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I. PROJECT DESCRIPTION 

A. Rationale  

1. Uzbekistan’s small financial sector needed to be diversified to be in line with best 
international practices. For instance, administrative and regulatory controls that were in place 
directed subsidized and government-guaranteed flow of credit to state enterprises. Formal and 
legally incorporated microfinance institutions were absent. The demand for financial services 
from households and micro and small enterprises (MSEs) could not be met. These conditions 
were largely attributed to the banking system’s low financial penetration and constraints in 
liquidity and institutional capability to deliver business support services for MSEs. Mobilizing 
savings and providing the poor with financial support to open up opportunities for income 
generation were crucial in supporting the country’s transition to a market economy and reducing 
poverty.  
 
2. Uzbekistan planned to open up its economy through economic restructuring that would 
involve privatization and/or closure of state enterprises. These policies and programs, and the 
ongoing economic restructuring during that time, were expected to increase unemployment, 
which in turn, could adversely affect vulnerable sections of society. Anticipating this, the 
government requested support from aid agencies to develop alternate channels of funding for 
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small and medium-sized enterprises and MSEs to boost employment and help meet the 
investment and consumption requirements of vulnerable groups. 

B. Expected Impact  

3. The Small and Microfinance Development Project 1  was classified as a poverty 
intervention project. Its envisaged impact, as indicated in the project framework of both the 
report and recommendation of the President (RRP) and project completion report (PCR)2 of 
Asian Development Bank (ADB), was to create a viable and sustainable institutional framework 
and mechanism for effectively delivering financial services, particularly to poor, low-income 
households, and MSEs.  
 
4. Impact indicators were slightly modified in the PCR to indicate the following baseline 
targets: (i) financial and institutional capacities of commercial banks for viable and sustainable 
microfinance delivery to be enhanced by 2010; (ii) the number of financially sustainable and 
prudentially regulated and supervised savings and credit unions (SCUs) established under the 
project to increase from zero in 2002 to at least 20 by the end of 2010; (iii) a third of SCU 
members to be from among the poor; (iv) at least 5 of the 20 SCUs to have women as the 
majority in their memberships by the end of 2010; and (v) SCU members’ income to rise by 50% 
by the end of 2010. 
 
C. Objectives or Expected Outcomes  

 
5. The intended outcomes of the project were as follows: (i) development of an effective 
legal, regulatory, and institutional framework for SCUs; (ii) establishment of a financially 
sustainable network of at least 20 SCUs to serve as role models for further SCU growth; (iii) 
improvement in the financial intermediation of commercial banks and provision of credit access 
to poor individuals, households, microenterprises, and SCUs. 
 
6. Outcome indicators were the following: (i) effective and consistent implementation of the 
Law on Credit Unions and its accompanying regulations; (ii) establishment of  20 institutionally 
and financially sustainable SCUs with a total of 80 service points and provision of credit access 
to 100,000 members, and savings mobilization of $12.4 million by the end of 2010; (iii) 100% 
increase in deposits raised by banks from households and MSEs by the end of 2010; (iv) 
commercial banks utilization of a credit line of $15.0 million by 2010; (v) SCU deposits and 
shares raised from members amounting to $12.4 million by the end of 2010; (vi) commercial 
banks’ lending without collateral from MSEs increased to $28.3 million by the end of 2010; (vii) 
SCUs sustainable lending to members increased to $15 million in outstanding loan portfolio by 
the end of 2010; and (viii) SCU institutional capacity enhanced using a grant from the United 
States Agency for International Development of $2.2 million. 
 
7. ADB’s loan was to help mobilize domestic savings and improve financial intermediation 
to promote economic growth and reduce poverty. Specifically, the project was expected to (i) 
help develop a modern financial savings and credit system with points of service that reach and 
outreach benefits to isolated communities; (ii) increase competition in the provision of financial 
services to promote efficient service delivery; (iii) create an independent, market-based 
organization to act as service provider to SCUs; and (iv) start up the operation of a supervisory 

                                                 
1  ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Technical 

Assistance Grant to the Republic of Uzbekistan for the Small and Microfinance Development Project. Manila.  
2  ADB. 2011. Completion Report: Small and Microfinance Development in Uzbekistan. Manila.  
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unit within the Central Bank of Uzbekistan (CBU) for regulating and supervising SCUs. 
However, under the CBU’s instruction in July 2011, SCUs ceased to operate and accept 
deposits and extend new loans (PCR, para. 16). 
 
