rent.
According to clause 1 of the Iaw of 30 April 1998 on “agricultural co-operatives (shirkafs),” a
shirkar was defined as independent (private) entities formed on the basis of either a houseiiold or
an association of individuals with the purpose of producing agricultural commodities.

The Presidential Decree of 21 October 2002 on “further liberalization and perfection of the con-
trol sysiem in the sphere of foreign economic relaiions.”

The Cabinet Resolution of 3 June 2003 {No. 240) on “the perfection of account mechanisms for
the production and sale of cotton fibre.”

The Cabinet Resolution of 3 September 2004 (Ne. 414) on “the establishment of provisions
about the order of sale of cotton fibre and accounts of the foreign trade companies with the “Hlo-
pkoprom™ territorial joint-stock associations.”

At the moment 22 terminals with a total storage capacity of 352,000 tons of cotton fibre are
operating ia the republic.

Approved by the Presidentia} Enactment of 26 July 2005 on “the organization of the activities of
the Ministry of Foreign Economic Relations, Investments and Trade of the Republic of Uzbeki-
stan.”

The Presidential Decree of 21 July 2005 on “perfecting the management system in the sphere of
foreign economic and trade relations, and attraction of foreign investmenis,”

The Cabinet Resolution of 12 July 2001 (No. 298) on “measures for organizing the sale of highly
liguid products on an auction basis.”

In accordance with the provisions of the special order on the sale of strategic kinds of material
and technical resources, which wass approved by the Cabinet Resolution of 5 February 2004
(No. 37).

The Cabinet Resolution of 11 January 2005 (No. 13) on “the liguidation of the Uzaukisionsavdo
specialized organization.”

The Cabinet Resolution of 4 March 2000 {No. 75) on “measures for the support of farmers,
private businessmen and other agents of smail businesses.”

According to the provision for the registration, export-import contracts concluded by managing
agents of the Republic of Uzbekistan in the Ministry of Foreign Economic Relations, are regis-
tered by the Ministry of Justice (2 Decernber 2000, No. 988}

According to the provision for the Tegistration, export coniracts concluded on the Uzbek re-
publican raw commodity exchange in a foreiga currency. including the transactions themselves
and contral over their fulfillment, are regisiered by the Ministry of Justice (23 June 2005, No,
1482).

According 1o the provision for the management of export and barter contracts concluded in au-
thorized banks, registered by the Ministry of Justice (9 August 2000, No. 954), such authorized
banks consider all export and barter contracts (except for the contracts in the national currency
conciuded through a stock exchange, and contracts concerned with export of goods in order to
form autherized capital of Uzbek enterprises abyoad and contracts for supply of the geods on
gratuitous basis.
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40 The Cabinet Resolution of 6 October 1998 (No. 424) on “measures for providing complete and

41

42

timely updating of profitable shares of the balance of payments” approves the order to carry out
the monitoring of export contracts concluded by the residents of the Republic of Uzbekistan.
The Cabinet Resolution of 15 August 2003 (No. 355) on “measures for the liberalization of cur-
rency transactions in carrying out foreign frade activities,”

Registered in the Ministry of Justice of the Republic of Uzbekistan (4 October 2003, No.
1281).



Indirect Taxation of the Uzbek Cotton Sector:
Estimation and Policy Consequences

Sandjar Djalalov

Agriculture plays an important role in the macro-economy of Uzbekistan. It ac-
counts for about a third of the country’s GDP, over a third of employment (up
to 44 per cent according to some sources), and 40 per cent of exports. The two
most important crops are cotton and wheat, grown on over 80 per cent of irri-
gated land. Uzbekistan ranks as the world’s fourth largest producer of cotton, and
cotton alone accounts for about 25 per cent of export earnings of about US$740
million annually. More than 80 per cent of cotton is exported as raw fibre. The
second most impartant crop is wheat, which in the mid-1990s became the cen-
trepiece of the government’s successful quest for graim self-sufficiency.

After independence in 1991, the government adopted a gradual approach to
transition. 1t relied on import substitution, industrial development and a quest for
wheat self-sufficiency using familiar instruments from the Soviet past: state plan-
ning, foreign exchange restrictions, monopolies in domestic and foreign trade,
various other trade restrictions, directed credits and large public investments.
Somehow, for nearly ten years, the gradual approach has succeeded in avoiding
the extremes of the economic collapse that has befallen the rest of the Common-
wealth of Independent States (C18). However, the cost of macroeconomic distor-
tions kept increasing throughout the 1990s and continues to grow to this day.

From 2000 until 2003, the government was compelled to undertake a drastic
macroeconomic adjustment culminating in the liberalization of the foreign ex-
change rate in late 2003." Meanwhile, structural adjustments have remained elu-
sive and the government’s interference in the economy continues to be excessive.
Foreign trade has been even further restricted, limits on access to cash have led to
dislocations and delays, for example, in salary payments to employees. Privatiza-
tion of state enterprises has been slow and often subject to opaque procedures.

Unless helped by special favours, the business environment for local and for-
eign entrepreneurs is discouraging. The level of foreign direct investment is one of
the lowest in per capita terms in the CIS and economic growth is far below its po-
tential. According to official statistics, GDP growth has been steady, at about 4 per
cent during 1996-2003. However, the International Monetary Fund (IMF) guotes
GDP growth rates at Jess than half the government estimates. In any case, Uzbeki-
stan has increasingly been falling behind most other CIS countries that have opted
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for more radical macroeconomic and structural adjustrments during the 1990s.

Despite frequent resolutions targeting agricultural reforms, the state-order
system remains firmly in place. Farms are mandated to grow cotton and wheat
on over 80 per cent of their land. They must sell all their cotton and half their
wheat to the government at prices far lower than their fair market value, In ad-
dition to many other adverse effects analysed in this report, this system imposes
a large indirect net annual tax on agriculture. Draining the agricultural sector of
financial resources is undermining production incentives and putting increasing
pressure on the public services and infrastructure in rural areas.

Calcuiations of Indirect Taxation on Cotton and Wheat

The indirect taxation of agriculture is an important source of Uzbekistan’s bud-
getary income. The size of indirect taxation depends on the methodology used
for calculation. The methodology used in the Asian Development Bank (ADB)
project was based on the calculation of the total amount of produced cotton and
wheat. According to estimates in 2004, net indirect tax generated US$1.04 bil-
fion or US$330 per hectare of cotton and wheat. On average, indirect taxation
made US$1.13 billion or about 10 per cent of GDP for the period 2002-2004.
The World Bank’s method of calculating indirect taxation only takes into con-
sideration the exported part of cotton production, assuming that the rest is for
domestic use. In this case, indirect taxation of exported cotton was US$334 mil-
iion, which was 2.8 per cent of the GDP. Both methodologies have advantages
and disadvantages. This author used the methodology of the Current Status and
QOutlook for the Agricultural Sector prepared for the ADB and the Ministry of
Economy of the Republic of Uzbekistan.

The basic level of redistribution of this tax is the system of pricing, con-
structed on a principle of “expenses plus,” not taking into account the market
conditions when prices are set. The state has declared that procurement prices of
cotton will not be reduced below 70 per cent of world prices. However, in prac-
tice, because of the overestimated exchange rate and world market opportunities
for cotton, local procurement prices for cotton fibre were 39 per cent of world
prices in 2003, and up to 75 per cent in 2001 (See Figure 1). Since 2004 there has
been a reduction in demand. so world cotton fibre prices slumped.

Calculating Indirect Taxation on Cotton and Wheat

The high indirect tax on agricultural production is the result of the overestimated
exchange rate used for converting internal prices. In 1999, the difference between
market and official rates was more than fourfold. The liberalization of the ex-
change rate initiated in October 2003 made indirect taxation more transparent.
Because of the overestimated exchange rate, farmers received less for their cot-
ton and wheat than they would have if their production had been marketed at
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Figure 1. Uzbek Cotton Fibre Domestic and World Market Prices
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world prices. The state benefits by saving foreign currency from not importing
wheat. Such a system forces farmers to produce wheat, but they receive little
money for it.

The tendencies caused by the indirect taxation of cotton and wheat production
with such a difference in prices between the world market and local procurement
prices are shown in Figure 1. If the predicted reduction of cotton fibre prices in
the world market continues, the indirect taxation of agriculture will decrease ac-
cordingly. Minimal indirect taxation is shown in 1996 and 2001, when transfers
from agriculture respectively generated US$230 million and US$208 million. It
is explained by mass debt write-offs for farms by the state — from US$428 mil-
lion in 1996 up to US$430 million in 2001 — which reflects the unreal trading
conditions for agriculture.” Obviously, the mass injection of significant public
funds into agricuiture has been one of the reasons for a suspension of a freely
convertible currency in 1996.

