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EXECUTIVE SUMMARY AND RECOMMENDATIONS

The cotton industry in Uzbekistan, Tajikistan and
Turkmenistan contributes to political repression,
economic stagnation, widespread poverty and
environmental degradation. Without structural reform
in the industry, it will be extremely difficult to improve
economic development, tackle poverty and social
deprivation, and promote political liberalisation in the
region. If those states, Western governments and
international financial instinstions (IFIs) do not do more
to encourage a new approach to cotton, the pool of
disaffected young men susceptible to extremist ideology
will grow with potentially grave consequences for
regional stability.

The economics of Central Asian cotton are simple and
exploitative, Millions of the rural poor work for little or
no reward growing and harvesting the crop. The
considerable profits go either to the state or small elites
with powerful political ties. Forced and child labour and
other abuses are common.

This sysiem can only work in an unreformed economy
with little scope for competition, massive state
inlervention, uncertain or absent land ownership, and
very limited rule of law. Given the benefits they enjoy,
there is little incentive for powerful vested interesis to
engage in serious structural economic reform, which
could undermine their lucrative business as well as
eventually threaten their political power.

This system is only sustainable under conditions of
political repression, which can be used to mobilise
workers at less than market cost. Uzbekistan and
Turkmenistan are among the world's most repressive
states, with no free elections. Opposition activists and
human rights defenders are subject to persecution.
The lack of a free media allows many abuses to go
unreported. Unelected local governments are usually
complicit in abuses, since they have little or no
accountability to the population. Cotton producers
have an interest in continuing these corrupt and non-
democratic Tegimes.

The industry relies on cheap labour. Schoolchildren are
still regularly required to spend up to two months in the
cotton fields in Uzbekistan. Despite official denials, child
labour is still in use in Tajikistan and Turkmenistan.
Students in all three countries must miss their classes to
pick cotton. Little attention is paid to the conditions in
which children and students work. Every year some fall
ill or die.

Women do much of the hard manual labour in cotton
fields, and reap almost none of the benefits. Cash wages
are minimal, and oflen paid late or not at all. In most
cotton-producing areas, growers are among the poorest
elements in society. Not surprisingly, young men do
everything to escape the cotton farms, forming a wave
of migrants both to the cities and out of the region.

The environmential costs of the monoculture have been
devastating. The depletion of the Aral Sea is the result of
intensive irrigation to fuel cotton production. The region
around the sea has appalling public health and ecological
problems. Even further upstream, increased salinisation
and desertification of land have a major impact on the
environment. Disputes over water usage cause tension
among Central Asian states.

Reforming the cotton sector is not easy. Structural change
could encourage the growth of an industry that benefits
rural farmers and the state equally bul economic and
political elites have resisted. Land reform has been blocked
in Uzbekistan and Turkmenistan and has moved too
slowly in Tajikistan. Farmers stili have no permanent
ownership of the lands they work and no real say in the
choice of crops they wish to grow or to whom they sell
their produce.

Central Asian cotton is traded imternationally by major
Furopean and U.S. corporations; its production is
financed by Western banks, and the final product ends
up in well-known clothes outlets in Western countries.
But neither the international cotton trading companies
nor the clothing manufacturers pay much attention to the
conditions in which the cotton is produced. Nor have
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international organisations or IFIs done much to address
the abuses. U.S. and EU subsidy regimes for their own
farmers make long-term change more difficult by
depressing world prices.

The cotton monoculture is more destructive to Central
Asia's future than the tons of heroin that regularly transit
the region. Although the international commuuity has
invested millions of dollars in counter-narcotics programs,
very little has been done to counteract the negative
impact of the cotton industry. Changing the business of
Central Asian cotton will take time, but a real reform of
this sector of the economy would provide more hope for
the stability of this strategic region than almost anything
else the intemational community could offer.

RECOMMENDATIONS

To the Governments of Uzbekistan, Tajikistan and
Turkmenistan:

1. Take urgent action to end child labour in cotton
fields, by:

(a) adhering to the International Labour
Organisation (ILO) Convention C182
(1999), on the Prohibition and Immediate
Action for the Elimination of the Worst
Forms of Child Labour;

(b)  making clear public statements against the
activity;

{¢) punishing officials who continue to use
or turn a blind eye 1o child labour; and

(d) establishing monitoring bodies including
international, industry and government
representatives, to ensure laws and declared
policy against child labour are actually
implemented.