8. Commercial banks’ on-lending was to benefit MSEs by meeting their demand for credit. 
In doing so, the commercial banks’ institutional capacities for financial intermediation were 
expected to be enhanced. Increasing credit to MSEs was expected to facilitate their growth and 
generate additional jobs in MSEs, which could absorb some of the unemployment resulting from 
the country’s structural reforms. The project was expected to provide access to funds to 
borrowers with no property or other collateral (RRP, para. 62).  

D. Components and Outputs  

9. The project had three major components: (i) developing a legal, regulatory, and 
institutional framework for SCUs; (ii) financial support for setting up a sustainable network for 
20 SCUs in accordance with the Law on Credit Unions, supervised and regulated by the CBU; 
and (iii) providing a credit line to participating commercial banks (PCBs) to enable them to on-
lend to households, microenterprises, and SCUs. The project highlighted the following 
features: (i) use of banks and SCUs as parallel and complementary microfinance delivery 
channels, and (ii) the development of a role for nongovernment organizations (NGOs) in 
microfinance. 

E. Provision of Inputs  

10. ADB approved a loan of $20.0 million from its ordinary capital resources and a technical 
assistance (TA) grant of $400,000 for the project. Of the $20.0 million loan, $15.0 million was to 
finance the credit line component through the designated banks and $5.0 million was to support 
the development of SCUs. At project completion in 2011, $19.6 million or 98% of the loan was 
utilized while savings and unallocated funds amounting to $325,000 were canceled in July 2010. 
The related TA grant aimed to strengthen the Banking Supervision and Licensing Department of 
the CBU that was responsible for the prudential supervision and regulation of SCUs. The TA 
helped create careful SCU supervision and regulation capacity in the CBU on time for the actual 
formation and operationalization of the SCUs. The TA completion report rated the TA 
successful.3 
 
11. During appraisal, it was envisaged that an international firm would be hired to provide 
two international consultants—an SCU institutional development specialist and an SCU 
corporate statutory and financial specialist, for 13.6 person-months. However, hiring did not take 
place since the ongoing ADB TA at that time and assistance from other development partners 
provided the CBU with sufficient support. Instead, ADB loan funds were utilized in 2010 to hire 
three individual national consultants for 6 person-months. Performance of national consultants, 
contractors, and suppliers was considered satisfactory. No significant delay was noted. 
 

                                                 
3  ADB. 2005. Technical Assistance Completion Report: Developing Prudential Regulation and Supervision of 

Savings and Credit Unions in Uzbekistan. Manila. 
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F. Implementation Arrangements  
 
12. The Financial Sector Development Agency (FSDA) was the executing agency for the 
entire project. Asaka Bank and Paktha Bank (subsequently renamed to Agrobank in 2009) were 
assigned as executing agencies for the credit line component. In March 2006, Ipak Yuli Bank 
(IYB), a new PCB, joined the credit line scheme.  
 
13. Other than the initial delays while finalizing financing agreements within the FSDA and 
preparing subsidiary loan agreements, the borrower, FSDA, and PCBs generally complied with 
the covenants set in the loan and project agreements. Only IYB complied with all the covenants 
pertaining to the financial performance of PCBs. Asaka Bank and Agrobank only partially 
complied with the financial covenants as they failed to maintain a return on assets above 1% 
throughout project implementation.  

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

14. The PCR rated the project relevant at appraisal and throughout implementation 
notwithstanding the changes in scope and implementation arrangements. The major changes 
involved the following: (i) allocation of $270,000 to IYB to cover its operational expenses for 
FSDA into a separate category; and (ii) reallocation of $2 million from the subordinated debt 
component for SCUs to Agrobank and $300,000 from other components. The changes were 
made to address the banks’ underestimated demand for credit, the FSDA’s domestic funding 
requirements, and the overestimated demand for SCU’s subordinated debt.4 While valid, these 
changes reflected some weaknesses in project design as these could have been foreseen at 
appraisal.  
 
