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Abstract

Uzbekistan’s cotton supply chain experienced a wave of deregulation reforms in the last five years. This paper
attempts to assess the process and results of the State-driven transition from the centrally planned cotton sector to
private cotton-textile clusters. The article employs secondary data sources to analyse the effects of the deregulation
policies descriptively. The study reveals that the deregulation reforms increased productivity in the sector. The
reform initiatives also vertically integrated the cotton supply chain from production to marketing. However, the
reforms failed to transparently incorporate and harmonise the needs of cotton farmers that grow and sell raw
cotton. Consequently, the promises of the State-led deregulation reforms and initiatives are eroded. The article
highlights the emerging risks and tensions in the current cotton liberalisation and privatisation reforms in
Uzbekistan.
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1. Introduction

Uzbekistan has been among the world’s largest cotton producers and exporters since the
Soviet Union era. Revenues generated and transfers from the cotton export to the State budget
played a crucial role in the public expenditure of independent Uzbekistan in the 1990s (Pomfret,
2009). Cotton also served as a domestic cushion against the global food and energy crisis in the
2000s (Rudenko et al., 2008). Cotton continues to be a valuable export commodity in present-
day Uzbekistan, bringing the country over one billion dollars annually (Table 1). In 2020,
Uzbekistan got 1.2 billion US dollars from its cotton export and ranked the eighth highest cotton
exporter globally. Uzbek cotton in 2020 accounted for 9 and 2.7% of the total exports of
Uzbekistan and the global cotton exports, respectively.
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One way of measuring the relative advantage of Uzbekistan in cotton is by calculating
its ‘revealed’ comparative advantage (RCA). The concept of ‘revealed’ comparative advantage
refers to the relative trade performance of an individual country in a particular commodity. The
RCA is an index value also called the Balassa index, introduced by Bela Balassa in 1965
(Balassa, 1965). The most widely used mathematical formula for RCA index is that of Balassa
(1965), which is given by
EF/EK

k _—
RCAY =~

7

where Et =Y, EF, EF=Y,EF , andE =Y, Y EF.
country i exports for a commodity k (EF/E*) divided by the proportion of world exports for
that commodity (E‘/E). A comparative advantage is “revealed” if RCA is greater than one
(>1). If the RCA index is less than unity, the country is said to have a comparative disadvantage
in the commodity (Hillman, 1980; French, 2017). Accordingly, Uzbekistan’s RCA in cotton
was high and above 25 between 2017 and 2020 (Table 1). In 2020, the RCA for Uzbekistan in
cotton was almost 32, indicating that the country exports 32 times its fair share of total cotton
exports.

RCA equals the proportion of a

Table I. Export value and revealed comparative advantage of Uzbekistan in cotton, 2017-2020

Year Uzbek cotton export RCA
Value (in Share from Share from total (index)?
billion USD) | Uzbek’s total world cotton export

export value (%) | value (%)

2017 | 1.08 11.67 2.11 36.07

2018 | 1.03 9.43 1.77 30.65

2019 | 1.29 8.66 2.38 28.96

2020 | 1.20 9.04 2.69 31.91

Source: calculated using export data from the UN Comtrade database [1]

Note: ® the Revealed Comparative Advantage (RCA) for Uzbekistan in cotton is calculated as:
. UZ Cotton Export / UZ Total Export
Uz RCA in cotton = port/ P
World Cotton Export / World Total Export.

Notwithstanding its economic values, the Uzbek cotton supply chain has been historically
criticised for being socially, economically, and environmentally repressive (Macdonald, 2012;
ILO, 2019; McGuire & Laaser, 2018). Djanibekov and Finger (2018) emphasise that the supply
chain was State-regulated with no say of the cotton farmers. Petrick and Djanibekov (2019),
Zorya et al. (2019a), and Asfaw (2020) highlight the inefficiency of the supply chain related to
resource use, as the State disproportionally used most public funds for cotton production and
processing. Micklin (1988) and Rudenko et al. (2012) show that cotton irrigation was
ecologically unsustainable and has hugely contributed to the drying up of the Aral Sea. Moreso,
Yusupov (2019) highlights that high-end western markets boycotted the Uzbek cotton supply
chain for using forced labour in the cotton harvest.
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In the early years of Uzbekistan’s independence, policymakers were not open to the
cotton supply chain reforms despite numerous setbacks and criticisms. Instead, Uzbekistan
inherited the Soviet pathway of managing the cotton sector using extractive institutions that
maintained a mix of State control, farmers’ taxation, and subsidies long after independence
(Lombardozzi, 2020). The State feared that any radical deregulation in the cotton supply was a
risky move towards losing control over its hard-currency needs (Djanibekov et al., 2010;
McGuire & Laaser, 2018). In contrast, the new government led by President Shavkat Mirziyove
adopted several radical deregulation reforms in the cotton supply chain since 2017.