2. End the use of students and government
employees as forced labour in the cotton fields.

3. Invite the ILO to investigate labour abuses in
the cotton industry.

To the Governments of Turkmenistan and
Uzbekistan:

4. Begin programs of land reform that would
gradually develop the level of private farming and
provide safeguards for property rights.

5. Reduce state interference in the agricultural
sector, including the issuance of artificial
production quotas, and particularly end the use of

Iaw enforcement agencies and local authorities to
enforee such quotas and related orders.

6. Increase cotion procurement prices to approach
the world price so as to alleviate rural poverty
and provide market incentives to growers.

To the Government of Tajikistan:

7. Accelerate land reform and provide much more
advice and legal protection to farmers, particularly
in cotton-growing areas,

8. End government quotas for cotion, reduce state
interference at local and central levels in farming,
liberalise price-setting mechanisms, and aim to
ensure reasonable minimum farmgate prices.

9. In coordination with local and international
investors, conduct a thorough audit of investors'
claimed farm debts and develop a plan for
resolution of farm debt that favours farmers.

10.  Audit contracts between fuiures companies and
farmers and halt the activities of companies
engaged in dishonest or exploitative practices.

11. Implement agricultural policies that balance food
security with production of hitherto prioritised
export crops like cotton.

12,  Suspend the policy of resettlement to cotton-
growing regions until migrants can be guaranieed
potable water, social services, and opportunities
for off-farm income.

To international financial institutions and donors:

13.  Create a joint working group, including, where
possible, private foreign investors, to coordinate
strategies on the Central Asian cotton industry.

14. Continue and expand programs that emphasise:

(a)  legal assistance and human rights protection
for farmers, including advocacy at
government level;

(b) new forms of association for farmers, such
as unions, rural credit associations, and
marketing networks;

(c) alternative crop programs and new growing
methods, such as organic cotton; and

{d) support for rural women, to provide
employment alternatives to the cotton fields.

15.  Support NGO and media outlets that are actively
involved in uncovering abuses in the cotton
industry.



The Curse of Cotton: Central Asia’s Destructive Monoculture

Crisis Group Asia Report N°93, 28 February 2005

Page iii

To the European Union, its member states, and the
U.S8. Government:

16.

17.

Work within the WTO {oward a phasing out or
substantial reduction of subsidies in domestic
coiton industries.

Work within and through the ILO to:

(@)

(b)

achieve respect in the cotton industries of
Central Asian states for Convention C182
(1999), on the Prohibition and Immediate
Action for the Elimination of the Worst
Forms of Child Labour, and for related
standards respecting student forced labour
and other abuses; and

encourage international cotton traders to
implement a policy of social due diligence
with regard to local middlemen and cotton
producers, end business dealings with
those shown to be engaged in abusive or
exploitative practices, and engage with

18.

governments, NGOs, IFIs and international
organisations in joint efforts to improve
working conditions on cotton farms.

Further work within and through the 1LO to
encourage international clothing enterprises to:

(a)
(&)
(©)

(d)

(¢)

make available to customers information
on the origins of cotton products;

carry out social due diligence with regard
to suppliers of cottot;

seek assurances that cotton is picked in
accordance with international labour norms;

investigate the feasibility of a process of
certification of cotton origin on clothes
and other textile products; and

expand fair trade programs to include
cotton and cotton products.

Bishkel/Brussels, 28 February 2005
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I. INTRODUCTION

Cotton dominates the exports of Turkmenistan, Tajikistan
and Ugzbekistan, a monoculture with profound political,
economic and social consequences. ' Many of the issues
identified in previous Crisis Group reports as sources of
instability in the region -- lack of political openness,
failure to reform economies, Jarge-scale poverty and social
deprivation -- have their roots in the cotton economy.’

In Kazakhstan and Kyrgyzstan, where the crop is mach
less important, there has been more progress on
econcmic reform, and more open political systems have
emerged. Cotton is not the only factor in this divergence,
but it is a major common denominator in those Central
Asian states that have found it difficult to open up either
their economies or their political systems,

Unless Central Asian regimes do open their political
systems, they are likely to face increasing threats from
underground or violent groups, particularly Islamist
radical forces, Islamist terrorist groups already operate in
Uzbekistan, where they find little ideological support but
increasing sympathy from a disaffected population that is
repressed and impoverished by the regime. Unless
economies are freed from the cotton monopoly, there 18
unlikely to be a serious struggle against widespread poverty
or much progress on structural macroeconomic reform.