15. This validation considers that formulating the regulatory and institutional framework for 
SCUs and supporting the development of a sustainable network of SCUs were relevant to the 
microfinance sector. However, the design’s heavy reliance on using credit lines through 
commercial banks did not match well with the identified problems—the lack of enabling 
environment in the sector, unmet demand, limited institutional capacity, and lack of financial 
service providers serving the lower income segment. Funds for credit lines could not adequately 
meet the huge unmet long-term demand especially when the environment was not well 
developed for the commercial operation of microfinance. The emphasis of ADB’s microfinance 
development strategy in financing support for microfinance was to “shift from providing funds for 
onlending to developing sustainable microfinance systems that can efficiently mobilize domestic 
resources to expand outreach of services”.5 Furthermore, using commercial banks as an on-
lending channel directed the focus of on-lending toward higher-end borrowers who could meet 
the banks’ collateral requirements rather than the poor, households, and microenterprises.  
 
16. The project’s special feature of developing a suitable role for NGOs in microfinance 
(RRP, paras. 8, 12, and 34), was to be achieved by encouraging NGOs to establish SCUs and 
developing their capacity in MSE financing. Because of their social mission and presence in 
poor provinces, NGOs were well positioned to reach the poor and low-income households. 
SCUs proliferated immediately after the regulation was issued. However, during implementation 

                                                 
4  No disbursements were made for the subordinated debt because of the perceived nonrepayment risk and the 

limited number of SCUs that could meet the conditions and eligibility criteria. 
5  ADB. 2000. Finance for the Poor: Microfinance Development Strategy. Manila. p. 35. 
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there was no systematic effort to realize this envisaged role. Subsequently, the SCUs’ 
performance became a problem, and in July 2011, the government abruptly decided to close 
them down at once (para. 7). This major damage to the project represented clear shortcomings 
in project design. The project could have provided more timely supervision to strengthen 
capacity rather than totally liquidating SCUs. A dialogue with the government was no longer 
feasible when the 16 SCUs ceased operating after project completion. Considering the 
shortcomings, this evaluation rates the project less than relevant.  
 
B. Effectiveness in Achieving Project Outcomes  
 
17. The PCR rated the project effective in achieving outcomes. It claimed that at project 
completion, most of the envisaged outputs and outcomes were realized. First, the legal, 
regulatory, and institutional framework for SCUs was established and adopted. In August 2009, 
a separate department responsible for the supervision and regulation of nonbank credit 
institutions, especially the SCUs, was established. Supervision of SCUs was based on 
international benchmarks developed by the World Council of Credit Unions. Second, 116 SCUs 
were established, well exceeding the target of 20 SCUs projected in the project design. These 
SCUs operated in almost all regions of Uzbekistan, providing access to credit to 212,303 
members and mobilizing savings of $139.7 million (against the target of $8.8 million). Third, the 
commercial banks’ financial intermediation improved and loans equivalent to about $60 million 
were provided to 5,488 borrowers. The PCR claimed that some 9,000 jobs were created 
through the credit line.  
 
18. However, this validation found several shortcomings. A closer look into the depth of 
outreach indicates an average loan size of $10,982, which exceeded the individual subloan limit 
of $1,000–$10,000 specified for PCBs in the project design (RRP, para. 30).6 This suggests that 
the lending focused mainly on enterprises that required relatively larger loan amounts rather 
than the intended beneficiary groups of the poor, households, and microenterprises. Moreover, 
services appear to be mainly limited to traditional credit secured by collateral. There is no 
sufficient evidence of significant lending to microenterprises that require smaller loan amounts, 
which was a key target group in the project design. Therefore, the project seems to have largely 
failed to achieve the intended outcomes. 
 