Deregulation in this paper refers to liberalisation and privatisation policies and initiatives.
As Belloc and Nicita (2011) point out, liberalisation refers to reducing legal entry barriers,
regulations and restrictions by the government, while privatisation refers to the process of
allowing shared access to State-owned sectors. The cotton deregulation reforms in Uzbekistan
meant lessening the State control and regulations in the cotton supply chain and shifting towards
greater participation of private cotton-textile enterprises as organisers of the supply chain. The
deregulation process also means the transition from the centrally planned input provision and
State procurement to a market-based supply chain, abolishing State regulations of price,
production plan, and mandatory sale of raw cotton.

Literature on economic deregulation by Armstrong and Sappington (2006) and Belloc and
Nicita (2011) point out that governments struggle to determine whether and how to approach
privatisation and liberalisation. They also stress the difficulty of introducing competition and
efficiency into regulated sectors. Roland (2008) indicates that international financial institutions
push developing and transition countries to implement economic reforms, liberalise their
economy and privatise key industries to remain competitive in attracting domestic and foreign
investments. However, how governments should approach privatisation and liberalisation is a
controversial issue. Similarly, Belloc and Nicita (2011) show that liberalisation and
privatisation policies’ overall effect on a country’s economic development and welfare is
context-specific. Also, liberalisation and privatisation generate different results on the actors
subjected to the reform. Thus, the impact of deregulation policies depends on the interests of
governments.

This paper examines the complexities involved in the State-led cotton sector deregulation
process in Uzbekistan. The article investigates the wave of liberalisation and privatisation
reforms in the cotton supply chain since 2017 and the early effects. Three specific research
questions guide the study. These are: what are the intents and drivers of the State-led cotton
deregulation policies? What are the early outcomes of the reform policies? And, how are reform
benefits distributed among the actors along the supply chain? The discussions in the paper dwell
on the emerging potentials, issues, and risks in the cotton supply chain following the
introduction of the privately managed cotton-textile clusters and reduction in the State control.
The article has five sections, including this. The next section describes the methods and data
used in the study. Section three presents and discusses the main reform strategies adopted by the
State. Section four provides the early effects of the cotton deregulation programs. Finally, the
paper summarises and concludes the main features of the deregulation reforms in the cotton
supply chain.
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2. Methods and data

In the absence of access to primary data and research, this study used available secondary
sources of information to answer the research questions at hand. The paper reviewed over ten
relevant legislation documents and national strategies adopted since 2017 to explore the State-
led cotton deregulation policies. The policy documents are accessed from the online national
database on legislation [2].

The study descriptively and critically assesses the implementation process and early
effects of the reforms by reviewing available institutional reports and news articles. The study
uses multiple sources of information to increase the validity of the information and compare
findings. It mainly used data from organisation reports and working papers prepared by the
World Bank (WB), Cotton Campaign, International Labour Organization (ILO), United States
Department of Agriculture (USDA), Uzbek Forum for Human Rights, and RadioFreeEurope
Radio Liberty (rferl). The research took methodological considerations while using secondary
data and grey literature. It assessed the purpose of the original data, who was responsible for the
data collection, and how was it collected. Accordingly, the paper acknowledges that the
institutions that gathered the original data did it for other purposes, different from this study.
Reporting institutions have different interests and mandates in the Uzbek cotton supply chain.
However, the source of grey literature and the primary investigators have reputations for
research integrity. In some cases, the documents are also peer-reviewed. Moreover, this study
conducted expert consultations with the data managers of the WB and ILO reports (personal key
informant interviews in October 2019 and follow-up meetings in 2020).

3. Results
a. The State-led cotton deregulation programs

Below is a chronological review of the significant cotton reform policies and interventions
since 2017.

The Action Strategy 2017-2021

The current government expressed its initial commitments for reduced farm size, efficient
land use, resource reallocation, less State intervention, and social accountability in the cotton
sector as part of its broader reform action strategy between 2017-2021 adopted in early
2017[3]. The action strategy served as the basis for State-led reforms in the period. The
priorities of the strategy include diversification, modernisation, and import substitution in the
agriculture sector. Development partners contribute and align their support to these broader
state priorities.

