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Foreword

Foreword

Socio-political, natural, and economic factors define the development of the Eurasian region.
Since the demise of the Soviet Union, independent Eurasian countries face challenges related to
organizing production, establishing trade relations, and building a resource base that can support
the development of agriculture. Some countries, especially in Central Asia, need to ensure food
security. This is explained not only by their natural and social features; ties that had long existed
between the countries in the Soviet era and ensured balanced economic relations were broken
when the USSR divided. Moreover, countries of the region each possess different legacies in terms

of their industrial development, trade capacity, and access to markets.

The list of food security challenges is extremely long. It includes insufficient and volatile food out-
put in some economies, which makes them heavily dependent on imported goods; poor effective
demand coupled with food price hikes; and a lack of access to affordable food for some popu-
lations. Inadequate food quality is another crucial issue. The situation is aggravated by natural
factors—land degradation, frequent droughts, and floods causing mudslides, which further under-

mine the agricultural capacity of these countries.

To make the general public and decision makers better aware of these challenges, the Eurasian
Center for Food Security (ECFS) and the World Bank has initiated a series of research projects
(case studies) to analyze key food security issues in selected countries of the region. This volume

continues the series and covers the Kyrgyz Republic, Russia, Tajikistan, and Uzbekistan.

Each country addresses food security through a set of policy measures implemented by different
levels of government. Government policies and actions, however, should be backed by solid evi-
dence regarding each particular challenge. The case studies presented in this series serve as a

useful and reliable tool to inform policy recommendations dealing with specific food security issues.

This volume comprises six cases covering some important food security issues in the Eurasian re-
gion. Two case studies on the Kyrgyz Republic address relevant issues in breeding and seed pro-
duction and review possible improvements in this area. Food system shocks and possible ways
to address them are discussed. The latter include better agricultural insurance, establishment of
a fund to provide support to vulnerable populations, and ways to boost agricultural productivity

and efficiency.

One important way to ensure food security in Uzbekistan is to mitigate the risk of droughts. Key
measures here include insurance; the more efficient use of water by cleaning, repairing, and main-
taining irrigation and drainage assets; breeding drought-resistant crop varieties; and introducing

water-saving irrigation techniques.

In addition, pricing with respect to a strategic crop—wheat—in Uzbekistan and food in general
in Tajikistan is discussed. For wheat in Uzbekistan, the study aims to identify and justify the most
important policy options to better respond to wheat price changes. For Tajikistan, a set of stabili-

zation measures is considered that require designing and approving a long-term strategy to main-

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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tain food price at optimal levels, a food assistance program for the poorest population, a roadmap
to developing agricultural clusters, and improvements to the mechanism of lending and providing

incentives to farmers as well as price monitoring and food security indicators.

A study of organic agriculture in Russia has produced some interesting insights. This sector is in its
formative stage and is emerging; barriers to its development include the lack of relevant regula-
tory framework and the lack of a food certification system. The country also needs to develop a

system to support distribution of, and access to, organic farming products.

This publication aims to provide tools that can help address the policy issues that are paramount
to ensuring the food security of the region. The cases in this volume target specialists in such fields
as agriculture and sustainable nature management, public agencies and government authorities,
nongovernmental organizations, professional and for-profit organizations dealing with food secu-
rity, and farmers and entrepreneurs. They will help to inform sound policy decisions in each of the

areas under review.

Sergei Shoba
Director,
Eurasian Center for Food Security,

Lomonosov Moscow State University

© 2017 Eurasian Center for Food Security, Moscow, Russia.



Development of Organic
Agriculture in Russia

Yulia Mitusova, Anna Buyvolova



© 2017 Eurasian Center for Food Security, Moscow, Russia.



Executive Summary

The goal of this case study is to suggest policy op-
tions to facilitate the development of organic agricul-
ture in Russia.

The organic sector in Russia has been steadily grow-
ing since the beginning of 2000s. The amount of
land used for organic agriculture almost doubled
in 2014-15, and as of 2015 amounted to a total of
385,000 hectares of certified organic land. At the
same time, the organic market has grown 10 times
in value over the last 15 years. However, despite the
overall positive dynamics, Russia’s organic sector re-
mains underdeveloped compared to leading coun-
tries in organic production and consumption. For
Russia to become a leading producer of “ecologi-
cally clean and high-quality food,” as the president
has declared it should, policy interventions aimed at
facilitating the country’s development of organic ag-
riculture are needed.

The development of organic agriculture in Russia is
constrained by a number of policy issues linked to
(1) institutional framework conditions, such as the
recognition challenge of organic products, the ab-
sence of a national data collection system, and the
lack of infrastructure necessary for implementing
organic regulations; (2) domestic demand, such as
low consumer purchasing power, competition from
other “healthy” products, and trust-related issues;
(3) production, such as few organic producers, the
absence of state support for organic agriculture,
and the lack of specialized education and research
programs; and (4) export, including the lack of har-
monization of Russian organic standards with inter-
national standards and the lack of export promotion
support for Russian organic producers.

The key stakeholders operating in Russia’s organic
agriculture sector include organic producers, retail-
ers, consumers, associations (representing organic
producers), government agencies, and scientific and
educational institutions.

Executive Summary

Policy measures aimed at developing organic agri-
culture in Russia discussed in this case study are in-
tended to be implemented in the short term and are
expected to have an immediate impact on the sector.
These policy options are divided into three groups:
(1) enabling measures that stimulate supply and de-
mand of organic products, including developing an
institutional framework for the organic sector and
establishing a data collection system; (2) push mea-
sures that stimulate the supply of organic products,
including offering research and extension services
and introducing incentives for organic producers
and processors; and (3) pull measures that stimulate
demand of organic products, including promoting
public awareness about organic products and intro-
ducing a national logo for organic products.

The policy options suggested in this case study are
based on the assumption that the goal is first to de-
velop the domestic organic market, and second to
grow the export potential of Russia’s organic sector.
However, since less than 1 percent of Russia’s popu-
lation consumes organic products regularly, the cur-
rent market is estimated to be limited. Additional
data are necessary (1) to determine the potential of
the domestic market for organic products and con-
sequently (2) to decide on the best approach in the
longer term: focusing on developing the domestic
market or growing exports of organic products.

Background

Definition and Principles of Organic
Agriculture

The concept, theoretical framework, and method-
ological approach for organic agriculture were ini-
tially introduced in Europe and the United States in
the beginning of the 20th century. The pioneers of
the organic movement were the following scientists:
A.Howard, R. McCarrison, F. H. King, W. Northbourne,
E. Balfour, J. I. Rodale, and L. Bromfield (Vogt 2007),

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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who tried to find sustainable solutions to soil erosion
and depletion, decline of crop varieties, low quality
of food and livestock feed, and rural poverty (Kuep-
per 2010).

The term organic agriculture is widely used in inter-
national literature and documents in most English-
speaking countries. The following equivalent terms
are used in European countries: biological or bio in
France and Germany and ecological and eco in the
Czech Republic, the Netherlands, and Poland. Dis-
cussions over the meaning of organic are still under-
way; however, this term is internationally accepted
and widely used all over the world.

The most commonly used definitions of organic ag-
riculture have been given by the following organiza-
tions: the International Federation of Organic Agricul-
ture Movements (IFOAM), the Food and Agriculture
Organization of the United Nations (FAO), the United
States Department of Agriculture (USDA), and the Re-
search Institute of Organic Agriculture (FiBL). All these
definitions agree on the restrictions on the use of
chemically derived fertilizers, pesticides, genetically
modified organisms (GMOs), and other synthetic ma-
terials in farming systems. Organic agriculture is try-
ing to meet the increased needs of a growing popula-
tion without the risk of losing yield in the longer term,
while at the same time maintaining natural processes
and biological cycles in the ecosystem.

For the purposes of the current case study, the fol-
lowing definition by IFOAM is used (IFOAM 2017a);
this is very similar to the definition of organic agricul-
ture in Russian national standards (see the section on
“Public Regulation and Certification of Organic Food
Products” later in this study): “Organic Agriculture
is a production system that sustains the health of
soils, ecosystems and people. It relies on ecological
processes, biodiversity and cycles adapted to local
conditions, rather than the use of inputs with adverse
effects. Organic Agriculture combines tradition, inno-
vation and science to benefit the shared environment
and promote fair relationships and a good quality of

© 2017 Eurasian Center for Food Security, Moscow, Russia.

life for all involved.” In this case study the term organ-
ic products is used to define food products produced
in the organic agriculture system.

The principles of organic agriculture are now con-
sidered to be the basis for the development of this
production system worldwide. According to IFOAM,
these four principles are.

v" Health — organic agriculture should sustain
and enhance the health of soil, plant, animal
and human as one and indivisible

v Ecology — organic agriculture should be based
on living ecological systems and cycles, work
with them, emulate them and help sustain them.

v' Fairness — organic agriculture should be built
upon relationships that ensure fairness with re-
gard to the common environment and life op-
portunities.

v' Care - organic agriculture should be managed
in a precautionary and responsible manner to
protect the health and well-being of current
and future generations and the environment
(IFOAM 2017c).

Over the last decade, the concepts of organic food
and organic agriculture have become more com-
mon in Russia, followed by growth of sales and pro-
duction of organic products.

Organic Agriculture in Russia: Certified
Organic Land, Domestic Producers,
and Retailers

As of 2015, 385,140 hectares were certified organic
in Russia (including areas in conversion). Over the
previous 10 years (2005-15) organic agricultural land
area has increased significantly, from 6,900 hectares
of land reported under organic management in 2005
(IFOAM 2005, p. 14). In 2014—-15 Russia experienced a



rapid growth of organic agricultural land area: 139,292
hectares were added over a two-year period. At the
same time, organic land in Russia accounts for only
a 0.2 percent share of total agricultural land in the
country (Willer and Lernoud 2017, pp. 42, 46). How-
ever, not all certified organic land in Russia is under
cultivation. The certification process of organic land
takes around three years. Therefore some farmers do
not start using the land until they can produce and
sell certified organic products (once the three-year
conversion period is over).

The exact number of organic producers is not avail-
able, although according to various estimates this
number is between 70 and 90 producers (Mironen-
ko 2016; Schott and Sanders 2016), which is signifi-
cantly lower than, for example, in India (which has
585,000 organic producers), Germany (25,078), or
the United States (14,871) (Willer and Lernoud 2017,
pp. 42, 46). Over 60 companies in Russia have in-
ternational organic certificates from the European
Union (EU) and the National Organic Program (NOP)
of the United States.! Most organic farms in Russia
are small and medium sized (50-1,500 hectares).2
However, most of the organic production in Russia
is carried out by large holding companies that may
unite from 3 to 11 companies under their umbrella.
In addition, some of the companies that are part of
the holding may already produce organic products,
while others may be in the process of conversion
or thinking about transitioning to organic production.

Organic farms in Russia produce mostly grains
(23 percent) and fruits and vegetables (22 percent).
Dairy products account for 13 percent of the organic
production in Russia, followed by meat and meat
products at 11 percent (Figure 1).

Geographically most of the producers are located
in the European part of Russia—in Yaroslavskaya

Background

oblast, Saratovskaya oblast, Rostovskaya oblast,
Krasnodarskiy kray, and Moskovaskaya oblast,
among others (Figure 2).

The largest organic producers include agricultural
holdings Agrivolga (brand Ugliche pole), Arivera, and
Savinskaya Niva, which are also present on the retail
side and have their own specialized stores located
primarily in Moscow and St. Petersburg. The retail
channels for organic products include the following:

4 Supermarkets (mostly “premium” stores)—such
as Azbuka Vkusa and Globus Gurme. There is
no special shelf for organic food in such stores
and organic products are placed in the “healthy
foods” section of the supermarket.

Figure 1: Organic Production by Sector

1%

2% 2%

1%
13%

. Processing

Meat, meat products

. Wild crafting
. Dairy
. Other

. Grains

. Fruits, vegetables, drinks

Source: National Organic Union 2016.

"Kseniya Firsova, Deputy Director of the Ecological Union (http://ecounion.ru/), interview with the authors, August 2017. The NOP is a regulatory program

housed within the USDA Agricultural Marketing Service.

2 Sergey Korshunov, Chairman of the Board of the Union of Organic Farming (http://sozrf.ru/), interview with the authors, August 2017.

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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Figure 2: Organic Producers by Region

Source: Union of Organic Farming & National Organic Union 2017.

v" " Small health food stores—for example, Gorod
Sad and Lavkalavka. Sales are based on
healthy diets, healthy lifestyle promotion, and

Figure 3: Shelves with Organic and Nonorganic
Products in Biostoria

Source: Yulia Mitusova 2017.

Note: The red circle highlights an example of labels and prices for

organic products; the blue circle highlights nonorganic products.

© 2017 Eurasian Center for Food Security, Moscow, Russia.

face-to-face marketing. Consumers’ attention
is not focused on specific labels; it is rather
on the concept of a healthy lifestyle. There is
no significant differentiation between organic
and other “healthy” products at this kind of
store.

Specialized stores selling organic products—for
example, Organic Market and Biostoria. Sales
are focused primarily on organic products and
the price tags reflect whether the product is
certified organic or not (Figure 3). Most of the
products sold at these stores are imported.
Domestic products are primarily represented
by perishable food products (milk, meat) and
cereals.

Online stores such as Biostoria (http://store.
biostoria.ru/) and Arivera (http://www.arivera.
ru/), where products are sold directly from pro-
ducers, and a large number of online stores
that sell healthy, eco, and bio products—for
example, Ecotopia (https://ecotopia.ru/). Online
sales make organic food more accessible to
consumers throughout Russia.



The geography of organic production and retail is
linked to the location of most of the consumers for
these products. Because in Russia organic products
are two to five times more expensive than conven-
tional food products, the largest markets for organic
products are Moscow and St. Petersburg (where in-
comes and purchasing power are higher than in oth-
er cities). These markets account for over 70 percent
of total sales (Mironenko 2016). In addition, organic
products usually have a shorter shelf life than con-
ventional products (for example, organic milk has a
shelf life of three to five days) and cannot be trans-
ported long distances.

The Market for Organic Products
in Russia: Size, Growth Rate,
and Domestic Consumption

The Russian market for organic products is still imma-
ture and currently in an early growth phase. Over the
last 15 years, the market has grown 10 times in value:
from US$16 million in the early 2000s to US$160 mil-
lion in 2016 (Mironenko 2016). While initially 100 per-
cent of the market consisted of imported products
(primarily from France, Germany, and ltaly), in 2016
the value market share of domestic certified organic
products amounted to 10 percent of the total market
(Mironenko 2016).

In 2010-14 the market for organic products was grow-
ing in value at an average rate of 10 percent (Mironen-
ko 2016). For a number of reasons—including the eco-
nomic recession in Russia that led to a decline in real
incomes, as well as the food embargo introduced in
2014—market growth in 2015-16 was more moder-
ate and averaged an annual 4 percent growth rate
according to the National Organic Union’s estimates
(Mironenko 2016). However, despite its positive growth
rate over last decade, Russia’s value market share in
the global organic products market is only 0.2 percent.

Because of limited data on the organic market, it
is difficult to provide an accurate estimate how the

Background

market will develop in the future and how domestic
consumption will change.

Public Regulation and Certification
of Organic Food Products

Three national standards (GOSTSs) currently regulate
the production and distribution of organic product
in Russia:

v/ GOST R 56104-2014 “Organic Food Products:
Terms and Definitions,” dated September 10,
2014, provides definitions of organic agricul-
ture, organic production process, organic food
products, and organic certification and inspec-
tion.

v/ GOST R 56508-2015 “Organic Products: Pro-
duction, Storage and Transportation Rules,”
dated June 30, 2015, provides detailed guide-
lines on organic production (including crop
growing, animal husbandry, beekeeping, and
aquaculture); conversion to organic production;
organic feed production; collecting, packaging,
transporting, and storing organic products; and
labeling organic products.

v GOST R 57022-2016 “Organic Products:
Guidelines for Voluntary Certification of Or-
ganic Production,” dated August 5, 2016, out-
lines rules for voluntary certification of organic
production.

In addition, an interstate standard (GOST 33980-
2016/CAC/GL 32-1999, NEQ “Organic Products:
Rules for Production, Labeling and Sale”) provides
a definition of organic products and outlines rules
for production, processing, labeling, and distribution.
This interstate standard regulates organic produc-
tion in the Commonwealth of Independent States
countries and will become effective in January 2018,
replacing all of the three Russian national standards.
At this point, however, besides Russia, only the Kyr-

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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gyz Republic and Tajikistan have adopted the inter-
state standard on organic production.

All of these standards provide rules for the produc-
tion, storage, and transportation of organic prod-
ucts of plant, animal, and microbial origin, as well as
aquaculture products in their natural or processed
form that are used as food, animal feed, or planting
material and seeds.

Currently, the draft law “On Production and Distribu-
tion of Organic Products” is in the State Duma and
is likely to be passed by the end of 20173 The law
introduces the key concepts—such as organic prod-
ucts, organic production, and distribution. It also and
prohibits labeling and distributing organic products
that have been produced at a facility that has not
been certified organic. In addition, the law requires
obligatory accreditation of certifying companies with
the respective state agency, establishes a national
register of organic producers, and introduces a na-
tional common logo for organic products.

Two types of companies certify organic producers
in Russia: domestic and international. Local Russian
certification companies certify organic producers
in accordance with their own voluntary certification
systems registered with Rosstandart.* These local
voluntary certification systems are, in most cases,
based on adapted translations of EU organic stan-
dards. However, since the introduction of GOST
R 56508-2015, certification companies have been
using this standard in the certification process.
Three Russian certification companies currently op-
erate in the market: Organic Expert (http://organik-
expert.ru/), the Ecological Union (http://ecounion.
ru/) with its own ecolabeling program Vitality Leaf,
and Eco Control (http://eco-control.ru/). In addition,

15 international certification companies have EU
permits for conducting inspection work in Russia.®
These companies include ABCert AG (http://www.
abcert.de/) and Lacon Institut (http://www.lacon-
institut.com/) from Germany, Bio Inspecia (http://
www.bio-inspecta.ch/) from Switzerland, Ecocert
(http://www.ecocert.com/en) from France, and Eco-
globe from Armenia (http://ecoglobeorganic.com/),
among others.

The certification landscape of organic producers in
Russia is likely to change once the law “On Produc-
tion and Distribution of Organic Products” is passed
and all certifying companies are required to get ac-
creditation from Rosaccreditaciya. Currently, none of
the certifying companies operating in Russia have
this accreditation (Mironenko 2016), because—ac-
cording to the existing regulations—such an accredi-
tation has not been necessary.

Policy Issues

Even though organic agriculture has been develop-
ing in Russia over the last decade and local produc-
tion has increased significantly in the last 15 years, a
number of policy issues are linked to the institutional
framework needed to develop organic agriculture,
as well as issues related to the domestic demand,
production, and export of organic products.

Institutional Framework-—
Related Issues

In December 2015, Russia’s President Vladimir Pu-
tin announced his intention to become the world’s
largest supplier of “ecologically clean and high-

3 In this case study, the analysis is based on the assumption that the law will be passed and no recommendations for the legal framework for the organic

sector in Russia are provided.

“The Federal Agency on Technical Regulating and Metrology, known as Rossdardart, serves as the country’s national standardization body. See http://www.

gost.ru/wps/portal/en for more information.

5 See http://rosorganic.ru/files/perechen-zarub-inspection.pdf for details (in Russian).

© 2017 Eurasian Center for Food Security, Moscow, Russia.



quality food” (Interfax 2025). However, not much has
changed in terms of developing framework condi-
tions or policy measures to support the sector since
that announcement. An institutional framework for
expanding organic production and consumption is
necessary to meet this goal. Three major areas need
to be addressed:

4 Challenge of defining and recognizing “organ-
ic” products. Even though national standards
clearly define organically produced food,® con-
sumers do not always have a clear understand-
ing of what the term organic actually means or
how organic products differ from other types of
food products, which are labeled “eco,” “bio,”

|n

or “natural” and often sold next to each other
in supermarkets and other retail outlets. In ad-
dition, there is no recognized label that is used
for organic products, and it is a challenge for
consumers to differentiate between organic

and nonorganic products.

v Absence of a national data collection system.
First, the Russian national statistical agency
Rosstat does not collect any data on organic
agriculture. Second, there is no open database
of organic producers, which makes finding in-
formation on certified producers a challeng-
ing task. Third, there is no separate customs
commodity code for organic products, which
makes it difficult to track the export and import
of organic goods.

v Absence of infrastructure necessary for the
implementation of the law on organic agri-
culture. Even if the law is passed during the
next few months, the role of government and
private sector agents in the certification, in-
spection, and overall regulation of the sector
remains unclear. The following questions arise:

Policy Issues

What agency is going to maintain the registry
of organic producers? Who will monitor and
regulate organic production and distribution—
Rosselkhoznadzor, which conducts veterinary
and phytosanitary control, or Rospotrebnadzor,
which provides oversight and control in the
space of consumer rights’ protection? Will the
role of private certifying companies change
after the law is passed? Unless the respective
institutional infrastructure is developed and re-
sponsibilities are allocated to specific agencies
and organizations, the law is likely to become a
mere declaration and will face implementation
challenges.

Domestic Demand-Related
Policy Issues

In Russia, less than 1 percent of the population con-
sumes organic products regularly (Mironenko 2016),
and consumption is primarily concentrated in Mos-
cow and St. Petersburg. The demand for organic
products in Russia is limited for the following rea-
sons: (1) low consumer purchasing power; (2) compe-
tition from products labeled “ecological,” “farmers’”
“healthy,” and so on that may be perceived as alter-
natives to organic products; and (3) trust as a factor
limiting growth of the market for organic products.

v Low consumer purchasing power. In Russia, or-

ganic products are priced at a premium, which
makes them affordable to only a limited group
of the population. Unless organic products be-
come more affordable or living standards and
incomes in Russia increase, the market poten-
tial for organic products will remain limited. At
the same time, in the European Union, where
the organic market share and per capita con-
sumption are highest in the world (Willer and

6 Organic food is a product in its natural or processed form manufactured from raw materials of plant or animal origin grown in the organic agricultural

production areas, as well as forest, bee and fish products grown, processed, certified, labeled, preserved and marketed in accordance with the rules of

organic production, meant for human consumption in their processed or unprocessed form (GOST R 56104-2014) (translated from Russian).

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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Lernoud 2017), organic products cost only 15—
50 percent more than conventional products
(Mironenko 2016).

v" Competition from other “healthy” products.
Over 80 percent of organic products’ consum-
ers make their choice for health-related rea-
sons: because they are concerned about the
health of their family and kids, lead a healthy
lifestyle, or have certain dietary restrictions
(Mironenko 2016). A wide range of other
“healthy” products that are labeled “eco,” “bio,”
and so on are in the market; they are often per-
ceived as alternatives to organic products.

v’ Trust as a limiting growth factor. On the one
hand, trust is one of the main factors for deter-
mining consumer loyalty in the organic market:
consumers buy from producers they trust. On
the other hand, trust becomes a limiting growth
factor and a barrier to entry for new producers
who are unknown in the market. Additional data
are needed to determine whether consumers
place more trust in the producer or the label
(proof of certification); however, stakeholder in-
terviews indicate that more trust is with the pro-
ducer than with the label. There is no evidence
that consumers have more trust in foreign or-
ganic products than in locally produced ones
(individual or focus group interviews need to
be conducted in order to have a more accurate
assessment), but this could be the case be-
cause (1) foreign organic brands have been on
the market longer and are thus better known;
and (2) foreign organic labels, such as the EU
organic logo, are more recognizable.

Production-Related Policy Issues

Local organic production in Russia is limited, and as
market data show, over 90 percent of organic prod-
ucts currently available are imported (Mironenko
2016). The existing production capacity in Russia’s or-
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ganic sector is limited primarily as a result of the small
number of producers, which is not comparable to the
world’s leading organic producers. In addition, the
absence of state support for organic agriculture, the
lack of educational programs, and limited research
and development constrain rapid production growth.

v" Few local organic producers. Even though a

significant amount of land in Russia could be
used for organic agriculture, the number of or-
ganic farms is very low compared with the num-
ber in other countries. In addition, organic pro-
cessors account for only 11 percent of all types
of organic companies in Russia (Mironenko
2016). The limited number of organic producers
and processors is an obvious constraint to the
development of the sector. There are several
possible reasons for the low humber of organic
farms in Russia. First, the demand for organic
products is limited and producers do not see a
big enough market for their products. Second,
access to distribution channels is a challenge.
In order to get access to larger supermarkets,
producers need to supply a certain volume and
mix of products. For many organic producers
this is a challenge, because both their produc-
tion volume and their types of products are lim-
ited. Third, the absence of a regulatory frame-
work (law) is a barrier. Companies do not want
to enter a space that is not regulated.

v Absence of state support for organic agricul-

ture. The development of organic agriculture
is not mentioned as a priority area in Russia’s
Agriculture Development Program 2013—-2020,
nor is there a specific program on the devel-
opment of organic agriculture in Russia. There
are no grants or subsidies for organic farmers
or any other incentives for farmers to convert
their farms to organic production. International
experience shows that government support
can play a critical role in the growth of organic
agriculture on a country level. For example, in
1992 agri-environmental programs providing a



unified framework for supporting conversion to
and maintenance of organic production across
the European Union were adopted. An impor-
tant part of these programs were so-called or-
ganic area payments—fixed subsidies per hect-
are given to organic producers depending on
the kind of crops they grew. In 2001, the total
budget support for organic farming in the Euro-
pean Union amounted to €520 million (IFOAM
2017b).

v' Lack of specialized educational programs.
There are over 50 specialized agrarian universi-
ties in Russia, but none of them have courses
or programs on organic agriculture. At the same
time, the results of a survey recently conducted
by the Union of Organic Farming show that 23
out of 25 agrarian universities that responded to
the survey believe that organic agriculture has
potential in Russia. It is not clear though whether
these universities will introduce courses on or-

ganic agriculture in the near future or not.

In the United States and Europe, which have the
world’s largest organic food markets, programs on
organic farming are offered at a number of schools.
In the United States, programs on sustainable agri-
culture and organic farming are offered at Oregon
State University, Washington State University, and
Cornell University (Chait 2016), among others. In
Europe, two-year Master programs on organic ag-
riculture are offered at Wageningen University
in the Netherlands (http://www.mastersportal.eu/
studies/1468/organic-agriculture.html); Aarhus Uni-
versity in Denmark (http://studyindenmark.dk/por-
tal/7/22/21315); and schools in Germany, France,
Austria, and Poland (ttps://www.uni-hohenheim.de/
en/organic-agriculture-and-food-systems-masters).

v’ Limited research and development. Urs Nig-
gli and Helga Willer introduced four stages of
organic farming research at a conference in

Policy Issues

Denmark in 2001 (Danish Ministry of Food, Ag-
riculture and Fisheries 2001): (1) pioneer farm-
ers and scientists, (2) pioneer private research
institutes, (3) organic farming chairs at univer-
sities, and finally (4) organic farming projects
at state research institutes. According to this
model, the development of scientific research
on organic agriculture in Russia is in its initial
stage.

At the global level, IFOAM has been facilitating dia-
logue between organic agricultural practice and re-
search since 1972, and FAO lists 56 organizations
in the world conducting research on organic agri-
culture.” Most of these organizations are based in
Europe and the United States; none are located in
Russia.

Organic agriculture is an innovative production sys-
tem (Hoffmann, Probst, and Christinck 2007): it com-
bines traditional methods, innovative technologies,
and modern scientific and technical developments
that are beneficial to the environment. The Euro-
pean Technology Platform TP Organics describes
organic farms as “creative living laboratories for
smart and green innovations” (Padel et al. 2010). In
Russia several organizations—such as the Institute
of Organic Agriculture (http://www.ioa.institute/),
the Kuban State Agrarian University, the Russian
State Agrarian University — Moscow Timiryazev Ag-
ricultural Academy, and Lomonosov Moscow State
University conduct research relevant for organic
agriculture (EmenbaHoBa and Hosukos 2016, in Rus-
sian). However, it is not clear whether these research
outputs are shared with organic farmers or if any of
their research outputs are implemented.

Export-Related Policy Issues

The global organic market has been growing
steadily over the last 20 years and is forecasted

7 For the FAO’s list of research and institutions, see http://www.fao.org/organicag/oa-relatedlinks/links-cat/research-and-institutions/en/
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to continue growing. Its value has increased more
than four times, from US$17.9 billion in 2000 to
US$81.6 billion in 2015 (Willer and Lernoud 2017).
Demand for organic products is concentrated
primarily in the United States and the European
Union, but more than three-quarters of organic
producers are located in developing and transi-
tion countries (Willer and Lernoud 2017). Some
countries—such as India, Mexico, and Tunisia—fo-
cus their domestic organic production almost ex-
clusively on export. Russia too could focus its or-
ganic sector on exports; however, this is not hap-
pening yet and only around 5 percent of Russia’s
organic producers export their products.®

v Presence of multiple organic standards in
the world and limited harmonization of Rus-
sian standards with other countries’ stan-
dards. Russia has its own organic standards,
which are based on EU standards. According
to the National Organic Union, all three stan-
dards that currently regulate the organic mar-
ket in Russia (GOST R 56104-2014 “Organic
Food Products: Terms and Definitions”; GOST
R 56508-2015 “Organic Products: Produc-
tion, Storage and Transportation Rules”; GOST
R 57022-2016 “Organic Products: Guidelines
for Voluntary Certification of Organic Produc-
tion”) are based on translations into Russian
of EU standards and norms. However, as the
result of adapting GOST R 56508-2015 to
Russian conditions, this standard has only a
70 percent similarity to EU standards, which
can make it difficult to export Russian organ-
ic products. This means that, in most cases,
companies need to choose whether they want
to sell their products internationally and get
organic certification from the European Union/
United States/Brazil/Japan/China, and so on

(depending on the export market), or domes-
tically and make sure that their products are
in line with Russia’s organic certification stan-
dards and procedures. Dual certification may
be too costly for most producers.

v Absence of export promotion activities for Rus-
sian organic producers. There are no export
consultations, organized trade missions, assis-
tance with partner searches in foreign markets,
and so on that could help Russian organic pro-
ducers explore opportunities in international
markets. Such help is available in other coun-
tries. For example, the United Kingdom’s Soil
Association offers export support to its mem-
bers;® so does the Organic Exporters Associa-
tion of New Zealand,® and the U.S. Organic
Trade Association." In 2017, the Russian Export
Center considered providing support to Rus-
sian organic producers at the main exhibition
in the organic industry, BioFach 2018 (https://
www.biofach.de/en).

Stakeholders

Producers

Producers need to understand consumers’ product
requirements and as a result develop production
and marketing strategies in order to increase their
sales and expand their presence in the market. Ac-
cess to reliable and updated market data is critical
for this purpose. Organic producers are also inter-
ested in allocating a separate shelf for organic prod-
ucts in stores in Russia, so that consumers could
easily find and distinguish organic products from
other “healthy” and conventional foods.

& Sergey Korshunov, Chairman of the Board of the Union of Organic Farming (http://sozrfru/), interview with the authors, August 2017.

° For details about the Soil Association, see https://www.soilassociation.org/certification/food-drink/business-support/exportsupport/

"9 For details about the Organic Exporters Association of New Zealand, see http://www.organictradenz.com/

" For details about the U.S. Organic Trade Association, see https://www.ota.com/resources/global-market-opportunities/trade-promotion

© 2017 Eurasian Center for Food Security, Moscow, Russia.



Companies operating domestically are interested in
creating and promoting a recognizable logo for or-
ganic products in Russia, so that consumers could
identify organic products easier. Companies export-
ing organic products are interested in the harmo-
nizing Russian and international standards, so that
locally produced organic products could be sold in-
ternationally.

Aspiring producers and processors of organic prod-
ucts are interested in obtaining consultations on
what it will take to convert their farms to organic
production, as well as in receiving subsidies and/or
credits, particularly during the transition period.

Organic producers face the following challenges:
(1) lack of public awareness—consumers do not
differentiate between organic products and other
“healthy” products; (2) the lack of qualified personnel
and experts, because universities do not prepare
specialists in the field of organic agriculture; (3) the
lack of knowledge and experience in organic farm-
ing, which results in the concern of having to deal
with certain production challenges without resorting
to traditional remedies and solutions; (4) distribution
and sales challenges (Nakaryakov 2017), (especially
challenging for small-sized farms located far from
the major markets for organic products, such as
Moscow); (5) issues associated with products’ pro-
cessing (due to the limited number of processing
companies); and (6) the small domestic market of
organic seeds and fertilizers.