19. In addition, there was lack of support for developing and delivering diverse products in 
responding to the needs and preferences of the low-income households and microenterprises. 
Furthermore, there was no clear evidence that households and microenterprises were served 
through the credit lines as envisaged in the project design. The envisioned SCU outreach to the 
poor and increase in income of SCU members could not be estimated due to the lack of data on 
income and poverty levels. 
 
20. In essence, while the project achieved some of the expected outcomes for SCUs and 
financing of small enterprises through the credit line at the time of project closure, the 
development objective of financial services reaching poor, low-income households, and 
microenterprises was not largely realized. Furthermore, all the SCUs were subsequently closed 
down. Therefore, this evaluation downgrades the project to less than effective in achieving the 
envisaged project outputs and outcomes.  

                                                 
6  The Independent Evaluation Department’s calculation of average loan size based on data presented in Appendix 5 

of the PCR. 
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C. Efficiency of Resource Use in Achieving Outputs and Outcomes 

21. This evaluation concurs with the PCR’s efficient rating of the project. Without an 
economic internal rate of return for the project, the efficiency rating is assessed by judging the 
efficiency in implementing the project. There were initial delays in loan effectiveness and 
although actual physical completion was extended by 6 months, these did not have significant 
effects on delivering the expected outputs. Overall targets for PCBs and SCUs in terms of 
lending volume and savings mobilization far exceeded the targets set at appraisal, indicating 
efficient use of resources. Nonperforming loans under the credit line were low at less than 1%. 
Required laws, regulations, and supervisory infrastructure for SCUs were developed and 
adopted during project implementation. There were no significant delays in procurement and 
performance of consultants, contractors, and suppliers.  

 
 D. Preliminary Assessment of Sustainability 
 
22. The PCR rated the project less than likely sustainable and this validation agrees. The 
formulation of a regulatory and institutional framework for SCUs was a milestone for Uzbekistan 
in that there was no such framework and system prior to ADB intervention. However, problems 
in SCUs emerged in late 2010, prompting the CBU in July 2011 to instruct all SCUs to liquidate 
all their operations. 7  It is therefore unlikely that SCUs can resume operating to provide 
microfinance services in the future. The CBU’s drastic measure to cease all operations indicates 
that the regulatory and supervisory framework has not kept up with the SCU’s rapid expansion. 
Nonetheless, the operations of PCBs is likely sustainable and is expected to continue. It is 
however unlikely that PCBs would shift their focus to the lower income segment of the 
population due to viability considerations and requirements of banking regulations. Furthermore, 
the government’s direct participation in the provision of microfinance services undermines the 
sustainability of project outcomes. The state-owned Mikrokreditbank plays a dominant role in 
the market and lends at subsidized rates, which fragments and distorts the market. 8 
Microcreditbank’s market share in overall microcredit lending by commercial banks has 
gradually diminished. In 2007, its share was 39% of the total microcredit loans of SUM110 
billion, but only accounted for 21% of total microfinance lending of SUM752 billion in 2011. 

E. Impact  

23. The PCR assessed the intended project impact likely to be achieved. This validation 
rates the impact moderate. This validation agrees with the PCR that the project had positive 
impact on the development of microfinance in terms of outreach, savings mobilized, and loan 
portfolio. The adopted regulatory and supervisory framework supported the sector, but only after 
learning lessons from the closure of the failed SCUs. Some 40% of SCU members were 
women, which was lower than the 50% envisaged at appraisal. At appraisal, the incomes of 
SCU members were expected to increase by 50% by year 7 or at project completion. This 
impact could not be established because there was no evidence presented in the PCR, not to 
mention that the SCUs were already liquidated.  
 

                                                 
7  In late 2010, the licenses of two SCUs were revoked due to their inability to return deposits. By 2011, the licenses 

of four SCUs were revoked. Thereafter, developments were more rapid; more licenses were revoked with the 
CBU’s instruction to liquidate all SCU operations.  