The introduction to a Joint -Stock Company
Consistent with the tasks defined by the five years action strategy and the concept of
administrative reform, the president of Uzbekistan passed a decree in 2017 (No. PP-3408) [4] to
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radically improve the traditional Soviet-style cotton sector management. The policy was one of
the first moves towards deregulation in the cotton supply chain. The legislation announced the
establishment of a State-private Joint Stock Company (JSC) called ‘UzPakhtaSanoat’
responsible for implementing the State order for production and marketing of raw cotton. A
review of the legislative document reveals that the State promoted the JSC to allow shared
access to facilities and shared responsibilities to manage the State-owned cotton industry. The
decree mandated the JSC to solve ‘systemic problems’ in the cotton sector management and
increase transparency. The management reforms included the introduction of advanced
technologies and modern corporate governance methods to produce, process, and sell finished
cotton products. The JSC was also mandated to establish an electronic-based information,
communication, and accounting system of the cotton supply chain. By having a State-private
joint company, the government aimed to optimise the coordination among shareholder
organisations, create competitive cotton producers, and favourable legal and organisational
conditions for effective cotton supply chains. However, the company was liquidated as of
March 2020 as it was no more relevant in the current private cotton cluster model.

Introduction of private Cotton-textile clusters

The State made significant privatisation of the cotton sector in 2018 by introducing the
concept of private cotton-textile enterprise or cluster (hereafter called cotton cluster) to organise
and manage the cotton supply chain (decree of the Cabinet of Ministers No. 53) [5]. The
government expressed its belief that the cluster approach is the fastest and modern way to
reform the cotton (and overall agriculture) sector. This State’s early trust in clusters was echoed
in a speech the President of Uzbekistan gave at a meeting in September 2018, where he
stressed: ‘the future of agriculture depends on clusters’ [6]. The 2018 legislation established
that the State would provide loans (with collateral) for clusters to cover 60% of their estimated
cost of cotton production. The government also committed to supporting clusters through tax,
customs, and access to land to grow, process, and produce final cotton products. In return, the
State resolution obligates the privately managed cotton clusters to introduce modern
technologies and methods in the cotton sector, including efficient agriculture resource use. The
State resolution anticipates that cotton clusters will implement supply-chain activities
(production, processing, and trade) in a locally manageable and tailored way and vertically
integrate the cotton sector in the global market economy.

The Agri-food strategy 2020-2030

Uzbekistan’s ten-year agri-food development strategy adopted in October 2019[7] further
justified and backed the deregulation reforms in the cotton supply by providing evidence on the
importance of modernising the value chain. The agri-food strategy highlights the dilemma that
large cotton farm sizes prescribed by the State farm consolidation program in 2008 do not
necessarily bring economic gain or cotton farm efficiency. Accordingly, the agriculture strategy
calls for reduced cotton land in areas with lower yields than the country average to diversify
other crops for domestic consumption and exports. The agri-food strategy also emphasises
reducing and quitting raw cotton export while adding value and jobs within Uzbekistan.
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Elimination of State cotton production and procurement regulations

A significant liberalisation reform in the cotton sector came in March 2020 through the
presidential decree (PP-4633) [8]. The 2020 decree eliminated the prescription of cotton inputs
by the local government, State production quota, and State procurement price. The legislation
calls for all cotton production and marketing management to go through private cotton clusters.
With the abolishment of State orders on raw cotton production and marketing, the legislation
also liquidated the ‘UzPakhtaSanoat’ joint-stock company mentioned above.

b. Early effects of the cotton deregulation reforms
Below are the significant effects of the cotton reforms since 2017.

Rapid-expansion of controversial cotton clusters

Cotton-textile clusters are at the core of the recent cotton deregulation reforms. Almost all
the State managed cotton supply chain works in Uzbekistan are currently transitioned to private
cotton-textile clusters (Table 2). The State established the first 15 cotton clusters in 2018 on 164
thousand hectares of land in 20 districts an experiment. Cotton clusters rapidly expanded in
2019. The long-term agri-food strategy was an essential push in this aspect, highlighting the
importance of the roll-out of the new agro cluster-based approach in the move towards a market
economy and the expansion of domestic cotton processing. The number and area covered by
cotton clusters grew to 96, covering 86% of the total cotton-growing area in Uzbekistan by
2020. According to the March 2020 legislation (article 6)[8], the plan is to have one cluster in
every cotton-growing district of Uzbekistan by 2021.

Table 1. Number of cotton-textile clusters and operation area, Uzbekistan, 2018-2020

Year | Number of Clusters | Area covered by | Cluster’s share of the total
clusters (ha) cotton area (%)

2018 | 15 164,000 16

2019 | 75 645,295 63

2020 | 96 907,783 86

Source: USDA-GAIN, 2020; WB, 2020a; and the Uztextilprom [9].