Retailers

Retailers play an important role in linking organic
producers and consumers. They are interested in of-
fering a wide variety of good-quality products with
attractive packaging in their stores. Price is an im-
portant issue because even premium food stores
need to have a margin on all the goods they sell.
The right combination of product mix, quality, and
price is what attracts consumers to a specific store.

Stakeholders

The retailer faces the following challenges with or-
ganic food products: (1) limited categories of prod-
ucts are available, which are not sufficient to fill up a
shelf in the store; (2) the price of organic products is
high, which limits demand; (3) the volume of organic
products is limited because organic producers usu-
ally have limited production capacity; and (4) organic
products have special storage requirements.

Consumers

Organic food consumers are mostly urban resi-
dents 25 to 40 years old with stable high earn-
ings. Women who buy food for their children and
pay special attention to quality are among the most
consistent clients of organic stores. Organic food is
neither economically (because of its high price) nor
physically (because of the limited number of stores)
accessible for 99 percent of Russian citizens. In ad-
dition, consumers are not always aware of what “or-
ganic” means, which results in a lack of trust and
reduces consumers’ interest in purchasing organic
products.

Associations

Organic associations are important stakeholders
in the development of organic agriculture in Rus-
sia. The most visible associations in Russia are the
National Organic Union (http://rosorganic.ru/) and
the Union of Organic Agriculture (http://sozrf.ru/).
Both are membership organizations; the National
Organic Union represents mostly large organic pro-
ducers certified according to EU standards or GOST
R 56508-2015 and retailers that sell organic prod-
ucts; the Union of Organic Agriculture represents
both organic producers, as well as other groups of
“ecological” producers that are not necessarily certi-
fied organic.

These associations cooperate with all stakeholder
groups at various levels: they work closely with pro-
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ducers; take part in the development of organic leg-
islation in Russia; collect market information; and ac-
tively promote the philosophy of organic production
via interviews, press releases, presentations at con-
ferences, and so on. Associations play a significant
role in policy making because they are perceived as
experts in organic agriculture and possess valuable
information about recent developments in this area.
In addition, organic associations can help increase
awareness about organic products and become
drivers of the organic movement at the initial stage
of the sector’s development.

Government Agencies

The government plays an important role in the
development of organic agriculture primarily be-
cause it can design policy measures facilitating
the growth of this sector. However, different gov-
ernment agencies can have different interests and
varying levels of influence on the development of
organic agriculture.

v" The Ministry of Agriculture of the Russian
Federation

In his speech at the St. Petersburg International Eco-
nomic Forum this year, Russia’s Agriculture Minister
Alexander Tkachev said the following regarding the
development of organic agriculture in Russia: “Rus-
sia has a competitive advantage—since 1990 the
country has applied less chemical fertilizers, so there
is a large amount of land suitable for organic agri-
culture. We have already prepared a document on
organic agriculture, which will create a legal regula-
tory framework for organic food production” (Union
of Organic Farming 2017).

So far the Ministry of Agriculture has been involved
only in developing the basic legal framework for
organic agriculture. If indeed Russia is to become
‘the largest world supplier of healthy, ecologically
clean and high-quality food” (Interfax 2015), the Min-
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istry needs to become more involved in designing
enabling policy measures in partnership with other
government agencies, in order to facilitate the sec-
tor’s growth.

v" The Ministry of Finance of the Russian Fe-
deration

The Ministry of Finance is an important government
agency when it comes to the development of any
sector of Russia’s economy. The Ministry’s goal is to
have a sustainable budget policy, which involves in-
creasing the efficiency of budget expenditures and
earnings. Thus receiving stable and sustainable tax
revenues is in the interest of the Ministry of Finance,
and offering tax breaks and other financial benefits
to organic producers might not be in line with the
Ministry’s goal of having stable budget earnings. At
the same time, the Ministry is working on increas-
ing the efficiency of budget expenditures; in order
to allocate grants and additional financial support
for organic producers and processors, somebody
will have to provide evidence that this support is an
efficient way to distribute state funds.

v The Russian Federal Service for Surveillance
on Consumer Rights Protection and Human
Well-Being (Rospotrebnadzor)

Rospotrebnadzor develops government policy on
consumer rights protection and state sanitary and
epidemiological guidelines. This agency is interest-
ed both in ensuring that consumers get accurate in-
formation about the products they are buying and in
the safety of these products. Rospotrebnadzor plays
an important role in the distribution of organic prod-
ucts (similar to role it plays in distributing other types
of products on the market).

Scientific and Educational Institutions

Organic research in Russia is conducted by a small
number of scientists and research institutions. The



scientific community is interested in getting funding
to conduct systematic and comprehensive research
and is in need of a mechanism to disseminate re-
search results among organic farmers and other
stakeholders.

Although organic producers mention a lack of quali-
fied personnel as one of the challenges that organic
farmers in Russia face, educational institutions do
not offer programs or courses on organic agricul-
ture. One the one hand, in order to introduce new
courses on organic agriculture, they need formal
recognition of organic agriculture as a separate field
of study in the secondary and higher education sys-
tem. On the other hand, they need to be sure that
there is a stable and consistent demand for organic
agriculture specialists, which is difficult to estimate
given the limited market data.

Policy Options

International experience shows that the develop-
ment of organic agriculture is a result of a mix of
factors, including a well-functioning organic industry,
stable market conditions, a positive public percep-
tion of organic products, a strong organic move-
ment, and an enabling policy environment (Figure 4).
Policies conducive to growth of the organic sector
play a critical role in the sector development and
research proves that they do matter a lot (Sanders,
Stolze, and Padel 201M).

Usually specific policy measures are part of a more
general strategic plan that provides the basis for
policy development in the area of organic agricul-
ture and outlines a strategic vision for the sector’s
development. For example, in the European Union,
the European Action Plan for Organic Food and
Farming (EAOP) provided overall strategic guidance
for country-level policy development in organic agri-

Policy Options

culture. Developing a comprehensive framework of
policy measures presented in the form of a national
program, strategy, or action plan can help increase
the effectiveness and efficiency of the adopted poli-
cies. In the case of Russia, a separate national pro-
gram on organic agriculture or a phase in Russia’s
agriculture development program could increase
the efficiency of the policy measures proposed in
this section of the case study.

Based on the IFOAM approach to policy design for
the development of organic agriculture, the govern-
ment’s role is primarily that of an enabler introducing
“supporting measures to promote organic develop-
ment,” and policy design is done with a “public-pri-
vate partnership and multi-stakeholder approach”
(IFOAM 2017b). This approach allows a country to
achieve a supply-demand equilibrium, which is criti-
cal to the development of the organic sector in any
country. IFOAM has developed a wide range of pol-
icy measures aimed at supporting organic agricul-
ture (see Annex 1). These measures are classified as
“push”—encouraging the supply of organic products;
“pull”—encouraging the demand for organic prod-
ucts; and “enabling”—affecting both the supply and
demand.

Policy options discussed in this section are based
on the policy development guidelines suggested
by IFOAM; are aimed at addressing policy issues
covered earlier in this case study; and are appli-
cable for Russia, taking into account the existing
framework conditions and stage of development
of the organic sector. The decision-helping frame-
work developed by IFOAM was used to identify
the most suitable policy options for Russia’s or-
ganic sector.”? These policy options are a combi-
nation of the push, pull, and enabling measures
aimed at enhancing the competitive position of
organic agriculture in the domestic market by in-
creasing awareness about organic products, in-

2 See IFOAM’s Decision Aid for Organic Policy-Setting & Strategic Action Plans: Choosing Relevant Support Measures, available at https:/pgs.ifoam.bio/

policy_decision/questionnaire
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Figure 4: Factors Influencing the Development of the Organic Sector

Well-functioning industry

Organic business is economically viable and represents
a well-functioning competitive industry
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Conducive market environment

The market for organic products is stable or growing

Public awareness

The public is aware what organic products are and has a

Strong organic movement
The organic movement is strong and well organized;
may be supported by environmental/sail
conservation/back-to-land movements, among others

positive attitude toward them

Enabling policies

Policies are in place fo support organic agriculture

Source: Based on IFOAM 2017b.

creasing productivity of organic farms, and reduc-
ing unit costs for locally produced organic prod-
ucts in Russia.

The overall goal of these policy options is to facili-
tate the development of organic agriculture in Rus-
sia. However, because of the scope of this case
study, the focus of these options is primarily on
policy measures that could be implemented in the
short term and have an immediate impact on the
sector.

© 2017 Eurasian Center for Food Security, Moscow, Russia.

1. Policy options stimulating both
supply and demand of organic
products

a. Organic institutional framework

In order to ensure the further development of organ-
ic agriculture in Russia, it is necessary to assign spe-
cific roles to government and private sector agents
in the organic sector.



Certification could be carried out by domestic and
international private companies accredited by Ro-
saccreditaciya. The monitoring of organic produc-
tion and processing could be carried out by Rosselk-
hoznadzor, which conducts veterinary and phyto-
sanitary control in Russia. The monitoring of organic
food distribution and sales could be carried out by
Rospotrebnadzor, which provides oversight and
control in the space of consumer rights protection.
This kind of role distribution would increase organic
producers’ confidence in the sector development,
ensure consumer protection, and set the basis for
the institutional framework of the organic sector in
Russia.

These roles need to be assigned in parallel with
adopting the law “On Production and Distribution of
Organic Products” (which is expected to pass by the
end of 2017).

b. Data collection

Establishing a data collection system is highly rel-
evant for all stakeholder groups and could be imple-
mented in the short term. Reliable and up-to-date
statistical data are needed for policy makers to
design the institutional framework for organic agri-
culture development and identify the most relevant
policy measures. High-quality data are also relevant
for organic producers and retailers to forecast mar-
ket growth, plan production, and analyze consumer
needs. Scientific and research organizations need
reliable data to conduct in-depth assessments of the
organic sector and, as a result, identify research pri-
orities.

Data collection could be launched in the form of
systematic data collection, analysis, and storage on
the national level, and conducted by state agencies,
such as the Russian Federal State Statistics Service
(Rosstat) and Rospotrebnadzor. In order to launch
data collection, specific principles of data collection
must be developed. First, data could be gathered on

Policy Options

the regional level based on the general agriculture
data collection methodology. Second, research insti-
tutions and associations could collect their own data
in order to conduct independent research. Third, an
open access online database of certified organic
producers could be set up. Such a platform would
benefit all organic stakeholders and make the sec-
tor more transparent by providing information on all
organic producers, including location, certification,
types of products, and so on. This platform should
be user friendly and could become a useful tool for
consumers where they can easily verify the certifica-
tion of organic products.

Overall, the open data strategy would improve the
organic sector’s transparency and increase the level
of trust toward organic products.

2. Policy options stimulating the supply
of organic products

a. Organic research and extension
services

Support for organic research and extension is an
important policy measure that could facilitate the
development of organic agriculture by (1) increas-
ing the productivity and competitiveness of organic
farming and (2) providing scientific evidence regard-
ing the benefits of organic agriculture for both policy
makers and consumers. At the same time, investing
public funds in organic research would not only ben-
efit the organic sector, it would also have a positive
impact on the sustainability of the Russian agricul-
ture sector as a whole.

In Russia, where organic agriculture is in its initial
stage of development, organic farmers would be
the main beneficiaries of organic research and ex-
tension because they would be able to get direct
access to innovations that could help them solve ex-
isting agronomic and technical challenges, resulting

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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in lower unit costs of organic products and higher
farm incomes. Consumers would benefit from hav-
ing more evidence available for the health benefits
of organic products as well as from lower prices for
these products, which could influence their buying
behavior and as a result increase the demand for or-
ganic foods. Policy makers would be able to design
more effective policies to support organic agriculture
if they are provided with solid evidence about the
benefits of this production system. Science-backed
evidence would also help associations in promoting
organic agriculture, resulting in a stronger organic
movement in Russia.

Supporting organic research would not necessar-
ily require an increase in public spending—it could
instead require a shift of priorities to include or-
ganic research in the already-existing agriculture
research programs. In Russia, organic research
may be conducted at specialized agrarian universi-
ties (such as the Russian State Agrarian University —
Moscow Timiryazev Agricultural Academy) where
a specialized organic research program should be
established.

In addition to research, setting up a structure that
would collect and disseminate research outcomes
and knowledge is critical for the development of
organic agriculture, which means that research and
extension are closely linked. Quantitative research
shows that “the availability of organic advice by
publicly funded extension personnel was one of the
factors with the largest influence on organic farming
adoption at the early stage of the sector develop-
ment” (IFOAM 2017b). Associations could play an
important role in disseminating knowledge about
organic agriculture at the initial stage, but organic
agricultural extension services could also be offered
at the level of the Ministry of Agriculture of the Rus-
sian Federation or at the regional level. For example,
organic extension services could be offered through
the Agro-Industrial Consulting Center at the Agro-
Industrial Department of the Belgoroskaya oblast
administration (http://ikc.belapk.ru/) and similar re-
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gional centers that already provide extension ser-
vices to farmers.

b. Incentives for organic producers and
processors

v' Tax breaks for organic producers

Introducing tax breaks for organic producers is a
good way to attract private investment (both domes-
tic and foreign) in the sector. Currently in Russia, 95
percent of investment in organic agriculture is pri-
vate (Mironenko 2016), and tax breaks could encour-
age the additional investments necessary to expand
the sector. Tax breaks could also help existing or-
ganic producers broaden their business because
they would have additional resources to reinvest in
operations. Tax breaks could be especially relevant
during the three-year conversion period, when farm-
ers have already switched to organic production, ex-
perience a lower yield, but cannot yet sell their prod-
ucts as certified organic.

For the government, the advantage of tax incen-
tives is that no expenditure needs to be allotted. If
the budget to support organic agriculture is limited,
tax breaks can be an efficient policy option that is
easy to implement. Both existing and transitioning
organic producers would benefit from this policy
measure.

Implementing this policy measure would require co-
ordination between the Ministry of Agriculture and
the Ministry of Finance, because offering tax breaks
would reduce the overall tax revenues for the gov-
ernment.

v Support for organic farming during the con-
version period

Public support for organic farming could play an im-
portant role—especially in the conversion process—
as a measure to encourage farmers to transition to



organic farming. During the transition period from
conventional to organic farming, additional costs
for aspects such as investing in new machinery, ad-
justing livestock facilities, and so on are incurred. In
addition, during the conversion period farmers bear
the additional costs of organic production, but they
do not get the benefit of the premium prices for their
products.

Various policy instruments could be used in this
context—including subsidies, grants, and loans
with reduced interest rates. These incentives could
be offered within the framework of a general agri-
culture development program, where organic farm-
ing is identified as a priority area. Although the gov-
ernment would have to allocate budget funds for
subsidies, these financial incentives could become
a significant driver for the development of organic
farming. The Ministry of Agriculture could include
organic agriculture as one of the priority sectors in
the existing agriculture development support pro-
gram; in this case existing funds could be used and
it would not be necessary to allocate additional re-
sources.

The number of organic farmers is going to increase,
which should also increase the supply and reduce
the unit cost of organic products. As a result, con-
sumers would benefit, because increased supply
would lead to lower prices and organic products
would become more affordable.

4 Support for organic processors

Support for organic processors is a relevant mea-
sure for Russia, where only 11 percent of the compa-
nies operating in the domestic market are involved
with processing. Facilitating domestic processing
increases the value added of organic products and
pursues a dual objective: on the one hand, it makes
the country less dependent on imports of processed
food items; on the other hand, exporting processed
products is more profitable than exporting raw ma-
terials.

Policy Options

Financial support for organic processors could be
in the form of investment support for processing
facilities, including supporting the development of
cooperatives. This support does not have to be spe-
cifically targeted exclusively for organic processors,
although they may get higher priority, easier access,
or higher grants than processors of nonorganic
products. In the same way, as discussed above, the
government would not necessarily have to allocate
additional funds for this kind of support; organic pro-
cessors could be included in an existing agriculture
development support program.

3. Policy options stimulating demand of
organic products

a. Consumer education and public
awareness

Developing consumer awareness about organic
food, its benefits, and how it differs from other
“healthy” food is an efficient measure aimed at in-
creasing demand for organic products and influenc-
ing purchasing choices. Launching consumer edu-
cation campaigns with an emphasis on a national
logo (still to be introduced once the law on organic
agriculture is passed) is one of the possible ways to
increase awareness.

Locally this can be done through:

v’ Associations that play an important role dis-
seminating information about organic products
and organic agriculture. Workshops, confer-
ences, infographics, and other materials on or-
ganic agriculture are effective ways to provide
consumers with information about the benefits
of organic products and explain the reasons
why organic choices are good ones.

v’ Retailers of certified organic products, which
could become the platform for distributing ma-
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terials created by associations. It is very impor-
tant to have easy-to-understand materials and
visuals explaining the differences between or-
ganic and other types of food.

In order to launch national public education cam-
paigns about organic agriculture, government fund-
ing is needed. However, at the initial stage, the gov-
ernment could include information about organic
agriculture and organic products in other public
awareness campaigns that already exist, such as
those promoting a healthy lifestyle and various en-
vironmental programs. School and preschool edu-
cation programs could include gardening based on
organic agriculture principles. For cities, community
gardens and urban farming projects could focus on
promoting organic agriculture.

In Russia, the government plays an important role in
forming public opinion and raising awareness about
relevant issues. Organic agriculture could become
one of the topics to be promoted, especially in the
context of promoting a healthy lifestyle and drawing
attention to environmental issues.

b. National/common logo for organic
products

A national logo makes organic products easier to
identify by consumers. It is an efficient promotion
and marketing tool and an important factor in build-
ing consumer trust of organic products. In addition,
creating and introducing a national logo could help
avoid fraud. This is especially relevant for those
consumers who buy organic products because they
have allergies or other dietary restrictions.

Introducing a national logo would have a positive
impact on producers and retailers because it is
likely to increase sales of organic products. If the
government is responsible for creating the logo,
there would be a greater likelihood of it gaining
widespread recognition because this logo would be
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promoted on the federal level, and in this case the
outreach would be more significant.

Assignment

1. Analyze the proposed policy options and dis-
cuss their impact (a) on the development of or-
ganic agriculture in Russia and (b) on separate
groups of stakeholders. How will these policy
options impact conventional organic agricul-

ture?

2. What set of policy options should Russia imple-
ment if the country was to focus on (a) develop-
ing the domestic organic market and (b) devel-
oping exports of organic products?

Recommendations

Designing a comprehensive framework of policy
measures in the form of a national program, strategy,
or action plan is recommended in the longer term.
Additional information will be needed to determine
whether Russia should focus the development of its
organic sector on domestic consumption or on ex-
port.

Although Russia has the potential to increase do-
mestic organic production (the amount of certified
organic land is comparable to that of the world’s
leading organic producers), there is limited evi-
dence to support policy recommendations aimed at
increasing self-sufficiency and import substitution
in the organic sector. Limited demand and low con-
sumption of organic products (both imported and
domestic) are the key domestic market constraints.
At the same time, stakeholder interviews conducted
with industry associations, producers, and certifying
companies offer a variety of opinions on what the
focus of Russia’s organic sector should be. Some
stakeholders believe that there is more potential in
export (primarily of organic raw materials); others be-



lieve that the domestic market will continue to grow,
and once the law on organic agriculture is passed
and this space becomes better regulated and “the
rules of the game” are more transparent, more com-
panies will start producing organic food.

Recommendations

To design a national strategy for the organic sec-
tor development in Russia, additional research and
analysis of the domestic market potential, existing
production capacity, export potential, and the organ-
ic sector value chain is needed.
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Annex 1

Policy Measures to Support Organic Agriculture

AN NN < AN N NI NN

ANERN

~

Organic research & extension

Organic input development & use

Organic certification

Organic vocational training & academic programs
Conversion & maintenance of areas under organic
production

Agri-environmental practices compatible with organic
production

Organic operators through general tax breaks
Organic farm investment

Farm income diversification and agro-tourism
Organic processing, product development, & market-
ing

Supply chain development projects

Organic management in public areas and publicly
owned land

Prohibition of chemical use in naturally sensitive ar-

eas

~

AN NN N NN

Consumer education & promotion campaigns
Public procurement

Domestic trade & retail uptake

A common logo for organic products

School organic gardening & curricula

Export support

Organic trade agreements & equivalence

/

v" National data production & dissemination

Source: IFOAM 2017b.

N

v" Institutional development of organic associations
4 Building organic expertise within the public sector

4 Development of participatory guarantee systems

v Avoiding GMO contamination & labeling GMO products

v" Urban & collective gardening

Note: GMO = genetically modified organism.
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Executive Summary

Food security is a major aspect of the social and
economic development of the Kyrgyz Republic. Ag-
riculture is a backbone sector of the economy in ad-
dressing food security issues as a provider of basic
food products and a source of employment for the
population. However, because this sector grows
more slowly than others, agricultural production is
characterized by moderate growth, and the produc-
tion of some products (wheat, sugar) has even been
decreasing. Imports of food products are an impor-
tant factor of food security in the Kyrgyz Republic
because there is insufficient domestic production
of basic food products, leading to the country’s de-
pendence on volatile food prices in external markets.
Furthermore, food prices also depend on fluctua-
tions in prices of main production inputs (fuel and
fertilizers), which are also imported.

In the past decade the world has faced new challeng-
es in achieving food security. The global food crisis
and a sharp increase in fuel prices in 2007 followed
by a financial crisis in 2008 increased the number of
food insecure people worldwide. The 2010 and 2012
droughts affected the global output of grain crops
and had an impact on market prices in many parts of
the world, especially in Central Asia. The recent eco-
nomic instability in the world has caused fluctuations
in the domestic currency exchange rate because the
US dollar and Russian ruble exchange rates exert
their influence on the Kyrgyz economy, impairing the
purchasing power of poor families dependent on the
market (WFP 2014). The food system of the Kyrgyz
Republic has also been adversely affected by these
shocks, resulting in higher food prices and lower do-
mestic production due to the increase in prices for
production inputs (electricity, fuel, and lubricants) and
drastic reduction in credits from Kazakhstan and out-
flow of capital. Together these have led to slower pov-
erty reduction rates in the period since 2010.

This case study seeks to develop and justify policy
options to prevent and reduce the negative impacts

Executive Summary

of food shocks. The study identified the following
groups of stakeholders: government, the population,
and agricultural producers.

The analysis identified main shocks in the food
system, including natural disasters, increased food
and input prices in the domestic and external mar-
kets, political shocks, and exchange rate shocks.
Natural disasters and increased prices for imported
products have the strongest impact on the food
situation.

In view of the aforesaid, several policy options are
proposed. Some of them include response mea-
sures—such as agricultural insurance and a fund to
assist socially vulnerable populations—to the shocks
that have occurred. Other policy options are meant
to improve productivity and efficiency of agriculture
and, therefore, mitigate the impact of such shocks
on the food system in the Kyrgyz Republic.

Background

The Kyrgyz Republic is an industrial and agricultural
country. Agriculture is one of the most important and
priority sectors of its economy because it provides
both availability and access to food. The share of the
Kyrgyz population living in rural areas is 65 percent;
about half of the economically active population is
engaged in agriculture (National Statistical Commit-
tee 2016).

Food security in the Kyrgyz Republic is an integral
component of the national and economic security
of the country as a whole because issues of food
security are closely related to the overall process of
social and economic development (Government of
the Kyrgyz Republic 2015).

Food security is understood to be the physical avail-
ability of food in sufficient quantities, access to this
food by households (this includes food produced by
households as well as food purchased in the mar-
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ket, food received as in-kind gifts, and food obtained
through other sources), and the consumption of
food in quantities required to meet nutritional needs
(National Statistical Committee 2017).

The analysis of food availability in the country builds
on a set of components: domestic production (linked
to natural resource assessments), food stocks, ex-
ports and imports of food, and food aid.

The analysis of land resources in the Kyrgyz Repub-
lic has demonstrated that the country belongs to the
group of the countries where there is little arable
land per person (about 0.2 hectares), while the over-
all area of arable land has been declining. As a result,
arable land per person continues to decrease. Land
degradation and reduced soil fertility is another ur-
gent issue.

The year 2010 saw a substantial reduction in the cul-
tivated area compared to 2009 because of climatic
(heavy rains, mudflow) and political factors (civil un-
rest). However, since 2011 the cultivated area has
been increasing on average by 1 percent per year.
In 2010-15 the average cultivated area was around
11 million hectares; a substantial part of this land
(49 percent) was planted with cereals as well as fod-
der crops (on average around 27 percent), potatoes
(7 percent), vegetable oil crops (4 percent), and veg-
etables (4 percent). Wheat is the main cereal in the
cropping pattern; however, in recent years the area
planted with cereals has dropped because land has
been diverted from wheat to more profitable fodder
crops and land used for the development of animal
husbandry.

The Kyrgyz Republic has substantial water resources,
which is beneficial for agriculture development. The
key risk associated with water resource use is lower
water management efficiency that results from the
deterioration of the irrigation systems and their cor-

responding inability to meet the demands of agricul-
ture. Development of irrigation systems is a priority
task for agriculture development in the country be-
cause it will help improve irrigation in available land
and make available new irrigated land for growing
crops.

To assess the food security level, nine basic food
products are used: bread and bakery products, po-
tatoes, fruits and berries, vegetables and cucurbits
crops, sugar, vegetable oil, meat and meat products,
milk and milk products, and eggs.’

Analysis of domestic production in the Kyrgyz Repub-
lic (Figure 1) has demonstrated the steady production
of the following food products in 2000-2015: pota-
toes, vegetables, fruits and berries, milk and dairy
products, and meat. Production of these food prod-
ucts is characterized by a moderate upward trend.
Production of wheat, sugar beet, and vegetable oil
crops is characterized by a downward tendency.

The most stable yield has been achieved in the pro-
duction of vegetable oil crops, potatoes, vegetables,
cucurbits crops, and fruits and berries. Wheat yield
and sugar beet yield fluctuate substantially. The pro-
ductivity of livestock demonstrates a negative trend
caused by a shortage of fodder and veterinary aid as
well as by the degradation of livestock herds.

For these reasons, the production of basic food
products in the Kyrgyz Republic included in the
food security analysis does not demonstrate growth
trends, even though production of some food prod-
ucts has been decreasing. A subsistence economy
and a low level of machinery and equipment use
prevail in the country. Smallholder farms produce
more than 90 percent of agricultural products, and
the small size of these farms is a constraint on pro-
ductivity, consolidation, and expanding possibilities
of processing and marketing of products (WFP 2016).

' This assessment is according to the Resolution of the Kyrgyz Republic Government No. 138, dated March 9, 2009, “On Approving the Regulation on Moni-

toring and Indicators of Food Security of the Kyrgyz Republic.”
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Figure 1: Production of Basic Agricultural Products, 2000-15
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selskoe-hozyajstvo-kyrgyzskoj-respubliki/

In recent years the contribution of agriculture to the
country’s gross domestic product (GDP) has been
declining (agriculture contributed 28.7 percent in
2006 but only 14.1 percent in 2015), reflecting the
slow rates of the sector’'s development compared
with other sectors.

In 2014, the Kyrgyz Republic was fully self-sufficient
in three out of nine food security products that are
staple foods for the country, namely, potatoes (by
149 percent), vegetables and fruits (by 140.6 percent),
and milk and dairy products (by 110.6 percent). The
country’s inability to make food products available
to the population through domestic production in-
creases food imports.

The dynamics of importing and exporting basic food
products are not steady. They depend on demand
for these products in external and domestic markets;
this demand is determined by many factors, includ-
ing prices, domestic production, production in food-
exporting countries, introduction of customs duties,
and so on. The country imports large quantities of
wheat, vegetable oil, and sugar for domestic con-

sumption (Figure 2); imports of almost all food prod-
ucts have been increasing, while exports of dairy
products and vegetables have been going down.
On the whole, such dynamics demonstrate a higher
reliance of the Kyrgyz Republic on food imports be-
cause domestic production has exhibited only mod-
erate growth and, in some cases, has even declined.

An analysis of factors impacting the affordability of
food for the population has shown that the most rel-
evant factors include inflation rate, food prices, the
social safety net for vulnerable groups of population,
and the total income of households (Government of
the Kyrgyz Republic 2015).

A low level of agricultural production and low self-
sufficiency in food, along with market’s dependence
on food imports—especially grain and flour imports—
make domestic prices sensitive to fluctuations of
global prices.

The share of food expenditures in the subsistence

wage varies from 63 percent to 71 percent region-
ally, with food expenditures of the lowest income
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Figure 2: Average Supply and Demand for Basic Food Products, 2010-15 average

2a: Supply

Sugar and confectionary

Vegetable oil

Eggs

Milk and dairy products
Meat and meat products
Fruits and berries
Vegetables and cucurbits

Potatoes

Wheat
0 20 40 60 80 100

[ import

Source: National Statistical Committee. Various years. Information Bulletin of the Kyrgyz Republic on Food Security and Poverty.

- Domestic production

quintile (20 percent of the population with the low-
estincome) being around 60 percent of average per
capita income, while food expenditures of the top
quintile (20 percent of the population with the high-
est income) are the lowest and constitute around 30
percent. This means that population with the lowest
income is hit hardest by an increase in prices.

Analysis of food product consumption by the pop-
ulation shows that over the past 10 years the diet
has been monotonous. Bread and bread products
take up around one-third of the dietary intake of the
Kyrgyz population. Potato and sugar consumption
is also high. The insufficient consumption of meat,
vegetables and fruits, and milk and dairy products
is the result of the population not being able to af-
ford an adequate, nutritious diet. In recent years, on
average the poorest people (the first quintile) have
consumed around 1,800 calories per person per
day, which is around 85 percent of the calories re-
quired by the scientifically substantiated and legis-
latively approved nutrient and energy standards in
the Kyrgyz Republic. Consumption of proteins and
carbohydrates below the requirement has also been
observed. Undernutrition slows down economic
growth and aggravates poverty through direct loss-
es in the productivity of the current population. For

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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this reason, the poorest population is more suscep-
tible to food shocks, more reliant on social benefits
and less dependent on income to get access to ad-
equate quantities of food. Poor households in the
Kyrgyz Republic receive a monthly benefit that is
paid to low-income families with children. This was
128 Kyrgyz soms per recipient in 2008, and was in-
creased to 873 Kyrgyz soms per capita in 2016.

After becoming independent from the Soviet Union
in 1991, the Kyrgyz economy was picking up steam
and the poverty rate dropped (from 64 percent in
2003 to 31.7 percent in 2008), infant mortality de-
creased, and average life expectancy increased.
However, economic, political, and climatic factors re-
versed the positive trend of poverty reduction, and
in 2009 poverty began steadily increasing, peaking
at 38 percent in 2012 (Figure 3).

Analysis of Shocks Arising
in the Food System

In this case study, food shocks means abrupt sub-
stantial fluctuations in prices, production, consump-
tion, and the export and import of basic food prod-



Figure 3: Dynamics of the Poverty Rate
and the Food CPI, 2006-15
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ucts, affecting the well-being of the country’s popu-
lation.

The authors’ interviews with the experts identified
key reasons for shocks in the food system:

v A decline in agricultural production and its ex-

tensive nature

v" The deteriorated agriculture infrastructure, and
disrupted inter-farm economic links

v"Increased area of degraded agricultural lands
(including arable lands and pastures)

v Inefficient use of water resources

v" A decline in seed production and animal hus-
bandry

v A difficult phytosanitary and anti-epizootic situ-
ation

Analysis of Shocks Arising in the Food System

v" Disrupted crop rotation

v Technical and technological lagging behind of
agro-business

v Reduced productivity of the crop farming and
animal husbandry sectors

The analysis of the Kyrgyz Republic’s food system
identified the following main types of shocks:

Natural Shocks
(Mudflow, Droughts, Floods)

Agricultural production in the country is very suscep-
tible to the impact of natural disasters and climatic
conditions. In recent decades the Kyrgyz Republic
has faced an increase in the number of natural di-
sasters caused by changes in the climate, such as
higher temperatures and lower precipitation rate.
Most likely these will increase the frequency and
severity of floods and droughts. Given the geogra-
phy and topography of the country, damage from
disasters caused by climate change is estimated by
specialists to vary between 1 and 1.5 percent of the
country’s GDP (GFDRR 20M).

Heavy rains make it difficult to access fields, delay
the sowing period, and also cause mudflows and
floods that damage crops and irrigation systems.
The consumer price index was 19.2 percent higher
in December 2010 than it had been the previous
year. Unfavorable conditions in the Kyrgyz Republic
and in grain-producing countries, which triggered a
ban of grain exports in Russia and a ban of sunflow-
er oil and cereal exports in Kazakhstan, is one of
the reasons for higher prices. For example, heavy
rains in 2010 resulted in a delay in sowing by two
to three weeks, but good precipitation during the
subsequent months offset potential negative ef-
fects on yields of the late start of planting. For this
reason, no substantial reduction in production was
observed.
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Drought in the Kyrgyz Republic also affects the pro-
duction of agricultural output. Furthermore, droughts
in those countries that are main suppliers of food to
the Kyrgyz Repubilic, such as Russia and Kazakhstan,
also impact food security in the country. The 2012
and 2014 droughts had a negative impact on grain
crop production in many countries of the world. In
the period between 2010 and 2015, domestic pro-
duction of wheat in the Kyrgyz Republic dropped by
more than 20 percent, resulting in higher imports of
wheat and higher prices for flour.