8  The 2009 mix market benchmarking on Uzbekistan reports that despite an inflation rate of at least 10% per annum, 
Mikrokreditbank has been lending at a subsidized rate as low as 5% per annum. www.mixmarket.org and 
www.mikrokreditbank.uz 
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24. The PCR claimed that PCBs’ on-lending generated some 9,000 jobs. However, the 
larger-than-expected average loan size indicates that lending was directed more to small 
enterprises that met collateral requirements of banks than to the targeted households and 
microenterprises. At appraisal, commercial banks were envisaged to increase their volume of 
lending to MSEs without collateral to at least $28 million by the end of 2010. Such lending was 
below 1% of PCBs’ portfolio mainly because lending without collateral was limited by the banks’ 
credit policies and the CBU’s regulatory requirements. Overall, while the project improved the 
environment for the growth of PCBs’ lending to small enterprises, it fell short in achieving its 
envisaged impact of delivering financial services to the poor. 
 
25. The benefits identified in the project design were unquantifiable and unmonitorable 
(para. 3). The development of a modern financial savings and credit system with points of 
service extending outreach and benefits to isolated communities was largely realized through 
the network of SCUs, which were closed down. About 116 service points were set up, 
exceeding the target of 80 service points set at appraisal. A supervisory unit was established 
within the CBU for regulating and supervising nonbank credit institutions, particularly the SCUs. 
However, the market environment had not grown to become competitive. After project 
implementation, there was still a lack of diversity in institutions, products, and services, and 
inadequate market infrastructure to support the expansion of outreach to the poor. In addition, 
no commercially independent, market-based organization acted as service provider to SCUs.  

III. OTHER PERFORMANCE ASSESSMENTS  

A. Performance of the Borrower and Executing Agency 

26. The performance of the borrower and the FSDA was satisfactory. The borrower provided 
timely and effective support to the project. The FSDA established the project management unit 
and efficiently managed all expenditures relating to the institutional development of SCUs. The 
borrower and FSDA generally complied with the covenants set in the loan and project 
agreements. The PCBs maintained sound and transparent internal control, internal audit, and 
corporate governance practices. The FSDA and PCBs promptly submitted quarterly reports to 
ADB. 

B. Performance of the Asian Development Bank  

27. ADB’s performance is rated satisfactory. It carried out one inception mission, six review 
missions, one midterm review mission, and one project completion review mission. ADB was 
responsive to the government’s request for changes in project scope and implementation 
arrangements. The transfer of project administration from ADB headquarters to the Uzbekistan 
Resident Mission facilitated closer supervision and monitoring of the project.  

C. Others  

28. No issues on safeguards, governance, resettlement, and corruption were identified. 
There were no adverse effects on the environment.  
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IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  

A. Overall Assessment and Ratings  

29. This validation rates the project as less than successful, downgrading the PCR’s 
successful rating (see table). The project realized the envisaged regulatory and institutional 
framework for SCUs and exceeded expectations on the growth of SCUs. However, these 
gains are unlikely to be sustained due to the CBU’s drastic measure to cease operations of all 
SCUs. As regards the credit line, the lending volume of PCBs to small enterprises increased, 
resulting in the generation of more jobs.  
 
30. The development objective of creating a viable and sustainable institutional framework 
for the effective delivery of financial services, particularly to the poor, low-income households, 
and small and microenterprises was only partly achieved.  

Overall Ratings 

Criteria PCR IED Review Reason for Disagreement and/or Comments 
Relevance Relevant Less than 

relevant 
Heavy reliance on the use of credit lines through 
commercial banks was inadequate in meeting the 
intended long-term development needs and 
constraints of the microfinance sector. Furthermore, 
the envisaged role of NGOs in microfinance was not 
addressed during implementation. The abrupt 
closure of the SCUs caused major damage to the 
project, representing clear shortcomings in project 
design (paras. 14–16). 

Effectiveness in 
achieving outcome 

Effective Less than 
effective 

The PCBs’ credit line was oriented more toward a 
collateralized and higher segment of the target 
market. There was no clear evidence that the poor, 
low-income households, and microenterprises were 
reached as intended by the project (paras.18–20).  