The cluster model grows cotton in two ways. One is directly on the land leased by the
cluster organising private enterprises. The second is on cotton farmers’ land that the cluster
organiser contracts. The membership-based Uzbekistan textile and garment association
(Uztekxtilprom) coordinates and facilitates the cotton clusters’ cotton supply chain works
nationally. However, it is not evident how much freedom the association has in decision-making
as an independent non-government body.

Available reports reveal that clusters have mixed reputations and complex transactional
relationships with cotton farmers. Lombardozzi (2020) highlights that the privatisation
intervention results in the decline of State accumulation of wealth and influence but will
encourage new forms of private accumulation of wealth. The human rights organisation- Cotton

Central Asian Journal of Water Research (2021) 7(2): 121-137



127

Campaign (2021) states that the State initiated and promoted the cotton cluster model with little
or no consultation with cotton supply chain actors. More so, the State rolled out the cluster
model quickly, without taking time to review and adjust the model. According to media reports,
cotton farmers had complained against the cluster’s contractual agreement as early as 2018. The
State, however, did not stop from promoting the expansion of private clusters. This speedy
expansion led to critiques on the transparency and establishment process of the clusters. For
instance, Putz (2020) questions the corporate integrity of most cluster companies, while Lasslett
et al. (2020), based on an analysis of 71 cotton clusters, identified several corporate integrity
and good-governance risks in cotton clusters.

An Uzbek economist, Yusupov (2019), expressed his worries that the cluster model is a
farmers’ ‘bondage’ by private cotton textile companies rather than the emergence of liberalised
cotton markets. Similarly, independent reporters like Synovitz and Ashur (2019) refer to
clusters as replacements of the old State control by new government-supported private
monopolies. The authors argue that clusters are State designed monopolies because the private
textile companies control the access to almost every production and marketing resource needed
for cotton supply (like agricultural loans, seeds, fertilisers, fuel, cotton gins, and export
licenses).

Increased raw cotton yield

The total cotton farmland declined in the last few years as intended by the government
reform policies. With the decline in cotton land area, the total output of raw cotton has dropped
in the transition process (Table 3). Nevertheless, cotton production has remained optimum
(above 2 million tons) to meet the growing demands of more than 500 domestic textile
companies (in 2020) (USDA-GAIN, 2020; WB, 2020a).

Table I1l. Raw Cotton area and productivity, Uzbekistan, 2016-2020

Item 2016 | 2017 | 2018 | 2019 | 2020 | Difference b/n the
2020 and 2016
values  (in %)
Total cotton Area (‘000 ha) | 1,265 | 1,201 | 1,108 | 1,051 | 1,051 | -17%

Cotton land share of total 37 35 33 31 31 -17%

agriculture land (%)?
Raw cotton production (‘000 | 2,959 | 2,854 | 2,286 | 2,692 | 3,080° | 4%
tons)
Cotton yield (tons/ ha) 234 | 237 |206 |256 |293 25%

Source: Author using the State Statistics Committee of Uzbekistan (SSC) data
Note: ®total irrigated land is estimated to be 3.4 million ha (SSC, 2020).
® calculated using data from the ministry of agriculture press (Kursiv.Uz report on December 1, 2020) [10].

The average cotton yield in Uzbekistan increased to 2.6 tons per ha in 2019 after a long
stagnation in the late 1990s and 2000 (Zorya et al., 2019b). The USDA report (USDA-GAIN,
2020) attributes the recent improvements in Uzbekistan’s cotton productivity to improved
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resource use efficiency, adoption of modern technology, and improved agronomic practices in
cotton clusters. The World Bank (2020a) indicated that the yields and quality of raw cotton
increased after the establishment of clusters. The average productivity in clusters was 2.9
tons/ha in 2019 and was 0.5 tons/ha higher than outside the clusters.

The WB paper (2020a) reports that most clusters inject private capital for soil
improvements and seed quality on their farms. They invest in modern agricultural equipment,
including irrigation, ginneries that minimise cotton wastage, and harvesters that reduce the
cotton-picking cost. Similarly, the ILO (2019) pointed out that the cluster initiative improves
raw cotton productivity and quality by efficiently using land, water, and fertiliser. Besides
attracting foreign and private investments, the USDA-GAIN (2020) reported that clusters also
bring qualified foreign agriculture experts to support the supply chain.