Rising Food and Inpuft Prices
in the Domestic
and External Markets

Food imports make food prices sensitive to price
fluctuations in global markets—especially wheat
prices, which are particularly important because
wheat is a staple food in the Kyrgyz Republic. The
production of agricultural products requires inputs
(such as fuel and lubricants, and fertilizers); most
inputs are imported, and therefore input price fluc-
tuations also impact food prices. A global economic
crisis and a sharp increase in fuel prices in 2007
followed by a financial crisis in 2008 pushed up
food prices by 32.3 percent compared with 2007,
when the inflation of food prices was also high (14.7
percent). Given the heavy reliance of domestic con-
sumption on imports, the 2008 global food crisis
adversely affected the output of agricultural pro-
ducers and the urban population, hindering further
poverty reduction. In 2012 the poverty rate went up
to 38 percent before declining to 32.1 percent in
2015. Some of the factors that impacted food prices
in 2010 were the growing prices for fuel and lubri-
cants due to export customs duties, introduced on
April 1, 2010, for oil and refined products exported
from Russia to the Kyrgyz Republic, as well as an
increase in global prices.

Political Shocks

Political shocks mean border closures and the intro-
duction of export duties and other factors that cause
a reduction of the production, export, and import of
food.

In 2010 the borders with Kazakhstan and Uzbekistan
were closed because of the civil conflict; the closure
of the border increased costs of agricultural inputs
and disrupted the supply of fertilizer, fuel, and ma-
chinery as well as labor migration from Uzbekistan
to the southern the Kyrgyz Republic (FAO and WFP
2010). The closure of the borders with neighboring
countries practically blocked the export of agricul-
tural products. Membership in the Customs Union
also led to a tightening of the checkpoint regime on
the borders. The civil conflict lowered investment
activity, and capital outflow amounted to US$118 mil-
lion in 2010,%2 which was almost half the incoming for-
eign direct investment.

To protect their domestic markets, Russia and Ka-
zakhstan introduce export duties for wheat from
time to time. This also has an impact on food prices
in the Kyrgyz Republic.

Exchange Rate Shocks

The country pursues the policy of the floating ex-
change rate, which means that the exchange rate of
foreign currencies—in particular, the US dollar—to—
som exchange rate—is set based on demand and
supply in the domestic foreign exchange market.
At the same time, it does not mean that the central
bank does absolutely nothing in this regard. In con-
formity with monetary policy, during the periods of
sharp fluctuations of exchange rates, the National
Bank of the Kyrgyz Republic mitigates such fluctua-
tions by undertaking interventions in the foreign

2 MHthopmauma 06 UTorax coumanbHO-3KOHOMUYECKOoro passnTna Kelpreisckoi Pecny6iukm 3a 2010, Mpunoxexne K noctaHoBneHuto MpasutenscTea

Kblpreizckoi Pecny6nnku ot 19 ausaps 2011 roga N° 14 (in Russian).
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exchange market and regulating liquidity of foreign
exchange market participants. To smooth out sharp
fluctuations of foreign currency exchange rates, the
National Bank has foreign currency reserves, includ-
ing gold that accounts for 10 percent of the reserves.

The economy of the country is very susceptible to
fluctuations in the som-to-dollar exchange rate and
the som-to-ruble exchange rate. The remittances of
labor migrants are an important source of household
income, enabling the population to purchase food
staples and manufactured goods (WFP 2016); any
slowdown of economic growth in Russia and ruble
depreciation will deteriorate the purchasing power
of the population in the Kyrgyz Repubilic.

Exchange rate shocks also impact the export of ag-
ricultural products. For example, in 2015 the som
depreciated in value, and the National Bank of the
Kyrgyz Republic stepped in to stop currency depre-
ciation. However, its efforts undermined the exports
of the country because domestic products became
more expensive in the external market and exports
fell by 21 percent compared to 2014.

Stakeholder Groups and Their
Responses to Food System
Shocks

To study the key stakeholders’ response to shocks
in the food system, we employed a survey method.
This is an analytical research tool that relies on ex-
perts’ opinions to collect data on events covered by
this case study. The survey was based on a ques-
tionnaire developed specifically for this exercise.
The respondents were specialists from the Ministry
of Economic Development of the Kyrgyz Republic
and from the Ministry of Agriculture of the Kyrgyz Re-
public, and agricultural producers (heads of peasant
farms and members of the Union of Cooperatives of
Kyrgyzstan). The respondents were asked questions
such as: What types of shocks in the food system

Stakeholder Groups and Their Responses to Food System Shocks

would you identify? What are the main causes of
such shocks? What measures did the government
undertake? What was the response of agricultural
producers? What was the situation food consumers
found themselves in?

Most experts interviewed believed that the main
causes of food shocks were the country’s specific
natural conditions and its dependence on food im-
ports.

The next section elaborates on the causes and mo-
tivation of the actions taken by stakeholders (gov-
ernment agencies, the population, and agricultural
producers) as well as their responses to the shocks
arising in the food system in the Kyrgyz Repubilic.

Government

The Government of the Kyrgyz Republic and its
agencies are key stakeholders in improving the
food system and the well-being of the country’s
population. Poverty reduction, increased incomes,
and better access to high-quality and safe food in
sufficient quantities in line with recommended nutri-
tional consumption norms will help substantially re-
duce state budget expenditures spent on treatment
of diseases caused by undernutrition. In addition,
the government acts as a coordinator of various
stakeholders.

Although the food system in the Kyrgyz Republic has
a high resource capacity, it is characterized by rela-
tively low efficiency and low competitiveness.

Key government policies seeking to reduce shock
impacts on the food system in the Kyrgyz Republic
were primarily aimed at ensuring an adequate level
of food production to meet the growing demand
of consumers. Another and no less important task
was to guarantee access for each citizen to food
products in quantities sufficient for a healthy and
active life.
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In response to highly inflated food prices in 2008
and 2009, the Government of the Kyrgyz Republic
adopted Law No. 183 of August 4, 2008, “On Food
Security in the Kyrgyz Republic,” which set forth key
policies to ensure food security in the country based
on minimum standards of food consumption. These
policies include the purchase of wheat from domes-
tic producers and distribution of wheat flour among
vulnerable populations; the strategic stockpiling of
food; subsidized credits to farmers; the introduction
of seasonal export duties for wheat and wheat flour;
and support measures to acquire agricultural ma-
chinery and modernize the seed sector.

The government, represented by the National Agen-
cy of Antitrust Regulation, cannot regulate food pric-
es because there are no monopolists among agri-
cultural producers, and because prices are primarily
set by markets. In 2009 the Government of the Kyr-
gyz Republic adopted Resolution No. 242, “On Price
Regulation for Selected Socially Important Goods.”
This resolution aimed to contain the increase in
prices for socially important goods (flour, bread, milk,
vegetable oil, butter, meat, sugar, rice, pasta, eggs,
potatoes, coal, Ai-80 and Ai-92 grades of gasoline,
diesel fuel, and liquefied gas) and to ensure eco-
nomic availability and affordability of food products
for socially vulnerable populations. According to this
resolution, implementing agencies are responsible
for monitoring prices, arranging fairs to enable pro-
ducers and suppliers to sell socially important basic
goods, creating proper conditions for conducting
fairs, and carrying out public awareness and out-
reach activities to inform general population and en-
trepreneurs about efforts to contain the increase in
prices for socially important basic goods.

In addition, the Government of the Kyrgyz Republic
used other measures—the so-called market man-
agement policies, for example, which are price con-
trols by administrative orders. Because most produc-
tion is concentrated in the private sector, the govern-
ment, essentially, cannot influence prices. However,
if prices for socially important goods increase by 20
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percent or more in several months, the government
has the right to introduce state regulation and freeze
prices. Nevertheless, as experience shows, the ef-
fect of such measures is rather short term. At the
same time, these government measures intended
to regulate prices had a destabilizing effect on the
food system, because companies often responded
to such measures by hoarding stocks, which pushed
prices up even higher: the effect in this case is the
opposite of what is expected or intended.

Tax reduction for producers, especially grain produc-
ers, was widely used as a policy measure aimed at
boosting production. Production subsidies, primarily
for grain production, were provided to strengthen
incentives.

It may be concluded that in the periods of various
shocks in the food system in the Kyrgyz Republic, the
government responded to high food prices by adopt-
ing a variety of policies. However, prompt actions to
ensure food supply to domestic markets and reduce
costs of domestic consumers had only a limited ef-
fect. At the same time, it is important not to forget the
medium- and long-term need to increase food pro-
duction and the international implications of a one-
sided choice of national policies. As a consequence,
the emerging trend of dependence on imports con-
tinues to push up prices while the social safety net
is lagging behind and the government is unable to
stay ahead of the issues and addresses them as they
arise. Therefore, despite the measures taken to im-
prove the food system, it remains very susceptible to
the impact of various adverse shocks. In the future,
such shocks in the food system may lead to an acute
crisis and the poor would be the first to suffer from it.

The experts believe that the existing food security
management system in the Kyrgyz Republic is ineffi-
cient, first because of a lack of attention to food sys-
tem development at the policy level. Tools for rapid
response to inflation and food shocks are weak, and
there are large social groups that are at risk of lack-
ing access to food. However, the country’s leader-



ship is aware that solution of these issues requires
the development of a smoothly running and flexible
system of governmental regulation that includes
ensuring the production, affordability, quality, and
safety of food products (IDK-2kcnept 2014).

The Population

A key segment of the stakeholder group is the popu-
lation of the Kyrgyz Republic, which should have ac-
cess to adequate and sufficient food in line with rec-
ommended nutritional consumption norms. A large
percentage of population is the poor. They usually
spend the largest part of their meager budget on
food because of reduction of income accompanied
by inflationary food price increases. Higher retail
and wholesale food prices reduce consumption of
expensive protein products and lower access to
food for a large part of the country’s population. This
leads to higher morbidity caused by undernutrition
or low diet diversity.

High and volatile prices for food products are
among the main threats to food security for poor and
vulnerable households because they put addition-
al economic pressure on people who are already
spending large portions of their incomes on food.
Domestic prices for main products (such as wheat
flour, sugar, and vegetable oil) are sensitive to global
prices for food because of the strong dependence
of the country on imports.

Consumer purchasing power depends on food pric-
es and rural household income from, predominantly,
subsistence farming, wages, and social transfers.
These factors, in turn, determine consumer access
to food. Subsistence farming rather than paid work
is the most common type of activity for rural house-
holds, although, in addition to agricultural income,
other sources of income are non-farm wages and

salaries.

Stakeholder Groups and Their Responses to Food System Shocks

Shocks in the food system of the Kyrgyz Republic
have led to a more active level of agricultural pro-
duction in household plots. But the marketability
of products from household plots tends to be low,
while increased output of agricultural products in
this segment in the most severe crisis years means
that survival issues became very urgent for house-
holds that tried to address them by producing food
in their plots and dacha gardens,® mostly for indi-
vidual consumption.

The economic and social development of the Kyrgyz
Republic is hampered by a slowdown of economic
growth rates and a specific social structure charac-
terized by predominance of peasantry and “in-be-
tween” urban groups. The country is suffering from
a very high unemployment rate (8 percent).

Agricultural Producers

As of January 1, 2016, there were 505,100 agricul-
tural companies; around 54 percent of such com-
panies (271,100) are peasant smallholder farms. The
largest share of agricultural products (58.6 percent)
is produced by these farms. The remaining output is
produced on household plots (37.5 percent), while
state and collective farms account for 2.2 percent
of output.

On average, a smallholder farmer owns from 2.3
hectares (in the Batken region) to 12.4 hectares (in
the Naryn region) of agricultural land. For this rea-
son, smallholder farms cannot implement efficient
technologies of tillage or introduce crop rotation
and build processing facilities.

Peasant smallholder farms have also been severely
affected by sharp swings in food prices in agricul-
tural commodity markets. Moreover, they have had
to compete with import product suppliers in the do-
mestic market.

3 A dacha is a summer cottage or country house in Russia or other parts of the former Soviet Union.
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High levels of prices, production risks, and uncer-
tainty as well as limited access to risk management
tools have prevented farmers from investing funds
into more productive new technologies that would
allow them to produce commercial surplus for sale
in the market. For example, the political shocks of
2010 reduced investment flows from Kazakhstan
and Russia, and credit resources became less af-
fordable. A lack of adequate infrastructure, high
storage and transportation costs, and high com-
petition in the market were not conducive to prod-
uct surplus either. Because of all these constraints,
most smallholder farmers are unable to integrate
into organized markets and take advantage of
trade opportunities when the situation changes.
Generally speaking, farmers can increase their
presence in the markets if certain conditions pre-
vail—for example, stable prices, affordable credits,
efficient infrastructure, and rural advisory services
that enable them to sell their products, which will
be absorbed by the market at optimal costs. How-
ever, remote locations and inadequate production
resources make integration into modern market-
ing channels too expensive and limit quantities of
surplus product that smallholder farmers can or are
ready to sell.

Other factors have also led to instability of produc-
tion by peasant farms. These include the limited
access of agricultural producers to goods and ser-
vices that determine the level of production, such as
credits, agricultural machinery, protection of plants
and animals, high-quality seeds, and highly produc-
tive pedigree animals and quality pedigree stock, as
well as a shortage of good-quality and nutritious fod-
der and other problems of market sales related to a
poor system of product certification and inadequate
marketing support. There is also a lack of steady
economic links between agricultural producers and
processing companies that would support beneficial
and long-term cooperation; a lack of necessary in-
centives for producing nutritious food (enriched flour
and food made out of it, iodized salt, nutrient addi-
tives). And there are big issues in the system of ag-

© 2017 Eurasian Center for Food Security, Moscow, Russia.

ricultural production management related to the in-
efficient performance of regulation and distribution
functions as well as issues associated with the provi-
sion of adequate incentives to enhance efficiency of
production.

Political shocks pushed up input prices and disrupt-
ed supplies of inputs (temporary closure of the bor-
ders with Uzbekistan resulted in a shortage of labor
during seasonal work, while closure of the borders
with Kazakhstan disrupted the supply of fertilizer,
fuel, and machinery) and also reduced investment
attractiveness of the country to its neighbors. Be-
cause of low technological development, agricultur-
al production was very susceptible to natural shocks,
which also caused heavy losses.

Despite state support measures, access of rural ag-
ricultural producers to financial resources continues
to be a big problem. The issue of credit collateral
limits access to bank credit. So far, small landhold-
ings cannot be used as collateral because the land
market in the Kyrgyz Republic is not yet operational.

Foreign trade volumes impact many economic and
social variables, which, ultimately, determine the sta-
tus of food security and nutrition of the population,
including growth, income, poverty rate, inequality,
food prices, and state budget. Because the Kyrgyz
Republic has been opening its economy for interna-
tional trade in agricultural products, it has become
more susceptible and potentially vulnerable to un-
expected changes in global agricultural markets.
For example, a sharp and unexpected increase in
imports may become a constraint on agriculture de-
velopment. Even if such events are temporary, pro-
ducers are ill-prepared to counter market risks, and
a surge in imports may disrupt domestic production
and generate potentially destructive consequences
for local farmers and agricultural workers because
prices for the products of domestic companies may
plunge, income may drop, and the effect will spill
over to other sectors of economy, potentially affect-
ing food security. For example, low-income farmers



who have used up almost all their resources to sur-
vive and who do not have access to the social safety
net may be severely affected by such price shocks
in the longer term.

Higher dependence on international markets has
made the Kyrgyz Republic more vulnerable to short-
term market upheavals. These can be caused by
shocks leading to a reduction in stocks and an in-
crease in consumer prices, and shocks caused by
import surges and a subsequent reduction in pro-
ducer prices.

As a result, domestic production in sectors compet-
ing with import products was severely hit. A reduc-
tion in prices for agricultural products is perceived
as an impediment to the development of the agri-
cultural economy, which reduces the attractiveness
of investments in technologies aimed at improving
productivity; it also has a negative impact on food
security. Nonetheless, experience has shown that
such periods of lower prices are followed by peri-
ods of high and volatile prices and then lower prices
come back again. Unexpected surge in prices may
pose a serious threat to food security.

Policy Options

To reduce negative consequences of shocks in
the food system, early warning methods need to
be developed. These are methods that would help
avoid negative developments in the food market
such as a threat of food shortage, a surge in food
prices, and so on. The government should develop
a response system, and the ministries and agen-
cies would be required to provide day-to-day infor-
mation on food prices and prepare accurate short-
term projections. It is important that this effort be
systemic for the government to be able to take pre-
ventive measures.

We used this case study as a basis for developing
and justifying a list of policy options to improve the

Policy Options

food system in the Kyrgyz Republic and reduce its
susceptibility to various shocks.

1. Create a government-supported
system of agricultural insurance

Agriculture in the Kyrgyz Republic is rather heavily
dependent on natural conditions; that is why it is
susceptible to natural risks that cause substantial
harvest losses to farmers. The Ministry of Agriculture
and Land Improvement of the Kyrgyz Republic esti-
mates that the total damage sustained by farmers in
2010 exceeded 303.8 million Kyrgyz soms; natural
disasters (floods, mudflows), especially in the south
of the country, occur more and more frequently and
damage caused to agriculture increases every year.
Basically Kyrgyz farmers did not receive any com-
pensation for the damage.

The law “On Specific Features of Crop Insurance”
was adopted in 2009; however, in the absence of a
regulatory and legal framework that would govern
the establishment and operation of the agricultural
insurance fund, there is no state insurance available
to farmers in the country today.

Insuring against agricultural production risks could
mitigate the impact of natural shocks through the
partial or full compensation of crop losses. Another
advantage of insurance is that it provides a bet-
ter financial situation for agricultural producers in
terms of their creditworthiness because financial
institutions give preference to those agricultural
producers who guarantee that they can keep some
of their income when natural disasters and crop
losses occur.

Creating a state agricultural insurance fund, support-
ed by contributions made by the farmers and pay-

ments from the state budget, could address this issue.

To put in place the mechanism of agricultural insur-
ance, it would be necessary to:
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v convince agricultural producers that agricultur-
al insurance has economic benefits;

v develop insurance rules;

v/ ensure that insurance rates are affordable—this
means that most agricultural producers should
be able to afford to make insurance payments
to the insurance fund; and

v have a transparent, easy-to-understand, and
guaranteed system of payments when the in-
surance case arises.

Another important issue to be considered is whether
insurance should be mandatory or voluntary. It is ad-
visable that insurance be voluntary at first, and cover
only main crops; in due course mandatory insurance
of main crops could be introduced. This approach to
setting up the insurance fund would be more efficient.

2. Establish a state fund for providing
assistance to vulnerable groups
of population in case of food shocks

As data on food expenditures for five quintiles (the
first quintile is the poorest population; the fifth quin-
tile is the richest population) provided by the Na-
tional Statistical Committee demonstrate, the size of
the single social benefit to low-income families per
person per month is no more than 42 percent of the
total food expenditures of the households from the
poorest quintile (WFP 2016). The single social benefit
supports households with low food security so that
their deficit in food consumption is reduced, but it
fails to provide a minimum budget for purchasing nu-
tritionally rich food. All this means that benefits paid
to poor households are not adequate to ensure food
security of household, and when food prices go up,
such benefits do not improve the diet, and dietary
nutritional characteristics may be worsened by food
shocks. That is why, if the state fund that would as-
sist vulnerable groups of population as a response to
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food shocks were to be established, it could make
one-off payments when such shocks arise.

3. Develop cooperation and create
conditions for farmers to enter
the common agricultural market

Currently, subsistence agriculture is predominant in
the Kyrgyz Republic, resulting in extensive increase
in production, mostly by expanding areas under
cultivation. More than 70 percent of agricultural
products are produced by smallholder farms. As a
consequence, when prices for food or certain food
products increase, one-off measures to increase ag-
ricultural output are taken. For example, in order to
have successful planting and harvesting, more than
500 million Kyrgyz soms in state support were al-
located to agricultural producers in 2009 after the
2007-08 crisis. The support received from the gov-
ernment resulted in increased production of all crop
farming products compared with 2008; wheat pro-
duction increased substantially by 41 percent.

One of the ways of to increase productivity in agri-
culture is to move away from subsistence farming
to commercialization and to create producers of ag-
ricultural commodities. Today all land is owned by
smallholder farms, each having from two to three
hectares; most farmers do not pursue the task of
selling their product; they produce for their own con-
sumption and sell only surplus.

It is necessary to consolidate and merge farms to pro-
vide more opportunities for agricultural production.

To help small farmers enter the common agricultural
market of the country, the government must support
the organization of fairs and expand the network of
markets where farmers can sell their products.

Furthermore, the government should provide annual
budget subsidies to farmers who expand the area
planted in wheat and who increase their cultivation



of quality grains and sell such grains, first of all, under
public procurement quotas. One of the measures to
support these farmers could be a signed contract that
would provide advance payments of 50 to 60 per-
cent before sowing begins. Seeds, fuel and lubricants,
necessary agricultural machinery, and so on should
be provided (sold) to such farmers as a priority group.

Food export is affected by inadequate certification of
domestic agricultural products and by processed food
that does not meet sector needs. Cooperation among
farmers and links between agriculture and the process-
ing industry need support. Today Kyrgyz farmers tend
to form, mostly, consumer cooperatives or agricultural
product and service cooperatives, as they are called,
using a fraction of total cooperation capacity, mostly in
the form of the shared use of agricultural machinery
and, in some cases, joint procurement of fertilizers and
seeds. Storage, processing, marketing, and selling are
handled by an actively developing market of interme-
diaries. Intermediaries appear to harvest crops them-
selves, load them in big trucks, and take them to export,
while farmers do only farming and, as a consequence,
receive only a small share of the value of their products.
Without claiming to participate in all links of the added-
value chain, cooperatives, nevertheless, could win a
part of the market to earn more and retain revenues
for their members, which is the rural population. Coop-
eratives are primarily organizations that help economi-
cally vulnerable people arrange a joint farm without
intermediaries, equitably distributing profits and demo-
cratically managing the process. So it is important for
cooperatives to become key allies of the government
and international partners in achieving social goals of
agribusiness and regional development as well as job
creation in rural areas.

4. Implement a confracting system
in agricultural production

The country needs to address not only the issue of
production but also the issue of sales of the output
and compliance with certain standards.

Policy Options

Contractual agreement is a type of purchase and
sale contract—it is a contract that regulates relation-
ships related to the purchase of agricultural prod-
ucts grown or produced by agricultural companies
or peasant smallholder farms.

As a result of signing these contracts, farmers know
in advance what they have to produce, in what
quantities and of what quality; they could even get
some advance payment, which would have a posi-
tive impact on agriculture development. Such con-
tracts could be beneficial for the development of the
processing industry. For example, Kyrgyz agricul-
tural producers could supply beans, tobacco to the
armed forces of the members, which would mean
guaranteed supplies under contractual agreements
prepared in advance.

5. Encourage specialization under
the Eurasian Economic Union

Under the Eurasian Economic Union, certain spe-
cialization is inevitable because of geography and
available resources. No country, even the larg-
est and most developed, can be highly competi-
tive in all areas. Member countries of the Eurasian
Economic Union may specialize in producing food
products based on their own specific climatic con-
ditions, existing resources, and potential. Each Eur-
asian Economic Union country, with the help of other
members, should create strong modern clusters and
enterprises that would compete with products from
third countries, which will increase exports.

As noted earlier, in recent years, the area planted in
cereals has been reduced because wheat land has
been diverted to more profitable fodder crops. Be-
sides, domestically produced wheat has low gluten,
which is another reason for wheat imports. Given all
these factors, the government should support spe-
cialization under the Eurasian Economic Union and
divert some planted areas to those crops and plants
that are more suitable to the country’s climate, more
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competitive in foreign markets, and can increase the
volume of the country’s exports.

Assignment

The assignment is to identify causes, motivation, and
response of the stakeholders to shocks arising in
the food system; and to analyze policy options and
develop the most optimal system of policy measures
that would meet interests of all stakeholders to the
maximum extent possible while allowing the country
to avoid or substantially reduce the susceptibility of
its food system to potential shocks in the future.

Conclusion
and Recommendations

The overview of the food system in the Kyrgyz
Republic showed that the trend of basic food out-
puts has not been positive and, in fact, the output
of some foods has been declining. Self-sufficiency
has been achieved for three staple foods: potatoes,
vegetables and fruits, and milk and dairy products.
The inability of the country to provide home-grown
food to its population leads to imports of necessary
food products. The country imports large quantities
of wheat, vegetable oils, and sugar for its own con-
sumption; imports of almost all products have been
increasing; and the export of dairy products and
vegetables has been decreasing.

This analysis of the food system in the Kyrgyz Re-
public has identified the following main shocks in
its food system: natural shocks (mudflows, droughts,
floods, etc.), increased food and input prices in the
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domestic and external markets, political shocks
(border closure, customs duties), and exchange rate
shocks. The experts believe that the impact of such
shocks is stipulated by problems that have accumu-
lated in the country’s agriculture—namely, the exten-
sive nature of the agricultural sector development,
disrupted inter-farm economic links, land degrada-
tion, inefficient water management, and so on.

Causes and motivations of various stakeholders
such as the government, population, and agricul-
tural producers, along with their responses to the
shocks arising in the food system in the Kyrgyz Re-
public, were examined.

Policy options for transformations in the country
were developed and proposed. Their main objective
is to contribute to the development of the food sys-
tem and reduce its susceptibility to various shocks.

A forecast of changes in the situation that would re-
sult from the proposed policy options enables us to
recommend those options that are the most produc-
tive and efficient in the face of limited budget funds
in the Kyrgyz Republic. These recommended op-
tions are to create a government-supported system
of agricultural insurance; establish a state fund for
providing assistance to vulnerable groups of popu-
lation in case of food shocks; implement a contract-
ing system in agricultural production; and implement
a sustainable rural development policy.

It should be noted that all developed policy op-
tions are forward-looking. They require a phased
approach in implementation and will help achieve a
positive effect in the development of the country’s
food system and reduce its dependence on various
shocks arising in the future.
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Executive Summary

Over the last two decades, Uzbekistan has faced
several occurrences of extreme hydrological
droughts, with crop yield losses of 50 percent
to 75 percent in the worst-affected areas. These
droughts also had substantial negative impacts on
people’s livelihoods and food security. Drought im-
pacts are modulated by vulnerability and resilience
to droughts, which are affected by actions taken to
mitigate drought risks. Drought risk mitigation in-
cludes a variety of risk management activities car-
ried out before droughts actually occur. However,
often responses to previous droughts emphasized
ex post crisis management approaches rather than
proactive and more economically efficient drought
risk mitigation strategies. If proactive drought risk
management is socially optimal compared with re-
active crisis management, then the question is: what
are the barriers and opportunities for the transition
from crisis management to drought risk manage-
ment in Uzbekistan?

This case study seeks to provide responses to this
question by reviewing past drought impacts and
evaluating policy, institutional, and technological op-
tions to strengthen resilience against droughts. The
study hypothesized that, for their successful uptake,
drought risk management actions should have sub-
stantial co-benefits and positive social returns even
without droughts. The results showed that improved
access to extension, access to credit, and diversified
cropping portfolios were strongly linked with farmer
drought coping and drought risk mitigation actions.

Stakeholder analyses pointed out that major con-
sensus-based drought risk mitigation policy actions
in Uzbekistan were improving water use efficiencies
through cleaning and good maintenance of irriga-
tion and drainage networks, developing drought-
resistant cultivars, adopting water-saving irrigation
technologies, and improving market access for
farmers—including access to drought risk insur-
ance. Stakeholder responses indicate widespread

Executive Summary

understanding and agreement about the necessity
of drought risk mitigation activities; however, what
seem lacking are stronger inter-agency linkages
and coordination, and the national-level strategy
framework guiding these drought risk mitigation and
preparedness activities.

Background

Uzbekistan is located in arid and semi-arid areas
vulnerable to frequent droughts (Gupta et al. 2009).
Because of its high aridity, agricultural production
is possible only through supplemental irrigation in
most of the country (Chub 2007). The major sources
of irrigation water are the glacier-fed Amudarya and
Syrdarya rivers, which have high inter-annual flow
variability (Dukhovny, Sorokin, and Stulina 2008;
Sorg et al. 2012). During minor drought years, this
variability could be compensated by the vast net-
work of 55 water reservoirs in the country; however,
during major and protracted droughts, the current
reservoir total capacity of about 20 cubic kilometers
is not sufficient. Furthermore, the needs for irrigation
water are growing rapidly (Cai, McKinney, and Rose-
grant 2003). Increasingly, the imbalance between
the availability of water and growing water demands
is exacerbating the impacts of even previously mild
drought years. As a result, over the last decade, Uz-
bekistan has faced several occurrences of extreme
hydrological droughts, with crop yield losses of 50
percent to 75 percent in the worst-affected areas
(FAO 2017). These droughts have also had substan-
tial negative impacts on people’s livelihoods and
food security. During the drought in 2000-01, it
was reported that cereal production declined by 10
percent, cotton production by 17 percent, and rice
production by 60 percent, resulting in about US$130
million of losses (World Bank 2006). The biggest
losses occurred in the downstream areas in Uzbeki-
stan, where about 600,000 people were in need of
food aid to the value of US$19 million (World Bank
2006; FAO 2017). In this context, Mirzabaev and
Tsegai (2013) also found that a 30 percent reduction
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in irrigation water availability could increase wheat
prices by about US$400 per metric ton in the coun-
try over the price per metric ton in normal hydrologi-
cal years.

The extent of drought costs and impacts is modulat-
ed by vulnerability and resilience to droughts, which
are affected by actions to mitigate drought risks.
Drought risk mitigation includes a variety of risk
management activities carried out before droughts.
However, a usual course of action in Uzbekistan in
the past had been responding to droughts through
costlier ex post crisis management, rather than pro-
active and economically more efficient drought risk
mitigation, which is currently being increasingly pro-
moted. In this regard, climate change is expected to
increase the frequency and severity of droughts in
Uzbekistan (Sorg et al. 2012), making crisis manage-
ment approaches even less affordable. If proactive
drought risk management is socially optimal com-
pared with reactive crisis management, then the
question is: what are the barriers and opportunities
for the transition from crisis management to drought
risk management in Uzbekistan?

This case study seeks to provide responses to this
question by reviewing past drought impacts and
evaluating policy, institutional, and technological re-
sponse options against droughts. We hypothesize
that, for their successful uptake, drought risk man-
agement actions and investments should have sub-
stantial co-benefits and have positive social returns
even without droughts. Hence they can be widely
promoted as low- or no-regret policy strategies for
sustainable development and building resilience
to a variety of environmental, economic, and social
shocks.

Conceptual Framework

Drought is a natural hazard, so its occurrence can
be assessed by attaching probabilities depend-
ing on local biophysical and climatic conditions

© 2017 Eurasian Center for Food Security, Moscow, Russia.

(Wilhite 2000). However, drought impacts are
shaped by the socioeconomic context of the affect-
ed areas. This includes their vulnerability and resil-
ience to droughts—that is, their level of drought pre-
paredness. Vulnerability and resilience to droughts
are affected by actions to mitigate drought risks
and increase drought preparedness. Drought pre-
paredness involves actions undertaken before
droughts occur in order to improve operational and
institutional responses to them (Kampragou et al.
2011). On the other hand, drought risk mitigation
actions include a variety of risk management activi-
ties carried out before the droughts occur in order
to minimize their impacts on people, economy, and
environment (Figure 1).

In the past, a usual course of action taken in Uz-
bekistan was to respond to the impacts of droughts
once they had occurred through crisis management,
rather than proactively improving resilience against
drought impacts through the use of appropriate risk
management strategies (FAO 2017). In fact, informa-
tion on the costs and benefits of mitigation actions
is lacking, so governments may often be reluctant to
make costly investments in drought risk mitigation
(Ding, Hayes, and Widhalm 2011).

Moreover, under various uncertainties and with a
shortage of empirical evidence of the higher effi-
ciency of drought risk mitigation actions, it may be
economically rational to respond to droughts only
after shocks (Zilberman et al. 2011). Economic theory
shows that, under conditions of uncertainty, actors
will delay irreversible investments until their net ben-
efits exceed a positive critical value (McDonald and
Siegel 1986). Zilberman et al. (2011) indicate that ma-
jor changes in institutions and technological adop-
tions are likely to happen ex post as a response to
droughts. For example, the drought of 1987-1991 in
California led to the wider adoption of water conser-
vation technologies (sprinkler irrigation), fallowing
land, and lining canals to reduce water loss, as well
as the introduction of water trading—even though
these measures had been recommended for a long



Conceptual Framework

Figure 1: The Conceptual Framework of the Review
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time before the occurrence of the drought (Zilber-
man et al. 2011).