Indirect taxation of cotton and grain production via transfers is most clearly
shown in Table 1. The total transfer from these two sectors designed under the
conditional equilibrium exchange rate varies from US$208.4 million in 2001,
when the world market prices for Uzbek cotton fibre fell to US$796 per ton, up
to US$1,428 million in 2003, when the prices rose to a peak of US$1.620 per ton.
The relative increase in transfers from the grain sector compared to the cotton
sector is significant; so if in 1996 the grain to cotton ratio was only 27 per cent,
in 2001 and 2002 transfers from grain exceeded the cotton-growing sector by 10
and 20 per cent respectively. This suggests taxation should be increased in the
grain sector since cotton production becomes more and more unprofitable.



Table 1. indirect Taxation of Cotton and Wheat Production for 19962004 with the Forecast until 2006 under “Condi-
tional Equilibrium” Exchange Rate (US$ millions)*

1996 . 1997 1998 1999 2000 2001 2802 2003 2004 206065 2006
Transfers on cotton-fiber 841.8 7855 7998 1040.8 7374 3999 3{1.7 9070 7292 5492 4315
Transfers on wheat 2282 350.8 377.6 4262 4231 4372 6319 7244 5940 6816 6788

Total transfers from agriculture  1069.9 1136.3 11774 1467.0 1160.5 837.1 1143.5 16314 13232 12308 11103
Total transfers in agricuiture,
from them:

Subsidies on irrigation 412 - 283 299 231 191 169 1591 1938 2607 180 160
Other Subsidies 428 223 324 20 432 460 47 14 22 20 20
Net transfers from agricuiture 2302 631.0 5549 12162 5380 2084 937.8 1424.1 10409 1030.8 930.3

839.7 - 5053 6225 2509 6225 6287 2057 2073 2823 200 180

* The World Bank, the Center of Effective Economic Policy and other economic organizations in the estimates for the period before introduc-
tion of conversion in October 2003, use the conditional equilibrium exchange rate determined in the foliowing ratios — 70 per cent for the officiat
exchange rate and 30 per cent for the non- official "the black market” rate.

Source: Author's calculations for the ADB study on “Current Status and Outiook for the Agricultural Secter”. The comparison Net Transfer Es-
timation calculated by World Bank and ADEB is shown in Annex 2.
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Subsidies to Agriculture

The basic argument in favour of a modern policy of indirect taxation in agri-
culture, in the opinion of state bodies, is the indirect subsidizing of the agrarian
sector. In 2004 it was carried out in the form of :

+ subsidies for maintenance of agricultural machinery (US$30 million),

» subsidies for fuel and lubricants (US$31 million);

+ subsidies for irrigation (1/S$261 miilion, of which $69 million was subsidies
for electric power);

» sybsidies for fertilizers (US$22 million).’

If there is no change in state policy on cotton deliveries, it is possible to
predict that for the next three years a recession of world market cotton prices of
15 to 25 per cent will reduce state revenue. In part it is possible to compensate
such a reduction by further reductions of subsidies in the agrarian sector, or by a
reduction of charges en the operation and servicing of an irrigation network, for
example. The tendency to reduce subsidies to the agrarian sector from US$840
milkion in 1996 up to US$206 million turned in 2002. Since 2003 the share of
subsidies for irrigation has risen due to an increase in electricity prices. If in
2001 one kXWh cost 6,45 sum, in 2004 its cost reached 24.5 sum and continues
to increase. A reduction of the indirect subsidizing of the agrarian sector leads to
an increase in indirect taxation, which strengthens as payments are delayed for
production. These delays range from several months to two or several years, thus
worsening the financial parameters of agricuitural production.

Differences in prices of agricultural products lead to discrepancies in indirect
taxation, depending on the regions. As a whole, indirect taxation ieads to a de-
crease in people’s incomes and to a higher level of poverty in the countryside.

“Laffer Curve” and Agrarian Production of Uzbekistan

Many experts have estabiished a connection between economic activity on the
one hand and excessive tax burdens and the complexity of the laws on the other.
As a result, many types of enterprise activity take place in the shadow sector of
the economy. The analysis of the correlation between tax rates and tax revenues
in varjous countries and at different periods in history is illustrated in the “Laffer
Curve.” The basic postulate of this curve is that up to a certain point tax pressure
leads to an increase in tax revenues. However, afier a critical point it leads to a
further increase in burden and to the reduction of state revenue.

The graphic representation is shown by the “Laffer Curve” in Figure 2. If the
tax burden is equal to 100 per cent, the economy becomes natural, i.e. monetary
attitudes are replaced by barter. In this case manufacturers stop working. As the
income is taken by the state through taxes, and manufacture stops, tax revenues
decrease sharply or are brought to zero. On the other hand, with an absence of
state regulation and restrictions in manufacture, or lack of financial burden, the
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economy runs into a condition of anarchy.”

Estimates have shown that, despite measures on the reorganization of shirkats
and an increase in procurement prices, in 2003 agriculture tested the strong tax
pressure with indirect taxation (point C). Average incomes in farms combining
cotton and wheat amount to UUS$790, while gross revenues for farmers and shir-
kats is US$205.° On average about US$100 is lost to inefficiencies in processing
and weak marketing. The equipment in cotton-processing factories is worn out
and obsolete. Losses of raw materials reach 10 to 20 per cent. The unified land tax
is about US$10, and US$470 goes into the state coffers as indirect tax. ln 2003,
the cost price of production on shirkar farms was US$202. Despite the non-profit-
ability of cotton production, a profit of US$8 is incorporated in estimates. (The
state’s taxation separately for cotton and wheat is submitted in the appendix.)

The volume of tax revenues on the Laffer Curve shows identical values in a
point C and D, although the level of financial burden they produce is not similar.
tax that does not stimulate productivity. In point D, by contrast, taxes are insig-
nificant, leaving the most part of the income to the farmer. This promotes the
growth of private investments and increases the efficiency of agricultural pro-
duction. Calculations show that state tax from one ha of irrigated land varies for
cotton and wheat (See Figures 3 and 4). The analysis of taxation of state-order
praduction shows that state tax for | ha of cotton in 2002 is US$1,106, which is
43 per cent higher, than wheat — US$628. However, the share of indirect tax in
the general taxation of wheat production (55 per cent) is higher than cotton (45
per cent). This is explained by the low cost price of wheat production (US5204),
which is less than half that of cotton {US$483). The high cost price and low state
procurement prices have brought losses to cotton producers at the rate of US$11/
ha (see Figure 3). The analysis of the financial dimensions of wheat production

Figure 2. State Tax per Hectare (2003}
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shows that the profit of farms producing wheat is US$21 compared to contractual
prices, which are 33 per cent higher than list prices. It is also necessary to con-
sider profits received by farmers from the part production in a market with prices
57 per cent above list prices, which is not reflected in financial documents. Es-
timates show that given a level of 18 per cent of production, the farmer receives
additional income at a rate of US$61/ha (see Figure 4).

The decline in productivity in the agrarian sector has caused the state to take
adequate measures to preserve the existing taxation and financial systems. Law
enforcement bodies” have been mobilized to monitor the use of resources, fight
corruption and smuggling, and maintain law and order. The “rigid” control of
manufacture observed in 2004 in the state-order systen and in the monopsonic®
marketing system will not lead to an increase in production; on the contrary, man-
ufacture is reduced and farmers’ expenses are increasing. The indirect taxation of

agricufture in Uzbekistan imposes a heavy burden on society taking the form of
“outstanding industrial obligations, rampant corruption and the development of a

shadow econonry, which is the opposite of what the independent state aspires to.

Scenarios of the Tax Burden on the Agrarian Sector

Forecasts of world market trajectories predict a 15 to 25 per cent fall of in cotton
fibre prices in the next two to three years. The introduction of paid water use and
institutional reforms of water management (establishing water user associations
[WUASs] and basin managements) will lead to the reduction of subsidies for irri-
gation. A predicted, the decrease in subsidies to the agrarian sector by 35 per cent
in 2006, together with falling cotton fibre prices wilt lead to the halving of indi-
rect taxation. The state now has a real chance to create a really competitive agrar-
ian sector if it liberalizes the pricing system and the marketing of state orders.