Clusters introduced modern high-yielding and disease-resistant cotton seed varieties in the
supply chain and, for the first time, tried out organic cotton production that is certified by the
European Union in 2019 (USDA-GAIN, 2020). Clusters also introduced the use of modern drip
irrigation systems, increasing water use efficiency and preventing soil salinity (WB, 2020a).
Clusters installed water-saving drip irrigation technologies on 3,163 hectares of cotton land in
2018 and rolled out on over 9,000 ha of cotton fields in 2019 (USDA-GAIN, 2020).

The ILO (2019) noted that some clusters perform the roles of farm advisory services.
They provide agronomic consultations to cotton farmers in the cluster and promote the adoption
of modern technologies. Also, clusters took over the State’s distribution and management of
input supply and credit, allowing farmers to focus on their farm management (ILO, 2019).
Uztextileprom also recorded cases where clusters paid off farmers State debts.

The amount of State credit for the cotton supply chain also grew in recent years. The State
distributed a total credit of 7.1 trillion Uzbekistan Soums in 2019, compared to 1.5 trillion UZS
in 2016 (WB, 2020a). State revolving credit is provided for 60% of the cotton production cost
and at a lower interest rate than the market.

The March 2020 resolution promises future increases in cotton yield. According to article
5 of the resolution, the financial burden of cotton farmers and clusters will lessen with
increased access to credit. The participation of other commercial banks in credit provision is
anticipated to provide diverse credit package options (WB, 2020a). There is, however, no
evidence that cotton farmers can access the credit directly; despite the World bank’s claim of
increased credit access through private banks. The 2020 resolution also allows cotton farmers to
choose their inputs, including the variety of cotton to grow. The policy expects that such
freedom for cotton farmers in farm decisions will increase innovation for improved technologies
in cotton production.

Increased risk of uncertain land policy

The 2020 resolution did not abolish local authorities’ intervention on land allocation for
cotton production. Also, the legislation does not guarantee cotton farmers the freedom to
cultivate alternative crops on their leazed land. Instead, Synovitz and Bobojon (2021) highlight
that the expansion of privatised cotton supply chains stirred more fears and vulnerabilities
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among cotton farmers that had to transition their production contract arrangements from the
State mediated JSC discussed above to private clusters with no clear guidance.

The Cotton Campaign (2021) reported an increased liability in some cotton-growing
communities as local authorities forced farmers to give up their land leases, with no
compensation, for the direct farming by the cluster organising enterprises. With the continued
State’s land-crop placement, farmers who lease land and refuse to grow cotton or are not
‘efficient’ will still lose their land. According to the Cotton Campaign (2021) assessment, most
cotton farmers that lost their land to clusters direct farming either lost their means of subsistence
from land or became employees of the cluster. Lombardozzi (2020) points out that such
unregulated resource market transition enables the creation of ‘super winners’ (in this case,
clusters) and ‘super losers’ (cotton farmers) with high rural inequality.

Cotton farmers are exposed to risky global markets.

The price of raw cotton is a valuable variable in cotton farmers’ income (Rudenko et al.,
2009). According to the WB (2020b), the price for raw cotton has increased since 2017 and
reached the export market price in 2019. The State procurement price for raw cotton was 488
USD/ton in 2019, compared to 231 USD/ton in 2017. Nevertheless, as of 2020, the government
abolished its price interventions (article 3 of March 2020 Resolution 4633)[8]. The WB (2020b)
anticipates that the withdrawal of the State from the cotton price setting will create room for
cotton farmers to negotiate competitively with the buying cluster and adjust the minimum farm-
gate prices every quarter of a year based on world market price assessment. Therefore, the
government expects cotton farmers to be engaged and motivated by the cotton prices
established following the price liberalisation policy. Along this line, Petrick et al. (2017) noted
that dependence on international markets might create opportunities for cotton farmers during a
price boom and be a solid structural change force, as in Kazakistan in the early 2000s. However,
the new price-setting arrangement and dependence on world prices do not guarantee a price
increase for cotton farmers. One risk is the volatility of world prices, and another is declining
cotton prices with the cheap innovations in the textile industry (Pomfret, 2009). The
deregulation reforms expose cotton farmers to world price movements in the absence of
government protection from price volatility and subsidised inputs (Lombardozzi, 2020).