Although ex post actions seem to happen more often,
there are also economic reasons for ex ante actions.
Drought is a business risk and agricultural producers
will try to avoid its costs. They thus have incentives to
undertake mitigation actions, but obstacles in Uzbeki-
stan remain in the form of lack of knowledge about
drought occurrences (early warning systems) and
their impacts (extension and advisory services), and
lack of funds (access to credit) (FAO 2017).

Indeed, numerous studies from around the world
show that households in many drought-affected
areas, as a normal part of their livelihood behav-
ior, continuously apply risk management strategies.

resilience transformations
Monitoring and data  Livelihood and
” collection economic
diversification

Early warning and
alert systems

Analytical capacities

Insurance and
other market-based
approaches

Social safety nets

However, at the household level, such risk manage-
ment strategies are often applied in response to past
drought shocks. However, such strategies could be
made more efficient and forward-looking with the in-
put of available scientific data on climate, droughts,
and drought risk mitigation measures, supported by
ex ante government policies. Birthal et al. (2015) indi-
cate that, although agricultural households carry out
coping actions after droughts—actions that could
serve as risk management strategies by reducing
their vulnerability to future droughts—they may rare-
ly be able to fully recover the loss of their productive
assets due to the impact of past droughts. In fact,
drought relief in many developing countries, includ-
ing Uzbekistan, is not as comprehensive as it might
be in some high-income countries, so that affected
households are often left to their own devices.
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Methodology and Data

Based on the above background and conceptual
underpinnings, the case study methodology seeks
to work across scales, covering various stakehold-
ers—from farmers to responsible public agencies
and institutions. For this purpose, we first conducted
a review of the current state of drought-related lit-
erature and policies in Uzbekistan and assessed the
potential of various alternative technologies as well
as institutional and policy options for drought risk
management in the country.

Second, using statistical exploratory approaches,
we analyzed a nationally representative agricul-
tural household survey from Uzbekistan for major
responses that farmers undertook against droughts,
their self-assessments of drought impacts, and
barriers they faced and opportunities they had for
strengthening their resilience against droughts (see
Annex 1 for the questionnaire used).! Because farm-
ers are the major stakeholders affected by droughts,
their views and opinions about the opportunities and
barriers for drought risk mitigation would represent
a cornerstone of any activities to support drought
risk mitigation in Uzbekistan.

Finally, we conducted expert interviews and held
discussions with selected stakeholders from Uzbeki-
stan’s Ministry of Agriculture and Water Resources,
the Tashkent Agrarian University, the Uzbekistan
Hydro-Meteorological Service, farmers, farmer as-
sociations, national agricultural banks, insurance
companies, local administrations, research institutes,
agricultural universities, and international partner or-
ganizations and other organizations, soliciting their
feedback and ideas on the current status quo and
their insights and conclusions about drought risk
mitigation strategies and approaches in Uzbekistan.

Results and Discussion

The results of the interviews with farmers show that
absolute majority of farmers (94 percent) had ex-
perienced drought shocks during the previous five
years. There were no significant differences in terms
of drought experiences across different categories
of farmers (lower-, middle-, and higher-asset farm-
ers). However, there were significant differences in
the actions they took in response to droughts: 60
percent of higher-asset farmers undertook drought
response and drought risk mitigation actions, but
only 21 percent and 30 percent of lower- and mid-
dle-asset agricultural producers, respectively, car-
ried out such drought coping actions (Table 1).

Most farmers (70 percent) reported that they had
experienced drought only once during the previous
five years. Sixteen percent had experienced drought
twice, 5 percent three times, and about 1 percent of
farmers seem to have experienced drought almost
every year during the previous five years.

Counterintuitively, more frequent experiences of
drought were reported not in the downstream areas
(Karakalpakstan), but in midstream (Kashkadarya) and
upstream (Andijan, Tashkent) provinces in Uzbekistan.
In most of the previous literature and development
activities, the focus areas for drought coping inter-
ventions were mostly in downstream areas in Uzbeki-
stan. Arguably, during large-scale droughts, those
downstream areas are affected the worst. However, it
seems that—at least in terms of farmers’ perceptions
of water availability—drought conditions are experi-
enced more frequently in the upstream, more heavily
populated areas of Uzbekistan.

This finding calls for a wider focus in drought mitiga-
tion policies and for targeting not only extreme cases

" The farmer interviews were conducted by the International Center for Agricultural Research in the Dry Areas (ICARDA) (Mirzabaev 2013) in 2010—11 across

all major agro-ecological zones in Uzbekistan. The sample size was 400 farmers. The survey contains detailed information on farmer characteristics,

agricultural production data, non-farm income and employment, experience of drought shocks and measures that farmers undertook to cope with drought

impacts, the barriers for coping measures against drought impacts, farmers” self-assessments of drought impacts, access to extension, and other variables.
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Results and Discussion

Table 1: Drought Experiences and Farmer Coping Actions

Experienced drought shock

Farmer categories by income No (%)
All farmers 6
Lower-asset farmers (N =150) 9
Middle-asset farmers (N =101) 6
Higher-asset farmers (N =131) 2

Took action
Yes (%) No (%) Yes (%)
94 63 36
91 79 21
94 70 30
98 40 60

Note: Asset categories correspond to lower, middle and higher terciles of assets value (including house, car, other durables, and jew-

elry). In their monetary values, these represent for lower-asset farmers: US$0 to 10,000; for medium-asset farmers: US$10,001-30,000;

for higher-asset farmers: US$30,001-90,000.

of drought but also milder cases. In terms of their eco-
nomic impacts, milder droughts in highly productive
and heavily populated areas might be actually more
significant than more severe droughts in less pro-
ductive and less populated downstream areas. Ad-
dressing this issue also requires focusing drought risk
mitigation activities not only on hydrological droughts,
but also on economic droughts (seen in the growing
imbalance between supply and demand of water).

The most frequently used drought risk mitigation ac-
tions among all types of agricultural producers were
changing crop varieties and crop types (19 percent)
and changing planting dates (8 percent); fewer ag-
ricultural producers applied water conserving and
sustainable land management (SLM) practices, re-
duced the area of cultivated land, or carried out oth-
er drought risk mitigation activities such as shifting
from crop production to livestock rearing (Table 2).
These categories of drought responses are also the

ones that are common in other arid drought-prone
areas around the world (WMO and GWP 2017). Uz-
bekistan, in this regard, could learn from the experi-
ences of these other drought-affected countries in
establishing drought preparedness and drought risk
mitigation plans.

Among the barriers to taking drought coping actions,
lack of access to credit and inputs came out as the
major impediment, especially for lower-asset agri-
cultural producers (Figure 2).

The fact that most farmers used their own savings
to fund the needed coping activities also points to a
lack of access to credit and lack of drought insurance,
which could be major areas for developing drought
risk mitigation strategies in Uzbekistan. Access to
information (extension) and knowledge about SLM
and water conserving agronomic practices was also
found to be highly positively associated with under-

Table 2: Type of Drought Responses by Farmer Asset Category

Type of action in response to droughts  Share (% of total)
No action 63
Planted different crop or crop variety 19
Changed planting dates 8
Applied water/land conserving practices 5
Others (e.g., shifted to livestock) 4
Reduced cropped land 2

Share (% of lower-  Share (% of middle-  Share (% of higher-
asset farmers) asset farmers) asset farmers)
79 70 40
14 15 31
3 10 15
1 2 4
2 2 7

1 1 3

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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Figure 2: Major Barriers to Drought Coping
Actions, by Farmer Asset Category

Lower-asset
farmers
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Source: Based on Mirzabaev 2013.

taking drought coping and mitigation activities (Fig-
ure 3). Similarly, those farmers with more diversified
cropping portfolios were found more likely to under-
take drought coping and mitigation actions (Figure 4).

All in all, the analysis of interviews with agricultural
producers showed that drought is one of the major

environmental hazards affecting their productive ac-
tivities. However, only about one-third of agricultural
producers carried out drought coping and mitigation
activities. Major factors that could strengthen and
improve drought resilience were found to include
better access to extension and knowledge about
SLM and water-conserving agronomic practices, im-
proved opportunities for crop diversification, and im-
proved access to credit. It was also found that house-
holds did not use any drought insurance options—
hence their development and wider use could be a
major contribution to improved drought resilience
in Uzbekistan. Unlike the accepted convention that
the downstream areas are those most affected by
droughts, the findings indicate that upstream and
midstream areas are not less affected. Considering
their relatively higher productivity and more dense
populations, improving drought preparedness and
resilience in these upstream and midstream areas
could have considerable economic benefits.

These findings are in line with broad drought impact
and mitigation literature from around the world. Ex-
periences from other countries also show that, for
example, better access to agricultural extension facili-
tated the adoption of drought risk mitigation practices
among agricultural households in Bangladesh (Alam
2015). Similarly, Kusunose and Lybbert (2014) found
that access to credit plays a major role in coping with
droughts among farmers in Morocco. Holden and

Figure 3: Knowledge of SLM Practices
and the Likelihood of Drought Risk Mitigation
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Figure 4: Crop Diversification
and Drought Actions
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Shiferaw (2004) found that higher access to credit
helps farming households in Ethiopia to better cope
with drought impacts by helping them avoid divest-
ing their productive assets. In other countries as well,
land use change and the modification of cropping pat-
terns were frequently used to build resilience against
droughts (Lei et al. 2014: China; Deressa et al. 2009:
Ethiopia; Huntjens, Pahl-Wostl, and Grin 2010: Eu-
rope; Willaume, Rollin, and Casagrande 2014: France).
Another frequently used drought risk mitigation strat-
egy consisted of diversifying livelihood sources to
non-farm activities (Sun and Yang 2012: China; Kochar
1999: India; Kinsey, Burger, and Gunning 1998: Zimba-
bwe), and divesting livestock assets (Kinsey, Burger,
and Gunning 1998; Reardon and Taylor 1996: Burkina
Faso). The World Meteorological Organization (WMO)
and Global Water Partnership (GWP) (2014) indicated
that among the key characteristics of drought-resil-
ient households in Kenya and Uganda were a strong
asset base and diversified risk management options,
which were primarily the result of their higher educa-
tion levels, enabling them to have more knowledge
about coping actions against various hazards and
also providing them with more income-generating
opportunities. These similarities in drought respons-
es and drought risk mitigation activities in Uzbekistan
and other countries around the world may provide
highly useful opportunities for studying and learning
from the lessons of global experiences from drought
risk mitigation policies while strengthening drought
risk mitigation strategies in Uzbekistan.

Stakeholder Groups

The analysis of stakeholder groups focused on farm-
ers, farmer associations, water user associations,
rural advisory services, national agricultural banks
and insurance companies, local administrations, the
Ministry of Agriculture and Water Resources, the
Ministry of Emergency Situations, Uzhydromet (the
hydro-meteorological service), research institutes,
agricultural universities, and international partner or-
ganizations.

Stakeholder Groups

The interviews included a discussion of linkages and
collaborative activities in this network of organiza-
tions (Figure 5), including discussion of their current
roles as well as expectations of future contributions
for drought risk mitigation activities in Uzbekistan.

Government Stakeholders

The Ministry of Agriculture and Water Resources and
Uzhydromet were mentioned as major organizations
with institutional roles in mitigating drought risks and
providing early warning and forecasts on droughts. In
this regard, Uzhydromet operates the National Center
for Drought Monitoring, the major function of which is
to provide early warning and propose measures to al-
leviate the impacts of droughts under a changing cli-
mate. At the same time, several respondents highlight-
ed the need for Uzhydromet to improve its work not
only on monitoring and forecasting droughts, but also
on the timely provision of drought-related information
to other relevant organizations, specifically to local ad-
ministrations, as well as to farmers through mass me-
dia. Currently such communication is deemed relative-
ly slow and goes through complicated administrative
channels. Moreover, it was suggested that the Ministry
of Agriculture and Water Resources should take into
account these forecasts while planning agricultural ac-
tivities; it should also inform relevant organizations so
they can take necessary actions to mitigate drought or
develop drought risk mitigation strategies in coordina-
tion with local authorities.

Research Institutes

Although representatives of several research institutes
interviewed indicated that they are making significant
efforts to breed new drought-resistant crop varieties,
the links between these research institutes and farm-
ers, seed companies, and rural advisory services ap-
pear to be quite weak or even nonexistent. Many of
the improved drought-resistant varieties are recom-
mended to the government (through the Ministry of

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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Figure 5: Schematic Map of Stakeholder Interactions on Drought Risk Mitigation and Preparedness
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Agriculture and Water Resources); it is then expected
that the government should spread these varieties to
farmers. Alternative approaches of working directly
with seed companies and farmers are rarely practiced.

Associations and Advisory Services

Farmer associations, rural advisory services, and wa-
ter user associations were considered to be highly
important for providing farmers with knowledge of
drought risk mitigation activities such as new drought-
resistant crop varieties, modified agronomic practices,
and the application of SLM and water-saving irrigation
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Local administrations

practices. However, despite their ongoing efforts, the
use of SLM and water-conserving irrigation practices
remains low. Few if any studies identify the reasons
behind such low adoption. Research institutes and
universities could play a bigger role by conducting
such studies and providing insights on what needs to
be done to improve technology uptake.

The Ministry of Emergency Situations

The role of the Ministry of Emergency Situations
directly relates to drought crisis management. Dur-
ing the severe drought of 2000-01, the Ministry of



Emergency Situations played a vital role in provid-
ing the affected populations with access to potable
water and emergency food aid. Although it does not
engage directly in ex ante drought risk mitigation
activities, it seems a combination of drought crisis
preparedness actions involving the Ministry of Emer-
gency Situations with drought risk mitigation activi-
ties led by other stakeholders would provide syner-
gies that are not available when isolating drought
crisis preparedness from drought risk mitigation.

Insurance Companies

Currently, insurance companies are playing an in-
creasing role in providing drought insurance to farm-
ers. However, only 30 percent of crops were reported
to be covered by any insurance. Since the insurance
is indemnity-based, it requires lengthy verification
procedures for triggering the payments. Moreover,
to qualify for payments farmers need to have strictly
followed the agronomic recommendations set out by
the Ministry of Agriculture and Water Resources for
each region and crop, which leaves room for arbitrary
interpretations and lack of transparency. Alternative
index-based approaches could provide new oppor-
tunities by not only reducing transaction costs (result-
ing in lower insurance fees), but also with more trans-
parent ways of triggering payments. However, es-
tablishing a well-functioning index-based insurance
system would require much closer cooperation and
exchange between Uzhydromet, research institutes,
and insurance companies than is currently practiced.
Furthermore, opening up the insurance market to
new entrants and increased privatization of state-
owned insurers could also provide some boost to the
demand-driven and customer-oriented approaches
in the work of insurance companies.

Stakeholder Coordination

The major conclusion of the stakeholder analysis is
that numerous organizations are contributing vital

Stakeholder Analysis and Policy Actions for Drought Risk Mitigation

elements of drought risk mitigation strategies in Uz-
bekistan, but what is lacking is effective institutional
coordination of these different actors and their roles.
In this regard, the development of a national drought
risk mitigation and preparedness strategy could be
a vital step for improving the coordination between
stakeholders. Moreover, establishing a permanent,
even if relatively small, unit that will coordinate these
drought risk mitigation and preparedness activities
under the Agro-Industrial Sector of the Cabinet of
Ministers (in contrast to a previously used mecha-
nism of ad hoc commissions to coordinate drought
crisis response actions) could provide an important
step for the transition from drought crisis manage-
ment to drought risk mitigation approaches in Uz-
bekistan.

Stakeholder Analysis and Policy
Actions for Drought Risk
Mitigation

This section turns to institutional and stakeholder
analysis. The interviews with various stakeholders
also suggested a number of policy actions capable
of contributing to drought risk mitigation in Uzbeki-
stan. In contrast to expectations, broad similarities
and complementarities were seen in the types of
drought risk mitigation strategies proposed by the
interviewed stakeholders, rather than contradictions
or mutually excluding options.

As noted earlier, crop diversification—including a
wider use of drought-tolerant crops and crop cul-
tivars—was mentioned by farmers as the major
drought risk mitigation strategy that they undertake.
During the interviews, all institutional stakeholders
further emphasized the role of crop diversification,
as well as crop variety diversification—that is, they
all emphasized breeding and disseminating new
drought-resistant cultivars. In fact, crop diversifica-
tion—as a response not only to droughts but also to
the growing problems of land degradation and for
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improving agricultural profits—has been increasing-
ly promoted by the government as well. Presidential
Decree No. 2460, from December 29, 2015, sets out
a longer-term strategy to diversify and intensify crop
production in the country whereby, between 2016
and 2020, about 170,000 hectares of cotton fields
and about 50,000 hectares of wheat fields will be
reallocated to other crops such as fruits, vegetables,
oilseeds, forage crops, and legumes.

Reallocating land may not be sufficient by itself,
however. To introduce more drought-tolerant forage
crops such as barley, rye, maize, sorghum, and Su-
dan grass, domestic seed supply chains need to be
developed. Moreover, current breeding programs
mostly concentrate on developing new drought-re-
sistant varieties of wheat and cotton. More efforts
are needed to develop drought-resistant varieties of
other crops, which will increasingly occupy larger ar-
able areas in Uzbekistan.

Improving water use efficiency in agriculture was
mentioned as another key priority area for drought
risk mitigation by almost all interviewed stakehold-
ers. There are several suggested approaches to do
this.

First, cleaning and good maintenance of irrigation
and drainage networks was cited as key for improv-
ing water conveyance efficiency and reducing wa-
ter losses. In this regard, it was highlighted that the
Fund for Improvement of Irrigated Lands under the
Ministry of Finance has been channeling significant
investments and efforts for cleaning drainage and
irrigation systems in Uzbekistan, especially for the
larger irrigation and drainage canals. At the same
time, more needs to be done to improve the main-
tenance of local, smaller irrigation and drainage
networks, which fall under the responsibility of local
water user associations.

At the farm level, adopting water-conserving irriga-
tion techniques could contribute to water saving
and a higher productivity of water. For example, the
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Government of Uzbekistan has been investing in the
expansion of drip irrigation by providing access to
soft credit to farmers. However, proper water man-
agement is not easy in the irrigated conditions of Uz-
bekistan. The complex management requirements
depend on geographical location, topography, frag-
ile geomorphology, and farm size, as well as aspects
of local water distribution. There is a need for “preci-
sion irrigation” based on a more accurate estimation
of the real water needs of each crop. In this context,
some stakeholders emphasized that there is also a
need to improve the work of water user associations
not only for improved efficiency, but also for equity
of water distribution.

For higher impact, crop diversification and improv-
ing water use efficiency could also be combined.
In 2007, the Government of Uzbekistan decided
to increase production and improve water use effi-
ciency by increasing intensive orchards areas—that
is, orchards with a very high planting density. The
area of intensive orchards has been steadily grow-
ing in the last 10 years and is currently estimated to
be 43,000 hectares; all intensive orchards are us-
ing only the drip irrigation system. Bobojonov et al.
(2013) reported that introducing crops that demand
less water with a higher water productivity (meaning
higher profits per cubic meter of water used) than
wheat, cotton, and rice will become especially at-
tractive in the downstream and tail end areas of the
irrigation systems. Even though crops such as mung
bean, maize, and sorghum currently have relatively
low profits, nevertheless they may become suitable
alternatives where the availability of irrigation water
is not high enough to allow for the planting of high-
water-demanding crops.

The responses of various stakeholders also pointed
out the need to improve the extension and rural ad-
visory services on SLM (for example, conservation
agriculture practices and the expanded application
of improved land leveling, such as the currently
growing use of laser-guided land leveling) and wa-
ter-conserving irrigation methods. This coincides



with the findings from farmer interviews, where lack
of access to extension was also found to be a major
deterrent to undertaking drought risk mitigation ac-
tivities. One respondent also highlighted the impor-
tance of developing drought insurance, providing
opportunities for off-farm employment, and employ-
ment diversification.

Three insurance companies provide drought insur-
ance coverage in Uzbekistan: these are Uzagrosu-
gurta, Agroinvest, and Halg sugurta. Murodullaey,
Bobojonov, and Mustafaqulov (2014) note, however,
that only 30 percent of crops in Uzbekistan were
covered by insurance, including not only drought but
such other events as wildlife crop damage, strong
wind, and hail. In many cases, this insurance has
high transaction costs because each event against
which a claim is made would need to be verified on
the ground; moreover, the insured farmers are re-
quired to follow the agro-technical norms set out by
the Ministry of Agriculture and Water Resources for
each crop (which are not always easy and may not
make economic sense to a farmer) in order to qualify
for drought payments. To spread coverage by re-
ducing transaction costs, there is a need to expand
opportunities and technical basis for index-based
insurance options.

Among the specific measures suggested by a num-
ber of respondents was to increase the number of
water reservoirs. In our opinion, however, this may
not provide a viable solution because presently
there are 55 reservoirs with a capacity of 20 cubic
kilometers in total (more than a third of the water
used annually in Uzbekistan’s agriculture) that are
already able, to a large extent, to accumulate any
excess water during high water years to release dur-
ing drier years. Adding more reservoirs may lead
to greater evaporation, leading to more water loss.
The main reason for the severity of the impact of
droughts is not the lack of reservoirs that can miti-
gate these impacts, but seems to be a widening gap
between available supplies of water and growing
water use. Hence supply-side measures—such as

Stakeholder Analysis and Policy Actions for Drought Risk Mitigation

minimizing water losses in the drainage and irriga-
tion canals—are vitally important. At the same time,
success in improving the resilience against droughts
would largely depend on demand-side actions tar-
geting ways to improve water use efficiencies and

reduce overall water use in agriculture.

The interviews emphasized that current activities of
monitoring and forecasting droughts would need to
be significantly strengthened by investing in more
granular and frequent weather and hydrological
data collection and improved hydro-economic mod-
eling of drought impacts. However, the crucial as-
pect stressed by several respondents was the provi-
sion of open access to such early warning signals, as
well as to the climate and weather data. There are
important opportunities for research institutes and
universities to contribute by modeling the effects of
drought on crop production and water availability, for
which having open access to data is also essential.

Several respondents emphasized the need to boost
the coordination of drought policies and programs,
including linking information on monitoring, fore-
casts, and early warnings with long-term drought
resilience strategies in agriculture. In this regard, the
National Center for Drought Monitoring under Uz-
bekistan’s hydro-meteorological service (Uzhydrom-
et) could play a more active role in collaboration with
the Ministry of Agriculture and Water Resources and
its local administrative branches.

Finally, respondents also highlighted the need to
develop a national strategy for drought risk miti-
gation and preparedness, which could provide
the basis for such well-defined inter-agency col-
laborations. The national drought risk mitigation
and preparedness strategy would need to include
improved information about the impacts of past
droughts (direct and indirect, immediate and lon-
ger term), including impacts not only on agricultural
productivity but also economy-wide effects on in-
comes, poverty, and food security. Respondents
suggested that such a national strategy should
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also systematize the available knowledge concern-
ing drought adaptation strategies (including tech-
nologies and approaches in agriculture and natural
resources management) as well as strategies that
support producer and farming communities via risk
management (insurance).

Conclusions and Policy
Implications

The findings of this case study show that improved
access to extension and credit along with diversified
cropping portfolios were highly related to farmer
drought coping and drought risk mitigation actions.
Stakeholder analyses pointed out that major con-
sensus-based drought risk mitigation policy actions
in Uzbekistan could improve water use efficiencies

Box 1: S ummary of Recommended
Drought Risk Mitigation Options

v Diversify crops

v Breed drought-resistant crop varieties and
produce their seed, including for the diver-
sification crops

v Improve water use efficiency in agriculture

v Improve extension and rural advisory ser-
vices

4 Expand drought insurance products, spe-
cifically index-based drought insurance ap-
proaches

v Improve monitoring and forecasting of
droughts (data collection, hydro-economic
modeling, and open access to data)

v Strengthen the coordination of drought re-
sponse and risk mitigation activities

v Develop a national strategy for drought risk
mitigation and preparedness

© 2017 Eurasian Center for Food Security, Moscow, Russia.

by cleaning and good maintenance of irrigation and
drainage networks, developing drought-resistant
cultivars, adopting water-saving irrigation technolo-
gies, and improving market access for farmers—in-
cluding access to drought risk insurance. See Box 1
for a summary of recommended options.

Stakeholder responses indicate widespread un-
derstanding and agreement about the necessity of
drought risk mitigation activities, but what seems to
be lacking is stronger inter-agency links and coor-
dination, and the national-level strategy framework
guiding these drought risk mitigation and prepared-
ness activities.

In this regard, further research is also needed across
the agro-climatic zones to address the effects of
various types of water management and irrigation
regimes and to breed new drought-tolerant crop va-
rieties under different crop rotations. There is also
a lack of studies that identify the reasons behind
low adoption of SLM and water-conserving prac-
tices and suggest ways to improve such technology
adoptions. There are significant knowledge gaps on
drought impacts and related quantitative cost-bene-
fit analyses of reactive versus proactive actions for
drought risk mitigation. When there is a lack of infor-
mation on the costs and benefits of drought risk miti-
gation actions, the Uzbekistan government would
naturally be reluctant to make costlier investments
in drought risk mitigation activities.

The key recommendation coming from the stake-
holder interviews was to develop a national drought
risk mitigation and preparedness strategy. This strat-
egy needs to be based on the latest research find-
ings on the impacts of droughts, including impacts
not only on agricultural productivity but also econ-
omy-wide effects on incomes, poverty, and food se-
curity. Such a national strategy is also expected to
systematize the available knowledge on drought ad-
aptation strategies and set the framework for inter-
agency coordination of drought risk mitigation and
preparedness activities.



Teaching Assignment
(Extended Classroom
Game-Oriented Version)

The Government of Uzbekistan is organizing a na-
tional discussion for identifying major drought risk
mitigation policies/actions and, based on this discus-
sion, is developing a national strategy for drought
risk mitigation. For this purpose, representatives
from some of the various stakeholder groups were
invited to participate in the discussion, including (1)
farmers, (2) meteorological service, (3) the Ministry
of Agriculture and Water Resources, (4) research in-
stitutes and universities, and (5) agricultural service
providers (extension, banks, and insurance compa-
nies). The students are divided into these five cat-
egories of stakeholders. After a careful reading of
the case study and of the recommended literature
sources, each stakeholder group should identify:

1. What contributions can the stakeholder group
make to promote drought resilience in the
country?

2. Which barriers and problems does the group
face in implementing its activities for drought
risk mitigation?

3. What kind of input/support from each other
stakeholder would the group need?

In the second round of discussions, each stake-
holder group will make a presentation that includes
whether or not it can provide the inputs and sup-
port requested by other stakeholders for drought
risk mitigation activities, and what it may additionally
need in return from other stakeholders. The stake-
holder groups are allowed to evaluate and criticize
each other’s suggestions in case they do not seem
to make sense from their perspectives. The discus-
sion could be continued—ideally until consensus
emerges among various stakeholder groups.

Teaching Assignment (Extended Classroom Game-Oriented Version)

The purpose of the assignment is for students to
better understand the interactions between various
stakeholder groups, opportunities for collaboration,
and existing barriers and problems with drought
risk mitigation. The discussion facilitator should,
from the beginning, make clear that the govern-
ment is willing to invest sufficient funding to carry
out these proposals, so that the students’ creative
thinking and proposed solutions are not limited or
always reduced to funding availability, but instead
are liberated for generating novel and out-of-the-
box ideas.

Teaching Assignment
(Brief Homework-Oriented
Version)

The Government of Uzbekistan is organizing a na-
tional discussion for identifying major drought risk
mitigation policies/actions and, based on this discus-
sion, is developing a national strategy for drought
risk mitigation. Based on your reading of the case
study and other recommended materials, please an-
swer the questions below from the perspectives of
each of the following stakeholder groups: (1) farmers,
(2) meteorological services, (3) the Ministry of Agri-
culture and Water Resources, (4) research institutes
and universities, and (5) agricultural service provid-
ers (extension, banks, and insurance companies):

1. What contributions can the stakeholder group
make to promote drought resilience in the
country?

2. Which barriers and problems does the group
face in implementing its activities for drought

risk mitigation?

3. What kind of input/support from each other
stakeholder would the group need?
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Annex 1

Questionnaire
Introductory Remarks

This questionnaire is about identifying the key aspects
of improving drought resilience in the agricultural sector
in Uzbekistan and the role different organizations play in
this process. We would like to especially focus on ideas
for future measures that can help manage drought risks
in advance before the occurrence of droughts, rather
than only as crisis management after their occurrence.
All data and information gathered for this study will be
summarized for analysis and contribute to the prepara-
tion of a report on improving drought resilience in Uz-
bekistan. We thank you very much for your suggestions

and inputs.
1) Name of the respondent

2) Position, organization

3) Please state how your organization is related to
dealing with drought impacts:
a) not at all b) somewhat
c) closely d) very closely
4) What are the specific areas of addressing droughts

that your organization is engaged in?

5) In your view, which organizations play a key role on
addressing the impacts of droughts in Uzbekistan?

Please list.
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6) In your view, which organizations should play a
bigger role in addressing the impacts of droughts?
Please also say what actions these organizations

should undertake.

7) Which are the key organizations that you work to-
gether in addressing drought impacts? Please rank

by importance.

8) International practice shows that preparing in ad-
vance to deal with future droughts is often much
cheaper than addressing the impacts of droughts.

a) agree b) disagree

9) What are the actions and measures that are, in
your opinion, necessary to strengthen such future
drought preparedness and resilience in Uzbekistan?
Please rank from the easiest to most difficult to im-

plement.

10

Do you have any previous experience of dealing
with droughts? If yes, when? Was it a severe drought
or mild? What did you do to cope with drought and

its impacts?

11) IF such a drought is expected next year, what should

your organization do to be prepared for this?
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Executive Summary

Wheat is an essential food product for Uzbekistan
since it provides the largest share of calories and
nutrition to the Uzbek people. Wheat also occupies
the largest harvested area in the country. Wheat,
along with cotton, is considered one of the Uzbeki-
stan’s two “strategic crops.” Because of wheat’s im-
portance, the government has retained significant
elements of the central planning system from Soviet
times in the form of a state procurement system.
Through the state’s procurement, the government
effectively not only controls procurement prices, but
also dictates the area in which wheat should grow
and the quantity produced. The system has consis-
tently underpaid farmers for the wheat they produce.
How sustainable and fiscally sound are these poli-
cies in the long run?

Because of its ability to set procurement prices be-
low market prices, the government is also able to
maintain significant subsidies for wheat flour, bread,
and other wheat-based products available to all citi-
zens. The government has asserted that subsidies
for what is called “social bread” and wheat products
protect vulnerable people and provide them with
food security. How efficient are these subsidies with-
out effective targeting?

In this case study, we discuss the consequences of
maintaining specific wheat production, consump-
tion, and trade policies for different stakeholders.
We show that wheat prices are not only influenced
by domestic policies but also by international fac-
tors. We also look at the ability of the current system
to withstand negative external shocks such as the
2007-08 international food crisis. We approach the
policy options from the viewpoint of different stake-
holders—namely the government, farmers, and con-
sumers. We also consider issues such as regional
trade and its role in cushioning the shock of the
international food crisis of 2007-08. Though we
frequently refer to the initial conditions Uzbekistan
faced in the beginning of the 1990s, we focus on the

Executive Summary

period since 2007 to better understand the Uzbek
government’s evolving policies in wheat/flour/bread
production, consumption, and trade.

Our objective is to identify and justify the most im-
portant policy options to better respond to wheat
price changes. To achieve this objective, it is first
necessary to understand the political economy of
wheat pricing policy. We then provide a list of im-
portant policy options for stakeholders, ranging
from abolishing the state procurement system to
letting farmers decide to grow and trade crops of
their choice; and from investing in technology and
farmers’ education to boost agricultural productiv-
ity to building analytical capacity to produce reliable
and timely statistical information at the farm level.
We conclude this case study with the hopeful obser-
vation that the government of Uzbekistan lowered
import duties and excise taxes for wheat and other
food products beginning on October 1, 2017.

Background

Uzbekistan has pushed hard to achieve self-suffi-
ciency in wheat production, repositioning land and
resources into the sector. However, the country re-
mains one of the biggest wheat and flour importers
in the region. In its Grain Market Report (2017), the
International Grains Council (IGC) puts total grains
production in Uzbekistan at 7.1 million metric tons in
2015-16, compared with 7.6 million in 2014-15. To-
tal wheat imports are estimated at 2.2 million met-
ric tons in 201516, a slight increase compared with
2.1 million metric tons imported in 2014-15.