A powerful tool to achieve this is the unified land tax. A fiscal policy based on
the Liberalization of cotton prices combined with an increase of the unified land
rate means that after five to ten transitional years state revenues from the agrarian
sector will become equivalent to today’s income from indirect taxation.

Figure 5 shows the distribution of tax burden after tax reform, the basic com-
ponents of which are price liberalization and an increase of the land tax rate. It is
thought that any reduction in indirect taxation will fead to an increase in produc-
tion. With an increase in productivity of up to 4 tons/ha per farm, income will in-
crease up to US$1,450/ha, as indirect taxation decreases.’ This will nevertheless
increase tax revenues and will reduce the cost of compulsory taxes.

The combination of high temperatures, an optimal water-salt balance and the
performance of a complex of ameliorative and agro-technical strategies will, in
the long term, allow farmers to collect up to 6 tons/ha, and increase their income
to 1IS$2.200, The natural potential of Uzbekistan can be realized only under the
conditions of a liberalized economy and the elimination of the state-order system.
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This would lead to higher farm incomes and maximal tax revenues for the state.”
The complete removal of indirect taxation on cotton and wheat production
will lead to some essential benefits:

+ firstly, the introduction of a land tax will make the state-order system unnec-
essary as tax revenues will increase;

« gecondly, it will no longer be necessary to mobilize law enforcement bodies
to monitor fulfillment of state orders for cotton and wheat;

* thirdly, from an economic point of view, the land tax is ideal as it does not
distort prices and, hence, maintains price incentives which are very important
for the optimal distribution of resources.

Following the move to a full market system and the liberalization of prices
of all agricultural products, an increase in universal land tax to US$450 is quite
realistic. In 2004 “tenant farmers” producing melons, berries and vegetables fo-
cused only on the market and paid between US$300 and US$500 per ha in rent
for an agricultural season. Rental costs depend on the site, the soil quality and
irrigation of the plot. The elimination of monopolies will lead to an increase in
producers’ incomes, will improve their ability for pay market rates for land tax
and, finally, will lead to an increase in tax revenues.

Further stimulus for cotton and wheat production (through genuine tax re-
ductions) will lead to an increase in production and will strengthen the agrarian
sector during the next three to five years. Similar taxation policies have been suc-
cessfully implemented in countries such as China, Vietnam, New Zealand, etc.

Recommendations
The decrease in subsidies to the agrarian sector should be compensated by an
adequate increase of state procurement prices, or by the liberalization of the mar-
ket for technical resources and agricultural production. A shift from a system of
indirect taxation to a system of direct taxation by means of the universal land
tax is highly necessary. The introduction of export duties on cotton fibre can be
an alternative source of tax revenues. This approach is more effective for the
treasury than state orders and control over the market and prices. Not only will
state revenues increase. but as a result of the decrease in internal cotton fibre
prices compared to world prices, this policy will promote a better processing of
raw goods and boost the manufacture and export volume of finished articles. The
advantages of this in comparison to the export of raw goods are obvious, both in
terms of increased employment and higher incomes.™

Introducing price liberalization for agricultural productions delivered under
state orders (for raw materials such as cotton, grain and others), is obviously
not enough, since the increase in cost prices for raw cotton will lead to a further
increase in wholesale cotton fibre prices, which in turn will reduce the competi-
tiveness of enterprises in the textile industry. Increasing producer profitability
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without taking into account the necessity of a decrease in the cost price of manu-
factured goods can lead to a loss of commodity markets by processing enter-
prises and, hence, to a reduction in revenues. The formation of a competitive
market for processing enterprises is vital and will incite commodity producers
to introduce new technologies, improve labour quality and reduce the cost price
of processing.

At the end of each agricultural year, it is necessary to calculate the average pa-
rameters of exchange between agriculture and the industry, and to estimate average
. parity prices for major agricultural goods, upon which the realization of production
profits relies. Depending on the ievel of parity prices, it is important to adjust the
size of the subsidies directed to agriculture. Procurement prices for agricultural
goods purchased by the state should be established at a level above parity prices.
In this regard, procurement prices of raw cotton, grain and other crops established
before harvesting should be specified in farm accounts for the fiscal year.
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Notes

| In protracted consultations with the International Monetary Fund since the late 19905, the government
backed out several times from Hberalizing its current account.

2 *“lizbekistan: Living Standard Assessment,” World Bank Report No. 25923, May 2003, p. 72.
3 Fstimates of subsidies for 2004 are executed by World Bank consultant Anna Krole-Ris.
4 “Shadow relations in Uzbekistan existed, exist, and ... will exist?”, http://rwww.navigator ke/articles/

busines 140601 a.shimnl.

5 It is possible to carry out parallels in history with the centrally planned economy (point A} when
manufacture and received incomes were adjusted by the New Economic Policy {NEP) of 19201924,
characterized by privatization and development of market attitudes in the economy (point B). The re-
duction of the tax burden after independence has increased tax revenues by a difference between points
Aboth 8. Tax revenues and the production level is maximized in point E. This is designed on the basis
of the given annual reports “The Basic Parameters of Activity of Agricultural Enterprises for 2003.”

6 Data based on annuai report “The Basic Parameters of Activity of Agricultural Enterprises for 2603.”

7 Additiona} transaction costs connected to charges for the maintenance of supervising bodies will in-
crease the tax burden, having shifted it from a point C upwards on a curve to point A or back to a
management system.

8  Manepsony (the opposite to monopoly) refers to a marketing system with one buyer and many ven-
dors.

Point C moves to peint C1 and down to “Laffer curve” to point E1.

1¢  In this case point C1 will move in point €2 and will be displaced in point E2 - an optimal point provid-
ing the maximal tax receipt. Point C2 will go down from an increase in production efficiency further
downwards to the bottom part of “Laffer Curve” to which every state aspires.

11 Report of Center for Effective Economic Reforms. Policy and Institwional Measures on Production
and Marketing of Cotton in Uzbekistan, p. 27.



Apendix. Cotton and Wheat Sector Net Transfer Estimation Calculated by World Bank and ADB in 2003 (Million

Sum)
WEB ADB ADB Subsidies to agricultural
cotton cotton ... wheat
Subsidies WB estimation  ADB estimation
Explicit subsidies 207 484 2200367 124 784 427 423 316 561
Irrigation: O & M, including water 97 600 127 311 65 584 195 200 192 895
Electricity 74739 72719 37462 149 478 110181
Fuel (VAT waiver) 11 366 7085 16 627 28414 17712
Agr. Machinary 13 545 4352 6327 33862 10 879
Fertilisers (VAT waiver) 100 235 8900 4 584 20 469 13 484
Budgeted debt write-offs 0 0 0 0 4
Budgeted credit subsidies working capilal 0 0 0 0 4]
Indirect subsidies 84 550 84550 61307
Gl price differential 237063 23703
Simple interest rate 61 307 61307 61307
Amonnium nitrate -401 -461
Total Subsidics 292034 304 917 186 091
Taxes
Explicit taxes 393 048 393 048 76391
Land wix 10 448 10 448 12300
Income tax 54 087 54 087 64091
VAT fibre 161 979 161 979
Ginning taxes 39284 39 284
STO commission 24319 24319
Taxes crushing 102 933 102 933
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Appendix continued WB ADB ADB ADB Total ADB
Exported Exported Produc- amount  Total amount

amount amount tion target  (cotton) (wheat)
(cotton) {cotton) {wheat)
Indirect taxes 176229 173743 210 180 576510 470 030
Price control 151 417
Foreign exchange rate corntrol 24 811
Total Taxes 569 277 566 791 286 571 969 558 546 471
Total Marketing + ginning + taxes 258 415 258415 15 000G 258 415 35000
Export income 717 666 717 666 717 666
Export cotton in 1000 tong 456.2 456.2 456.2
Total amount of cotton produced 1000 tons 880.5 880.5 8805
Net Transfers 277 243 261 874 100 479 664 641 360 379
in per cent GDP 282 2.66 1.18 6.76 3.67
Net transfers: 2004 constant US$ 344 325 143 325 448

Nofes:

1. Central Bank ER in 2003 1 USD =871 sum

2. Due to lack of data on input for wheat production | took WRB ratio between total Agricuitural subsidies and colton so the difference was the amount allocated for wheat
production,

3. Half of the total amount aflocated to agsector is fo the cotlon sector for inputs such as irrigation, electricity and fertitizers by the WB estimation. Howaver cotton requires
twice as much water and fertilizer as wheat. The ratic used for machinery and fuel lpoks reasonable.