Cluster provide cotton farmers with access to the market for their raw cotton based on
contractual arrangements. Nevertheless, farmers are obligated to sell their cotton harvest only to
a State-designated private cluster organiser enterprise in the district. Such a contract
arrangement that does not respect cotton farmers’ supply choice maintains farmers’
vulnerabilities. Cotton farmers have limited bargaining power over the price they will receive
for their output without a market choice. Along with this, economists explain that the absence of
competition between and within clusters that could have incentivised higher cotton prices for
farmers makes the cluster model ’a failure by design’ (Djanibekov et al., 2020; Synovitz &
Bobojon, 2021). Based on an interview of cotton farmers, Synovitz and Bobojon (2021) indicate
that the farmers are dissatisfied with the terms of their contracts and feel deceived because
clusters paid a lower price than agreed.

Central Asian Journal of Water Research (2021) 7(2): 121-137



130

More so, delays in payment for cotton farmers by cluster organisers, beyond the agreed
contract pay date, and disagreements on the quality of cotton supplied by the cotton farmer are
some reasons for unfavourable contractual relations. In 2019, clusters could not pay farmers on
time, making farmers lose confidence in the cluster model (Synovitz & Ashur, 2019). Delays
happen because cluster organisers pay cotton farmers after the raw cotton is semi-processed into
fibre and transferred to the textile enterprises.

Along this line, the price offered by cluster organisers is based on a defined quality of
cotton and is a matter of contract agreement. Both the buyer cluster and the cotton farmer are
supposed to agree upon the acceptable cotton quality. If the two cannot compromise on the
cotton quality delivered under the contract terms, then both resort to the use of mediation
(Pomfret, 2009). However, local officials are in charge of ensuring that each cotton farmer
fulfils the harvest obligations specified in the cluster contracts, raising concerns that local
officials could resort to coercion to the advantage of the private clusters (Synovitz & Bobojon,
2021).

Slow labour and mechanisation reform

The cotton reforms since 2017 did not eliminate the use of forced labour in the cotton
harvest. Much of the cotton in Uzbekistan is still hand-picked by citizens mobilised during the
harvest season. The Uzbek Forum for Human Rights (UFHR, 2020) report indicates that local
or district labour employment offices recruit seasonal cotton pickers through temporary
contracts. However, available data shows that not all cotton pickers go to the field willingly.
An assessment of cotton harvest mechanisation by Swinkels et al. (2016) indicates that cotton
farmers with cotton fields far from the population have difficulty attracting cotton pickers. The
risk of State-mobilised involuntary labour may be high in such remote areas. The paper further
indicates that the forced workers are less qualified, less experienced and less motivated.

Similarly, the ILO reports on third party monitoring of forced labour (2019; 2020)
indicate that the use of forced labour in cotton picking is prevalent in labour short cotton-
growing areas of Uzbekistan. Local authorities threaten involuntary people (mostly civil
servants) and forcibly mobilise them to pick cotton for small pay. The reports highlight that if
people refuse to go to the fields, the authorities ask them to find (or pay for) a replacement out
of their own pockets.

The government anticipated doing away with the use of forced labour through the March
2020 legislation [8] that abolished the State cotton quota and the responsibility of local
authorities in mobilising pickers. At the same time, the reform was expected by many to regain
the respectability of Uzbek cotton in global markets (Schweisfurth, 2020). The promises are,
however, not met. The involuntary recruitment of pickers makes the cotton sector lose about 1
billion US dollars every year due to the international boycott of Uzbek cotton (ILO, 2021a;
Yusupov, 2019).

Cotton reforms promised to eradicate the internationally criticised forced labour practice
in two ways. One is by increasing wages paid to cotton-pickers and attracting more voluntary
seasonal workers. The second is by mechanising the harvest. In connection with the former
solution, an ILO study (2017) on recruitment practices and seasonal employment pointed out
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that eliminating forced labour in Uzbekistan cotton farms was a manageable problem. The ILO
highlighted that pickers’ improved wages and working conditions in the cotton fields would
attract many willing and productive pickers. Available evidence shows that the State only
partially implemented the recommendations of the ILO study.

Cotton pickers are paid based on the State average pay offer for a kilogram of hand-
picked cotton. The pay rate for cotton pickers has gradually increased. For instance, the
maximum payment (for the second harvest) increased from 0.07 USD/kg in 2017 to 0.16
USD/Kkg in 2020, as in Table 4. The State avails credit to the privately managed clusters to cover
the cost of cotton pickers. The total number of cotton pickers declined with the decreased cotton
area and the slightly increased mechanisation in the cotton harvest (ILO, 2021b). The local
authorities mobilised about 1.8 million pickers in the 2020 cotton harvest, compared to 2.8
million in 2017 (Table 4).