One of the reasons Uzbekistan imports a signifi-
cant amount of wheat is the low baking quality of
domestically produced wheat. Kienzler et al. (2011)
show that the country’s current land tenure poli-
cies, which prioritize quantity over quality, do not
stimulate diversification of wheat varieties and do
not result in the production of better-quality wheat.
Because of its low quality, a significant proportion
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of domestically produced wheat is used to feed
animals. Livestock farmers are increasingly using
grey loaf bread to feed animals because the frozen
bread prices make it competitive compared to, say,
mixed fodder.

The more domestic bread and wheat products be-
come subsidized, the higher the difference between
state procurement prices and market prices. In this
sense the procurement prices are “hostage” to sub-
sidies and cannot be raised easily. Raising the pro-
curement prices for wheat leads to increased costs
of state-owned mills and bakeries, which in its turn
would need to raise retail prices for bread or risk go-
ing bankrupt.

Production

Since 1991, wheat production has increased dramati-
cally. In pursuit of wheat self-sufficiency, the govern-
ment has increased the area harvested and taken
the necessary steps to improve yields with a com-
bination of improvements in seed quality and ex-
tension services. In the 1990s, the government also
dismantled collective farms—kolkhoz and sovkhoz—
and distributed agricultural land among farmers. As
a result of these reforms, there are two types of ag-
ricultural producers—conventional farms, which are
organized as legal entities and specialize in cotton,
wheat, vegetables, or orchids (or a combination),
and individual households that grow agricultural
produce in their small land plots. The latter group is
called dekhan farmers, and they operate with little
coercion from the government in terms of what to
cultivate, how to cultivate, and where to sell their
harvest. Sometimes the former group is referred to
as commercial farms, while the latter group is char-
acterized as subsistence farming.

The local government authorities (district and re-
gional authorities, called khokimiyats in Uzbek) dic-
tate commercial farms’ choice of crops, find input
suppliers (of seeds, fuel, and fertilizers), and set the
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amount of harvest the farmers will have to sell to the
government (more precisely, to a state-owned mill).
The government also determines the procurement
price, which is the price that farmers get for sell-
ing their harvested wheat to the state-owned mills.
The state procurement prices for wheat and cotton,
along with quotas for the harvest area and plans for
yields and production for every region and district,
are determined by the central government—the
Cabinet of Ministers of Uzbekistan.

The state procurement of wheat is intended to buy
only 50 percent of the harvest farmers grow. On pa-
per, farmers can sell the rest of the harvest to the
market, making wheat an attractive crop to cultivate.
This would work if the farmers could sell half of the
wheat they harvest by the end of growing period.
But in reality, a production plan set by the state pro-
curement system exceeds actual harvest yield up to
two times, leaving the farmers with little wheat to sell
to the market. The scheme works this way: suppose
a particular land plot can have a yield of 4 metric
tons per hectare. The logical action would be to set
the state procurement at 2 tons per hectare so that
the farmer sells 2 tons to the government and keeps
2 tons. But the local khokimiyat often sets the yield
from a particular land plot up to 8 tons per hectare,
often procuring the entire harvest. This practice not
only leaves farmers with little wheat beyond the
state procurement, but also greatly inflates official
yield statistics for wheat. Indeed, if the farmer sold 4
tons of wheat to the government, he or she must be
left with 4 tons of additional wheat. Except there is
no additional wheat, and the state procurement sys-
tem takes away all harvested wheat at below-market
prices.

Since 1991, Uzbekistan’s population has increased
from 22 million to 33 million, and over 43 percent
of the population is under 25 years of age. Faced
with the challenge of providing the population with
sufficient food, the Government of Uzbekistan has
pursued the goal of self-sufficiency in the produc-
tion and consumption of wheat and wheat products



such as bread and flour. Wheat is necessary to be
able to produce these food items, but the quality
of the produced wheat is not high. Actually, only
55 percent of domestically produced wheat can be
used for flour production as a result of its softness
(Lyddon 2015).

By the early 2000s the Government of Uzbekistan
declared that it had successfully achieved wheat
self-sufficiency by utilizing a combination of in-
creased harvest area and yield. To achieve this self-
sufficiency, the government had to increase area
under wheat cultivation at the expense of cotton
and livestock fodder crops such as barley, rye, and
oats.

Figure 1shows that both the harvested area and the
production of wheat have significantly increased.
The wheat harvest area has increased from 610,000
hectaresin 1992 to 1,450,000 hectares in 2014, while
production of wheat has increased from around 1
million metric tons to over 7 million metric tons for
the same period (Figure 1).

Background

In its Regional Overview of Food Insecurity: Europe
and Central Asia 2015, the United Nations Food and
Agriculture Organization (FAO) notes that Uzbeki-
stan delivers state-supplied inputs at discounted
prices to farms fulfilling state orders. The report ex-
plains that the yield improvement in Uzbekistan is
due mainly to a switch from rainfed spring wheat cul-
tivation to irrigated winter wheat cultivation.

Since 1991, per capita production of wheat has in-
creased by more than five times—from 45 kilograms
per capita in 1992 to 230 kilograms per capita in
2014. Almost all wheat in Uzbekistan is produced
by commercial farmers. In 2014 there were 72,300
large commercial farms, specializing in growing cot-
ton and wheat, and millions of small dekhan farms.’
Of all these farms, 28,500 are diversified and are
involved in the production of vegetables, melons,
grapes, fruits, livestock, and other products. Al-
though they occupy less than 5 percent of the ar-
able land, dekhan farms produce around 60 percent
of gross agricultural output and 92 percent of gross
livestock goods (CER & UNDP 2013).

Figure 1: Wheat Production and Harvested Area in Uzbekistan
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"In Uzbekistan, all rural households that have household plots are considered dekhan farms. It is difficult to verify exact number of such households, but

their number is estimated to be around 3 million.
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Consumption

Uzbekistan is classified as a country with a wheat-
based diet. According to the Ministry of Health of Uz-
bekistan guidelines, the wheat consumption norm in
Uzbekistan is 110 kilograms of flour per person per
year, or 147 kilograms grain equivalent. However,
production and import statistics, as well as house-
hold surveys, indicate that actual consumption is
much higher: earlier estimates have put it between
167 and 180 kilograms of bread (CER & UNDP 2005;
Christensen 2003). Assuming that more recent data
of domestic production (around 7 million metric tons)
and imports (2.1 million metric tons) are correct, and
all domestically produced and imported wheat and
flour are consumed, consumption per capita is ac-
tually around 300 kilograms a year. Even assuming
that official production statistics overstate actual
production (see the discussion in the previous sec-

tion), per capita consumption of wheat seems to be
excessive.

The excessive consumption of wheat might in large
part be explained by state subsidies for domestic
flour and bread. Because of the state order and state
procurement for wheat, the government is able to
keep the price of a standard loaf of bread weighing
600 grams, baked from the first-grade flour (called a
“grey loaf,” and popular among low-income consum-
ers), from increasing. Indeed, the last time the price

of grey loaf was increased was April 2013. Since

then it has been sold mainly in Tashkent city and all
other major cities for 650 Uzbek soms (Figure 2).

The low price of the grey loaf bread makes it ex-
tremely affordable to all groups of population, but
fixing its price for several years and keeping it ex-
tremely low has resulted in the deterioration of its
quality. Therefore more and more people prefer lo-
cal bread (called non in Uzbek) baked in traditional
local “tandoor” oven. Prices for this type of bread,
baked and sold by private bakeries, are not subject
to government regulations and can vary depending
on supply and demand.

Trade

Since the mid-1990s, Uzbekistan has had one of the
most restrictive trade regimes among the former So-
viet Union countries. A ban on exporting certain food
items, multiple exchange rates, a requirement for the
repatriation of exports proceeds, and the mandatory
sale of exports proceeds at the official exchange

rates—this is not an exhaustive list of measures re-
stricting exports and imports. In terms of wheat, the

export of wheat is prohibited unless there is special

permission from the Cabinet of Ministers.

Uzbekistan does not make public its trade statistics
for commodities. We therefore rely on mirror statis-
tics from other countries in estimating the volume of

Figure 2: Unit Price of a Loaf of Bread, in Uzbek Soms
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wheat and flour being imported and exported. The
US Department of Agriculture (USDA) estimates that
Uzbekistan annually imports 21-2.2 million metric
tons of wheat and flour from other countries, mainly
from Kazakhstan and Uzbekistan (USDA 2017). The
USDA also estimates that more than 90 percent of
the wheat and flour is imported from Kazakhstan.
Therefore Kazakhstan firmly remains Uzbekistan’s
main supplier of high-quality wheat and wheat flour.

Uzbekistan wheat exports are estimated at
400,000-450,000 metric tons of lower grade wheat
in the 2015/16 harvest year. The export destinations
are reportedly the Islamic Republic of Iran and Af-
ghanistan.

Even before the 2007-08 food crisis, the Uzbek
government encouraged the development of the do-
mestic milling industry by imposing cascading tariffs
on wheat and flour imports. Even before 2007-08,
the government had set higher tariffs on the imports
of flour, encouraging the domestic milling industry
to import wheat and process it in the country. The
2007-08 food crisis accelerated this process, and
in the subsequent years Uzbekistan has mainly im-
ported wheat, not processed flour. In 201314, this
situation caused trade frictions between Uzbekistan
and Kazakhstan, when the Flour Millers Association
of Kazakhstan lodged an official complaint with the
Kazakh government over the cascading tariff struc-
ture Uzbekistan uses to encourage imports of wheat
at the expense of flour.

In addition to import tariffs, in 2012 Uzbekistan in-
troduced a 15 percent excise duty for flour, making
imports of flour from other countries expensive com-
pared to the imports of wheat. Beginning October
1, 2017, the Government of Uzbekistan abolished an
excise tax on certain imported foodstuffs, including
wheat flour.

These trade policies have led to a mushrooming of
private mills, primarily located in close proximity to
Tashkent. By 2016, the number of privately owned

Policy Issues

mills had reached 60, with a combined annual wheat
milling capacity of approximately 2 million metric
tons. The majority of these mills use wheat imported
from Kazakhstan. The private mills have established
the Private Mill Entrepreneurs Association to lobby
their interests.

The system of production and consumption may
have succeeded in providing the population with af-
fordable bread. However, universally subsidizing the
consumption of bread is economically expensive
and distorts incentives for producers and proces-
sors of wheat. This sends the wrong signals to pro-
ducers and leads to inefficient allocation of scarce
resources.

Policy Issues

All agricultural land in Uzbekistan is owned by the
state. Local khokimiyats tightly control cropping pat-
terns at large commercial farms, while dekhan farms
are allowed to grow whatever the farmers wish. Ad-
ditionally, unlike larger farms where leases must be
renewed, leases for dekhan farms are lifetime hold-
ings and can be transferred through inheritance. On
paper, household plots cannot be sold, but in reality
they are routinely sold and bought, with transactions
disguised as selling and buying property on the land,
not the land itself.

Uzbekistan produces winter wheat in irrigated as
well as rainfed areas. In the 2014-15 crop year, of
the estimated planted area of 1.45 million hectares,
approximately 114 million hectares were irrigated.
According to official figures, in the 2014-15 harvest
year wheat production totaled 7.1 million metric tons.
Despite official reports of a bumper crop, some in-
dependent observers believe that production num-
bers were overestimated, as usual. Overestimation
of production happens because of Soviet-style plan-
ning and state procurement system: as noted ear-
lier, commercial farmers have to sell 50 percent of
their harvest to the state-owned mills, and can keep
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the rest for personal use. However, the plan for pro-
duction and yields is set in spring months at a much
higher rate, usually 1.5-2 times higher than actual
production and yield. Once set, the plan is not ad-
justed ex post and the farmers are forced to surren-
der 75-100 percent of their actual harvest.

The state buys almost all of the wheat produced by
farmers at a fixed procurement price, which is much
below the market price for domestic wheat and flour
(Table 1).

Table 1 shows that, in 2007, the difference between
state procurement prices and domestic market pric-
es for wheat was lowest—little more than 2 times. In
subsequent years, the difference fluctuated signifi-
cantly, but kept growing and reached 4.54 times in
2016—its highest value. The difference shows how
much the government underpays farmers for wheat
they produce and are forced to surrender at below-
market prices. However, compared with the other
strategic crop, cotton, wheat is harvested in June,
allowing farmers to cultivate a second crop during
the same year. In addition, wheat can be retained for
the farmers’ own consumption or sold in the domes-
tic market, which is not the case for cotton. Hence
wheat provides access to cash, a major production
factor.

The state-owned mills purchase wheat from farm-
ers at fixed prices, process it into flour, and sell it to
bakeries at specific prices. In general, this system
allows the government to provide the population
with affordable bread and some other products.

However, the system has created a number of
problems that, in the longer run, have led to inef-
fective production and consumption of wheat prod-
ucts and to considerable financial losses for farm-
ers and their employees.

The Government of Uzbekistan has justified the
below-market state procurement prices for wheat
by claiming it is necessary to protect low-income
families from food insecurities. The increasing differ-
ence between state procurement and market prices
shows to what extent consumers are being subsi-
dized at the expense of farmers.

Apart from imposing a large burden on producers,
subsidies for domestic flour and bread can have
negative welfare consequences for consumers too.
Parpiev and Yusupov (2011) examine the intriguing
possibility that bread might be an inferior consump-
tion good. To test this hypothesis, they construct a
Tobit estimation with bread as a dependent variable
and per capita expenditures and household size,
among others, as explanatory variables. The results
show that income elasticity of bread consumption for
the full sample, as well as for all four quartiles of the
population, is consistently negative and statistically
significant, indicating that bread is an inferior and in-
come inelastic good (necessity). The inferior nature
of bread in Uzbekistan means that people, espe-
cially the poorest households, might be consuming
too much bread—more than they really would like.
And when income increases, they will decrease their
consumption of bread by substituting it with other
more desirable food.

Table 1: Average Domestic Market Prices and Average State Procurement Prices for Wheat

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Average domestic market price, thousand 356 520 560 720 1,050 1150 1,200 1,400 1,900 2,500

soms per metric ton

Average state procurement price, thousand 7 187 224 262 336 378 420 462 504 551

soms per metric ton

Difference between market prices and 2.08 2.78 2.50 2.75 312 3.04 286  3.03 3.77 4.54

procurement prices, times

Source: The Cabinet of Ministers’ resolutions for state procurement prices and Potrebitel newspaper for domestic market wheat prices
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Because government regulations have kept the
price of the domestic bread and other wheat prod-
ucts low, these products have remained affordable
to low-income households. But big price distortions
have led to inefficiencies in production, process-
ing, and consumption. Instead of moving away from
bread and other wheat products as a result of the
improved well-being, we observe increased per
capita consumption of wheat and wheat products by
consumers. Indeed, the increase in production per
capita has been accompanied by an increase in the
volume of imports for wheat. Through across-the-
board subsidization of bread baked from domestic
flour, the government policy has probably led to the
substitution of other products in the diet with cheap
bread and flour products.

The 2007-08 International Price Shocks

International wheat prices skyrocketed in 2007
(Figure 3). The price of hard red winter wheat per
metric ton jumped from US$204.31 in 2006 to
US$368.62 in 2007. Figure 3 shows that currently
wheat prices are on a decreasing trend.

This 2007-08 price jump in international markets
had a significant impact on local prices in Uzbeki-

Policy Issues

stan. Imported flour prices jumped and increased
by 52 percent (Table 2). Subsequently this had an
impact on domestic wheat and flour prices, which
went up by 46 percent in 2008. The domestic
price for the grey loaf of bread, though heavily
subsidized, also increased by 40 percent in 2009.
Those were the biggest price changes in the last
decade.

It is evident that 2007-09 price hikes for wheat
products (flour and bread) were primarily caused by
the international price increases for wheat. In 2007,
the domestic price of the imported flour and wheat
jumped by more than 50 percent, two times faster
than overall food price inflation for the year. The fol-
lowing year the price increases transmitted to do-
mestic wheat and flour and, finally, domestic bread.
From Table 2 we can see that smaller but similar
price increases took place in 2015-16, but the root
causes of those price hikes were different—the latter
episode of price increases was the result of domes-
tic factors, not external ones.

The Government of Uzbekistan reacted to the
2007-08 food crisis with a combination of supply-
side and demand-side measures. On the supply
side, the government increased the harvest area
for wheat by 50,000 hectares as part of the Anti-

Figure 3: International Wheat Prices
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Table 2: Staple Food Price Increase between 2005 and 2016 (December to December), Percent

Food price inflation

Year Bread Flour (imported) Flour (domestic) Wheat (domestic) (Laspeyres index)
2005 0.0 5.8 5.5 6.5 227
2006 1.8 17 1.0 1.2 15.9
2007 17.0 52.4 259 240 26.0
2008 12.5 30.3 461 46.9 375
2009 40.0 2.6 77 79 12.5
2010 14.3 29.2 28.6 284 354
20M 25.0 29.0 222 458 39.4
2012 20.0 20.0 13.6 9.5 8.0
2013 83 -10.4 0.0 43 6.9
2014 0.0 1.6 20.0 16.7 26.3
2015 0.0 458 333 357 20.8
2016 0.0 14.3 30.0 316 18.7

Source: Authors’ estimates.

Note: The prices of commodities are for Tashkent city only. The Laspeyres index is used to measure the price development of the basket

of goods and services consumed in the base period. It is also known as a base-weighted index.

Crisis Programme to mitigate the impact of global
financial crisis on domestic consumers. In addition,
starting in 2008, the government also increased
area for the cultivation of vegetables by 50,000
hectares. Both increases have been enacted at
the expense of the cotton harvest area. The gov-
ernment also increased procurement price for do-
mestic wheat it uses to buy wheat from commer-
cial farms by 17.5 percent in 2008, a significant in-
crease compared to previous years when the av-
erage procurement price was in low single digits.
On the demand side, the government continued
to heavily subsidize domestic flour and wheat.
But the price pressure from the international mar-
kets forced the government to react and increase
the price of domestic grey loaf bread by 40 per-
centin 2009.

Stakeholders

Stakeholders can be divided into four groups: gov-
ernmental entities at regional and national levels,
consumers, farmers, and private millers.

© 2017 Eurasian Center for Food Security, Moscow, Russia.

Governmental Entities

The government is represented by the Cabinet of
Ministers, the state-controlled joint-stock company
Uzdonmahsulot, and regional and district khokimi-
yats. Uzdonmahsulot deals with the purchase, stor-
age, and processing of state procurement wheat.
Uzdonmahsulot is comprised of 44 state-owned
mills, their branches, and bakeries. By a presiden-
tial decree, Uzdonmahsulot is the only legal entity
that is entrusted by the government to purchase
and store wheat; produce flour and wheat products
such as grey loaf bread, macaroni, and others; con-
trol the quality of wheat farmers surrender to the
government; attract foreign investment to the wheat
processing sector; and help its member companies
improve the quality of the wheat products they pro-
duce. The list of tasks indicates that Uzdonmahsulot,
like many other state-controlled joint-stock compa-
nies, have conflicting tasks: on the one hand, it is
the only contractor for farmers for wheat they sur-
render within the state procurement system; on the
other hand, they control the quality of wheat and
determine the price the farmers are entitled to set



for their harvest. By definition, the government and
companies representing the government have high-
est capability of shaping policies concerned with the
production, processing, and consumption of wheat.

Farmers

The farmers are represented by 60,695 commercial
farms specializing in the production of cotton and
wheat, with an average farm size of 52.7 hectares.
Commercial farmers do not own land—rather they
lease it from the government, and the lease con-
tracts specify the exact areas that have to be sown
with cotton and wheat. The 1998 law “On Farming”
further stipulates that leased land should be cul-
tivated with due diligence so as to yield a certain
minimum harvest of cotton and wheat per hectare.
Presidential Decree No. 3342 (October 2003) states
that any deviation from the sowing pattern pre-
scribed in the land lease contract is a grave violation
constituting grounds for termination of the farm’s
lease. Through these tenure-linked obligations, the
commercial farmers actually inherited the burden
of fulfilling state orders for cotton and wheat that
had been traditionally borne by collective and state
farms during Soviet times. Commercial farmers have
become the state’s official suppliers of these strate-
gic commodities. Farmers unite into farmers’ asso-
ciations (since 2015 these have been renamed the
“Council of Farmers”) and try to affect policy making
through these professional associations. However,
the Council is not an independent entity, as it de-
pends on local executive power in matters such as
the implementation of existing agricultural policies
and development of new policies. The voiceless-
ness and powerlessness of farmers have become
notorious in the society. One sign of their voiceless-
ness are the “selector meetings” that regional and
district khokimiyats organize almost daily and that
all farmers have to attend for several hours a day:
the meetings frequently feature crass comments to-
ward farmers who have not strictly followed instruc-
tions of the authorities.

Policy Options

Consumers

Consumers are represented by the entire rural and
urban population. Many important decisions con-
cerning consumers and their diet are taken without
their input. The major decision that affects consum-
ers’ diet is the subsidization of domestic flour and
wheat products. To provide support to low-income
households, the government continues to regulate
the prices of several basic foods, including wheat
flour and bread. The policy has affected wheat con-
sumption in important ways: in the short run, the
government has successfully curbed price increases
for wheat flour and bread, but in the medium and
long run the policy has killed farmers’ incentives to
grow wheat and increase its yield.

Private Millers

Private millers are represented by about 60 mills
that, combined, process up to 2 million metric tons
of wheat annually. As a rule, they are much small-
er than the state-owned mills, but arguably much
more efficient. Private mills specialize in process-
ing imported Kazakh hard wheat and therefore
can sell flour at higher prices than their state-
owned counterparts. They are also equipped with
newer equipment and can produce a wider range
of wheat products suitable for different needs and
tastes.

Policy Options

Wheat and bread play a significant role in the daily
dietary and consumption needs of Uzbek house-
holds. It is one of the most challenging tasks to get
the balance right for all stakeholders involved to
make wheat policy work. Wheat production is sea-
sonal and bread is in high demand. The current state
procurement policy is not sustainable and a set of
policy options are proposed to make the wheat sec-
tor more productive:

© 2017 Eurasian Center for Food Security, Moscow, Russia.

77



The Political Economy of Wheat Pricing in Uzbekistan

1. Abolish the state procurement
system and privatize the state-owned
mills and bakeries

The abolishment of the rigid state procurement sys-
tem would allow farmers to get a fair price for their
products and cultivate agricultural crops of their
choice. But this policy option assumes that price of
wheat products the state-owned mills and bakeries
produce would be set according to the demand and
supply in the market. This in turn raises the issue
of compensation for low-income households and
the consequences of a price increase for the most
important staple food, wheat. Compensation in the
form of additional cash benefits to the vulnerable
would put a burden on the state budget, but its dis-
tortionary effect would be much lower than the sub-
sidies that keep the prices low for every consumer
and thus give perverse incentives to the market

© 2017 Eurasian Center for Food Security, Moscow, Russia.

participants. The government should always target
households that are below the national poverty line
instead of providing blanket subsidies of all consum-
ers at the expense of farmers or state budget.

2. Intfroduce a number of changes that
would significantly improve efficiency
of wheat production and consumption
without abolishing the state
procurement for wheat

This option would include abandoning the current
rigid practice of setting the land areas that must be
allocated to wheat. Under this option, state procure-
ment contracts should specify only the quantities of
wheat that farmers have to sell to the government,
without specifying the area of land to be reserved for
these crops. If farmers were given the opportunity to




optimize the cropping pattern (the “freedom to farm”
principle), they would have greater incentive to pro-
duce the prescribed quantities of cotton and wheat
for government procurement on less arable land. As
a result, significant areas of land would be released
for other crops, such as vegetables and feed crops.
These changes would raise farmers’ income and im-
prove the well-being of the rural population whose
livelihoods depend on agriculture.

3. Help farmers diversify their
income sources from various crops
and assist households to diversify
their nutritional intake

Diversifying dietary intake from only bread to include,
for example, fruits and vegetables would make di-
ets healthier and put less pressure on high-demand

Policy Options

wheat products. Farmers would also be incentivized
to grow more fruits and vegetables (cash crops).
This diversification and farmer education could be
achieved through investing in the Council of Farm-
ers to improve the quality of wheat and other crops
grown in Uzbekistan. The introduction of intensive
technologies and the integration of specific agricul-
tural knowledge to production would help farmers
boost their output and help them export to neigh-
boring countries such as Afghanistan, China, Ka-
zakhstan, Russia, and Turkey. The government could
help the Council to invest in upgrading soil quality
and addressing salinization and help farmers bet-
ter prepare for challenges brought about by climate
change. Climate change will bring warmer tempera-
tures and lower precipitation in summer—the most
important vegetation period for many crops. The
government should work together with the interna-
tional community—such as the World Bank, the FAO,

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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the International Center for Agriculture Research in
the Dry Areas (ICARDA), and the International Food
Policy Research Institute (IFPRI)—to share and ex-
change know-how to have better policy instruments
for climate change adaptation.

4. Build and maintain a national
statistical capacity to collect timely
and reliable statistics on crop
production, trade, and consumption,
including wheat

Currently the national statistics on wheat do not
match the statistics provided by the international
organizations. There is divergence in final numbers
and methodology used for wheat data collection.
Accurate farm-level statistics would help both policy
makers and farmers to see a clear general picture of
the agricultural sector and help researchers gener-
ate evidence to inform policy making. The quality of
policy options highly depends on the quality of farm-
level data collected. Unreliable or lacking statistics
may lead to bad science and bad policy making in
the long-run.

Assignment

Your task is to compare the different policy options
from the viewpoint of a welfare analysis for different
stakeholders (farmers, consumers, millers, and gov-
ernment agencies) and help policy makers choose
the best policies for the wheat sector in the long run.
You can also use a cost-benefit analysis approach
to better understand the economic, social, environ-
mental, and food security implications behind those
policies.

Policy Recommendations

Wheat (and wheat products such as flour and bread)
production, consumption, and trade in Uzbekistan
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are severely distorted. The distortions are intro-
duced by the government through state order and
the state procurement system, consumption sub-
sidies for bread and domestic wheat, and a highly
regulated trade regime. Removal of these distor-
tions would undoubtedly improve the allocation effi-
ciency of resources; improve incentive mechanisms
for producers, processors, and traders; and correct
bias against the consumption of low-nutrition and
high-gluten bread and other products.

In terms of agricultural policy, we emphasize the im-
portance of diversifying agricultural production and
adjusting the current wheat-dominated production
policy. Given the low yields per hectare, poor quality,
and marginal nutritional value of the wheat produced
in Uzbekistan, reducing its predominance in crop cul-
tivation would result in more competitive produce on
the international market and enhance efficiency in
production. Furthermore, farmers grow wheat on ir-
rigated land, which reduces their marginal return and,
moreover, wastes valuable water resources.

From a welfare point of view, the government should
abolish excessive universal consumption subsidies
and implement targeted aid similar to the food
stamp programs implemented in various countries.
From a political economy perspective, it is also es-
sential to maintain food reserves and create mon-
etary reserves in order to provide a buffer against
sudden supply shocks.

Despite its declared self-sufficiency in wheat, Uz-
bekistan has remained a big importer of wheat
and flour from Kazakhstan and Russia. An overall
assessment of the wheat self-sufficiency policy is
not clear-cut and its success should be judged in
connection with the economic, political, and social
costs of the policy. For example, expanding wheat
cultivation has greatly reduced the area devoted to
other grains and fodder crops. Coupled with this, the
policy may have negatively affected the supply to
market of other food and fodder crops, with conse-
quences for the population’s diet and nutrition.



Through the state procurement system and state-
owned mills, the government can maintain very low
prices for domestic bread (grey loaf). The price of
bread and other wheat products is regulated by the
government: price changes are infrequent and uni-
form all over the country. This means that the burden
of subsidies is mainly born by farmers.

Subsidized consumption of bread and other wheat
products has led to large inefficiencies. Though
the subsidization is intended to serve the poor,
because of the universality of subsidization, other
segments of the population in addition to the poor
would benefit from subsidies. Therefore a consider-
able portion of the benefits accrued from low prices
for domestic flour and bread would be accrued by
people who can afford a real market price for bread
and flour. The burden of subsidies falls on the com-
mercial farmers and their workers. Considering that,

Policy Recommendations

among those employed in agriculture, the poverty
rate is higher than the average across the country,
one could assume that, owing to low state procure-
ment prices in the country, subsidies result in losses
to grain producers, rather than improving food avail-
ability for the poor.

The decrease in farmers’ incomes and the decrease
of investment in agriculture over the long term may
lead to food insufficiency, instead of providing the
population with affordable bread and wheat flour.
State procurement for wheat in Uzbekistan has act-
ed as an indirect tax on farmers and their employees.
Intended as a populist measure, the bread subsidies
did not help to protect the poor population. Instead
of universal subsidies, programs targeting poor and
vulnerable households would have better protected
the poor, distorted incentives for farmers less, and
been more cost-effective in the long run.
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Executive Summary

A major development objective for Tajikistan is to
ensure nationwide food security and affordability
for all social groups so that the entire population
can meet healthy nutrition and food consumption
standards.

To ensure food security in the country, a number of is-
sues have to be addressed. These include the coun-
try’s heavy dependence on imports; inconsistency
between quantitative and qualitative indicators of
per capita food consumption and healthy nutrition
standards; the low purchasing power of population
coupled with seemingly unending growth in prices
for food as well as non-food goods and services.
Some populations cannot afford to purchase food
and there is also an issue with the quality of avail-
able food; domestic production of food is insufficient
and unstable; the Tajik consumer sector faces high
inflation rates; and wholesale markets, management
information systems, and other essential elements
of market infrastructure are immature. Neither sale
prices for products nor their actual production costs
perform their regulatory function in the pricing pro-

cess.

In recent years, prices for staple foods have risen so
much that some populations and vulnerable groups
cannot afford them. According to a Food and Agri-
culture Organization (FAO) study, in 2012 Tajikistan’s
undernutrition prevalence was 35 percent and the
share of people living in poverty was 4.7 percent
(FAO 2017, p. 7). The domestic food market is fac-
ing significant price growth because retail prices
(i.e., consumer prices) are many times higher than
respective producer prices and production costs of
the products. This is the result of actions taken by
various intermediary groups, profiteers, monopo-
lists, and oligopolists; such price rocketing also oc-

Executive Summary

curs during various international and national holi-
days when the demand for certain essential goods
soars. It should be pointed out that consumer prices
for food products are growing much faster than con-

sumers’ incomes.

To stabilize the situation, it is necessary to take co-
herent measures. Among these are the develop-
ment and adoption of a long-term government food
price support strategy, which could keep prices at
an optimal level; a national food security program
for the period up to 2030; a program of food aid
for the poorest; a roadmap for the development
of regional agricultural clusters; and an improved
mechanism for providing credits and benefits to ag-
ricultural producers as well as improved monitoring
of prices and food security indicators. According to
the FAO definition, “food security is achieved when
all people, at all times, have physical and economic
access to sufficient, safe and nutritious food to meet
their dietary needs and food preferences for an ac-
tive and healthy life” (FAO 2012). This definition is
integrally linked with the four dimensions of food se-
curity: availability, access, consumption, and stability.
The government plays an important role in ensuring
physical access to and affordability of safe food for
the population of the country.

Key stakeholders include urban and rural popula-
tions of the country; agricultural producers; and a
number of government agencies: the Ministry of
Agriculture, the Ministry of Economic Development
and Trade, the Ministry of Finance, the Agency on
State Stockpiles, the Agency on Procurement of
Goods, Works and Services, and the Tax Commit-
tee.

The main aim of this case study is to identify policy
options to address food pricing in Tajikistan to se-
cure access to food for households.

"The phrase healthy nutrition standards refers to intake rates for specific foods currently used by the Presidential Statistics Agency of the Republic of Tajiki-

stan for purposes of national household and food security surveys. See http://www.stat.tj/ru/img/ed6443ece0ac0332e9a7d02e8078f549_1508578838.pdf
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Background

The Importance of Agriculture

Food security in the country directly depends on the
efficient and sustainable development of agriculture.
Agriculture is a backbone sector as an employer of a
majority of the population and a vital source of food
and income for agricultural households. It contrib-
utes 20.7 percent to the country’s gross domestic
product (GDP) and 64.5 percent of total employment
(Agency on Statistics 2017a, p. 15; 20171, p. 86). The
country’s relatively remote and landlocked location,
the poor integration of its roads and railways in the
existing international transportation infrastructure,
and its mountainous terrain all contribute to its unfa-
vorable economic and geographic situation.