4. Price controfs and foreign exchange rate controls in WB and ADB calculations are different {yellow colour). The ADB approach based on the difference between local
and export prices whereas mine Is the total amount for marketing, ginning and taxes {258,7 Min. soum}. There are two different approaches used for calcutation price and
foreign ER control. One s for amount that Uzbekistan has exported and another one Is for total cotton production, Caicidation based on export earnings are quite close to
what W8 stated. However the calculation of total cotton production is quite different and close to the resuits we got in our first estimation. (For transfer for cotton fibre see
sheet MNet Transfer ADB).

5. For grain we also used two approaches: one is that of Mauricio Guadagnt who used only production target amount (2502 theus. Tons); another approach is to count afl
domestic production {5612 thous. Tons). The results show net transfers for cotton and wheat subisectors in total, This approach was used for the estimation of net transfers
in the ADS project.
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Cotton in Uzbekistan: Water and Welfare

Iskandar Abdullaev, Mark Giordano and Aziz Rasulov

Cotton has been a major crop in Uzbekistan at least from the time of the Russian
empire. However, its rise to become the dominant produce of Uzbek agriculture
and a major factor in global cotton production occurred during the Soviet period.
This rise was made possible by two main factors, the expansion of the volume
of land under irrigation and Soviet central planning. Irrigation allowed increased
crop production. Central planning both mandated that the crop be cotton and that
it be traded within the Soviet structure in exchange for water, energy and food as
part of an integrated national system.

Since the disintegration of the Soviet Union and independence of Uzbekistan
in 1991, the politics of Uzbek cotton have simultaneously seen both inertia and
change. On one hand, the government has continued to maintain significant as-
pects of the former central planning system, for example mandating that local
farmers plant cotton, and imposing centralized control of output and input prices
at well below market rates. On the other hand, it has allowed a shift towards
increased farmer control of many aspects of both land and water management.
At the same time, the government and farmers have had to face the breakdown
of the Soviet state. This has meant that trade can no longer rely on central direc-
tion and internal co-operation but rather must be based on market mechanisms or
negotiated agreements between sovereign states.

Concuarrent with the recent political and economic shifts, environmental
problems, often directly related to the rise of cotton production, have increas-
ingly impinged on Uzbek agriculture in general and cotton production in par-
ticular. The most notable of these problems is the now famous shrinking of the
Aral Sea. However, less well publicized salinization and waterlogging of farm
tands, both related to irrigation operations, may in many ways be of even greater
significance, at least in terms of agriculture.

The net impact of these and other factors has been a significant decline in
Uzbek cotton production in the post-Soviet era. The specific goal of this paper
is to provide an examination of each of these factors in the evolution of the
Uzbek cotton economy and on the broader economic and physical environment
of the region. The broader goal of the paper is to highlight the complex interac-
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tions between agricultural policy and resource use systems, particularly water,
in Central Asia and beyond.

Background

Uzbekistan is the most populated country in Central Asia and has the largest ag-
ricultural sector. Within Uzbekistan, agriculture is the largest sector of the econ-
omy, accounting for more than 30 per cent of GDP, 40 per cent of employment
and 25 per cent of foreign exchange earnings.! Of Uzbekistan’s 45 million ha,
about 60 per cent is used for agricultural purposes and of that 4.3 million ha or 12
per cent percent is irrigated.? While the area of irrigated land appears relatively
small within the context of overall land utilization, irrigation in fact accounts for
almost 80 per cent of all water use in the country.® hrigated lands account for the
vast majority of all cotton, as well as wheat, production.

Cotton was, until recently, the dominant crop in the Uzbek agricuitural econ-
omy. The territory of modern Uzbekistan was already considered an important
cotton growing region even in Russian imperial times. This role was substantial-
ly enhanced during the Soviet period, especially after 1950, when it was decided
that Uzbekistan would form the centre of the nation’s cotton production. Starting
in the 1950s, seed cotton production grew from 300,000 tons to a peak of three
million tons by the mid-1980s.* This increase was made possible by two fac-
tors. First, irrigation was expanded. Second, Soviet planners mandated that these
newly irrigated and other lands be used to grow cotton on the large scale state
and co-operative farms that dominated the agricultural economy. Cotton produc-
tion was supported with supplies of critical inputs including tractors, combines,
gins and, perhaps most notably, water. This water, primarily from the Amu Darya
and Syr Darya, the two main tributaries of the Aral Sea, largely emanated from
neighbouring republics.

Tmportantly, cotton production in the Uzbek republic took place as part of a
centrally co-ordinated and planned national system. The irrigation water needed
to support cotton production was supplied through the construction of facili-
ties to first store waters of the Amu Darya, Syr Darya and their tributaries, and
then released at suitable times in the cropping year, particularly the summer.
The storage facilities were primary built in upstream Soviet republics and could
alternatively have been used by them to produce power for heating in the winter
months. In compensation for water releases favouring cotton, Uzbekistan, Russia
and other republics provided alternative fuel to their upstream neighbours. Simi-
larly, Uzbekistan’s cotton was sent out of the Republic in a centrally co-ordinated
exchange for foodstuffs and other products.

Uzbekistan and the other Soviet republics of Central Asia gained independence
with the collapse of the Soviet Union in 1991. This massive change and the events
preceding it had wide-ranging implications for the politics and economy of Uz-
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bekistan as well as for the region as a whole. For Uzbek cotton production in par-
ticular, the net result was a decline in both production and exports of some 50 per
cent (see Figure 1) due both to a reduction in cultivated land and declining yields.”

Why Has Uzbek Cotton Production Declined?

The reasons for the drop in Uzbek cotton production and exports are complex,
and sometimes offsetting, but can be divided into two broad albeit interrelated
categories. The first is political and includes direct cotton policy as well as other
policies indirectly affecting the sector. The second is environmentat and includes
both the “natural” environment as well as the abiiity of farmers to adapt to that

environment,

Policy factors in the decline of Uzbek cotton

Immediate response to the soviet collapse

As in most other former Soviet republics, the collapse of the Soviet Union brought
massive disruption to the economy and hardship to the people of Uzbekistan. In
rural areas, the centralized command system breke down and millions lost their
livelihoods as the social infrastructure, previously supporied by collective farms,
collapsed. The first serious post-Soviet policy change in the agricultural sector
occurred in response to this crisis and took the form of the expansion of individu-

Figure 1. Uzbek Cotton: Production and Exports
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al family plots. The objective of the policy was to ease social tension by ensuring
that the population would be able to produce basic foodstuffs. Starting in 1986,
over 1.5 million families were given the opportunity to extend their personal
plots and some 0.5 million additional families acquired plots for the first time.
In 1991 additional plots were allotted to families living in rural areas to provide
fodder for cattle. During this short period of time, over 0.5 million hectares of
irrigated land, more than 10 per cent of the total irrigated area, was allocated for
small-scale production, mainly vegetable growing. These plots had previously
been used primarily to produce cotton and were in fact in some of Uzbekistan’s
most productive cotton lands with relatively unpolluted soil and low salinity.®

New considerations for national food security

The second major change made to Uzbek agricultural policy after the end of
the Soviet Union was driven by a desire to reconsider national food security
and achieve grain (wheat) independence. During the Soviet period, around three
to four million tons of wheat were imported into the Uzbek Soviet Socialist
Republic, primarily from other Soviet states, in exchange for cotton and as part
of a national, centrally controlled system. After the coliapse of the Soviet Union,
wheat imports had to be paid for not with cotton, the demand for which had fallen
within the system due in large part to the ensuing economic disruption, but with
cash. Paying for these imports was a major burden for the newly independent
government. Furthermore, importing large amounts of grain now had implications
for national food security. In response, the government of Uzbekistan mandated
a shift in production away from cotton and towards wheat. The result was an
expansion of the winter wheat area from 620,000 ha in 1991 to 1.2 million ha in
2004. As much of the areas newly sown had been amongst the best quality cotton
fields, the result was a reduction in the cotton area of 30--35 per cent for at least
one season per year (see Figure 2). Wheat production did increase substantially,
from one million tons in 1991 to 5.2 million tons in 2004, and Uzbekistan has
now become a wheat supplier with exports of some 500,000 tons annually over
the last three years.’