Cotton is deeply embedded in the mindset of Central
Asta's political elites, whose historical memory is of
constant pressure from Moscow in Soviet times to
deliver the yearly harvest. Indeed, cotton production

' Many people assisted in the preparation of this report.
Crisis Group wishes to especially acknowledge the generous
assistance of Genevieve Abel, Country Director of CARE,
Tajikistan.

% See, for example, Crisis Group Asia Report N°85, Repression
and Regression i Turkmenistan. A New Iulernational
Strategy, 4 November 2004., Crisis Group Asia Report N°76,
The Failure of Reform in Uszbekistan: Ways Forward for the
Internaiional Community, 11 March 2004, and Crisis Group
Asia Report N°34, Central Asia: Water and Conflict, 30 May
2002.

goes back to the colonmial relationship with Tsarist
Russia -- the region was a key supplier by the late
nineteenth century. Soviet industrialisation forced a
massive expansion in cultivation, to the detriment of the
environment and of local political and economic
cultures and fuelled a system of corruption that has
proved impossible for new governments to overcome.”

In the late 1980s new political openness permitied the
first real critiques of the cotton industry by opposition
political groups and newspapers. But in the 1990s the
governments of the newly independent states began to
rely on that industry as a key hard currency source, and
elites around the governments began a process of self-
enrichment. As in the Soviet period, little attention was
paid to the farmers who actually produced the cotton.

While some have grown fantastically rich from the
proceeds of cotton farming, benefits have not reached
the vast majority of the local population, Indeed, for
many, life after the collapse of the USSR has become
much worse. As a human rights activist in Samarkand,
Uzbekistan, puts it, "Everyone says that cotton is the

wealth of the nation. But it's not our wealth, [f's our curse™.’

This does not have to be. Cotton farming has the
potential to change the lives of rural populations for the
better. And as all the Ceniral Asian countries remain
predominately agrarian, a change in rural living
standards would lead to wider economic growth and
reduce poverty. Transforming the industry will be
difficult, but a first step would be to pay more attention
to the many problems that this monoculture creates.

* The most famous corruption case involved Sharof Rashidov
(First Secretary of the Communist Party of Uzbekistan, 1959-
1983). The government of the Uzbek SSR engaged in massive
manipulation of production figures over many years; between
1978 and 1983 alone, Moscow paid Tashkent the equivalent
of over $6 billion for 4.5 miilion tons of cotton that was in fact
never produced. [Iwao Kaburi and Michael H. Glantz, eds.
Central Eurasian Water Crisis: Caspian, Aral, and Dead Seas
{United Nations University, 1998)} Rashidov has since been
enshrined as a national hero in his native country

* Crisis Group interview with human rights activist, Samarkand,
3 November 2004.
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[II. THE ECONOMICS OF COTTON

Central Asia's cotton industry is part of a major
international trade in cotton fibre that confinues
despite increased competition from synthetic textiles.
The region accounts for 6.5 per cent of total world
production in the current marketing year 2004/2003,
contributing 15.4 per cent of total world exports.” The
international cotton market is volatile, influenced by
production, which is often weather-affected, and by
demand, which is subject to the vagarics of foreign
consumers.’

This global market has little impact on farmers in
Tajikistan, Turkmenistan and Uzbekistan because they
are at the beginning of a chain that does not reflect
demand and supply. The payments they receive are so
small that a change in international prices has liftle
impact on their living standards. Kyrgyz and Kazakh
farmers are affected by the international market: they
have largely private farming operations and sell at prices
linked to the world price.