Table IV. Total number of cotton pickers, forced labour, and wages, Uzbekistan, 2017-2020

Iltem 2017 2018 2019 2020

Total no. of cotton pickers (‘000) 2,800 2,400 1,750 1,800

No. of forced labour (‘000) and proportion | 364 (13) 170(6.8) 102(5.9) 72(4)
from total No. of pickers (in %)

Payscale ($USD/kg) for 1st — 2nd harvest® | 0.05-0.07 | 0.07-0.13 | 0.08-0.14 | 0.10-0.16

Source: I1LO, 2021b; Cotton Campaign 2021.
Note: ? calculated using an exchange rate: 1USD=10,000 UZS

The ILO (2019; 2021) independent third-party monitors indicated that most of the clusters
paid pickers on time and in total. Some clusters even topped up pickers’ wages above the
minimum State wage rates. Also, most cluster operators created decent working and living
conditions for cotton pickers for the season they are in the fields (ILO, 2020). Grove (2018)
and ILO (2020) show that conducive working conditions made cotton-picking an attractive
seasonal rural job for many rural Uzbek households, where more than 80% are women pickers.
The total number of pickers in the 2020 harvest was slightly higher than the previous year
because of the return of many migrant workers to the rural area due to the Covid-19 pandemic
(ILO, 20214a).

Cotton reforms promote the mechanisation of cotton harvest as an option to solve the
forced labour problem. However, the rate of mechanisation of harvest is inadequate and slow
despite the government’s policy for active promotion and ambitious targets of harvest
technology in labour shortages areas (Swinkels et al., 2016; Lillis, 2017; ILO, 2021). Pomfret’s
(2002) argument that mechanised cotton picking will not be efficient in Uzbekistan, given that
the running costs outweigh the benefits, still prevails. Only 5% of the total national cotton
harvest in 2020 was mechanised, out of the 30% target set by 2026 (WB, 2020a). Along this
line, Swinkels et al. (2016) indicated that local cotton pickers prefer manual picking because the
payment is a significant advantage to other daily agricultural wage activities. Cotton pickers
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(mainly women) in the study by Swinkels et al. (2016) were concerned that cotton harvest
mechanisation would negatively impact their livelihood and decline daily wages.

The eradication of forced labour practice in cotton picking is slow (Batmanghelidj &
Shaykhov, 2020; Makarenko, 2020). Forced labour use, though declining, is maintained even
after the 2020 deregulation of the cotton supply chain (Table 4 above). In the 2020 cotton
harvest, 4% of the total pickers (72 thousand people) were forced, compared to 13% (336
thousand) in 2017. According to Synovitz (2020), local authorities continue to mobilise and
threaten public employees to work on cotton farms against their free will. The reports on the
2020 harvest by the Cotton Campaign (2021) and UFHR (2020) also indicate that local officials
still turned to forced labour to harvest cotton fields, including those fields under clusters.

4. Conclusion

Uzbekistan’s strategic cotton supply chain experienced a wave of deregulation reforms
since the coming of the new government in 2017. This study reveals the following ten features
of the cotton deregulation reforms and the current cotton supply chain in Uzbekistan:

i) the government of Uzbekistan reformed the cotton sector as part of its overall economic
development and openness commitments. The deregulation program fits into the country’s
broader agriculture sector liberalisation, privatisation, and diversification strategy. The reform
policies intend for greater participation of private cotton-textile firms, improved productivity,
and social accountability in cotton-picking practices. The State hurried to roll out the private
cluster-based cotton supply chain model to ensure vertical integration of sector activities,
increase foreign investment and nullify raw cotton export.

ii) In the last four years, the cotton total land has reduced significantly, productivity has
improved, and the supply chain is increasingly integrated into high-value textile markets. The
cotton deregulation reform reduces the State control in the production and marketing of cotton
and shifts the responsibility to the private cotton- textile companies.

iii) The incentives for cotton farmers in the deregulation process are ambiguous. The
reforms do not ensure horizontal integration of cotton farmers, despite that integration is an
essential variable for an ideal agro-based cluster (Galvez-Nogales, 2010). Consequently, the
cotton cluster model in Uzbekistan is suffering from poor credibility. Cotton farmers are the
most affected actors in the pressure of the deregulation process. The fast expansion of the
monopolistic cotton clusters without consensus and voluntarism from contracted cotton farmers
contributes to the ambiguity.

iv) The cotton reform policies are formulated based on what the government and its
foreign development partners want. The intention and expectation of the deregulation policies to
reduce government control are not based on the reality, capacity, and demand of cotton farmers,
textile enterprises and others along the supply chain. However, deregulation without building
the actors’ capacity and participation is not sufficient to solve the complex problems in the
traditional cotton supply chain.
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v) The deregulation process misses essential principles of competition in the supply chain.
The monopolistic cluster organisers do not openly compete for the selection of cotton farmers in
the market. The lack of transparency in the cluster system has made it lose its reputation
(Lasslett et al. 2020).