The Production Quota System

During the Soviet period, central planners could influence the cropped area and
production through their control of state farms as well as farm inputs. After inde-
pendence, the new government still sought to maintain control of at least certain
aspects of farm output, for example in influencing the shift to wheat produc-
tion just described. Control in the post-Soviet era has involved quotas on output
and area, a state purchase system and price, quantity of production, controls on
farm inputs. In 1991, 100 percent of ail agricultural products were required to
be sold to the state, except crops grown in the backyard plots of families. After
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1995, state quotas were removed for all agricultural products, except cotton and
wheat ® In the wheat production system quotas are somehow more flexible, al-
lowing farmers either to sell 50 per cent of the quota on the open market or keep
it for their own consumption.

For cotton, the most malign part of the quota system is not the amount of
the production to be sold to the state (100 per cent), but the quota on the area
which must be sown with cotton. Even if farmers fulfi] their cotton production
quota, they can still be penalized if the area they planted with cotton is Jess
than the requirement. In effect, this gives farmers little incentive to increase land
productivity (yields} so long as their overall output is sufficient to meet the pro-
duction quota. There is a general belief that this system is a significant factor in
the overall stagnation in cotton yields, especially when compared to wheat (see
Figure 3). This belief is at least partially supported by evidence from 1992 to
~ 1995 when cotton production was partially liberalized and only 50 per cent fell

under the quota system. While not dramatic, yields did reverse their slow decline,
rising from 0.76 t/ha in 1992 to 0.83 t/ha in 1995. This period also saw a partial
liberalization of input markets which have otherwise largely been monopolized
by the state.

Also impacting output, the forced procurement by the state takes place at

Figure 2. Cropped Area: Cotton and Wheat
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Figure 3. Yield of Wheat and Cotton in Uzbekistan
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relatively steady state set prices. The difference between the international, export
and internal (procurement price from farmers) prices can be substantial, for ex-
ample, in 1995 the internal procurement price for cotton was some USS900 per
ton, with state exchange rate (state exchange rates were 250 per cent lower then
black market rates) or almost 50 per cent lower than the external price (see Fig-
ure 4). Interna) and external prices became almost equal as world prices declined
until 2001, but the gap has now again risen to the levels of the mid-1990s.

Somewhat offsetting the effective tax on cotton output has been the subsidi-
zation of inputs. Most farm inputs are in fact controlled by state monopoly at a
net subsidy. A major part of the subsidy comes in the form of bank credits which
are supplied at negative real interest rates. To gain access to these funds, farmers
must produce cotton and wheat under the quota system,

The paradox of the quota and procurement system is that, on the one hand, it
forces cotton production through quotas while on the other it gives a disincentive to
produce via its procurement pricing. An added irony of central Asian agricultural
policy comes out when Uzbekistan is compared to neighbouring Tajikistan. In
Uzbekistan farmers are forced to grow cotton through a quota system, because
the overall policy environment discourages production. In Tajikistan farmers are
given a limit on their cotton area, so that a sufficient amount of tand is reserved
for wheat.
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Figure 4. Internal and External Prices from Cotton in Uzbekistan (US$/ton)
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Farm restritciuring

‘The final major policy factor impacting cotton in the post-Soviet period has
been the restructuring of farms, which started in 1992 and accelerated after
1996. This change, and its place within the overall economic systern, also has
implications for the way Uzbek agriculture interacts with the environment as
will be explained later. During the Soviet period, cofton was produced in large
scale collective farms, typically of sizes of 2,000-~3,000 ha. The farms managed
all aspects of the production system including mechanization {e.g. tractors and
combines) and irrigation. Because the farms were believed to be inefficient,
their land was split after independence into smaller, though still collective, farm
units known a shirkats. However, no reform of the other systemic assets such
as jrrigation was undertaken. The result was that the land management units no
longer matched the input units, and poor performance was ensured. Therefore
co-operative farms remained low performing: cotton yields were lower then in
the 1980s and the overall economic performance of such farms was weak.

At the beginning of the reforms, in 1992, individual farming systems were
emerging at the same time as co-operative farms and were looked upon by the
government of Uzbekistan as experimental farming. The individual farms ini-
tially were allotted lands with low fertility and poor water supply.

Until the year 2000 the major focus of government policies was the im-
provement of incentive systems and the partial allocation of management deci-
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sions on production to family units within shirkar farms. These attempts led to a
small increase in agricultural productivity; however, it was difficult to develop
both truly co-operative management and stimulate individual initiatives. It was
partially due to the fact that shirkar farms were created on the basis of old coi-
lective farms with a centralized top-down approach.

Beginning in 2003, the government of Uzbekistan began to transform the
shirkats into individual farms. According to the new policy, priority is given
to the development of the individual farms as the major producer of agricui-
tural commaodities. According to the new concept, from 2004 to 2006 a total of
1,020 shirkat farms (35 per cent of their total number) will be transformed into
individual farms. Individual farms in 2004 already occupied 47.7 per cent of
irrigated lands, employed 765,300 workers and provided 20.4 per cent of the
agricultural economy, including 51.5 per cent of cofton production and 46.2
per cent of grain production (see Table I). The character of agricultural reforms
" in Uzbekistan for the past 1012 years can be characterized as a slow trans-
formation of the collective farming systemn into individual farming units. After
10 years of gradual decline in cotton yields, figures recovered back to 2.6 t/ha
levels by 2004, indicating the positive response to the agricultural transition
(see Figure 1).

Table 1. Allocation of Cultivated Area and Agricultural GDP by Different
Types of Agricultural Enterprises (in %)

Share in Agricultural Share in Agricultural
Types of Farms Area GDP
1995 2004 1995 2004
Collective Farms 15.0 0 120 0
tsi}s:)kats (co-opera- 454 72.6 48.1 14.6
Individual farms 3.8 16.7 2.6 10.5
Dehkan farms 6.2 10.6 333 74.9

Source: State Department for Statistics of Uzbekistan, 2004

Dehkan farms are legalized family plots, orchards from which most of Uz-
bekistan’s population earns its income. The state encourages family plots to
be registered as legal entities so that they can acquire credits or other financial
supports (e.g. leasing). Dehkan farms can grow all types of crops, except cotton.
All crops grown by dehkan farms are not bound by quotas allowing them to sell
their products on the open market. The majority of products (fruits and vegeta-
bles) grown by dehkan farms are exported to Russia and Kazakhstan,

Other important aspects of farm reform include fand rights and the tenancy
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system. Along with farm restructuring have come legal changes on land use and
allocation. In July 1998 a new land code was introduced which strengthened land
usage rights and gave greater security of tenure to individual farmers. At present
individual farms have 49-year tenancy rights. However, according to the land
regulations, land rights can be revoked for farmers who do not fulfil production
agreements three consecutive years. This uncertainty makes strategic investment
in land conservation as well as water management risky, thereby reducing re-
source productivity.

Environmental Factors in the Decline of Uzbek Cotton Production

The dramatic decline of the Aral Sea is one of the most globally known environ-
mental disasters in the world. The decline was and is a direct consequence of ag-
ricultural, especially cotton, expansion in Central Asia in general and Uzbekistan
in particular. However, while cotton may have adversely impacted the Aral Sea,
the connection between the degradation of the Aral Sea and cofton production is
less clear. What is more important is how the water of the Aral Sea’s tributaries,
as well as the land of the Aral Sea basin, have been and will be managed.

Water availability and the Aral Sea

The plight of the Aral Sea is often highlighted as a case study in the impact of
water scarcity. Thus it might seem reasonable to conclude that this increasing
water scarcity has played a role in the decline of Uzbek cotton and will continue
to do so in the future, in particular since the Aral Sea’s two main tributaries flow
through Uzbekistan and are the key suppliers of water to the countries irrigated
cotton. However, this is not the case,

The expansion of irrigation, primarily for cotton production, was in fact the
primary cause for the Aral Sea’s decline. This decline did not come as a surprise
to Soviet planners, contrary to popular belief in the West. While the overall im-
pact of the Aral Sea’s drying may not have been fully appreciated, the impact of
increased irrigation from the Aral Sea’s main tributaries, the Syr Darya and Amu
Darya, on the sea’s overall volume was expected.’