Over the past five years, the average annual growth
rate of Tajikistan’s domestic gross agricultural output

Figure 1: Breakdown of Household Consumer
Spending

14.5%

51.8%
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. Food

. Non-food products Services
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Source: Authors’ calculations based on data from Agency on Sta-
tistics 2016d; 2016b, pp. 105-06.

2 A dekhan farm is a term for an individual or family farm in Central Asia.
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has been 4 percent. Most agricultural products are
cultivated in dekhan farms and household farms.2 In
2016, community farms, dekhan farms, and house-
hold farms accounted, respectively, for 5.2 percent,
34.1 percent, and 60.7 percent of total agricultural
output. Agriculture remains heavily dependent on
support from the government.

Consumption Level

Affordability of food is a critical criterion of food secu-
rity. Taking into account high inflation rates, qualitative
and quantitative indicators of actual food consump-
tion are, to a great extent, determined by purchasing
power. Low purchasing power of a large share of the
population (around 31 percent of the population live
in poverty) has a serious impact on consumption. In
Tajikistan, earnings from employment comprise the
largest share of household income: in 2016, this was
46.7 percent; income from household farming (earn-
ings from the sale of agricultural products) amounted
to 12.5 percent; pensions, benefits, and scholarship
allowances made up around 6.3 percent; compensa-
tion payments, including charity support, accounted
for 1.3 percent; income from the use of property and
the sale of real estate was 0.3 percent; and other pro-
ceeds contributed 32.9 percent (Agency on Statistics
2017d). The share of household spending on food
products is over 57 percent (Figure 1).

Consumer prices for food have been increasing
faster than consumer incomes. This impairs urban
dwellers’ ability to meet healthy nutrition standards
but benefits rural consumers. Rural food producers
consume part of their own food products and sell
the rest in the market. Agrarian inflation is particular-
ly detrimental for city consumption. At the same time,
increases in prices for such food products as flour,
sugar, and tea affect both urban and rural popula-
tions because the country is directly dependent on
imports for these products.



Significant shifts have been observed in consump-
tion patterns. Bread products currently account for a
large share of consumed food (28.7 percent), which
is 2.2 times larger than the share recommended in
the healthy nutrition standard; potatoes, vegetables,
and fruit account for 25.4 percent; meat and meat
products for 18.2 percent (1.9 times less than re-
quired by the healthy nutrition standard); and dairy
products for 7.9 percent (1.9 times less than required
by the healthy nutrition standard).

In July of 2017, the food component of the Tajik con-
sumer basket was worth 198.46 Tajik somoni, while
the cost of a healthy diet is 383.24 Tajik somoni (al-
most two times higher). Thus the actual consumption
of staple foods fails to comply with the healthy nutri-
tion standards (Table 1).

It should be also noted that food consumption varies
by decile. In 2016, among the richest 10 percent of the
population, the average per capita potato consump-
tion was higher by 46.2 percent than among the poor-
est 10 percent; the richest consumed 3.1 times more
meat and meat products, 2.3 times more eggs, and

Table 1: Food Consumption in Tajikistan

Actual consumption

Annual per capita consumption 1991 2000 2005
Bread products (kg per capita) 1551 148.0 1549
Potatoes (kg per capita) 332 378 322
Vegetables, gourds, and melons 942 985 794
(kg per capita)

Milk and dairy products (kg per capita) 171.0 649 482
Meat and meat products (kg per capita) 26.1 44 8.3

Vegetable oil (kg per capita) 133 102 124
Eggs (the number of eggs) 88 19 24

Sugar and confectionery products 12.6 6.7 1.0
(kg per capita)

Fish and fish products (kg per capita) 3.0 0.3 0.3

Fruit, berries, and grapes (kg per capita) 319 50.8 38.4

Source: Agency on Statistics 20164, p. 129; 2016b, p. 109.
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2.6 times more fruit. In 2010 and 2016, the differenc-
es between the richest and the poorest in the con-
sumption of meat and meat products were, respec-
tively, 2.8 and 3.1 times; in the consumption of dairy
products, they were 2.1times in 2010 and 1.5 times in
2016; and in eggs, they were 3.0 times in 2010 and
2.3 times in 2016 (Agency on Statistics 2016b, p. 109).

Dependency on Imports

Currently, despite positive changes in Tajik agribusi-
ness and a steady increase in average per capita pro-
duction of staple foods, the dependency of the do-
mestic food market on imports persists and has been
steadily increasing. A large portion of food products
is imported. Domestic production of meat and meat
products satisfies only 22.1 percent of the country’s
needs; domestically produced milk and milk products
(in milk equivalent) meets 41.6 percent of its needs
(Agency on Statistics 2016b, pp. 100—09; 2017a).

In recent years, per capita food output has been
steadily growing, but high annual population growth

2016

Percent Percent of consumption
of the 1991 based on healthy

2010 2015 2016 level nutrition standards
1591 150 151.4 97.6 116.5

356 358 394 187 85.7

847 800 804 85.4 56.6

61.0 57.5 59.5 348 237

1.0 14.6 14.8 56.7 247

14.4 15.7 17.2 129.3 1433

40 72 72 81.8 43.6

12.0 13.7 14.3 13.5 433

0.4 0.4 0.5 16.7 42

333 359 304 95.3 39.0
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rates (of 2.0 percent) mean that the country re-
lies on food imports to meet domestic demand for
some products (sugar, tea, wheat, meat, and fish).
Thus food imports have been steadily increasing,
reaching US$651.2 million in 2016. Compared with
food imports in 2000 (US$68.4 million) and 2008
(US$418.0 million), imports have increased 9.5 times
and 1.6 times, respectively. The share of food in the
total value of imported consumer goods rose from
11.5 percent in 2005 to 21.5 percent in 2016 (Agency
on Statistics 2017c, p. 10).

The share of imported food in total imports has also
increased—from 4.9 times in 2015 to 6.0 times in
2016. The share of agricultural exports in total ex-
ports was only 4.4 percent in 2014 and 4.7 percent in
2015 (Agency on Statistics 2016c¢, p. 10). In 2015, im-
ports of agricultural products exceeded their exports
by 13.7 times, and 14.6 times in 2014 (Karimova 2017).

Basic food imports include wheat and flour (which
have the largest share); sugar, vegetable oil, veg-
etables, fruits, potatoes, food made of wheat (pasta,
noodles, elbow macaroni, bread, fancy cakes, bis-
cuits), milk products, and eggs. Tajikistan is not able
to meet its needs for cereals and flour through do-
mestic production. Kazakhstan and Russia are the
country’s major suppliers of wheat and flour. Around

Figure 2: Consumer Price Index: Change over
Time, December to December, 2013-17
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1 million metric tons of cereals (including flour) were
imported in 2015; wheat and wheat flour comprised
56.1 percent of total exports. In 2015 Tajikistan in-
creased its imports of wheat and reduced imports of
flour because of higher domestic wheat production.

The country’s heavy dependency on the imports
of some agricultural products is detrimental to na-
tional interests because it puts more pressure on the
country’s hard currency reserves. Such factors as
the insufficiency of domestic outputs and substan-
tial dependency on food imports and raw materials,
among others, push up prices for staple foods and
have an impact on the inflation rate in the consumer
sector—this was 5.1 percent in 2015 and increased
to 6.1 percent in 2016.

Price Disparity

Reducing the price disparity between agricultural
products and manufactured goods is a crucial task.
How and to what extent this task will be addressed
will ultimately define the status of food security at
the individual and national level.

In the aggregate consumer price index, indices of
food prices remain relatively high. Of late, the most
significant rises in prices for consumer goods have
been observed in prices for food products. In 2016,
the consumer price index was 106.1 percent, with
the price indices for foods, non-food goods, and ser-
vices at 106.8 percent, 105.7 percent, and 104.5 per-
cent, respectively. In 2015 and 2016, the food price
index grew steadily: from 103.2 percent in 2013 up
to 106.8 percent in 2016. After the first six months
of 2017, the food price index reached 108.3 percent
(Figure 2). This translates to a substantial rise in con-
sumer prices for food products in the country.

Over the course of the recent decade, prices for food
products have increased considerably: 3—4 times for
beef, poultry, dairy products, and flour, among other
products (Figure 3). In addition, the country is facing



a significant divergence between producer prices
(i.e., farmers’ sale prices) and consumer prices for
foods. For example, the end consumer price for po-
tatoes in the first quarter of 2016 was 2.3 times high-
er than the producer price (i.e., the price paid to the
farmer) (Figure 4). Although compared with prices in
previous years, the divergence between producer
and consumer prices has decreased, it remains vast.

Consumer prices have been growing because of
factors such as:

v"Insufficient domestic production

v Fraudulent actions on the part of intermediary
groups and profiteers

4 Poorly developed transport and trade infrastruc-
ture, especially in some regions of the country

v Increased prices for the transportation of prod-
ucts, primarily because of regularly increasing
prices of fuel (gasoline), because products are
transported from one region to another primar-
ily by road

v Lack of up-to-date storage facilities, warehous-
es, and facilities for accepting and processing
perishable agricultural products

4 Poorly developed system of government inter-
vention in markets

4 Impact of changes in demand and supply on
the volume of agricultural production

v Increased costs of renting space in big cen-
tral markets, taxes, and other payments to be
made by retailers

For example, the wholesale price for potatoes was
0.80 Tajik somoni per kilogram. Potatoes are culti-
vated primarily in mountainous areas such as the
districts of Jirgatol, Mastchoh, Divashtich, and Pan-
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jakent. These areas are located 200 to 350 kilome-
ters from Dushanbe and 50 to 450 kilometers from
regional centers. The cost of transporting potatoes
to end consumers ranges from 0.20 to 0.40 Tajik
somoni per kilogram. Potatoes are transported by
truck from the northern areas via the only road from
the northern region to the capital of the country; this
is a toll road with no alternative routes.

Thus the transportation of the farmer’s produce from
the field to the consumer significantly increases its
price. Against this background of growing consumer
prices, farmers’ prices tend to grow too, but not as

Figure 3: Growth of Prices for Key Food Products,
2005-16
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Figure 4: Potato Prices, 2016
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quickly. Retail prices grow much faster, but the bulk
of the gains do not reach the farmers because it is
captured by other players: retailers, resellers/inter-
mediaries. As a result, neither consumers nor pro-
ducers benefit from this price increase: both urban
people and farmers lose. Such a situation damages
the financial and economic performance and opera-
tions of agricultural producers in Tajikistan.

Prices are also growing because of the devaluation
of the national currency and Russian ruble; the out-
flow of individuals’ deposits from banks (three Tajik
Tochiksobirotbank,
Tochprombank have become insolvent and are al-

banks—Agroinvestbank, and
most bankrupt so customers are withdrawing their
funds); and the abrupt reduction of proceeds from
labor migrants’ remittances, which had been the
main source of the country’s budget revenues (their
share in GDP was over 40 percent). Therefore it is
critically important to reduce inflationary processes
in the consumer sector and its food component.

Tajik agribusiness is technically and technologi-
cally significantly lagging behind not only European
countries but also some former USSR republics. In
the first six months of 2017, more than 25 percent
of agricultural machinery was in a state of disrepair
(Agency for Statistics 2017d, p. 161). The degree of
depreciation of production equipment and facilities
is so high that the share of modern machinery and

Figure 5: Average Prices for Diesel Fuel, 2008-17
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technology is very small, which adversely affects the
sustainability of agricultural production. Agricultural
producers have to use old, outdated machinery and
the share of manual labor has sharply increased.

Because of the growth of prices of manufactured
goods, electricity, fuel and lubricants, pesticides,
spare parts, and mineral fertilizers (which are mostly
imported), coupled with lowered rates of the na-
tional currency relative to the hard currencies, these
goods became unaffordable for agricultural pro-
ducers. At the same time, the producers’ share of
expenses for these goods in the production cost of
agricultural products is quite high.

Between 2005 and 2016, the price of gasoline in-
cluded in the fuels and lubricants product group
increased 2.3 times. To buy a liter of gasoline, pro-
ducers have to sell more than 2.5 kilograms of pota-
toes. In terms of specific price ratios of basic types
of agricultural products and inputs, the situation has
deteriorated. For agricultural machinery, because of
price disparity, the situation is that in order to pur-
chase the same category of machinery, increasingly
more agricultural products have to be sold. Prices
of gasoline, diesel fuel, mineral fertilizers, and oth-
er necessary products keep rising, creating prob-
lems for agricultural companies across the country
(Figure 5). Electricity consumption in agriculture has
been dropping mostly because the number of ma-
chines and tractors has decreased, the technical
equipment use rate in the country’s farms has fallen,
and prices for electricity and compound feed have
increased.

During the same period, farmers’ prices grew at
slower rates. Reducing the disparity between indus-
trial and agricultural prices would improve the situa-
tion. It would be appropriate to contain the growth of
prices at the stage between the farmers’ price and
consumers’ price rather than to contain the growth
of farmers’ prices. It is support of farmers’ prices that
could provide a solid foundation for increasing agri-
cultural outputs, modernizing production processes,



and encouraging producers to offer competitive
products. Mitigating these accumulated problems
would have a positive effect on both structural re-
forms in agriculture and effective national policies.
The involvement of public-private partnerships
would also help in this regard.

Policy Issues

Inadequate governmental regulation of the food
market, disproportionality between domestic supply
and demand, food-related foreign trade transactions,
insufficient protection of the domestic food market
of some essential products that can be produced
domestically, a lack of needed logistics infrastruc-
ture and modern storage facilities with refrigerators,
energy price growth, poorly developed system of
intervention buying, and operation of intermediaries
and profiteers—all these factors have been contrib-
uting to the price growth of most products.

Meeting Demand

Domestic production of some food products does
not satisfy demand. For example, annual domestic
demand for meat products, based on the dietary
intake levels (60 kilograms per year per capita) is
528,000 metric tons, the demand for dairy products
(251 kilograms per year) is 2,208,800 metric tons,
the demand for eggs (165 eggs per capita) is 1,452
million eggs, and 404,800 metric tons for potatoes.
Domestic supply covers 221 percent of the demand
for meat products, based on the healthy nutrition
level, 41.6 percent of the demand for dairy products,
and 23.2 percent of the demand for eggs (Agency
on Statistics 2016a, 2016b).

It is necessary to revitalize animal husbandry and
crop farming by identifying untapped opportunities
in development of dekhan farms and other types of
farms and by clarifying their new role, which is to
meet basic food needs of the population, primar-

Policy Issues

ily by offering local products. This effort should be
aimed toward a more efficient use of the country’s
natural diversity, taking into account local conditions.
The Ministry of Agriculture, together with the Ministry
of Economic Development and Trade, has prepared
a comprehensive program for animal husbandry de-
velopment. This program is now undergoing approv-
al by these ministries; when implemented, it will help
increase animal husbandry output, reduce prices in
the consumer market, and improve food availability
for the population.

Current production does not fully meet the needs
of the country’s population. The task is to provide
support to domestic production and substantially
reduce the share of food imports in the domestic
market. For example, every year Tajikistan imports
US$50 million worth of food oil, though this short-
age could be easily eliminated by creating and
expanding the production of cotton, sunflower, lin-
seed oil, safflower oil and other types of vegetable
oil. It is not advisable to pursue self-sufficiency in
wheat, because agroclimatic conditions in Tajiki-
stan are not good for its cropping. However, irri-
gated lands have been diverted for growing wheat
in the country, which will lead to higher production
costs of domestic wheat compared with the price
of wheat imported from Kazakhstan, which is char-
acterized by low production cost and high gluten
content. The country could instead produce more
potatoes, maize, rice, soy beans, dried fruits, fish
and fish products.

Government Actions

During Tajikistan’s transition to the market economy,
agriculture (as the main supplier of food for the coun-
try’s population and a sector with a limited capac-
ity to compete) loses in the inter- and intra-sectoral
competition and becomes a sort of donor for better
organized and monopolized related sectors. In the
agricultural sector, price liberalization without price
regulation and without competition benefits the

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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related sectors—primarily those standing between
food producers and end consumers. This situation
could be analyzed by using Porter’s Five Forces
Framework—an analytical tool that shows how com-
petitive environments could be improved under the
influence five forces: the intensity of rivalry, the entry
of new players, the bargaining power of consumers,
the bargaining power of suppliers, and the emer-
gence of product substitutes.

Porter’'s Framework could be adapted to the specif-
ics of the agricultural sector by introducing a sixth
force: the government. In present-day Tajikistan,
government and its policies could act as this sixth
force by changing the intensity of rivalry and opti-
mizing food prices.

The government has been attempting to strengthen
food security and reduce the impact of globaliza-
tion and global financial crises. Despite a number of
measures that have been adopted, the legislative
framework of the country in support of creation and
operation of the food market is still evolving. Over
the last several years the following programs and
laws have been adopted:

v The Food Security Program of the Republic of
Tajikistan up to 2015 (Resolution of the RT Gov-
ernment No. 72, dated February 2, 2009)

v" The law “On Food Security,” which sets forth
main guidelines of state policy on food security
perceived as an integral part of the security of
the state

V' The Program for Agricultural Reforms for 2012—
2020 (Resolution of the RT Government No. 83,
dated August 1, 2012)

v" New law “On Dekhan Farms” (Resolution of
the RT Government No. 1289, dated March 15,
2016)3

In addition, the following sector-specific develop-
ment programs have been adopted and are being
implemented:

v The Program for Development of Sericulture
and Processing of Mulberry Silkworm Cocoons
for 2009-2020 (Resolution of the RT Govern-
ment No. 409, dated August 30, 2011)

v" The Program for Development of Animal Bio-
technologies for 2013-2017 (Resolution of the
RT Government No. 384, dated August 1, 2012)

v" The State Program for Developing New Irri-
gated Lands and Reclaiming Lands Previously
Taken out of Commission for 2012-2020 (Res-
olution of the RT Government No. 450, dated
August 31, 2012)

v The Program for Organization and Rehabilita-
tion of Refrigerators and Refrigerated Storage
Rooms for Storing Agricultural Products for
2015-2019 (Resolution of the RT Government
No. 727, dated December 1, 2014)

v" The Program for Pasture Development for
2016-2020 (Resolution of the RT Government
No. 724, dated November 28, 2015)

V' The Program for Development of the Breeding
Stock Sector and Pure Breeding for 2016—-2020
(Resolution of the RT Government No. 792, dat-
ed December 30, 2015)

V' The Program for Horticulture and Viniculture
Development for 2016—2020 (Resolution of the
RT Government No. 793, dated December 30,
2015)

v The Program for Seed Farming Development
for 2016—2020 (Resolution of the RT Govern-
ment No. 438, dated October 28, 2016)

2 The official website of the National Legislation Center under the President of the Republic of Tajikistan is http://mmk.tj/ru/legislation/legislation-base/
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However, the measures adopted do not provide full
protection for food producers and consumers. They
are fragmented and characterized by poor coordina-
tion among ministries and the lack of a common de-
velopment strategy. To implement a comprehensive
approach to food market development in the coun-
try, a package of consistent regulatory and legal acts,
based on forecasting horizons and state regulation
of the country’s food sector, is needed. This compre-
hensive package should be linked to the National
Development Strategy of the Republic of Tajikistan
for the Period up to 2030.

Household Spending

The informal market accounts for the biggest share
of retail food sales. The share of consumer coop-
eratives overall is insignificant (less than 2 percent).
Trading margins for foods are high. Resellers set
rather high trade markups (45-50 percent), making
food less affordable for a large share of the popula-
tion. Any deflection of the price from its market equi-
librium will have an impact on the composition and
volume of consumption, spending, living standards,
subsistence, and the household consumer budget.

Household spending on food is increasing much
faster than the quantity of agricultural outputs. The
population of the country spends a lot of money on
agricultural products, but profits from sales earned
by agricultural producers are limited.

In Tajikistan, household spending on food includes
a huge amount of money paid to sellers in cash.
The aggregate value of these funds substantially
exceeds the cost of agricultural products. This dif-
ference has been increasing more rapidly than the
growth of agricultural production. In fact, it turns out
that the country’s population spends large amounts
of money on food, while the farmers’ portion is much
less. Agricultural processing companies and retail
trade companies earn most of their profits from
the sale of agricultural products to the population.

Stakeholder Groups

Therefore the task of state price regulation should
be to increase the share of agricultural producers’
profit in food prices, and this task should be viewed
as a priority. Antimonopoly, tax, and customs mea-
sures will be more efficient than fiscal measures, be-
cause these are the measures that really influence
the restructuring of the price system.

Stakeholder Groups

Tajikistan’s Population

The population of Tajikistan is around 8.8 million (as
of January 1, 2017), with 73.6 percent living in rural
areas, and an annual growth rate of 2.4 percent
(Agency on Statistics 20164, p. 23). The poverty rate
in 2016 amounted to 30.3 percent, falling from 53
percent in 2007. The extreme poverty rate dropped
from 20 percent in 2012 to 14.0 percent in 2016.
Over the period of steady economic growth, the
Human Development Index ranking for Tajikistan in-
creased on average by 1.07 percent every year. Out
of 188 countries included in the Human Develop-
ment Index, Tajikistan was ranked 129th in 2017. The
need to improve the population’s diet is a persistent
issue. Chronic undernourishment affects 26 percent
of population, while 10 percent of children under five
suffer from severe malnutrition. The economic bur-
den of undernutrition in Tajikistan is substantial and
is estimated at 41 million US dollars. In the Global
Food Security Index 2016, the country was rated 88
in the list of 109 countries (EIU 2016).

The urban population accounts for 26.4 percent of
the total population of the country (Agency on Statis-
tics 20164, p. 27). Urban dwellers want to lower and
stabilize prices for agricultural products because
this would enable them to buy more food products.
Differences in the structure of food consumption in
urban and rural areas must also be taken into ac-
count. For example, urban people consume more
eggs (by 40 percent), fish products (by 33.3 percent),
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and meat products (by 22.4 percent) than rural pop-
ulations.

The rural population accounts for 73.6 percent of
the total population. A growth in the price of food
increases their revenues. At the same time, it is nec-
essary to prevent significant differences between
producer prices and retail prices because a large
difference does not benefit either producers or con-
sumers, especially urban consumers.

Agricultural Producers

The country has 131 associations and 4,674 collec-
tive and 14,507 individual dekhan farms, which to-
gether account for 99.3 percent of total number of
agricultural enterprises. In accordance with national
legislation, producers have the right to set selling
prices and determine cropping patterns themselves.
Measures taken by the government price support
program to support producers’ prices in different
seasons are expected to be welcomed by agricul-
tural producers. Possible customs privileges and tax
exemptions could be included in the government
food security program; such measures would en-
courage producers to increase agricultural produc-
tion and harvest.

Consumer Groups

Tajik consumer cooperatives operate on the basis
of the law “On Consumer Cooperation in the Repub-
lic of Tajikistan.” These cooperatives include three
regional unions of consumer cooperatives in Sughd,
Khatlon, and Gorno-Badakhshan Autonomous
Oblast (GBAO), and 47 district consumer coopera-
tives. One of key tasks of consumer cooperatives is
to procure and store agricultural products in order to
limit price increases for staple agricultural products
in the country’s consumer market. Today Tajikistan
has 73 markets with links to the Tajikpotrebsoyuz
(Tajik Consumer Union); 16 of them specialize in live-
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stock. All together, these markets have 3,154 outlets.
The cooperatives purchase products for the coun-
try’s food markets and agricultural raw materials
from local sources. Procurement organizations sign
contracts for growing and delivering products with
dekhan farms and other producers, inform them
about purchasing prices and about terms and condi-
tions for the acceptance of products. Organizations
purchase more than 15 types of agricultural products
and raw materials. The average annual volume of
procured agricultural products is 3,000 metric tons.
To improve the supply of agricultural products to the
cities, districts, and villages, 32 for-profit procure-
ment agencies have been established. In 2016, with
the aim of creating stockpiles and limiting spontane-
ous increases in prices of agricultural products in the
country’s consumer market, 4,660.5 metric tons of
agricultural products were procured (primarily pota-
toes, onions, carrots, pumpkins, and similar foods).

Government Stakeholders

The Ministry of Economic Development and Trade
is a central executive agency participating in de-
velopment of state policy in all social and eco-
nomic sectors of the country. It is tasked with the
development and implementation of state policy;
the regulation of analysis; and the development of
roadmaps and short-, medium- and long-term strate-
gies, among other responsibilities. Its key strategic
document is the National Development Strategy of
the Republic of Tajikistan for the Period up to 2030,
which sets the goal of improving the population’s liv-
ing standards through sustainable economic devel-
opment as the overarching goal of long-term devel-
opment. To implement the strategy, the government
has prepared the Mid-Term Development Program
for 2016—2020, which proclaims the achievement
of food security and access to adequate nutrition
to be one of its tasks. The program’s priority objec-
tives are to address the low affordability of food and
to improve food and nutrition security. Currently an
interagency working group has been set up under



the Ministry of Economic Development and Trade to
develop a new food security program.

The Ministry of Agriculture is a central executive
agency responsible for the implementation of ag-
ricultural policy. The country adopted the law “On
Food Security,” which sets forth main guidelines of
state policy toward achieving food security as an
integral part of its security in accordance with rec-
ognized international principles and standards. The
government also approved the Concept of Agricul-
tural Policy and the Program for Agricultural Reforms
for 2012—2020. The efforts of the Ministry of Agri-
culture are aimed at developing and implementing
agricultural reforms in order to provide access to af-
fordable food to the maximum extent possible.

The Ministry of Finance helps to implement a uni-
form state policy on the regulation of financial, fiscal,
and tax activities; accounting and financial report-
ing (except for the banking system); and insurance,
currency, and financial markets. It participates in the
development of investment, pricing, monetary, cur-
rency, and other policies for which it is responsible.
It prepares forecasts of fiscal, investment, and other
macroeconomic indicators; develops proposals on
priorities of budget financing of various sectors of
economy; guides the development of the mid-term
state budget and budgetary process; and supports
the efficient day-to-day management of the coun-
try’s budget funds.

The Agency on Public Procurement of Goods, Works
and Services is an independent body engaged in
the public procurement of goods and services. In
Tajikistan, there are more than 6,000 purchasing
organizations, including ministries; agencies; state
committees and state enterprises; regional, city, and
district administrations; hospitals; and schools.

The Agency on State Stockpiles is a central ex-
ecutive agency implementing state policy on state
stockpiles. Its responsibilities include implementa-
tion of state policy on state stockpiles, protection of

Policy Options

economic security of the country, and the develop-
ment of methodological guidelines for the prepa-
ration and efficient management of stockpiles. To
stabilize prices in the country’s consumer market
and in emergency situations (various natural disas-
ters, flooding, earthquakes, etc.), a certain amount of
funds is set aside in the annual budget to purchase
and store food products (mostly, flour, sugar, tea, salt,
potatoes, onion, carrot, vegetable oil, etc.).

The Tax Committee is a central executive agency re-
sponsible for tax collection and the implementation
of tax legislation. It also develops tax administration
mechanisms as well as controlling and overseeing
the accuracy of tax assessment and ensures the
payment of all taxes in a timely fashion.

Policy Options

1. To develop along-term food price
support strategy to keep optimal food
prices

A food price support strategy to keep optimal food
prices is needed to avoid or prevent monopolism of
producers and rocketing prices for raw materials, fuel
and energy, and essential goods. Developed countries’
experience shows that prices are usually regulated pri-
marily by proactively making an active impact on the
generation of revenue by agricultural producers by
setting guaranteed prices, loan rates, price limits, and
quotas and by providing government subsidies. But
free market prices remain definitive. So it can be con-
cluded that the price should act as a means rather than
an object of regulation by the government. The gov-
ernment might reimburse the losses incurred by agri-
cultural producers as a result of deviations from market
prices in amounts needed for their performance within
a pre-set level of revenue. It would provide for the es-
tablishment of an optimal system for regular impact on
market prices and enable the use of prices as a tool to
make an impact on production, revenue, savings, and
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investment. At the same time, such a strategy should
create favorable environments for agricultural produc-
tion and enhance the existing wholesale markets and
information sources, including extension and technical
services.

Pricing is a powerful lever for economic manage-
ment, and the ways a government uses this lever
define, to a great extent, the direction of reforms in
a country. Advocates of regulated markets and ad-
vocates of self-regulated markets have disputes pri-
marily about pricing systems, putting forward fairly
well justified arguments in support of their theories.
However, international experience shows that in the
course of deepening market reforms, government
regulation in the agricultural sector is an integral
part of its successful performance. Countries such
as Germany, Spain, Sweden, and the United States
have used various interventions to support farm-
ers during different periods of their development,
including the regulation of prices for agricultural
products. In developed countries, self-regulation of
market-based production of agricultural products is
coupled with effective economic management.

Having a long-term food price support strategy would
help increase the effectiveness of government inter-
ventions aimed at balancing demand and supply of
food products, as well as supporting an efficient food
market infrastructure. The government’s role would
be to operate as an economic institution assigned
to harmonize and align interactions of interests, pro-
ceeding from the interests of society as a whole and
using both direct and indirect methods (Figure 6). Na-
tional price regulation policy should be focused on
the interests of agricultural producers. To this end, ef-
ficient interventions would include antimonopoly, tax,
and customs measures because they have a tangible
impact on restructuring the price system.

The government could develop coherent incentives
for producers to encourage them to expand the
scope of their agricultural products and increase
their outputs. At the same time, it should take an
active part in the implementation of activities aimed
at improving the affordability of food for all social
groups.

Many tools are available for governmental price
support. These tools are also flexible, and may be

Figure 6: Price Regulation Practices

Price regulation practices

Direct

Administrative price setting

<

v" Establishment of the minimum and maximum
price levels

<

Regulation of the profitability rate

<\

Establishment of price setting standard rules

v" Price declaration

Source: HebmatoB 2012 (in Russian).
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Indirect

v Taxation
v" Regulation of money supply

V" Trade policy and frade and purchase
intfervention

v’ Credit policy
v Public spending regulation



switched on or enhanced depending on circum-
stances. They include, among other things, public
procurement of agricultural products if there is a
surplus and government market intervention in the
case of deficits. Both these tools can support pro-
ducers and stabilize prices.

In agriculture, the mechanism for changing and
regulating prices operates differently than it does
in other sectors because of the specifics of agricul-
ture and the food market. Three key components of
price regulation in the food market should be identi-
fied with a view to improving it: demand regulation,
supply regulation, and regulation of the food mar-
ket infrastructure. Today the main focus is on regula-
tion and support of food producers—that is, the sup-
ply side of the market. However, development and
robustness of the food market depend just as much
on demand, which can be encouraged, constrained,
or balanced if it develops unevenly.

Demand regulation. Domestic food demand should
be regulated to encourage demand and meet nutri-
tional requirements. Measures stimulating demand
will help ensure that all groups have an optimal,
nutritionally adequate diet in order to maintain the
nation’s health. This aim could be achieved by in-
creasing the income of the population, implement-
ing activities to reduce and stabilize food prices by
improving the quality control of food sold in the mar-
ket, protecting consumer rights, and so on.

Supply regulation. Locally produced food supplies
could be regulated by providing state guarantees to
producers and investors and streamlining the institu-
tional framework of the market, for example. Imports
should be regulated with the aim of eliminating food
shortages and protecting domestic producers by li-
censing importers, implementing technical and sani-
tary standardization and standards, and setting re-
quirements for packaging and labeling food products.

Regulation of the food market infrastructure. The
right balance between demand and supply should

Policy Options

guide the regulation of the food market infrastruc-
ture. This balance could be achieved by develop-
ing a mechanism for wholesale and retail trade in
manufactured goods; providing incentives for creat-
ing refrigerated rooms, storage facilities, and so on;
regulating and improving the system of transporting
manufactured goods; providing information and an-
alytical support to producers and consumers in the
market of manufactured goods; and improving the
financial and credit system that provides services to
the food market.

An important measure against the disparity of
prices between agricultural and manufactured
products could be to reduce prices for agricultural
machinery and equipment by introducing customs
privileges for imports of agricultural machinery and
equipment.

Regulating the food market’s institutional frame-
work would help develop a competitive environ-
ment and, therefore, reduce prices of manufactured
goods. In this connection, we believe that govern-
ment efforts should be channeled toward creating
an optimal mix of market participants of various or-
ganizational and legal forms and different forms of
ownership. This would be a win-win situation for all
stakeholders and the business environment would
be much improved.

The existing informal wholesale markets are unable
to efficiently transfer products from producers to
consumers and processors. An important element of
the food price support strategy could include estab-
lishing a wholesale food market to function as group
of production, transportation, service, and trading
enterprises of the country and major financial insti-
tutions. This wholesale market could purchase and
sell agricultural products based on certain rules. At
the same time, prices of agricultural products should
provide maximum support to production and move-
ment of food products from production to consump-
tion places. The creation of such entities would
help reinforce the production and sale processes.
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A national program for developing infrastructure for
wholesale markets could be prepared and imple-
mented together with private companies.