The interpational market is badly distorted by
domestic subsidy regimes. They are present in most
producing countries but those that have the widest
impact are in the U.S. and the European Union (EU).
According to one estimate, a removal of U.S.
subsidies would lead to a 26 per cent increase in
world cotton prices.® Oxfam estimates that "in 2001,
sub-Saharan exporters lost $302 million as a direct

consequence of U.S. cotton subsidies"”

*USDA, Foreign Agricultural Service, "Cotton: World Markets
and Trade", 10 February 2005. See www.fas.usda.gov/cotion/
eircular /2005/02/table®5a.pdf

® The international cotton market has proven to be remarkably
volatile over the years; from $2.02 per kilogram (50.92 per
pound} in the 1994-1995 harvest season, the index dechned
for the next few years, plunging to $0.92 per kilogram ($0.42
per pound) in 2000-2001. The market recovered somewhat in
recent years, rallying to $1.52 per kilogram ($0.69 per pound)
in 2003-2004. In 2004, however, the price collapsed yet again;
in mid-February 2005, the ‘A’ index stood at around $1.17 per
kilogram ($0.53 per pound). Cotlook 'A' figures obtained from
www.cotlook.com/cdis/more cotlook_indices.php on 22
February 2003, Dollar amounts in this report refer to U.S.
dollars.

7 Perhaps the only country that enjoys no govemment
subsidies is Australia; perhaps not coincidentally, its farmers
regularly achieve the highest vields of cotton per hectare in
the worid.

& "Cultivating Poverty: The Impact of US Cotton Subsidies
on Africa”, Oxfam Briefing Paper No. 30, 2002, p. 11.

# “Cultivating Poverty", p. 17.

In most of the developing world, cotton is grown by
small-holders. Previously centralised agricultural
systems have largely given way to private enterprise
except in Central Asia. China is the biggest cotton
producer in the world and has conducted a fairly
successful agricultural reform fo maintain market
incentives for farmers to grow the crop. Most of its
produce is used domestically. The biggest exporter is
the U.S., which competes directly with Central Asian
states for this market.

Producing countries sell to textile manufacturers, who
increasingly are based in Asia. A small number of
international cotfon traders act as middlemen. YW

family-owned company based in
Winterthur, Switzerland, has been involved in the cotton
trade for over 200 years and is very influential in Central

Asia. ** Other major traders include il
SR :d the Wil aic—

ol o d ‘rom fextile factories in
China, India or South Hast Asia, Central Asia's cotton
continues its long jourmney mto well-known clothes retail
outlets in Europe and North America.

A, UZBEKISTAN

Uzbekistan is by far Ceniral Asia's biggest cotton
producer, although it has cut back since independence,
largely because it is attempting to become self-sufficient
in wheat. However, the arca of its cotton crop (almost
1.33 million hectares in 2004) ranks fifth in the world. In
2004 the seed cotton harvest was a reported 3.5 million
tons.'!

1t is alse fifth in production of hnt cotton - the tradable
product of secondary processing in factories called
"pins™ %~ over 1 million metric tons a year, and second

¥ See www.reinhart.com.

" UUSDA Foreign Agricultural Service, GAIN Report
1US4008, 12 November, February 2004; "Khiopkovye itogi
Uzbekistana" [Uzbekistan's cotton totals], Pravda Vostoka 15
January 2004. The largest amounts come from the previnces
of Qashgadaryo (over 448,000 tons), Bukhara (over 373,000
tons), and Surkhondaryo {over 323,000 tons). Other major
growing areas are in the Fergana Valley, with Andijon
province leading production (over 308,000 tons) and the
western province of Khorazm (over 280,000 tons).

2 Cotton grows on small plants that blossom inte flowers -
these give way to Dolls, the fruit of the cotton plant, which
eventually open to reveal the {ibres and seeds within, This is
then harvested as "seed cotton". Harvesting in most developed
countries is now done by machine, but in much of Central
Asia most cotton in picked by hand, which tends to ensure
better quality. This is very labour intensive, and requires a
large number of scasonal labourers. Once harvested, cotion
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only to the U.S. in lint cotton exports: some 850,000
tons in 2004." Cotton fibre is still Uzbekistan's main
export, 22 per cent of total value in 2002." Only a little
lint i3 processed locally -- the textiles mndustry 1s very
underdeveloped. The government has attempted to
develop textile manufacturing but an unaftractive
business environment discourages investment.

In theory, Uzbekistan has been gradually liberalising the
Soviet-era cotton industry structure, breaking up state
and collective farms and demonopolising the buying
process. In practice, almost nothing has changed for the
average farmer since the Soviet period.

