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ECONOMIC ANALYSIS 

A. Supporting Economic Reforms by Policy-based Loan 
 

1. Uzbekistan has embarked on comprehensive reforms since 2017 in order to improve the 
lives of ordinary citizens, enable business development, and open to international markets.1 The 
Government of Uzbekistan (the government) envisages modernizing the country and reaching 
upper middle-income status. The liberalization of foreign currency market in September 2017 was 
one of the most noticeable economic reforms, playing a key role in reducing macroeconomic 
distortions, streamlining business procedures, and liberalizing prices. Subsequent reforms were 
introduced for improvement in the quality and disclosure of official statistics. The government 
adopted International Monetary Fund’s (IMF’s) enhanced general data dissemination system, 
confirming its intention to attract foreign investment through greater transparency.2 
 
2. Uzbekistan’s overall macroeconomic stance has remained prudent during these structural 
reforms. The gross domestic product (GDP) grew by 5.1% in 2018, driven primarily by industry 
and services on the supply side (manufacturing, mining, transport, and construction) and by public 
investments on the demand side. The GDP growth is projected at 5.5% in 2019 and 6% in 2020. 
Inflation, however, has remained high at 17.5% in 2018,3 mainly reflecting adjustments of the 
previously distorted relative prices and the subsequent tariff hikes of utilities. Upward pressures 
on prices remain, with the inflation projected at 14.7% in 2019 and 14.1% in 2020, as periodic 
adjustments of prices and wages persist over the medium term.4 

 
3. Uzbekistan has historically pursued a conservative fiscal policy, and its current 
macroeconomic stance remains overall prudent, as evidenced by the relatively low (by 
international standards for a lower middle-income country) external debt at 34.5% of GDP (as of 
year-end 2018), low public debt at 20.6% of GDP, and healthy foreign exchange reserves of $27.1 
billion in 2018, corresponding to 12.8 months of imports.5 In 2018, the government launched a 
comprehensive tax policy and administration reform. The new tax regime will provide equal 
treatment for state-owned and private businesses, but its implementation has faced administrative 
hurdles in the short term. In addition, dual nature of credit market for commercial credit for private 
sector and preferential credit to state-owned enterprises (SOEs) and a need for transparency of 
public finance continue to challenge the economic growth. The government envisions bringing all 
its operations on budget in 2019 and has launched a debut Eurobond in February 2019. 

 
4. Uzbekistan endorsed the Sustainable Development Goals (SDGs) in 2015, and in 2018 
adopted its national goals and targets until 2030.  The targets are ambitious, focusing on the 
development of physical and human capital and on improving the environment. To reach the 
national SDG targets, the government established a coordination council and developed a 

                                                           
1 The Government of Uzbekistan adopted mid-term national development strategy for 2017–2021, which prioritizes 

regional integration, governance, economic liberalization, private sector development, and inclusive growth. 
Government of Uzbekistan. 2017. Presidential Decree No. 4947. On Strategy of Actions for Further Development of 
Uzbekistan. Tashkent. 

2 The State Committee on Statistics (SCS) has developed a roadmap for transitioning to IMF’s special data 
dissemination standard (SDDS) and the rapid progress in this direction has been praised by the IMF in the recent 
Article IV consultation report (footnote 3). 

3 IMF. 2019. Republic of Uzbekistan: Article IV Consultation Press Release and Staff Report. IMF Country Report 
No.19/129. Washington, D.C. 

4 The government increased the energy prices by 18% and minimum wage and pensions by 10% in August 2019.   
5 Central Bank of Uzbekistan. 2019. Balance of Payments, International Investment Position and External Debt of the 

Republic of Uzbekistan for 2018. Tashkent. As of January 2019, 87% of external debt had maturity over 10 years. 
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roadmap for implementing and monitoring the SDGs. The government will develop annual plans 
and mainstream the SDGs in the national census and state budget by 2030.6 
 
5. The poverty level in 2018 was 11.4%, largely driven by jobless economic growth, as well 
as low productivity in labor-intensive agriculture, existence of informality in the labor market, and 
regional disparities in endowments. The unemployment rate is reported at 9.3% in 2018; labor 
migration and the extent of the informal economy are high.7  Remittances form an important 
component of average household incomes. Unemployment among the youth accounts for 17.4% 
of the population at the age of 16–25 years old. To address unemployment, the government 
launched state programs, including employment via public works and entrepreneurship. 

 
6. The announced reforms aim at promoting the private sector while reducing the state’s role 
in the economy. There are, however, significant challenges associated with public administration 
and institutions that are far from offering the most effective public services. Many SOEs, often 
combining regulatory and operational functions, still dominate key sectors of the economy. 
Various privileges granted to SOEs constrain the expansion of private initiatives in these sectors. 
Despite the substantial changes since 2017, Uzbekistan needs to improve its performance in 
governance—e.g., effectiveness, rule of law, and accountability—and create an enabling 
environment for private sector development and competition. In addition, current economic 
reforms put a significant strain on public finance. It is essential to mitigate the adverse effects of 
the reforms on low-income households, such as price increases and elimination of jobs stemming 
from structural changes, and to mitigate inequality. 

 
7. The augmented budget, 8 including the balance of the Uzbekistan Fund for Reconstruction 
and Development (UFRD), is forecast to record a deficit of 1.6% of GDP in 2019, down from 2.1% 
deficit in 2018. While increases in the budget deficit reflects the expansion of state budget 
expenditures amidst ongoing structural reforms, including price liberalization,9 relative 
improvement in the deficit in 2019 reflects the expected scale-down of policy lending – the main 
driver of credit growth in the economy.10  

                                                           
6  Government of Uzbekistan. 2018. Resolution of the Cabinet of Ministers No. 841. On Measures to Implement the 

National SDG Goals and Targets until 2030. Tashkent. Established in March 2019, a web portal of the State 
Committee on Statistics (http://nsdg.stat.uz/) reports on progress of localization and achievement of SDGs in 
Uzbekistan. 