“Guaranteed price.” Drawing from experience gained

by developed economies, it would be possible to
introduce an intervention mechanism to enable the
government to participate in setting and regulat-
ing prices for agricultural products by setting target,
benchmark, or minimum prices that would guaran-
tee a certain level of revenue for dekhan farms. The
introduction of the “guaranteed price” tool would
benefit many players in the market.

The current market price is defined by the differ-
ence between supply and demand prices at a given
time. This price does not necessarily benefit agricul-
tural producers. In some cases, it even fails to cover
production costs. Governmental regulation implies
a regulation of the income of Tajik farmers through
a price mechanism rather than regulation of market
prices.

Having a long-term food price support strategy
would improve the overall performance of agricul-
tural producers. For example, when prices for some
products decrease significantly and the government
buys the farmers’ produce at higher prices, the farm-
ers’ income would remain stable or even increase.
Thus agricultural producers would be the main ben-
eficiaries of this intervention.

In addition, an efficient food price support strategy
would benefit government agencies and consum-
er cooperatives because it will provide support for
their activities. To limit activities of resellers and in-
termediaries in the domestic consumer market, the
Stockpiling Agency, jointly with the Agency for Pub-
lic Procurement of Goods, Works and Services and
consumer cooperation societies, already work on
containing the growth of prices for agricultural prod-
ucts. For example, contracts locking in the maximum
possible retail mark-up for basic food products could
be signed between producers and various distribu-
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tion chains. In this case, the population would ben-
efit from stable prices in the food market.

2. To develop a national long-term
food security strategy

The development of a national long-term food secu-
rity strategy would help to meet the goals and ob-
jectives identified by the Government of Tajikistan in
such strategic documents as the Millennium Devel-
opment Objectives and the National Development
Strategy of Tajikistan for the Period up to 2030. The
country’s experience shows that the adoption and
implementation of its Food Security Program for the
period up to 2015 yielded good results, helping to
alleviate food insecurity. Positive shifts were also
observed in addressing such issues as food avail-
ability, its physical accessibility and affordability, and
increased actual consumption.

The shortage of good-quality domestic food became
very acute after the liberalization of prices—primarily,
food prices—was quickly fixed through aggressive
food importation that accounted for more than half
of food consumption in Tajikistan and more than 60
percent in its capital city. In the course of reforms,
the situation in agribusiness improved substantially;
however, many institutional transformations remain
incomplete because of a number of social and po-
litical constraints that led to a new surge in imports,
including food imports.

Today it is increasingly obvious that agricultural mar-
ket liberalization alone cannot address mounting is-
sues in agriculture and that the food security of the
country cannot be improved unless radical structur-
al reforms are implemented. To improve the profit-
ability of companies and increase yield per hectare,
preferences should be given to growing such legu-
minous crops as beans and soy.

To supply food to the population of the capital city,
industrial cities, and districts, beginning with live-



stock products (milk, meat, eggs), a considerable
portion of cotton-growing farms in the suburbs could
be converted into vegetable and dairy farms and in-
ter-farm beef-fattening enterprises could be set up,
among other structural modifications.

To satisfy the demand for sugar as fully as pos-
sible and reduce dependency on imports, the area
planted with sugar beet could be increased. Dekhan
farms could consider borrowing the funds to con-
struct mini-sugar mills in the regions where sugar
beet is cultivated.

The government could provide incentives for dekhan
farms and agricultural processors to produce various
preserved food products and market them for ex-
port. To achieve this, mini-packaging facilities should
be built where agricultural products are grown. Agri-
cultural output processing should become a priority
in developing the regional economy. By supporting
the development of small businesses and industrial
entrepreneurs in rural areas, appropriate conditions
could be created to set up mini-processing enter-
prises to process fruits and vegetables—especially
tomatoes, cucumbers, various oil crops, meat, beans,
and so on, which have comparative advantages and
competitiveness in the Commonwealth of Indepen-
dent States markets. To support the further develop-
ment of farm cooperation, farmers should be trained
on a large scale to build skills they need to organize
efficient cooperation based on market conditions.

In the country’s rural areas, individual entrepreneur-
ship in production is underdeveloped. Only 5 to 8
percent of entrepreneurs are engaged in produc-
tion. Unfortunately, individual entrepreneurs in the
rural areas are involved only in retail trade, catering,
and transportation services.

Based on the principle that the sector should devel-
op competitive advantages, it is necessary to:

4 Adjust the composition of agricultural subsec-
tors to develop subsectors that have compara-

Policy Options

tive advantages. Much attention should be paid
to the subsectors related to the production of
cereals, vegetable oils, vegetables, fruits, cot-
ton, sugar beet, livestock products, and fish.
Strengthen trade complementarity and supply
more products of downstream and fine process-
ing for export to avoid unnecessary competition.

v Provide incentives to private producers, state-
owned enterprises, and enterprises with for-
eign capital in order to develop agricultural
processing, including processing of cereals,
animal meat and poultry, food freezing, and
processing of oils and fats; produce high value
added agricultural products; create jobs; and
enhance competitiveness in the agricultural
product market.

4 Develop the processing capacity of special
products: turn from exporting commodities and
low value added products to exporting high
value added products, set up supply depots
oriented to processing, and increase the indus-
trialization level of agricultural production and
its efficiency.

v Focus on improving the skills and knowledge
of the rural population by developing the ca-
pacity of the agricultural workforce to adopt
new agricultural technologies and facilitate ag-
ricultural education.

v Create depots for processing agricultural prod-
ucts in the border areas; adjust the composition
of agricultural production so that it includes key
basic sectors and many new production sec-
tors. Cereal production, animal husbandry, and
fishery could be selected as basic sectors. The
central role given to crop farming develop-
ment would mean an increase in paddy fields
for growing semiaquatic rice and areas planted
with wheat, maize, and other crops so that the
government can meet basic food needs of the
nation. In animal husbandry and poultry farming,
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such resources as grasslands should be used
to the fullest extent; it is necessary to develop
standardized farming of meat-type chicken,
laying hens, meat cows, milk cows, and goats.
Fish farms would help take advantage of coun-
try’s water resources, create a new economic

model, and develop shallow water fishery.

Both traditional and new agricultural sectors in Ta-
jikistan should be further developed. Strengthening
cotton production, as well as encouraging new pro-
duction sectors such as gathering the fruit of wild
plants, apiculture, horse breeding, sericulture, and
growing citrus plants would contribute to Tajikistan’s
long-term food security. In addition, studies in seed
breeding, genetics, cattle quality improvement, and
chemical fertilizers and pesticides would be very
helpful to the development of agriculture in the
country.

Developing a national long-term food security strat-
egy is expected to improve the competitive environ-
ment, expand distribution channels for competitive
products, and support domestic agricultural produc-
ers. This policy option would be conducive to trade
and transport infrastructure development by in-
creasing the number of storage facilities for agricul-
tural products, promoting innovative practices and
products of market infrastructure in an integrated
manner, and improving the framework of product
marketing and delivery to the market as well as mar-
keting arrangements/relations. Public authorities
would benefit from signing direct contracts with dis-
tributor networks and agreements with producers,
which would include activities to support prices for
selected products.

A better-developed agricultural sector would meet
the nation’s food needs by supplying domestic prod-
ucts. It would also reduce food imports and support
producers and consumers of agricultural products.

Government institutions and people are keen to
have the food security issue successfully addressed.

A national long-term food security strategy would
build on the assurance of affordability of and access
to foods for all social groups, environmental safety
of foods, protection of consumer rights, and conser-
vation of the natural environment. When implement-
ed, it would help to increase the supply of domestic
products to the internal market and reduce currency
drain. Ensuring food security would be also good
for people’s health. Other benefits would include
the creation of new jobs, greater processing capaci-
ties for agricultural products, and increased tax rev-
enues to the national budget. Both the government
and the population would benefit.

3. To develop a food aid program
for the poorest households

Improved efficiency of agricultural production does
not address the issue of food affordability for the en-
tire population because more than a quarter of the
country’s population is poor. The foreword to the FAO
publication World Agriculture: Towards 2015-2030
emphasizes that, despite concerted efforts to halve
the number of undernourished, this target is unlikely
to be achieved by the target date (FAO 2003). The
prevalence of the undernourished population in Ta-
jikistan dropped from 36.5 percent in 2005 to 30.3
percent in 2015. Nonetheless, Tajikistan continues to
be one of the hungriest nations in Central Asia.*

Food consumption among poor households is of par-
ticular concern. Significant demographic growth (on
average, the population is growing by 2.2 percent per
year) and lack of employment opportunities result in
high poverty rates, especially in rural areas. This in
turn limits access to food and nutrition. Affordability
of food varies by social group and geographic area

4 ASIA-Plus. 2016. Media Group/Tajikistan. October 16, 2016. http://news.tj/ru/news/tajikistan/economic/20151016/tadzhikistan-ostaetsya-samoi-golodnoi-

stranoi-tsentralnoi-azii (in Russian).
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by income levels. According to official statistics, in the
poorest household decile, food consumption is sig-
nificantly below healthy nutrition standards. Quantita-
tive and qualitative parameters of food consumption
have a wide-ranging impact. Therefore the develop-
ment of a food aid program for specific social groups
could help to improve actual food consumption rates,
bringing them closer to the standards. Certainly both
rural and urban populations are keen to have such
a program in place. It would generate additional de-
mand for goods supplied by dekhan farms and boost
food consumption among the poorest in Tajikistan.

In spite of the positive development in poverty alle-
viation, it is poverty (i.e., the inability of some popula-
tions to pay) that continues to affect food security for
the country’s citizens. The distribution of consumer
spending could be used as a criterion for determining
poverty and a symptom of food insecurity. According
to the Engel coefficient, in very poor households, food
expenditures account for one-third of total spending;
if food expenditures account for 50 percent of total
spending, the poverty of the household is considered
to be extreme. Most Tajik households spend a signifi-
cant part of their income to buy food products, and it
is therefore deemed critically important to mitigate in-
flation in the consumer sector and its food constituent.

The country is predominantly mountainous. Arable
land occupies only 7 percent of its territory, and par-
cels of land for agriculture are distributed unevenly
across the country. For this reason, there is a sharp
regional disparity in the development of agricultural
production and the availability of food. Land scarcity
creates spots of social tension where mechanisms for
satisfying basic necessities are either absent or not
working; potentially, these mechanisms can be de-
structive and could become an impediment for sus-
tainable development of the regional economy. This
issue could be addressed by controlling and manag-
ing local disparity processes. Developing a food aid
program for the poor could be the first step in this
direction. It would help make food affordable in the
most backward regions, defuse social contradictions,

Policy Options

increase the income of dekhan farms, assist the sup-
plying companies to sell their surplus products, and
build the population’s trust of the authorities.

The consumer cooperation sector and core govern-
ment ministries would face the challenge of increas-
ing food procurement in the market to distribute it
among the poorest populations in the country. How-
ever, aid to the poorest is currently a prohibitively
heavy burden for the Ministry of Finance and the
Ministry of Economic Development and Trade be-
cause of a lack of financial resources. Government
agencies would have to look for sources of finance
for such a program.

The main advantage of this policy option rests with
its focus on making the nation healthier by provid-
ing food aid to those who need it, strengthening the
economy of the farming sector by improving the ar-
rangements for its direct contacts with food consum-
ers, raising public awareness of what constitutes
healthy nutrition, and reducing social tension.

Socially vulnerable populations would benefit the
most from this option because they would be able
to improve their food and nutrition security as well
as reduce the gap between the richest and the poor-
est 10 percent.

4, To improve the mechanism
for providing credits, subsidies, and fax
reductions to agricultural producers

Credit products offered by the National Bank and
commercial banks of Tajikistan are not at all cheap—
they have an average interest rate of 27 percent
(the annual interest rate ranges from 24 percent to
40 percent). High credit risks compel a majority of
commercial banks to enforce prudent credit policy.
Despite that, a number of banks in the country have
become bankrupt. The Agroinvestbank, which in-
vests in Tajik agribusiness, has been on the verge of
bankruptcy since 2015.
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Today demand for credit is limited as a result of high
interest rates and tightening requirements for collat-
eral. The agricultural sector receives a small number
of loans because the country’s banks consider agri-
culture to be a high risk sector.

Agricultural producers need access to concessional
short-term credit to purchase fuel, spare parts, and
other inputs; repair agricultural machinery; buy miner-
al fertilizers, pesticides, fodder, veterinary drugs, and
other inputs; hire seasonal workers; and purchase
young agricultural animals and equipment. They also
need investment loans with a maturity of up to five
years to purchase agricultural specialized transport
and machinery; establish perennial plantings and
vineyards; reconstruct and modernize livestock farms
and fodder production, storage facilities for vegeta-
bles and fruits, greenhouses, refrigerators, and so on.

A national system of harvest insurance also needs to
be put in place to protect interests of dekhan farms,
especially small farms during crises and natural di-
sasters that trigger harvest losses.

Dekhan farmers are at risk of losing their livelihoods
when confronted with crises beyond their control. To
protect their interests—especially those of smaller,
more vulnerable dekhan farms—during crises and
natural disasters that trigger harvest losses, a na-
tional system of harvest insurance also needs to be
put in place. A full discussion of the benefits of har-
vest insurance is out of the scope of this study, but
more work is urgently needed in this area.

An agricultural credit bank could be established as
a source of financial resources. Drawing from public
finance, private investment, and various aid funds,
it would possible to implement plans to develop
supply chains of agricultural products to reduce
their production and supply costs. Credit products
offered by domestic banks and meant for agricul-
tural and rural development should be made avail-
able on favorable terms and for long periods. The
government should actively participate in lending
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to agricultural subsectors and provide incentives for
commercial banks to encourage them to increase
the share of agricultural concessional credits in the
lending to the agricultural sector. For example, Ger-
many extends concessional government credits to
farmers with an interest rate of 1 percent for 28 years
(Neshchadin 2009).

Agricultural output growth as well as reduction in
food prices could be achieved by granting benefits
(exemptions) and, possibly, by improving the credit
vehicle for those agricultural producers who cannot
afford to buy expensive fertilizers, pesticides and
herbicides, agricultural machinery, and manufac-
tured inputs.

Consumers would also benefit because the govern-
ment agencies would enable them to buy relatively
cheap products. Tax exemption and favorable credit
terms could act as an incentive to increase the pro-
duction of agricultural products and, consequently,
would help to increase revenues and tax proceeds
because the scales of production would expand.
Consumers would be able to meet their needs for
various food products.

Increased amounts of long-term credits would ben-
efit agricultural producers in many ways. They would
be able to establish new enterprises and make new
agricultural production and processing capacities
operational, among other advances. At its current
stage of development, Tajik agriculture is in dire
need of long-term credit.

5. To design a roadmap for developing
regional agricultural clusters

In 2016 agricultural products were produced by
150,952 different agricultural entities, including 132
state-owned companies, 131 associations of dekhan
farms, 159 joint stock companies, 4,674 collective
dekhan farms, 749 household plots, and 145,107, in-
dividual dekhan farms. Because of the reorganiza-



tion of agricultural enterprises and the financial in-
solvency of a majority of these enterprises, the gov-
ernment system that had supplied chemical fertiliz-
ers, fuel, and agricultural machinery was abolished.

To enhance the efficiency of agricultural production,
a roadmap for developing regional agricultural clus-
ters needs to be prepared. First, clusters facilitate
partnerships between the government, the econo-
my, and scientific institutions. Second, clusters help
organize the entire production process from design
to primary production to sales in a single chain. Both
of these elements contribute to developing coop-
eration, innovation, and increasing efficiency of the
agricultural sector.

Establishing regional agricultural clusters could
help minimize costs by eliminating intermediaries
and reducing prices. An agricultural cluster could
enable its participants to meet the requirements of
a market that needs regular supplies of products
and services produced by the cluster enterprises
that meet quality requirements. It could benefit
from economies of scale in purchasing inputs and
production, minimize costs by eliminating interme-
diaries, support retraining of personnel, conduct
market and logistics studies and technological re-
search, enter new product markets through proac-
tive marketing and innovation policy, and establish
strong contacts with financial and credit institutions
based on its cluster image.

This policy option would be expected to improve
agribusiness competitiveness through effective
cooperation and coordination at all stages of agri-
cultural production. It would benefit the Ministry of
Agriculture and the Ministry of Economic Develop-
ment and Trade, as well as other government agen-
cies responsible for the national agricultural policy
implementation.

Tajikistan has significant capacity for establishing
regional clusters in agriculture and food production.
The development of potential agricultural clusters

Policy Options

could be based on the roadmap of socially motivat-
ed protected small businesses that are equipped
with highly effective mini-technology. Possible ar-
eas of focus might include measures to increase
the production of canned fruit and vegetable
products. It would be possible to launch activities
that establish a regional cluster—for example, in
wine-making and vine-growing, cattle leather pro-
cessing, and horticulture (to produce apples, dried
unpitted apricots, figs, and other dried fruit). The
Tax Committee would benefit from an increase of
the number of small enterprises, and, hence, from
increased proceeds to the national treasury. This
intervention would increase the supply of domestic
goods to the internal market as well as the coun-
try’s exports. The Ministry of Finance would have to
find opportunities to give grants and provide cred-
its to implement this policy option, which would re-
sult in future financial returns.

6. To improve mechanisms for price
monitoring and food security indicators

The relevant Tajik state entities (especially the sta-
tistical agencies) should increase their coverage of
regions and cities where prices for staple agricultur-
al products are monitored (currently 21 regions are
covered). Monitored products and their market pric-
es should include products important for producers
such as mineral fertilizers, fuel and lubricants, and
pesticides. Information should be collected not only
on average prices but also on minimum and maxi-
mum prices of agricultural products and, if possible,
should include prices for products in wholesale mar-
kets in large cities.

Priority measures aimed at improving mechanisms
for price monitoring and food security indicators are:

v To expand the geography of monitoring prices
of main agricultural products and enlarge the
nomenclature of products (to include mineral
fertilizers, fuel and lubricants, and pesticides)
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v To collect information not only on average pric-
es but also on minimum and maximum prices of
food, and also to collect information on prices
in wholesale markets in large cities and region-
al centers

v To streamline the process of monitoring, col-
lecting, and disseminating price information by
implementing modern information and com-
munication technologies as well as innovative
technologies

v To improve the monitoring of indicators in order
to boost the quality and completeness of infor-
mation that characterizes the status of food se-
curity

v To improve regulatory and legal acts con-
cerned with food security and nutrition; to
update, develop, and approve nutrition re-
quirements such as nutritionally adequate diet
requirements, minimum requirements, and rec-
ommended diet requirements for each social
and demographic population group (by age,
gender, employment status, etc.)

Price monitoring at the regional and national level
for decision making could enable the government to
compare regional prices and implement urgent mea-
sures to supply food and reduce prices for certain
foods, if necessary.

Systematic data collection would benefit all stake-
holder groups because it would help implement
government policy aimed at improving the country’s
well-being in a more efficient and targeted way. In
addition, updated and high-quality data would help
the ministries involved in developing food security
policies to identify the relevant short-term and long-
term objectives for the agricultural sector. Improved
statistical monitoring of prices would provide a re-
alistic picture of the situation in the food market
and help adopt timely and necessary measures to
contain increases in prices and inflation. As a result,
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both consumers and agricultural producers would
benefit from more stable prices in the market.

Agricultural producers would also benefit from the
dissemination of information about changed prices
for food products, mineral fertilizers, fuels and lubri-
cants, and pesticides and their publication in the web-
sites of the Agency on Statistics under the President
of the Republic of Tajikistan. Such information would
help agricultural producers to make sound decisions
about how to sell their produce. If agricultural produc-
ers could stay abreast of market developments, they
would be able to improve their performance.

Assignment

Analyze the prices in the food market in Tajikistan and
assess policy options that are most suitable to make
food affordable to all population groups in the country.

Policy Recommendations

With a focus on food security and sustainable reve-
nues of agricultural producers, a successful strategy
for optimizing the food price policy should be social-
ly oriented and aim to satisfy needs of the country’s
population. To pursue this objective, the following
measures should be undertaken:

v Introduce mandatory governmental regulation
of the country’s food market, taking into ac-
count comprehensive development of its major
components—that is, its consumer, production,
and foreign trade components.

v" Enhance partnerships and cooperation be-
tween government (the public sector) and pri-
vate businesses.

v Improve the system of product marketing and
develop marketing relations in domestic agri-
cultural managing entities.



Promote contract-based relations in the Tajik
agricultural sector, direct contracts and agree-
ments with producers and trading networks,
and enhance the cooperation of producers
with representatives of wholesale and retail
markets and trading centers.

Use measures of administrative and economic
regulation of food prices.

Implement an efficient mechanism for setting
minimum and maximum (cap) food prices.

Improve the system of crediting agricultural
producers, increase the share of long-term
loans in the loan portfolio of the sector, and re-
duce interest rates.

Improve the performance of the Tajikpotreb-
soyuz at the national and regional levels.

Policy Recommendations

Organize and release intervention stocks, de-
velop and apply public procurement mecha-
nisms, and improve trade and transportation
infrastructure.

Reinforce public-private partnerships to in-
crease the number of storage and warehouse
facilities across the country.

Provide incentives in the form of reduced
charges for transporting good products along
toll roads; construct alternative roads that con-
nect different regions of the country as an alter-
native to the toll roads.

Assist in reducing import dependency by cre-
ating enabling conditions for the development
of production of staple foods and reducing
the disparity of prices between manufactured
goods and agricultural products.

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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Executive Summary

The history of the seed sector in the Kyrgyz Republic
is similar to that of the other post-Soviet countries.
Prior to the disintegration of the USSR, its seed farm-
ing was based on public procurement contracts
and sufficient funding. The disruption of traditional
economic relations with other regions of the former
USSR, along with its economic decline and agrarian
land reform, changed the institutional framework of
the seed sector as well as its regulatory and legal
framework.

The Kyrgyz Republic has now established a regula-
tory and legal framework that is in line with inter-
national standards for the protection of breeders’
rights, crop variety testing, seed certification, and
quality control. Involved public sector organizations
now have better physical infrastructure and equip-
ment. This situation has enabled the country to re-
ceive more foreign varieties of key agricultural plant
species for testing and to have these varieties regis-
tered in the Kyrgyz Republic.

The development of the seed sector has an impact
on the agricultural sector in the Kyrgyz Repubilic,
which involves more than half (65 percent) of the
country’s population. For this reason, the following
state and nongovernmental organizations are inter-
ested in the sustainable development of the seed
sector in the Kyrgyz Republic: the Ministry of Econ-
omy; the Ministry of Agriculture, Food Industry and
Melioration of the Kyrgyz Republic, along with its
subordinate entities—the Department of Agricultural
Plant Inspection and the Department of Plant Health
Protection and Plant Quarantine; the Ministry of Fi-
nance; and the National Intellectual Property Ser-
vice of the Kyrgyz Republic (Kyrgyzpatent), as well as
breeding and educational institutions, the process-
ing industry, and the Kyrgyz Seed Association (KSA).

All registered varieties of agricultural plants have
high potential yield and are of good quality. At the
same time, the actual average values of seed indus-

Executive Summary

try performance indicators are twice as low as the of-
ficially reported variety testing data as a result of low
standards of crop farming. Failures to use crop farm-
ing technology in the right way are a consequence
of the lack of financial resources for procuring up-
to-date equipment and other inputs. That is why, in
last 25 years, wheat, potato, and maize outputs have
not risen above 2.5 metric tons, 18.0 metric tons, and
6.0 metric tons per hectare, respectively.

In spite of the seed industry’s declared focus on ex-
porting its products, the domestic market experienc-
es an acute deficit of certified seeds of most agricul-
tural plants. For example, the availability of certified
maize and potato seeds comprises about 40 percent
and only 20 percent of the needs for these crops, re-
spectively, with about 25 percent of supplied winter
wheat seeds remaining unconsumed.

In the Kyrgyz Repubilic, the breeding of new varieties
of cereals and forage plants is declining: its devel-
opment is constrained by the absence of a royalty
collection system.

The existing legal framework of seed farming should
be substantially revised because there is an incon-
sistency in the documents in connection with mem-
bership in the Eurasian Economic Union (EAEU).

Background

The Kyrgyz Republic is located in the northeastern
part of Central Asia. It occupies the western part
of the Tien Shan mountain system and the north-
eastern part of the Pamir-Alay mountain system. It
is bordered by Uzbekistan to the west (the border
is 1,099 kilometers long), Kazakhstan to the north
(with a border of 1,051 kilometers), Tajikistan (870 ki-
lometers) to the south, and China (858 kilometers) to
the southeast. The Kyrgyz Republic is a country with
high mountains and difficult terrain; half of its area
is 3,000 meters above sea level. Its inland climate
is characterized by high summer temperatures and
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aridity while winters bring about strong anticyclones
with abrupt changes in air temperatures. Signifi-
cant diurnal, monthly, and annual temperature fluc-
tuations are observed: in arable valleys, summer air
temperatures reach 45-48°C, and winter tempera-
tures fall below —30°C with scarce snow cover; night
temperatures are usually lower than day tempera-
tures by 12—-15°C.

The country’s average annual precipitation rates
never exceed 500 millimeters, although it varies by
region and the bulk of precipitation falls in spring-
time. But some regions have higher precipitation
rates; in particular, the high-altitude Issyk Kul Lake
affects the precipitation level in the Issyk Kul basin,
which is therefore higher than it would be other-

wise.

The country’s area comprises about 20 million hect-
ares, including 10.6 million hectares of agricultural
land, of which 1.2 million hectares is arable land with
a total of 0.8 million irrigated hectares. The environ-

Table 1: Average Cropland Areas and Yields

mental and climatic conditions favor the cultivation
of many crops, including almost all vegetables. Over
60 percent of the population is rural, and their liveli-
hoods depend on agriculture.

In the Kyrgyz Republic, the ownership pattern of ag-
ricultural assets is dominated by small private farms
(there are over 380,000 of these farms, with an av-
erage land area of about 3.0 hectares; see Table 1).
They have emerged as a result of the privatization
of kolkhozes’ and sovkhozes’ land and property.!
Most farms do not have adequate financial resourc-
es for effective farming based on advanced tech-
nology, up-to-date tractors, or other modern agri-
cultural machinery. A direct consequence of this
shortage is low labor productivity and low capital/
labor ratios, high shares of fixed costs and high op-
eration risks, unstable and low revenues from crop
farming.

A comparison of Kyrgyz cropland areas before (in
20M) and after its accession to the Eurasian Eco-

Average area Yield Average area Yield
(1,000 hectares) (100 kilograms per hectare) (1,000 hectares) (100 kilograms per hectare)
Crop 201 2016
Wheat 3774 21.4 270.4 17.0
Barley 123.3 19.2 184.6 225
Grain maize 74.4 59.0 101.7 62.4
Grain legumes 46.2 16.5 56.5 17.2
Sugar beet 81 1971 1.3 623.2
Qil-bearing crops 54.2 10.4 41.3 10.2
Cotton 374 272 16.6 314
Tobacco 41 21.2 0.2 24.5
Potato 84.9 160. 8 821 166.3
Vegetables 42.8 182.0 51.2 194.4
Gourd fields 70 2133 10.6 219.4
Fodder crops

Grasses 257.2 343.4

Source: National Statistical Committee of the Kyrgyz Republic 2016.

' A kolkhoz is a collective farm; a sovkhoz is a Soviet farm.
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nomic Union (in 2016) reveals an upward trend in
the areas under maize, barley, and fodder grasses
at the expense of the reduction of wheat fields by
100,000 hectares. The outputs of sugar beet, veg-
etables, and grain maize have been also evidently
growing owing to improved cultivation technology
for the cultivation of new high-yield varieties and hy-
brids of these species, whereas the yield of wheat
remains very low even though it occupies the larg-
est arable areas.

It is noteworthy that all varieties of spiked cereals
officially tested and included in the Kyrgyz National
Registry of Plant Varieties and Hybrids have high
potential yields (at least 60 hundred kilograms per
hectare). 2

The development of crop farming in the Kyrgyz Re-
public is, to a great extent, dependent on the avail-
ability of agricultural machinery for Kyrgyz farms.
But this availability is less than 50 to 60 percent of
the machinery that is needed (in addition, over 90
percent of all machines have been in operation
for more than 25 years) in spite of the agricultural
equipment modernization programs that have been
adopted over the last five years. Despite the efforts
made by the Government of the Kyrgyz Repubilic to
implement leasing packages, the number of those
who would want to acquire machines offered on a
leasing basis is limited because, working on small
parcels of land, it would be difficult to repay the ex-
penses on acquired machines.

In 2015, upon the accession of the Kyrgyz Republic
to the Eurasian Economic Union, Kyrgyz producers
of agricultural products had to compete with produc-
ers of wheat, barley, and flour and other products
from other member countries of the Eurasian Eco-
nomic Union. This need for competition has affected
the cropland structure, changing it to increase out-
puts of more intensively managed field crops, fruit
and vegetables.

2 Spiked cereals include wheat, rye, triticale, barley, and oats.

Background

The Current Situation in the Kyrgyz
Seed Sector

Priorto 1991, Kyrgyz seeds for domestic consumption
and export to other regions of the USSR were sup-
plied by 45 seed farms (both state-owned and com-
munity farms, each occupying at least 4,000-5,000
hectares on average), and by the Sortsemovoshch
enterprise and fruit tree nurseries. All these entities
had had full-fledged government support based on
a scheme of bonuses for high quality and market-
ing of all outputs. Currently, as a result of agrarian
land reform, agriculture has only a limited number
of producers that still have operational and human
resource capacity; most of these producers focus on
cereal seed production (see Table 2).

Owing to its geography and implementation of seed
production projects, and supported by the World
Bank, the European Union, the Swedish Interna-
tional Development Agency (SIDA), USAID, and the
United Nations Food and Agriculture Organization
(FAO) from 1997 to 2014, the Kyrgyz Republic has
untapped unique potential and comparative advan-
tages in the region to produce seeds of many ag-
ricultural plant species. These advantages include:

v" A good regulatory and legal framework that
complies with international standards

4 Opportunities for international seed certification
of cereals, beet, legumes, and grasses based on
the Organisation for Economic Co-operation and
Development (OECD) Seed Schemes and Inter-
national Seed Testing Association (ISTA) Rules

4 Membership in the International Union for the
Protection of New Varieties of Plants (UPOV)

since 2000

v" Membership in the Asia and Pacific Seed As-
sociation (APSA)

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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Table 2: Needs of Kyrgyz Agricultural Producers in Seed and Planting Stock

Sowing area Need
Crop (1,000 hectares) (1,000 metric tons)

Cereals (wheat, barley) 500.0 100.00
Potato 80.0 240.00
Sugar beet 10.0 20.00
Perennial grasses 300.0 3.50
(alfalfa, sainfoin)
Vegetables 50.0 115
Maize 100.0 2.20
Cotton 25.0 2.00
Qil-bearing plants 50.0 0.75
(sunflower, safflower)
Fruit 50.0 1,500,000

Average cost

Domestic (US$, millions)
(certified) seeds (%)  Share of imports ~ (US$1=KGS 70)
50% — 30.0
30% 10 % imported 100.0
10% 90 % imported 1.0
25% 10 % imported 9.0
— 90% imported 15.0
15% 40 % imported 8.00
40% 30% imported 1.5
70% 20 % imported 1.0
— 25 % imported 3.0

young plants

Source: The Kyrgyz Seed Association (KSA) Annual Report 2016.

Note: — = not available.

As of 2017, the country has over 150 farms that have
the status of seed production facilities, designated
to produce seeds of various agricultural plants; their
total sowing area is under 50,000 hectares.

The Ministry of Agriculture, Food Industry and Me-
lioration of the Kyrgyz Republic regularly furnishes
official reports on the availability of seeds of main
agricultural plants. According to these reports, the
demand for seeds is 100 percent satisfied. At the
same time, there is a deficit in certified seeds; this
deficit is covered by farmers on their own—that is,
through using non-graded seeds. This testifies to
the existence of an informal sector in seed industry.

Recent years have seen a rise in agricultural seed
and other imports from member countries of the
Eurasian Economic Union—in particular, from the
Russian Federation and Kazakhstan. This increase
is driven not only by the removal of earlier existing
customs barriers, but also by the devaluation of the
Russian and Kazakhstan national currencies.

It must be noted that, even with the well-devel-
oped institutional and regulatory frameworks of
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the Kyrgyz seed sector, domestic demand for cer-
tified seeds of most agricultural plants is not met.
For example, domestically produced seeds cover
no more than 50 percent of the needs for spiked
cereals, 15 percent for maize, 25 percent for pota-
toes, and 10 percent for fodder grasses (alfalfa and
sainfoin). Ninety percent of the seeds used to grow
vegetables and sugar beets are imported, as well
as 40 percent of maize seeds, with part of these
seeds (maize and vegetables) illegally imported
from China.