In 1993 Uzbekistan's collective farms were replaced by
so-called "cooperatives” (shirkais), where, in theory, all
members have shares in the profits. In reality, the shirkat
farms have largely reproduced all the old drawbacks of
Soviet agriculture, because they retain much of the old
administrative system. Shirkars produce 60 per cent of
the cotton crop but most are loss-making. In 2003 45 per
cent of shirkar fanms saw no profit at all from their
cotton harvest due to extremely low yields (from just
under one ton per hectare in Qaragalpagstan to just over
1.5 tons per hectare in Jizzakh).” Poor management,
lack of investment, lack of financial incentives for
workers (much of their crop must be sold to the state for
next to nothing), and massive interference by local
authorities all contribute.

fibres must be separated from the seeds in a process known as
ginning. One ton of seed cotton will produce around 3350
kilograms of cotton lint, which can then be spun inte yam or
traded in this raw state intemationally. Cotton seeds left over
after ginning are often pressed info edible oil or used for
animal fodder.

' USDA Foreign Agricultural Service GAIN Report
UZ4008, 2 November 2004, USDA Foreign Agricultural
Service GAIN Report UZ4007, 27 August 2004, Many
foreign buyers have reduced the amount they are purchasing
from Uzbekistan; by late 2004, contracts had reportedly only
been signed for 300,600 tons of lint, out of an expected yield
of 850,000 tons. High prepayments, the relatively high cost
of Uzbek cotton, and the fact that the 2004 harvest was a
bumper crop the world over seem to have been major
disincentives. [Crisis Group interview, Tashkent, December
2004] Russia, which imports more than 70 per cent of its
cotton fibre from Uzbekistan, is said to be considering
cutting back cotton imports and developing its domestic
synthetic-fibres industry. [Olga Kondrashova, "Russia may
cut down import of cotton from Uzbekistan," Novve izvestiia
23 December 2004, http:/enews.ferghana ru/detail.php?
1d=73916267770.171,1254,1385125}

* Center for Effective Economic Policy, Uzbekistan Economy:
Statistical and Analytical Review, 2002,

“Tor comparisen, good yields globally are usually in the
three-four ton per hectare bracket.

In theory, by 2008 60 per cent of shirkat farms are to
be redistributed as so-called private farms (fermer
khjaliklari), in which individual families enter into
contracts with shirkat administrators; the shirkat
provides inputs (seeds, fertilizer, ete.) and buys the
produce. The average private farm size is 24 hectares.
These tend to be more productive than shirkats but
are also not free from mterference.

Nobody actually owns the land they work: at most they
lease from the local authority, which can take land back
from the farmer under iil-defined conditions, but usually
as punishment for not growing enough cotton. Setting
up a private farm is very complicated. The local
administration of the region in which the shirkat is
located decides applications for private farms in a
process plagued with corruption, cronyism, and lack of
transparency. Often the best lands go to former shirkat
bosses.

Private farmers are not free in their choice of crops; in
some places, they must plant up to 98 percent of their
land with state-ordered cotton or wheat, Failure to
follow the orders of the local administration can lead
to it cutting off water or even taking the land back. A
human rights activist said:

The biggest problem for farmers is the lack of
independence. The farmer cannot decide himself
what he should plant on his land. The order
comes from above. It's only at the top that if's
decided what the farmer should plant - cotton,
wheat, or something else."

But the more private the land, the more effective the
farming is. A further category is the peasant (defigon)
farm, usually a smallholding (on average (.2 hectares)
leased from the state by individual families for periods
of ten to 50 years. Smaltholdings have proven highly
effective: only 10 per cent of Uzbekistan's agricultural
land, dehgon farms produce some 40 per cent of its
agricultural output.'” In 2003 over 90 per cent of its
meat, dairy products, and potatoes came from these
farms."®

¥ Crisis Group interview with human rights activist, Yizzakh,
May 2004,

Y Crisis Group interview with econornist, Tashkent, October
2004.

¥ A 8. Salimov, A. Khaitov, O. Olimzhonov, A, Tuichiev,
M. Ramazanov, K. Mullaboev, P. Kosimbekov, and 8. Voronin,
Reorganizatsiia koaperativhykh (shivkatmykh)
sel'skokhoziaistvennykh predpriatil v fermerskie khoziaistva
[The reorganisation of cooperative (shirkat) agricultural
institutions info private furms], Center for Economic Research,
Tashkent: 2004.