There is enough water in the Aral Sea’s tributaries to keep the current irriga-
tion systems functioning indefinitety. In fact, a major problem in the Syr Darya
is that there is too much water in the upper part of the system, at least at certain
times of the year because of the current timing of releases from upstream. This
volume of water is too great to make it through the river channel in the area of
Chardara water reservoir and so is instead backing into a large inland lake rather
than entering the Aral Sea. In the Amu Darya basin, Turkmenistan is creating an
artificial lake with 130 cubic km of volume, which must be filled with drainage
water. However, the concern is that the existence of such a lake will not help
water conservation in the region.
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In fact, the major problems of water as related to cotton production in Uz-
bekistan are related to its poor management and the resulting impact on land
resources as described in the next section.

However, while there is no evidence water scarcity has been a significant fac-
tor in cotton production to date. During the shortage of water (1985-86, 1999~
2001) the production of the cotton failed in tail ends of the irrigation systems. On
the contrary, in the wet years land conditions in the saline and waterlogged areas
declined and cotton production decreased. Water shortages could be a problem
in the future, though this is not likely because of a lack of absolute volume.
Since the break-up of the Soviet Union, the waters of the Amu and Syr Darya
have been internationalized. The system which had been set up to trade water for
cotton and power disintegrated. Attempts have been made to re-formalize these
agreements for the post-Soviet age through a series of agreements and treaties.

However, there has been increasing dispute, and it is as yet unclear what the final
outcomne will be. R -

Salinity and water logging

Conditions for cotton production in Uzbekistan have deteriorated significantly,
resulting in significant areas of irrigated land being affected by high levels of
salinity and rising water tables and leading to crop yield losses exceeding 30
per cent. In Uzbekistan 63.5 per cent of the irrigated land is affected by sali-
nization. Declining agronomic productivity associated with salinization and el-
evated water tables has contributed to the development of endemic poverty and
reduced incomes in the rural communities of the region. The major reasons for
land degradation, especially salinity, are outdated drainage systems, which were
built during the 1970s and were not properly maintained in the last 1015 years,
ever-irrigation and inappropriate agronomic practices.

The dominant approach adopted by irrigation farmers to mitigate salinity in
the region is to apply excessive amounts of water to salt affected fields in order
to leach salts below the effective root zone. It has been estimated that between
20 and 25 per cent of the annual available surface water in the region is used for
leaching which could otherwise be delivered to the Aral Sea to lessen its deg-
radation.™ The application of excess surface waters to fields has resulted in the
development of elevated water tables that effectively exacerbates the problem by
encouraging further salinization. When soils become highly saline farmers tend
to abandon atfected fields resulting in large tracks of saline/waterlogged soils.

It is estimated that annually between two and three per cent of the irrigated
area of the Hungry steppe (Mirzachul) — one of the largest irrigated regions of
Uzbekistan - is taken out of crop production due to salinization. The rehabilita-
tion of these salinized areas requires significant technical expertise and financial
investment. A recent assessment of the costs associated with the rehabilitation of
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salinized soils in the Hungary Steppes was in excess of US$1.2 billion." Whilst
these costs include the development of significant irrigation and drainage infra-
structure in the reclamation process, there are cost effective strategies that can
potentially be used in the rehabilitation process that involve plant based produc-
tion systems.

The use of plants in the remediation of saline soils is an emerging low-cost
approach in the recovery of abandoned irrigated fields." In this respect the crea-
tion of highly productive fodder systems through the establishment of palatable
halophytes in saline areas has been shown to remediate saline soils as well as
provide an income to resource-poor farmers.

In a 2000-2004 study in the highly saline lands of the Syrdarya province
of Uzbekistan, the potential use of Licorice naked to reclaim abandoned saline
areas was assessed over a four-year period before the land was reverted back to a
. cotion/wheat crop rotation. After four years of Licorice-growing cotton yields in
the highly saline areas recovered from initial 0.87 t/ha to 2.42 t/ha and salt con-
tent of the soil in the 1. naked-treated plot declined during the study whilst those
in the contro! increased. The study has clearly demonstrated the ameliorating af-
fect of L. naked in bringing abandoned sait-affected soils back into production to
be a low-cost method which can be adopted by resource-poor farmers.”

Water Availability and Reliability

Institutional deficits in water management

Two institutional deficits caused the decline m cotton production: (i} inadequate
water management institutions to the restructured agricultural system and (ii)
outdated water allocation mechanisms, the absence of a water rights system and
ineffective water distribution methods.

Agricultural restructuring in Uzbekistan, following the collapse of the former
Soviet Union, has led to a multiple increase in the number of individual farm
units along secondary and tertiary canals.

In the 1960s the Soviet government started its “virgin land development”
programme, which included the construction of water reservoirs, a net of new
irrigation systems and the development of millions of hectares of desert and vir-
gin lands. In the old irrigation systems, such as the Fergana Valley, a few new
main canals were constructed to improve water availability for irrigated agricul-
ture. The performance indicator of irrigated agriculture was deemed to be the
amount of cotton produced and the effective utilization of resources was never
an issue. The water management infrastructure was taken care of by centralized,
hierarchical organizations, branches of the Ministry of Agriculture and Water
Management. The management of water was territorially organized and only in
a few cases were inter-district (hydrographic) canal management organizations
created.* The sole goal of centralized, hierarchical and territorially based water
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management systems was timely delivery to meet the demands of cotton grow-
ing mega farms. However, due to their territorial character, water management
organizations were always failing to fulfil their main objective — equitable wa-
ter distribution. Such ineffective water management led to the frequent conflicts
over irrigation water. However, the Soviet system had its tools and approaches
in place, which included repressive measures for preventing conflicts over wa-
ter between territories, including then Soviet republics, nowadays independent
Central Asian states.

After independence, ahmost all states of the region conserved water manage-
ment systems as they were in Soviet times. The only changes were of an econom-
ic character, placing part of the operation and maintenance (O&M) cost on the
water users’ shoulders, through creation of water users associations and charging
for water delivery. The major change to the agricultural sector was the disman-
tling of large collective farms into small farms, through land distribution.! The
formation of numercus smaller farm units, sharing formerly on-farm structures
led to the further deterioration of fair and efficient water distribution."® The reac-
tion of the Central Asian states, including Uzbekistan, was the launching of Wa-
ter Users Associations (WUAS) to replace the former on-farm systems. However,
the main irrigation systems in Uzbekistan were still managed territorially.

In 2003 Uzbekistan launched a major step in its water-sector reforms, intro-
ducing the basin water management principle.”” On 21 July 2003, the Cabinet
of Ministers of the Republic of Uzbekistan issued a decree (No. 320) with far-
reaching consequences for the management of the water sector in the country.
The purpose of the decree was to initiate a process for the transfer of the admin-
istrative-territorial system of water management to a basin system of water man-
agement. This is the first step in the reform of the redundant institutions of water
management. This reform has already brought changes in water management,
O&M funding and water distribution equity between major canals, and water
users representation in water management has improved.'* However, there is one
other major problem with existing water management system in Uzbekistan — the
absence of a water rights system.

During the collective farming system, water distribution was scheduled ac-
cording to “agro-technical operations plans.” Since the mid-1960s water dis-
tribution in Central Asia was demand-based. In the mid-1980s, the “restricted
water demand principle” (“limitirovannoye vodopol zovazniye” in Russian) was
introduced, requiring proportionate adjustments to initially expressed water de-
mands subject to lower water availability in the system. All these above-listed
water distribution mechanisms lacked clear water-rights systems. The allocation
of the water was based on administrative, short-term decisions, making water
distribution unreliable. Tt seems clear that changing bits and pieces of the old,
outdated and rigid water allocation system is an impossible task. Water rights
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based on seascnal planning (crop based) cannot be efficient in a system where
only a few people know what the actual water requirements for each crop are. On
the other hand, it is almost unimaginable that all farmers can be educated on crop
water requirements. The water rights must be simple, clear and user-accepted,
but not imposed by “water bosses.” At present Uzbek water law does not provide
a clear definition of water rights. The solution to this situation is to introduce wa-
ter rights (proportional, area-based, etc.) for the water users groups (WUGs) or
WU As. Interviews with water users, managers and local authorities indicate that
allocation of water in Uzbekistan is outdated, fitting only to the collective farm-
ing systems. Crop-based planning is unimaginable, especially for multi-cropped,
fragmented land use under individual farming systems. However, legal changes,
through the introduction of water rights alone will not bring improvements to
water management. Therefore, realization of the water rights system is the most
important approach for improving water management. The core of this approach
" is the mobilization of water users (WUGs or WUAs) around this idea. This will
be a panacea against the undefined, top-down water allocation, which exists in
the irrigation water management system of Uzbekistan.