Efficiency in 
achieving outcome 
and outputs 

Efficient Efficient  

Preliminary 
assessment of 
sustainability 

Less likely Less than 
likely 

 

Overall assessment Successful Less than 
successful 

The overall goal of reaching out to the poor, low-
income households, and small and microenterprises 
with sustainable financial services was only partly 
achieved. 

Borrower and 
executing agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Impact Likely to be 

achieved 
Moderate While the project improved the environment for the 

growth of PCBs’ lending to small enterprises, it fell 
short in achieving its envisaged impact on delivering 
financial services to the poor groups (paras. 23–24).

Quality of PCR  Satisfactory See comments in para. 35. 
ADB = Asian Development Bank, IED = Independent Evaluation Department, NGO = nongovernment organization, PCB = 
participating commercial bank, PCR = project completion report, SCU = savings and credit union. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and uses 
this terminology for its own rating categories to improve clarity.  
Source: ADB Independent Evaluation Department. 
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B. Lessons  

31. The project was ADB’s first microfinance project in Uzbekistan. The lessons learned are 
valuable to ADB operations in Uzbekistan and in similar countries that have undergone 
transition to a market economy. This validation agrees with the following lessons indicated in the 
PCR: (i) a legal, regulatory, and institutional framework for the development of the microfinance 
sector is important; (ii) prudential supervisory and regulatory infrastructure and capacity is 
essential; and (iii) government commitment to address key constraints to sector development is 
needed.  
 
32. This validation adds the following lessons:  
 

(i) Poverty intervention projects such as the project need to be clear on the 
mechanisms for ensuring participation of the poor. 

(ii) The definition of microfinance at appraisal in the context of Uzbekistan should have 
been given upfront to provide overall guidance in the project design. 

(iii) The use of credit lines is not adequate in meeting long-term development needs and 
constraints of the sector. 

(iv) The selection of appropriate institutions is crucial in targeting poor and low-income 
households. Commercial banks are constrained to reach large numbers of poor 
households due to inherent rigidities of bank regulations and policies. 

(v) Capacity building is needed in enabling institutions to reach the poor with demand-
driven products and services.  

 
C. Recommendations for Follow-Up  

 
33. This validation agrees with the recommendations of the PCR. There was indeed a need 
for further institutional capacity development and improvements in policy environment to 
address key constraints in the development of MSEs. At the project level, this validation 
recommends that similar projects that purport to reach the poor integrate data on poverty and 
income levels in their monitoring system.  

V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A.  Monitoring and Evaluation Design, Implementation, and Utilization 

34. Following the project design, the FSDA monitored the implementation of the project. 
Pertinent financial and operational data based on the project framework were collected to 
monitor project benefits and the performance of SCUs and PCBs. Data collected provided 
information on the achievements of the project particularly in the scale of outreach, jobs 
generated, savings mobilized, and growth in loan portfolio of SCUs and PCBs for MSEs. 
However, data on outreach to poor and low-income households were not collected. Hence, it 
was not possible to assess the project’s contribution to poverty reduction and the extent that 
financial services have reached the poor.  

B.  Comments on Project Completion Report Quality 

35. The PCR is consistent with the PCR guidelines (Project Administration Instructions 
6.07). The lessons and recommendations were sound and drawn from the findings of the report. 
The report was clear in its presentation and analysis of the issues, outputs, and outcomes. The 
project design and monitoring framework in Appendix 1 that gave a comparison of performance 
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targets against results was informative and helpful. However, the implications of the subsequent 
closure of the SCUs and the impact of the project on poor and low-income households and their 
microenterprises were not adequately assessed. Overall, this validation rates PCR quality 
satisfactory.  
 
C.  Data Sources for Validation 
 
36. Data sources for this validation include back-to-office mission reports, ADB PCR, 
government PCR, RRP, midterm review report, management review meeting documents, and 
project processing documents.  

D. Recommendation for Independent Evaluation Department Follow-Up 

37. This validation concurs with the recommendation of the PCR that the Independent 
Evaluation Department consider conducting a project performance evaluation as the need 
arises.  
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