The existing deficit of seeds (mainly seeds of spiked
cereals) arises primarily from:

v high sowing rates due to the poor quality of
seeds, non-observance of optimum sowing
time, and worn-out machinery for soil prepara-
tion and seeding as well as for seed process-
ing, and

v low harvests from seed crops of cereals.

It should be also noted that the Kyrgyz Republic had
been a Soviet center of seed production for sugar



beet, maize, and alfalfa, but, by 2007, it had lost its
status as a regional seed production and export cen-
ter for these agricultural plants (Table 3).

Regulatory and Legal Framework

The existing laws and regulations on agricultural
plant seed breeding and production provide a legal
framework for sustainable development of the sec-
tor. Most laws were adopted during the implemen-
tation of seed industry development projects and
were based on recommendations of international

Background

consultants. However, there is an acute problem
with their enforcement and it is necessary to align
them with other bylaws, taking into account the cur-
rent economic situation in the country as a whole
and in agriculture, in particular.

The Ministry of Agriculture, Food Industry and Melio-
ration of the Kyrgyz Republic makes amendments to
the following laws and regulations on seed farming,
but without consultation with all stakeholders:

v The law “On Seeds” was adopted in 1997 and
finally amended on February 15, 2017

Table 3: Seed Outputs for Export and Export Earnings, 1998-2006

Year Unit Maize
1998 Metric tons 30.0

Kyrgystani soms, 34.0
1,000

1999 Metric tons 40.0

Kyrgystani soms, 80.0
1,000

2000 Metric tons 20.0

Kyrgystani soms, 70.0
1,000

2001 Metric tons 12.5

Kyrgystani soms, 62.5
1,000

2002 Metric tons 70.9

Kyrgystani soms, 558.6
1,000

2003 Metric tons —

Kyrgystani soms, —
1,000

2004 Metric tons —

Kyrgystani soms, —
1,000

2005 Metric tons —

Kyrgystani soms, =
1,000

2006 Metric tons —

Kyrgystani soms, =
1,000

Source: The Kyrgyz Seed Association (KSA) Annual Report 2016.

Note: — = not available.

Sugar beet Alfalfa Total
174.5 22.0 226.5
19,937.2 385.0 20,356.7
1671 29.6 236.7
28,3737 5233 28,977.0
91.9 5.0 116.9
14,502.3 25.0 14,597.3
61.8 0.2 74.5
11,062.6 18.2 11433
121 24.0 207.0
34,515.8 686.6 35,761.0
1237 — 1237
36,5577 — 36,5577
84.7 — 847
18,569.8 — 18,569.8
12.4 7.0 19.4
2,798.8 62.7 2,861.5
7.0 5.0 12.0
1,792.6 40.0 1,832.6

© 2017 Eurasian Center for Food Security, Moscow, Russia.
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v" The law of the Kyrgyz Republic “On Legal Pro-
tection of Seed Breeding Achievements” was
adopted on May 26, 1998, and amended on
March 31, 2005

v The Administrative Code of the Kyrgyz Re-
public

v/ Resolution of the Government of the Kyrgyz Re-
public # 697 of October 25, 2006, to approve
the regulation “On Seed Farms in the Kyrgyz
Republic”

v" Resolution of the Government of the Kyrgyz Re-
public #178 of March 13, 2009, to approve the
list of seed farms in the Kyrgyz Republic

The law “On Seeds” refers to the Registry of Produc-
ers and Suppliers of Seeds and Planting Stock to be
made by an authorized organization, but such a Reg-
istry does not actually exist.

The Strategy of Agriculture Development of the Kyr-
gyz Republic includes provisions concerning the
promotion of organic products that should be as-
sociated with the use of genetically modified organ-
isms (GMOs); however, the effective law “On Seeds”
and other documents lack certainty with respect to
the use of GMOs in the country.

The effective regulation “On Seed Farms” was ad-
opted by the Ministry of Agriculture, Food Industry
and Melioration of the Kyrgyz Republic in 2006 with-
out consultation with the KSA. It is not consistent with
the present-day conditions of the market economy;
moreover, it is in conflict with the law “On Seeds”; in
its formal nature, it is a tool of “hidden” licensing to be
used by government entities and it should be revised
as soon as possible.

Lack of harmony among the laws and regulations
governing and influencing the seed sector (the Land
Code, the Administrative Code, and so on) makes
it necessary to review the law “On Seeds” and its
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bylaws to assess their consistency with the current
realities; to amend their main articles regulating im-
port and export with due regard to proposals from all
stakeholders, especially those from the real sector
of seed and planting stock production and supply;
and to assign the functions of statistic data collec-
tion to a specific organization as well as to address
GMO importation and use.

Stakeholders

The Ministry of Agriculture,
Food Industry and Melioration
of the Kyrgyz Republic

and its subordinated entities

This ministry is in charge of the seed industry and
is striving to promote efficient and sustainable de-
velopment of seed production with a view to meet-
ing the needs of farms for the seeds of agricultural
plants cultivated in the country. Its functions include
the systematic analysis of the economic situation in
agriculture, water management, food and food pro-
cessing industries, and agricultural export/imports
and the identification of strategic priorities for the
development of these sectors on the basis of such
analysis. It is the executive authority responsible for
food security and implementation of respective pro-
grams in this area. The ministry operates with two
departments:

v The Department of Agricultural Plant Inspec-
tion. This department was established by
merging the National Centre for Plant Species
Variety Testing and Plant Genetic Resources,
the Kyrgyz National Seed Inspectorate, and the
Centre of Grain Inspection. Its key objectives
are to:

- monitor varietal and sowing characteristics of
agricultural and other plant seeds and planting
stock;



undertake field inspections of seeded and
planted areas, and testing of seed lots on the
ground,;

assess sowing characteristics of agricultural
seeds and planting stock, the quality of grains,
and their processing products; and

assess and monitor the quality of grains from
agricultural crops and their processing prod-
ucts (such as flour, bran, and milling offal) sup-
plied to recipient enterprises and other manag-
ing entities regardless of their ownership.

The Department of Plant Health Protection
and Plant Quarantine. This department is des-
ignated to:

develop and regularly update plant quarantine
safeguards;

prevent the penetration and/or spread of quar-
antined hazardous organisms in the country;

prevent damage from the spread of quarantine
pernicious organisms;

cause the commitments of the Kyrgyz Republic
to be met under the quarantine-related inter-
national treaties made effective in accordance
with the established procedures.

Stakeholders

to develop and implement the country’s poli-
cy with respect to direct investment based on
economic development priorities;

to develop and take export control measures;

to ensure continuous optimization of the regu-
latory and legal framework of entrepreneurs’
activities;

to prepare proposals related to the develop-
ment and implementation of the country’s pol-
icy with respect to technical regulation and as-
surance of measurement uniformity;

to develop and implement the country’s for-
eignh and domestic trade policy, including pol-
icy measures to promote Kyrgyz goods into
international markets;

to design measures to improve foreign trade
performance, and to develop and encourage
the export of products and to build up export
capacity of the country;

to develop proposals on how to align foreign
trade with the requirements and rules of the
World Trade Organization (WTO), commitments
to partners from the Eurasian Economic Union,
and negotiations about accession to the Cus-
toms Union and Common Economic Space;

to develop proposals on customs and tariff and

The I\/IinisTry of Economy non-tariff regulation of foreign trade;

of the Kyrgyz Republic

v to maintain the Integrated Registry of Public
This ministry’s responsibilities are: Services provided by executive authorities and
their structural units; and

v to forecast, review, and evaluate social and

economic development in the Kyrgyz Repubilic;

to develop and implement the country’s eco-
nomic policy, including methods and tools for
macroeconomic stabilization;

to draft regulations on the accumulation, release,
and lending of tangible assets from the govern-
ment reserves, on the annual proceeds of tan-
gible assets to the government reserves, and on
amounts of their financing out of the budget.
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The Ministry of Finance
of the Kyrgyz Republic

This ministry’s responsibilities are as follows:

v to develop the national policy of public finance
management and non-tax payments;

v to improve the laws and regulations on internal
audit, accounting, and financial reporting in pub-
lic administration and public procurement; and

v" to manage domestic and foreign sovereign
debt of the Kyrgyz Republic.

In particular, according to the Resolution of the Gov-
ernment of the Kyrgyz Republic (of March 15, 2017)
“On Measures to Support Seed Farming Develop-
ment and Dissemination of High-Yield Varieties of
Fruit and Berry Crops in the Kyrgyz Republic,” the
Ministry of Finance was instructed to earmark fund-
ing for governmental grants to Kyrgyz seed farms
in the national budget for 2018-2022, after the ap-
proval of a law/regulation, providing for the introduc-
tion of a system of governmental grants.

At the same time, the Government of the Kyrgyz Re-
public encourages local self-government bodies to
increase the period of land lease for seed farming
to 20 years.

The Population of the Kyrgyz Republic
Engaged in Agriculture

As a reminder, 65 percent of the country’s popula-
tion lives in rural areas, and agriculture accounts for
about 15 percent in the total GDP. Livestock breed-
ing is an important rural industry that depends on
the supply of fodder, which in turn depends on seed
supply to cultivate fodder crops.

A big share of livestock outputs, vegetables, fruit,
and berry products comes from private farmsteads,

© 2017 Eurasian Center for Food Security, Moscow, Russia.

and the seed industry should be developed with
due regard to the needs of this stakeholder.

National Intellectual Property Service
of the Kyrgyz Republic (Kyrgyzpatent)

This stakeholder is in charge of all matters related
to the protection of varieties. It is responsible for
protection of new varieties included in the Registry
upon official variety testing.

Processing Industries

These are represented by the Association of Fruit
Processors, which brings together over 30 process-
ing enterprises producing fruit and vegetables, meat
and dairy products, flour mills and beer production
facilities that are keen to have a well-developed na-
tional seed industry as a basis for the production of
crop farming products in sufficient quantities. In view
of this, seed breeding and seed production for in-
dustrial crops (such as cotton, sugar beet, tobacco,
and so on) should be always agreed upon and spon-
sored by processing enterprises, procuring outputs
from cultivation of these crops.

Kyrgyz Seed Association (KSA)

This is an independent body established to repre-
sent and pursue the interests of all actors in com-
mercial seed production, including marketing and
trade companies. The KSA helps promote high stan-
dards of behavior among its members, in particular
concerning compliance with the requirements set
forth in contracts and licensing agreements.

Breeding Institutions

These institutions comprise another important

stakeholder. The Kyrgyz Research Institute of Ar-



able Farming, Kyrgyz Research Institute of Livestock
Breeding and Pastures, OAO MIS Company, and pri-
vate breeders are responsible for breeding agricul-
tural plant species varieties and for their promotion
and maintenance breeding.

Kyrgyz Agrarian University

The university is keen to meet the demand of farms
for high-level specialists with technology and man-
agement skills.

Policy Issues

Currently the Kyrgyz seed sector, with its 150 seed
farms, fails to produce sufficient seed outputs to
meet the needs of its agriculture even though there
is an accredited ISTA (International Seed Testing
Association) Laboratory in the country. And even
though the sector participates in the OECD Seed
Schemes,® seed imports prevail over seed exports
for many agricultural plants. Such a situation is ac-
counted for by the following factors:

v There is no national seed policy that would
envisage a fundamental role for the private
sector in seed production, supply, and trade
with clearly defined (1) species priorities in
seed production both domestic and for im-
porting, (2) implementation timeframes, and
(3) functions of all key actors in the seed sec-
tor.

V' The government does not offer mechanisms to
provide incentives for the consolidation of indi-
vidual producers into up-to-date seed produc-
tion companies.

v/ Chances to attract long-term investments in
seed production are limited because of the

Policy Issues

lack of affordable and long-term credit oppor-
tunities as well as limited and uncertain periods
for leasing land from the Agricultural Land Re-
distribution Fund.

Sector-Specific Issues

Policies could also address several sector-specific
issues in the following areas:

Insufficient and low quality of arable land for seed
farms. Although the regulation “On Seed Farms”
sets minimum area requirements for land parcels,
38 percent of seed farms have parcels smaller than
50 hectares and only 30 percent have parcels larg-
er than 100 hectares. This is statistical evidence of
seed farms’ problems with land areas.

Human resource deficit in seed farming. Most seed
industry entities suffer from a lack of skills in the
workforce arising primarily from the aging of staff,
the nonexistence of a system of sector-specific vo-
cational training, and low remuneration.

Seed and planting stock exportation and impor-
tation. The financial sustainability of Kyrgyz seed
producers is deeply affected by imports and smug-
gling. The seed markets for maize (with a total de-
mand estimated at 2,200 metric tons and an aver-
age cost of about US$10.0 million) and for sugar
beet (with an average cost of US$2.0 million) are
gradually being taken over by foreign companies,
which already supply over 80 percent of vegetable
seeds.

For example, in recent years the devaluation of the
ruble resulted in increased imports of cheap, unreg-
istered varieties of seeds and hybrids of some agri-
cultural plants from the Russian Federation, which
impairs the sales of seeds of both domestic and for-
eign producers.

2 For more information about the OECD Seed Schemes, see http://www.oecd.org/tad/code/abouttheoecdseedschemes.htm
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In addition, another issue emerged related to laws
and regulations governing seed importation and
trade: according to the law “On Seeds,” seeds of
varieties and hybrids not authorized for cultivation
in the country may be imported if the Ministry of Ag-
riculture, Food Industry and Melioration has issued
such a permit with its existence to be checked by
the customs officers at the border.

To remove the customs barriers at the inner frontiers
of the Customs Union and the Eurasian Economic
Union, it is necessary to revise the functions of cer-
tain services and public sector organizations in order
to control and regulate imports as well as to have an
effective system of recording/reporting for seed and
planting stock importation and exportation.

Counterfeit. Counterfeits are a major obstacle for
the development of agricultural seed industry and
the production of a planting stock of fruit and berry
species. The country has no legal framework for ad-
dressing counterfeit-related disputes.

For this reason, the first priority to be addressed to
protect rights of all consumers of seeds and planting
stock is to introduce a system of obligatory mark-
ing/labeling and tracing of sold seeds and planting
stock. This would require amendments to regula-
tions and laws, including those defining the liability
for offences in connection with counterfeits.

Issues with protection of new varieties. In the
Kyrgyz Republic, the protection of new varieties
of plant species is governed the law “On Breed-
ing Achievements” (1998). In 2003, this law was
amended to streamline the procedures of restoring
rights that had been lost as a result of failures to
pay. As of 2017, Kyrgyzpatent had issued 21 patents
to protect the rights, primarily for wheat varieties
bred by local breeders. The “royalty” is payable for
the use of a proprietary variety. However, only four
of these patented rights were “reserved” by mak-
ing annual payments, and none of them was used
as the basis for licensing agreements or collecting
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royalties. Some duties, related to protection of va-
rieties, were substantially reduced, but this failed
to motivate breeders to protect their rights. So,
although the plant variety protection system has
been in place for over 20 years, breeders do not
use it except to have patents for their varieties is-
sued. Potential revenue from a properly organized
collection of royalties for the use of locally bred va-
rieties of wheat and barley is estimated at 30 mil-
lion Kyrgyz soms per year. This is six times more
than the public funds allocated by government and
covers only the spending on remuneration for staff
of the Kyrgyz Research Institute of Arable Farm-
ing as the holder of patents for respective variet-
ies of cereal species. In addition, the small size of
the seed market acts as a disincentive for foreign
breeders to protect their rights in the Kyrgyz Re-
public (Table 4).

Thus the identified problems of seed farming make
it rather difficult for the seed sector to operate and
constrain its development. For this reason, it has be-
come necessary to overhaul the strategy, key prin-
ciples, and legal framework of the seed sector.

General Conclusions

v Most agencies of the seed sector fail to con-
tribute to successful development of the seed
industry.

v Government funding for the seed industry de-
velopment is used inefficiently.

v n spite of government funding, the country
continues to experience insufficient wheat,
barley, and maize seeds.

v There is a failure to achieve the overarching
goal of government regulation and support for
the seed sector—that is, a failure to provide
crop farmers with high-quality, affordable and
safe seeds, to build up the export capacity of



Policy Options

Table 4: Origins of Agricultural Plant Species Varieties/Hybrids, Authorized for Use
in the Kyrgyz Republic with their Breeders’ Rights Protected in 2017

Crop species Origins of varieties
Kyrgyz Republic
Total Kyrgyz Research Other

different Institute of Arable breeding  Republicof  Russian Republic Other Protected

Species species Farming institutions Kazakhstan Federation of Belarus countries varieties
Winter wheat 56 14 8 12 n — 6 5
Spring wheat 14 5 2 4 1 — 2 —
Winter barley 15 6 2 — 2 — 2 —
Spring barley 30 9 — 4 6 — 7 —
Grain maize 40 4 — 5 1 — 30 —
Sugar beet 29 3 — — — — — —
Potato 40 1 3 — 1 — — —
Fodder grasses — — — — - - — —
Alfalfa N 6 — — — 1 4 —
Sainfoin 2 2 — — — — —
Soya 19 — 3 3 — — 14 —
Sunflower 7 — — — — — 7 —
Safflower B — — — — — 3 —

Source: State Register of plant species varieties and hybrids authorized for use in the Kyrgyz Republic 2017.

Note: — = not available.

seed farms, and to create incentives for seed
exportation.

Policy Options

There are four distinct areas that could benefit from
specific policies. These are discussed below with
explanations of both the need and a specific recom-
mendation for addressing it.

1. Policy options for enhancing
variety breeding, festing, registration,
and protection of intellectual
property rights to varieties

It is necessary to evaluate the performance of na-
tional breeding research institutes to improve the ef-
ficiency of their expenditures, to identify their priority

activities, and, at the same time, to encourage them
to cooperate with other countries in the region.

It is necessary to preserve the existing fast-track
procedure for the introduction of the best foreign
varieties of all agricultural, vegetable, and fruit/berry
species. The application of this procedure must be
contingent on prior testing and registration of these
foreign varieties at the National Seed Testing and
Genetic Resource Centre, along with mandatory
checks to exclude quarantine items. Such a decision
should be formalized as a regulation.

Seeds, imported to the country for sale, must meet
the minimum quality standards for germination, purity,
and plant health as set forth in the established rules.

Strict statistical records of seed imports and exports

must be maintained. This function could be as-
sumed by the seed production units of the Ministry
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of Agriculture, Food Industry and Melioration of the
Kyrgyz Republic or by its Department of Plant Quar-
antine (this department is in charge of the issuance
and checks of plant health certificates at the point of
importation/exportation of seeds and planting stock).

A legislative requirement must be established to en-
sure that the agencies responsible for testing and
registering new varieties are obliged to disclose
(publish) the sources of information about the results
of testing of new promising varieties and hybrids in
order to assess their economic value in all the re-
gions of the country, including their qualitative char-
acteristics. The yearbook, called the National Regis-
try of Varieties and Hybrids Authorized for Use in the
Kyrgyz Republic, would be a good place to publish
this practical and needed information for producers,
but it fails to do so.

The breeding institutions, the KSA, and the seed cer-
tification and quality control authority should design
royalty collection arrangements based on licensing
agreements with the breeders.

To enhance contacts and cooperation with seed
producers, breeders should become members of
the KSA and actively participate in its work. Their
membership in the KSA will be conducive to the col-
lection of royalties and will enable them to receive
feedback from users of the varieties.

2. Policy options for ensuring sufficient
seed production

In view of the land area for the required crop rota-
tions and production of certified seeds in adequate
quantities, it is strongly recommended that produc-
ers practice contract-based production—this means
that unprocessed seeds would be supplied by non-
seed farms to registered seed companies contin-

gent on compliance with all the rules for the produc-
tion process.

To register seed farms in accordance with the reg-
ulation “On Seed Farms” to justify public support
based on their actual annual seed outputs, and to
avoid abuse of benefits granted to seed farming en-
terprises, the eligibility criteria for registration must
be revised.

Establishing facilities that can produce seeds of new
varieties for agricultural crops, jointly with breeding
institutions from the Eurasian Economic Union in
the Kyrgyz Republic, would enable those facilities
to obtain international OECD and ISTA certificates
and to export the outputs to those third countries
where the issuance of such certificates a mandatory
requirement.

Profitability of seed production and trade can be en-
sured only if selling prices for seeds reflect the full
cost of production and include the royalties to be re-
imbursed to the variety breeders.

3. Policy options for ensuring seed
quality control

All standards related to seed certification and qual-
ity assurance must be aligned with those of the Eur-
asian Economic Union member countries, possibly
on the basis of the OECD and ISTA rules. In particu-
lar, in the Kyrgyz Republic, an OECD member coun-
try may not assign the same seed material category
to next-generation material in consecutive years,
whereas this is not regarded as a violation in other
countries of the Eurasian Economic Union.*

Agricultural seed farming standards applied in the
country must be similar to such standards other
countries to harmonize international trade.

“The categories are original seed material, which is produced by the originator; elite seed material, which is derived from the original seed material; and

next field generations, which come from the elite group.
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It is necessary to evaluate, monitor, and check
the usefulness of the Kyrgyz Republic’s member-
ship in international organizations (the Interna-
tional Seed Testing Association/ISTA, OECD Seed
Schemes for sugar beet, cereals, legumes, and
grasses), based on whether this membership has
a favorable impact on respective subsectors of
the seed industry.

4. Policy options for boosting human
resource capacity building

A high-priority objective is to train young people to
develop their sector-specific managerial skills for
seed farming and agricultural business in general.

All academic and vocational training courses of
agricultural education should include information
about seed farming in the context of plant breeding
and agricultural business management and gover-
nance.

It is necessary to obligatorily provide courses of vo-
cational training in seed production, processing, and
marketing to develop human resources for all levels
and areas of the seed industry.

Assignment

First, assess the current situation in the Kyrgyz seed
sector to see the change in the seed flow pattern as
a result of implemented agrarian land reform. In light
of this assessment, evaluate the performance and
opportunities of various policy options and propose
adequate measures related to domestic seed sup-

Assignment

ply and seed imports to ensure seed security in the
period up to 2025.

It is advisable to conduct a SWOT analysis. SWOT is
a strategic planning tool that aids in identifying vari-
ous factors and grouping them into four categories:
Strengths, Weaknesses, Opportunities, and Threats.
See Annex 1.

Recommendations

v’ Review, finalize, and adopt a national seed pol-
icy as soon as possible.

v" Amend laws and bylaws—including the law “On
Seeds” and regulation “On Seed Farms” that
currently in effect—on the basis of the regula-
tory impact evaluation of the laws and regula-
tions governing the seed sector and recom-
mendations on their harmonization.

v" Amend laws to encourage the consolidation
of farms as well as to attract foreign invest-
ment in the context of the Kyrgyz Republic’s
accession to the Customs Union, resulting in
expanded markets for seeds produced in the
country.

v Cause local government bodies to make avail-
able, as soon as possible, land parcels from
the Agricultural Land Redistribution Fund for
seed farming and long-term credit opportuni-
ties for seed production retrofitting (at least for
20 years) in order to attract domestic and for-
eign investment into the seed sector and putin
place up-to-date seed companies.
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Annex 1

SWOT Analysis of the Seed Industry in the Kyrgyz Republic

Strengths

The country has all needed
regulatory institutions and a legal
framework to support an up-to-date
seed industry.

According to international experts,
the Kyrgyz Republic is an advanced
country in Central Asia (and maybe
even in the Commonwealth of
Independent States as a whole) in
the area of seed farming.

During the Soviet period, alfalfa seed
exports were a major business for

the country. Other significant seed
outputs and exports were those of
sugar beet, maize, and some veg-
etable species, owing to the relatively
favorable climate as compared with
other regions of the USSR. The Kyrgyz
Republic was among the leaders not
only in cattle breeding but also in
seed production.

Since 2000, the Kyrgyz Republic has
been implementing reforms toward
compliance with international per-
formance standards, sustainability

in the seed sector, and improved
national seed certification with sup-
port from the European Commission
(EC), the World Bank (under the
Agriculture Productivity and Nutrition
Improvement Project), and SIDA (the
Swedish International Development
Agency).

Since 2003, the Kyrgyz Republic has
been a member of the International
Seed Testing Association (ISTA).

Its Central Seed Laboratory (CSL) is
authorized to issue the International
Orange Certificate for seeds; this

is an International Seed Analysis
Certificate issued in accordance with
the rules of the International Seed
Testing Association (https://www.
seedtest.org/en/ista-certificates-_
content---1--1080.html).

In 2000, the Kyrgyz Republic be-
came a member of the International
Union for the Protection of New
Varieties of Plants (UPOV, French
abbreviation).

Weaknesses

Structural problems of Kyrgyz agricul-
ture have led to the following adverse
developments:

- Fragmentation of land assets with
consequent predominance of small-
scale production capacities

- Deterioration of irrigation infrastructure
- Poor knowledge of agriculture among
owners of small farms

- Lack of investment and heavy
dependence on credit even for seasonal
operations

Seed farming was most severely
affected by land reform because it
requires large manageable fields

to use appropriate technology and
machinery. Land needs for seed farms
are estimated at 100,000 hectares at a
minimum, while the actual available land
area is only 40,000 hectares for all seed
farms—that is, there is an acute deficit
of land (especially in the south).

- |deally, a seed farm should have at
least 300 hectares to adhere to rotation
requirements (it would desirable to have
seven-course rotations)

- In practice, only 17 percent of seed
farms have sufficient land areas.

- Thereis a lack of adequate storage
facilities and equipment.

« There is only one up-to-date seed pro-
cessing facility in the country, in addition
to 12 mobile Petkus seed cleaning units,
supplied in 2014 under a credit line

The National (Interagency) Seed Council
exists only on paper: it has no regular
meetings and fails to play its role.

« There is still no national seed farm-
ing policy to guide the activities of the
Council.

The domestic seed market is small.

Funds from the public budget are used
inefficiently.

The production cost of domestically
produced seed remains high.

The system of protection of varieties
was not able to bring about expected

Opportunities

The Ministry of Agriculture,
Food Industry and Meliora-
tion of the Kyrgyz Republic
and high-standing govern-
ment officials view seed
farming as a sector of top
priority, which reflects a
special status of the Kyrgyz
Republic as a seed producer
in the territory of the former
Soviet Union. There is a

will indeed to address
challenges facing the seed
sector both for the sake of
increasing export earnings
and to ensure food security
in the country.

The domestic demand for
good-quality seeds is fairly
high, which means that seed
farms have opportunities

to build up their production
capacities and increase

outputs to meet the needs of

the domestic market.

Itis possible to study inter-
national (European, Ameri-
can, Russian, and Kazakh)
best practices of licensing
and royalty collection, which
should be discussed as a
way to address this issue.

Seeds of agricultural plants,

including vegetables, can be
produced jointly with foreign

companies and under con-
tracts with them.

Potato seed (tuber) produc-
tion is a promising develop-
ment area for farmers,
particularly in view of the
climatic advantages in the
region.

Preparation of a comprehen-

sive catalogue of plant vari-
eties for the region is highly
needed, and the National
Centre for Plant Species
Variety Testing and Plant
Genetic Resources, which

Annex 1

Threats

Frequent changes

of Ministers impede
efforts to support ap-
propriate seed farming
reforms in a consistent
manner.

Seeds from the Eur-
asian Economic Union
member countries (Rus-
sia, Kazakhstan, and
Belarus) can occupy a
significant part of the
seed market, especially
for grain crops.
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Strengths

Wheat, barley, rye, oat, sugar beet,
alfalfa, sainfoin, bean, grasses,

and fodder greens are grown in
accordance with the OECD schemes.
These schemes do not impair

seed production: on the contrary,
observance of these rules helps to
improve seed quality and promote
seed exports.

The regulatory institutions have a
high human resource capacity to
address seed farming matters and
provide training to other Com-
monwealth of Independent State
countries.

In January 2007 the law “On Seed
Farming” was adopted. A key provi-
sion of this law was to establish a
national (interagency) seed council
to coordinate and monitor the devel-
opment of the seed sector.

In 2000, the Kyrgyz Seed Associa-
tion (KSA) was established to act
as a catalyzer of seed industry
development.

In 2008 the law “On Food Security”
was adopted.

Weaknesses

benefits because of the high cost of
protection compared with potential
revenues from royalties.

Land inspection and land use planning
matters were moved from the jurisdic-
tion of the Ministry of Agriculture, Food
Industry and Melioration to the jurisdic-
tion of the National Registration Service
of the Kyrgyz Republic. In many coun-
tries, land inspection responsibilities
rest with the ministries of agriculture.

In the 1990s, the Agricultural Land Re-
distribution Fund was transferred to the
jurisdiction of rural community boards
(some experts deem it to be a mistake).

Arable land is used inefficiently or for
purposes other than those for which it is
designated.

The poor performance of the customs
offices results in the smuggling of seeds
(maize, vegetables) in great amounts.

No licensing agreements have been
signed and, hence, no royalties have
ever been collected to support efforts
to preserve and propagate respective
varieties. The result is that:

- resources of Kyrgyz breeders remain
very limited; and

« there is neither a strong desire nor

a good tool to protect the rights of
breeders.

So far, the KSA fails to live up to the
expectations that it would act as a cata-
lyzer of seed industry development.

Marketing is, as earlier, a major problem
because seed farms (comprising the
majority of the KSA members) have little
experience of operating in the market
economy environments.

There is a critical need for a new gen-
eration of specialists, knowledgeable in
technical and commercial issues in crop
farming and seed production.
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Opportunities

is part of the Department of
Agricultural Plant Inspection,
could play a key role in this
process because it has the
greatest experience with
such work.

Another opportunity is to
participate in the implemen-
tation of regional initiatives
to harmonize the trading

rules for varieties and seeds.

Threats



Appendix

Appendix

Suggested Teaching Methodology Based
on the Cornell Case Study Approach

The case studies presented in this publication and others available at http://cip.cornell.edu/
gfs were developed for use in graduate and undergraduate teaching at Cornell University
and subsequently adopted by other universities in the United States, Africa and Asia, us-
ing a participatory social entrepreneurship teaching methodology developed by Professor
Per Pinstrup-Andersen, Cornell University. The overall objective of the methodology is to
strengthen the analytical capacity of the students within the context of a simulated food
policy context. Evaluations by students during the 12 years the methodology has been
used have been consistently positive and enthusiastic. To be successful, the methodology
requires preparations by both students and instructors prior to each class. The case(s) to be
discussed should be made available to the students at least a week prior to the class and it
is critically important that all students have read the case study prior to coming to class and
be prepared to discuss the pros and cons of various policy options from the point of view

of each stakeholder group identified in the case study.

The class should be run as a simulated role-playing meeting of stakeholder group rep-
resentatives interested in the particular food policy issue to be discussed. One or two
students, who should simulate the role as external consultant(s), should give a 10 to 15
minute overview presentation of the case, with emphasis on the policy options identi-
fied in the case study and a policy recommendation. Each of the remaining students
should be assigned the role of a stakeholder group representative. The assignment
may be made a week ahead of the class session or at the beginning of the class ses-
sion. Then follows a debate moderated by the instructor in which each stakeholder
representative expresses his/her position about the various policy options and the con-

sultants’ recommendation.

The moderator should guide the debate by following up on the points made and seek the
response from other stakeholder groups. The moderator should call on specific representa-
tives as needed to maintain an exciting, cohesive, and fast-moving debate. Attempts should
be made to arrive at a consensus around the consultants’ recommendation or one or more
policy options. In cases when no consensus can be obtained (likely to be the majority of
cases), a brief discussion should be held on the relative power of each stakeholder group
and which one is likely to make the final decision about the policy option to be pursued.
The length of the debate section of the class depends on the length of the class session.
In a 50 minute class session, the debate portion should be limited to 25 minutes, leaving
the last 10 to 15 minutes of each class session for the instructor to pull the findings of the
debate together and relate them to the broader food policy issue within which the case
study belongs. Such a “mini-lecture”—in which the students’ experience from the debate
and the written version of the case study is placed in a broader food policy context—is criti-

cally important.
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In order to ensure that all students participate actively, it is recommended that the class
size be limited to 20-25 students. Although the methodology was developed for real-time
classroom instruction, it could also be used in online distance learning, particularly if real-
time video-based interaction among the students could be included. While the above-men-
tioned mini-lectures would help ensure a cohesive food policy course, experience at Cor-
nell University indicates that the integration of a few lectures based on a textbook would
further strengthen the cohesiveness of the course. The textbook used at Cornell is Food
Policy for Developing Countries by Per Pinstrup-Andersen and Derrill Watson, Cornell Uni-

versity Press, 2012.
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