The water management framework for improving cotton production {and
other agricultural crops} must be complete and universal for all hierarchical lev-
els of water management (WUAs, main canal, irrigation basins). This framework
should include: (i) helping water users organize into self-identified groups {e.g.
informal WUGs or formal WUAs, WUFs) by canal sections, formally or infor-
mally; (if) if such groups are already established, the basic principles of individ-
val or group water entitlements (rights) must be decided or adopted; (iii} water
management organizations then should carry out water allocation and planning
against such entitlements; and (iv} both WUAs and water management organi-
zations should decide on the ways in which water can be distributed among the
WUGs; (v) these steps must then be complemented by a monitoring and evalua-
tion function, to make sure the whole system works as required.

Outdated technical infrastructure
The irrigation and drainage (1&D) system of Uzbekistan is complicated and in-
terlinked. Uzbekistan has the following structures of irrigation infrastructure: (i)
main canals, which are major artificial water arteries and deliver water to the ir-
rigated areas; (i) secondary or formerly inter-farm canals, which distribute water
among co-operative farms and WUAs; {(iii) tertiary and lower level canals, which
deliver water to the farming (individual) units or sections of co-operative farms.
'The main canals (“magisrrailniy” in Russian) in Uzbekistan are mostly lined
or very well equipped against seepage losses {tampered). Most of the main canals
start from water reservoirs or from dams in the river. Every major water distribu-
tion point of a major canal is equipped with water regulation gates (manual or
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electrical). The volumes of water released from these points are measured regu-
larly. If canais receive water through pumps, then the reliability of the water sup-
ply fully depends on the availability of electricity. Communication between main
canal reaches (“gidrouchastka” in Russian) is made by radio transmitter. How-
ever, the communication systems between canal reaches are outdated and inef-
ficient. Therefore the canal masters (heads of “gidrouchastka™) in every reach
have relative independence to make decisions on water distribution. Therefore
fluctuations due to simultaneous changes made in the different reaches of the
main canal result in unreliable and vnequal water distribution. Most of the main
canals of Uzbekistan were built or reconstructed in the mid-1970s, so most of the
canal infrastructure (gates, bridges, and pumps) is cutdated and requires upgrad-
ing. Lining materials {concrete) are ageing and need to be replaced. The same
situation prevails in the large and intensive drainage network, which is the only
means of production for the saline areas. According to World Bank assessments,
" around US$2 billion are needed for the rehabilitation of 1&D in Uzbekistan."
Outdated 1&D infrastructure has a serious impact on cotton production. Accord-
ing to Umarov® and Khorst*! the maximum cotton yields are achieved in the
irrigated areas with properly maintained irrigation and drainage infrastructures.
The lowest cotton production was monitored in the Syr Darya provinces (<2.0
t/ha), where 1&D infrastructure mostly deteriorated.”

Institutional deficits, such as inadequate water management arrangements to
the restructured agricultural system, outdated water allocation mechanisms due
to the absence of water rights system lead to ineffective water distribution for
cotton production. Together with outdated 1&D infrastructure they are one of the
major causes of the decline of cotton production in Uzbekistan. The importance
of water as a cause of cotton production decline is equivalent to policy {agricul-
tural) causes, discussed in the first section.

Discussion and Conclusion

Since independence in 1991, cotton production in Uzbekistan has declined by
approximately one-third. This decline is primarily a result of a reduction in the
area devoted to cotton and, secondarily, of a minor decrease in yields. The de-
cline in cotton cultivation and the current area planted to cotton are first and fore-
most results of explicit government policy. After independence, the government
allowed some cotton areas 1o be transferred to the private cultivation of non-cot-
ton crops and encouraged a shift to wheat production to cope with economic and
political disruption and to meet new desires for national {food security. The lesser
cotton arca which resulted has then been maintained by a coercive quota system
for both planting and procurement, Should the quota system be removed with
no other change in policy, it is fairly clear that cotton cultivation would decline
further. However, it must also be remembered that output and input prices as well
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as credit are now controtled by the government. At current world price levels, a
general freeing of the cotton sector would raise the prices farmers receive for
their crops but would also raise the costs of production inputs. Predicting the net
effect on both cotton output and farmer well-being, at least in the short term, is
less than straightforward.

The minor decline in cotton yields is partially related to the decline in the vol-
ume of land used for cultivation. For example, farmers have been able to transfer
some of the most productive cotton lands to the production of other crops includ-
ing wheat and vegetables. However, other factors have aiso been at work. Envi-
ronmental problems have certainly contributed to the difficulty of maintaining,
or increasing, cotton productivity. The shift from large collective farms towards
family organization has resuited in a vacuum of responsibility and organization
for the operation and maintenance of some irrigation and drainage systems. The
impact, exacerbating problems emerging by the end of the Soviet period, has
been land degradation primarily in the form of water logging and salinity.

However, the true driving force in cotton productivity improvement, or lack
thereof, becomes evident when comparisons are made with Uzbekistan’s other
major crop, wheat, Typically grown in the same nrigated fields as cotton, wheat
yields have more than tripled since independence. The comparison between cot-
ton and wheat is perhaps especially surprising given the increasing levels of sali-
nization and cotton’s relative salt tolerance. This evidence strongly suggests that
it is not the natural environment which has held down cotton productivity but
rather it is the policy environment which is to blame. In particular, the stagnation
in yield appears to be largely a response to a government quota system for cot-
ton which gives little, if any, incentive to increase productivity beyond the levels
required to meet production quotas.

Global concern for the environment of Ceniral Asia, including Uzbekistan,
is focused not on land but rather water resources, in particular the environmental
and human disaster taking place in the Aral Sea. There is no doubt that this dis-
aster was precipitated by the development of irrigation, primarily to produce cot-
ton. However, using the Aral Sea crisis as an example of the problems of growing
water scarcity, both in Uzbekistan and globally, is incorrect as is the assumption
that the dwindling water resources within the Sea are a sign that future Uzbek
agricultural production is under threat. The decline in the Aral Sea is not due to
a reduction in basin water supplies, but rather a decision to use those supplies
for agriculture.

A recent report by Chapagain et al indicates that each year Uzbekistan ex-
ports essentially the entire runoff of the Aral Sea basin in the form of the virtual
water embedded in the cotton trade.” Even if this is an overestimate, the im-
plicit suggestion is that a reduction in cotton exports and the production behind
them might free supplies for the Aral Sea. It is much more likely that any water
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“saved” from reduced cotton production will instead be used to produce other
crops as has been the pattern to date. Soviet planners made the initial deciston to
trade the viability of the Aral Sea for agriculture. There is currently no reason to
think that present and future governments will make a different decision.

If water scarcity is to be a factor in Uzbek cotton production, it is likely
to be because of tradeoffs between agriculture (in downstream Uzbekistan) and
energy production (in upstream Kyrgyzstan and Tajikistan), not between agricul-
ture and the environment, at least for the foreseeable future. How this will work
out in practice will depend on the negotiating skills of the countries involved
and their ability to work out solutions which maximize the benefits to all par-
ties. The present regime is forcing some water to be put to entirely unproductive
uses because of the timing of flows. Further water is being used unproductively,
because of the state of current land and water management institutions which are
as yet unable to fully ensure maintenance of irrigation and drainage systems. The
question is not cotton per se. It is how to ensure that fand and water resources are
shared and used most productivity, and that the costs inflicted on the environment
have a real payoff.
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Abandoned by the State: Cotton Production
in South Kyrgyzstan

Alexander Kim

Unlike other branches of agriculture, cotton growing in Kyrgyzstan did not ex-
perience a deep decline in the early to mid-1990s. In the late 1990s it even began
to increase. Cotton land increased from 23,900 to 46,3000 ha or by 78.8 per cent
(see Table 1). Yields for raw cotton increased from 63,4000 to 121,700 tons or by
92 per cent respectively (see Table 2).