vi) The deregulation reforms preserved past land market risks and led to the emerging
price-related threats in the cotton supply chain. The reforms exposed cotton farmers to volatile
market prices and stringent quality expectations. Also, the cotton deregulation policies do not
pay attention to the prevailing weak land tenure rights policy and its effects on the supply
chains.

vii) The cotton deregulation reforms did not eliminate the practice of forced labour in
cotton harvests. Labour recruitment for cotton pickers is still through State recruitment
channels, and local authorities still bear the most responsibility to organise the cotton harvest,
even for the clusters. The State transferred the forced labour problem into private hands.
However, the cotton clusters do not know how to address every labour problem in the supply
chain. There is no evidence that the private cluster organisers can effectively mobilise voluntary
cotton pickers through market incentives and without the intervention of local authorities.

viii) The local elite cotton-textile companies with better access to the State-owned
farmland, local authorities, and other resources capture the benefits of cotton reforms. The
State-led deregulation shifts wealth to private textile enterprises in the cotton supply chain. The
reform policies do not pay attention to the fair distribution of resources for all actors within the
supply chain. Cotton farmers access to public resources are by- designed distributed through the
private cluster -textile companies. There is limited evidence that contracted cotton farmers have
easy access to resources including drip irrigation, fertiliser, seed, credit, cotton harvester, and
modern ginning.

iX) The overall effect of the cotton deregulation reform on Uzbekistan’s human
development is ambiguous. The current ambiguity resonates with Pomfret’s (2009) doubt about
a genuine reform in any area of the Uzbek economy, given experience with non-implemented
potential reforms. As it stands now, the Uzbek cotton sector has a long way to go for success to
be felt by all. There are misperceptions, primarily where policy intentions are not understood,
not adequately carried out, and the reform benefits are not fairly distributed among all actors.

X) Uzbekistan can draw on neighboring Kazakhstan’s relevant lessons and insights on
market-driven coordination of the cotton sector. Petrick et al. (2017) show that private
entrepreneurs, even small farmers, can be successfully integrated into an export-oriented value
chain released from government intervention. They also stress the danger of strategies copied
from other countries and contexts to an ‘innovative’ approach to the cotton sector management.

Finally, the paper acknowledges that Uzbekistan has adopted potentially significant
reforms in its cotton sector. However, it is difficult to fully assess the potential impacts and the
factors affecting the reforms without an empirical study. An extensive analysis of the cotton
supply chain actors’ experiences due to the deregulation interventions is vital. A critical
research questions are how best the supply chain actors can cooperate in the reform process and
how to mitigate the negative effects of the reform policies.
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Notes:

[1] See the trade performance of countries at (https://comtrade.un.org/data/)

[2] See the Uzbekistan legislations database at ( https://www.lex.uz/)

[3] See the intentions and five priority areas of the government expressed in the Action
Strategy for 2017-2021 (Decree of the President NoUP-4947 On 07.02.2017 at:
http://www.strategy.gov.uz/ru/pages/action_strategy.

[4] See the original decree on measures to radically improve the cotton industry NOPP-3408 on
28.11.2017 at https://www.lex.uz/ru/docs/3429581

[5] See the original legislation for the introduction of cotton clusters (Decree of the cabinet of
ministers. No. 53 on 25.01.2018 on measures to introduce modern forms of organisation of
cotton and textile production at: https://www.lex.uz/ru/docs/3527483

[6]See the speech in an interview with a news media, September 12, 2018 at:
http://www.gazeta.uz/ru/2018/09/12/meeting/

[7] See the Uzbekistan Agri-food strategy for 2020-2030 adopted in October 2019 following the
Decree of the President— PD-5853 at: https://www.lex.uz/docs/4567337

[8] See the March 2020 Decree of the President on cotton liberalisation No. 4633 at:
https://lex.uz/docs/-4756994

[9]See the list of the 75 cotton clusters, district, and land area in 2019 at: https://uztextile.uz/
& the list of the 96 cotton clusters in 2020 is at: X;101KOBO-TEKCTUIBHBIC KIACTEPBI —
Accormanus "Y3rekctuabnpom' (uzts.uz)

[10] See the news on total cotton harvested in 2020 at:
https://www.kursiv.uz/news/obschestvo/2020-12/v-uzbekistane-sobrali-svyshe-3-min-tonn-

khlopka
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