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Week of 29th March 2021 

What’s on our mind this week? 

The Xinjiang cotton controversy 

Last week saw a quick succession of events relating to accusations first made by the US 

government as far back as late 2019 and that resulted in the passing by the US Congress 

of the Uyghur Forced Labor Prevention Act in September 2020 which states that China is 

using forced labour in the western province of Xinjiang. It is only last week that the subject 

of forced labour in cotton fields started to emerge. Xinjiang is responsible for 85% of the 

Chinese production of cotton, which itself represents 22% of the world’s production of 

cotton. 

The Geneva-based Better Cotton Initiative (BCI) that promotes best standard practices 

within the cotton industry recently suspended the licence it had previously given to a 

large number of cotton producers that were among the 1840 companies that benefit from 

the BCI label, including cotton farms, cotton spinners, yarn producers, garment makers 

and brand retailers. One of them is a company named Huafu Fashion. This might have 

remained unnoticed if the Swedish high street retailer H&M (Hennes & Mauritz) had not 

published last week an announcement stating that they would end its relationship with 

Huafu Fashion, that it would no longer source cotton from Xinjiang and that it did not 

work with any garment factory in Xinjiang. It then quickly emerged that Nike, New 

Balance, Adidas, Burberry, Converse, Tommy Hilfiger and Calvin Klein had expressed 

similar views over the past two years, without having triggered any pushback.  

The reaction in China was immediate and very similar to comparable situations we had 

witnessed in the past, be it with Japanese auto manufacturers or Korean retailers when 

political disputes emerged between China, Japan and Korea. A boycott of these brands 

was initiated last Friday and spread like wildfire through Chinese social media. H&M shops 

disappeared on major Chinese e-commerce platforms and famous Chinese movie stars 

terminated the contracts they have with these brands. Interestingly, the Chinese 

representative office of BCI published a statement saying that it had never found any 

instance of forced labour in the cotton supply chain of Xinjiang.  
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Local brands chipped in, with heavyweights sporting goods retailers and fashion retailers 

Anta, Li Ning, Meters Bonwe and Semir stating that they would keep purchasing garments 

from the region. 

We at JK Capital trust our portfolio companies are all law biding businesses in China. They 

all have to comply with local laws, which include Chinese labour laws that explicitly 

prohibit forced labour. Based on public information available to us so far, we have not 

come across any proof that forced labour issues indeed exist in the cotton fields of 

Xinjiang. We will continue to monitor the situation.  

Interestingly our equity funds are exposed to both sides of the coin as we have 

investments in Shenzhou International, a large garment OEM that publicly stated that it 

stopped sourcing materials from Xinjiang suppliers in order to comply with their U.S. 

clients’ requests. Shenzhou’s clients include Adidas, Nike, Uniqlo, Puma among others. 

The stock price of Shenzhou has dropped by 8.8% since Thursday 25th March. We also 

have exposure to Li Ning, a Chinese sportswear brand that is not a BCI member. It has 

always purchased garments from Xinjiang and will keep on doing so. Its share price gained 

15.8% over the same time frame. 
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