The construction of new gins led to a greater demand for raw cotton and, as
a result, motivated the farmers to sow and harvest more cotton. During these

Table 1. Land under Cotton, thousand ha

Growth 19902004

Oblasts 1890 1995 2000 2004 1,000 ha %

Osh 10.4 13.0 10.7 15.5 5.1 49.0
Jalal-Abad 15.5 19.7 22.8 29.3 13.8 89.0
Batken 0.5 0.3 15 15 300.0
Total 259 33.2 338 46.3 20.4 78.8

Source: Natonal Committee on Statistics of the Kyrgyz Republic, Agricuffural Census of the
Kyrgyz Republic, Book i, Bishkek, 2003

Tabie 2. Raw Cotton Yield, thousand tons

Growth 1990-2004

Oblasts 1990 1995 2000 2004 1,000t %

Osh 23.3 28.2 29.1 40.5 17.2 73.8
Jalal-Abad 40.1 45.3 58.4 79.0 38.9 97.0
Batken 1.0 0.4 22 22 2200
Total 63.4 74.5 87.9 1217 58.3 92.0

Source; Nationat Committee on Statistics of the Kyrgyz Republic, Agricuitural Census of the
Kyrgyz Republic. Book Hi, Bishkek, 2003
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Table 3. Cotton Fibres Output , thousand tons

Growth 19902004

Oblasts 1590 1995 2000 2004 1,000t e
Osh 13.9 8.2 16.3 21.6 7.7 55.4
Jalal-Abad 50 9.5 185 25.5 20.5 410.0
Batken 0.4 0.4

Total 18.9 17.7 28.8 47.5 28.6 1513

Source: National Committee on Statistics of the Kyrgyz Republic, Agriculfural Census of
the Kyrgyz Republic. Book If, Bishkek, 2003

Table 4. Number of Wheeled Tractors 50-100 h.p. by Oblast

Oblasts nfoga; before 1980 1981-90  1991-2000  after 2001
tractors  no. % no. % no. T no. £
Osh 1297 672 518 542 418 65 50 18
fféaal(; 1372 616 449 634 462 92 67 30 22

Batken 058 403 612 214 325 30 4.6 11 1.7

Source; National Committee on Statistics of the Kyrgyz Repubtic, Agricuftural Census of the
Kyrgyz Republic. Book il, Bishkek, 2003

years the production of cotton fibres also increased substantially, from 18,900 to
47,500 tons or by 151.3 per cent (see Table 3).

However, the expansion of cotton growing has led to serious problems which
impede the development of this branch. The disintegration of Soviet collective
farms resulted in the formation of many small farms. These small farms benefit-
ted from the advantages of the market economy, but they were also faced with a
number of considerable problems, as it was difficult for them to reach a decent
level of profitability.

The first problem is a sharp reduction of cotton-growing technologies. Few
farms have tractors (see Tabie 4), and even when they do, these were made in the
1980s and 1990s. Most machinery is rented and manual labour is widely used.
Mechanized cultivation and cotton-picking have not been practiced for a long
time. As of 1 November 2003 there were only 25 cotton-picking machines in
Kyrgyzstan and they were all made before 1980." The three farmers who were
interviewed for this study have neither tractors nor trucks,

The second problem is a lack of skilled workers. It makes no sense to become
an agronomist in Kyrgyzstan, because the average size of most farms in the south
of the country is 0.1-1 ha (see Table 3).

During the Soviet period there were four big gins in the country. After the
Soviet Union disintegrated and Kyrgyzstan became independent, new gins were
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Table 5. Distribution of Farms by Total Area under Crops

Oblasts Total <0.5ha O'Sga Lo 110 ha 10;}1100 2]0%0}:3 IZ:ES{
QOsh 213,431 174,053 12,464 24,802 2,059 34 al9
100.0% 81.6% 5.8% 11.6% 1.0% 0% 0%

Xl]iilé 203,239 155,742 22,881 23,581 977 3z 26
100.0% T6.6% 11.3% 11.6% 0.5% 0% 0%

Batken 89,200 76,891 5,782 5,990 498 34 5
100.0% 86.2% 6.5% 6.7% 0.6% 0% 0%

Source; National Committee on Statistics of the Kyrgyz Republic, Agricultural Census of the
Kyrgyz Republic. Book il, Bishkek, 2003.

buiit. Now there are 25 of them, including nine in Osh oblast, 15 in Jalal-Abad
oblast, and one in Batken oblast. Large consumers of cotton fibres in Kyrgyzstan,
like dimivingmroint-stock company SN anm textile factory became bank-
rupt. Production at il factory is being restored now, but “ no
Jonger operates as a cotton-processing business.

This explains why cotton is generally exported. The new gins of the late
1990s triggered the growth of the cotton sector in the south of the country. This
growth has had positive outcomes such as a cash inflow to Kyrgyzstan, new jobs
and budget inputs. But the method used by gins fo obtain raw cotton does not
allow the farms to develop and will soon reduce their cotton-growing capacity.
The method is as follows: since farmers in spring do not have enough cash to
buy seeds, gins lend them money for their future yields. This agreement often
provides for credit repayment in raw cotton at the fixed price {usuaily very low).
With such rigid conditions, farmers are forced to save money by giving up neces-
sary agrotechnology such as the appropriate fertilizers, herbicides and pesticides.
The director of the (EERGEGEINGTGGEWN. <:id in an interview that
the long-term aad permanent growing of cotton on the same fields leads to the
spreading of wilt, which causes huge damage to the crops and reduces yields.
One of the most important measures for improving cotton yields and their quality
is crop rotation, ideally with lucerne or cereals. These crops are less profitable
but they are aiso less costly. All the farmers we interviewed perform crop rota-
tion, but fanmers in the south of Kyrgyzstan often do not, at least consistenily.

Nevertheless, it is obvious that the cotton sector is growing. The farmers I
interviewed are confident about their business prospects. However, I beleive this
growth has obvious negative consequences on income distribution as it favours
gins at the expense of farms.

To corroborate this argument, [ shall present an income analysis of three
farms located in the Aravan and Kara-Suu regions of Osh oblast and in the Suzak
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region of Jalal-Abad oblast. Ordinary farms in Kyrgyzstan most ofien consist of
the members of a single family. Hired labourers are not used at all or used tem-
porarily (for exampie, during harvesting). The great majority of farms are stnall
in terms of output. In 2003 the National Committee on Statistics registered only
156 farms with an annual output of over 300,000 som (US$1-40.9 som).

In Erkin Torobekov’s farm, in the Aravan region, there are three adults and
two minors belonging to the same family; they own 0.3 ha of land and lease 0.7
ha of land at the price of 13,000 som per ha per year. Torobekov has no machin-
ery, 50 he has to hire it: ploughing one hectare costs 1,500 som, sowing costs
1,000 som. Like most farmers in this region he grows the variety Fergana Three.
This variety is not approved for Osh and Jalal-Abad oblasts by thaii NN

AP ¢ is smuggled in from Urzbekistan. Earlier the varieties Kyrgyz
Three and Five were bred for these regions, but their seeds cost three times as
much as Fergana Three seeds. On the other hand, in terms of fibre quality, the
varieties Kyrgyz Three and Five belong to type V, while Fergana Three belongs
to type 1V. Spending less money on seeds leads to lower-quality cotton fibres.

The farmer does not have any problems with irrigation, which costs him 300
som per year. He applies nitrogen as a fertilizer, at the rate of 150 kilograms per
ha, which costs 6.5 som per kilogram. In 2004 he managed to grow and pick 38
metric centners (one centner is equivalent to 100 kg) of raw cotten from one
hectare and sold it to Aravan gin at the price of 14 som per kg. Because he had no
lorry he had to hire one for transportation: he paid 600 som for one run (10 kim)
and in total spent 1,200 som (for two runs). For the harvest he hired two to three
casual workers which cost him 2,000 som.

According to the Tax Code of the Kyrgyz Republic, small farms (up to 300,000-
som output per year) only pay budget land tax, which amounts to 200-1,000 som
per ha (depending on the location of the plot, water resources and other factors).
Another substantial payment is the contribution to the Social Security Fund, which
is also calculated on the basis of the sewn area and is equal fo the land tax. In 2004
Lirkin Torobekov paid 300 som per ha in land tax and the same som to the Social
Security Fund. Financial indices of this farm are presented in Table 6.

The profit in Table 6 is not a real profit because the farmer does not pay
wages to his family or himself, so the profitability of cotton-growing at this farm
is somewhat distorted. If we include wages at the minimum rate we gel the fol-
lowing:

3 adults x 1,500 som/month x 8 months = 36,000 som
2 minors x 500 somy/month x 3 months = 3,000 som
27,525 som — {36,000 + 3,000) som = ~11,475 som (losses)

Of course, the farmer is not only involved in the cotton business. As a rule,
every farmer has livestock, grows vegetables and fruits on their personal plot,
sells the excess and makes additional profit which increases the profitability of