7  As of June 2019, 19% (2.6 million) of total employed (13.4 million) is labor migrants working mostly in the Russian 
Federation, and 58% of total employed work in informal sector. The share of formal workers participating in social 
and pension schemes is modest at 42% of total employed. Government of Uzbekistan. 2019. Household Survey on 
Employment Issues (January–June 2019). Tashkent. 

8 Augmented budget balance combines the consolidated fiscal balance with the estimate of policy-guided lending 
operations. Consolidated budget balance is the difference between all revenues and expenditures of the state budget 
and specialized public funds but excluding policy-guided lending operations (investment project financing and on-
lending by the UFRD, recapitalization in SOEs including state banks, and loans extended to construct affordable 
housing in rural and urban areas).  

9  Government of Uzbekistan. 2019. Citizens Budget: The State Budget for 2019. Tashkent. While tax reforms have 
partially contributed to 65% increase in the state budget revenue in 2019 compared with 2018, expanding social 
spending has primarily led to 72% increase in the budget expenditures (in nominal terms).  

10 The IMF recommended the government to decelerate the credit growth to 25% (equivalent to GDP deflator in 2018) 
in 2019 from recorded 51% a year earlier to slow down inflation. As of June 2019, the credit to the economy grew by 
23% in the first half of the year, and recorded 53% year-on-year growth, which is almost twice of the forecast. 
According to the IMF, more than half of the credit growth in 2018 was due to preferential lending to SOEs and priority 
sectors in foreign currencies. The growth in new loans will slow down in the second half of 2019 as the Central Bank 
of Uzbekistan plans to limit preferential lending under state programs. A major component of banks’ non-equity 
funding is financing from the government in the form of loans from the Ministry of Finance and UFRD, followed by 
loans from the international financial institutions. The government provides the banks with funding for policy or 

 



3 

B. Development Financing Needs 
 
8. Concomitant with SOE reforms, the government has launched price liberalization for 
essential products with state regulated pricing (e.g., bread products), and utility price adjustment 
closer to cost-recovery, causing cost-inflation and reform burden on the vulnerable, including low-
income households, and unemployed rise. To mitigate the adverse impact of structural reforms 
and to ensure smooth functioning of strategic industries, the government has expanded budget 
expenditures. Social spending accounted for 54% of state budget expenditure in 2019. Per capita 
expenditure and per capita social spending in state budget rose by 69% and 41%, respectively in 
2019 compared with 2018. The key reform-related budget spending in 2019 is projected at 
SUM14.765 trillion ($1.7 billion) (14% of the total state budget expenditure). In 2019, forecasted 
budget deficit is SUM7.8 trillion ($0.9 billion), of which SUM3.3 trillion ($0.4 billion) is related to 
the deficit of the Pension Fund. For the budget deficit of SUM4.5 trillion ($0.5 billion), the 
government envisages covering it through external borrowings of SUM3.5 trillion ($0.4 billion) 
from development partners, including ADB, and issuing domestic securities of SUM1 trillion ($0.1 
billion).11 The expanding costs have necessitated support from development partners to the state 
budget amid the ongoing reforms and budget constraints. 
 

Structure of Key Reform-related Spending in State Budget 

No. Description of spending 
Total projected need in 2019 

billion SUM million $ 

1 
Expenditures related to wage and utility tariff 
adjustments 

3,384 389 

2 Allowances, financial assistance and benefits 5,167 594 

3 Job creation, providing support to youth and women 1,514 174 

4 Subsidy to the extra-budgetary Pension Fund  4,700 540 

 Total 14,765 1,697 
Note: The estimates are based on the exchange rate of $1/SUM8,705 as of 9 August 2019. 
Sources: Government of Uzbekistan. Ministry of Finance. 2019. Citizens’ Budget. Tashkent; ADB staff estimates. 

 
C. Economic Benefits 
 
9. The economic benefits of the program comprise of (i) higher and productive public 
investment, (ii) higher private investment and (iii) improved SOE performance leading to better 
service delivery, which are described in detail below. 
  
10. Higher and productive public investment. Given the ongoing reforms and their 
associated costs of $1.7 billion (2.8% of GDP in 2019), the government aims to enlarge the fiscal 
space to finance the projected public investments.12 In view of the government’s medium-term 
development targets, the increasing public investments are expected to impact fiscal situation 

                                                           
preferential loans with long term funding and limited refinancing risks. Corporate deposits are the second largest 
source of funding and remain dominated by SOEs. As the government reduces new funding for banks, they will have 
to switch to alternative funding sources, particularly customer deposit. (Source: Moody’s Investor Services. Banking 
System Outlook – Uzbekistan. 18 September 2019)   

11 As of 2018, external public debt amounted to $10 billion (18.8% of GDP), mainly borrowed from ADB (31% of total), 
People’s Republic of China (21%), the World Bank (19%), and Japan (15%).  

12 Government of Uzbekistan. 2018. Presidential Decree No. PP-4067 About Implementation Measures of Investment 
Program for the Republic of Uzbekistan in 2019. Tashkent. The total investment program amounts to $13.5 billion, 
which is funded from the state budget (9.5% of total investments), Uzbekistan Fund for Reconstruction and 
Development (18.5%), foreign investments and loans under the government guarantee (53.5%), and special funds 
for infrastructure development, including roads and drinking water supply (18.5%).  
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unless reforms are initiated to improve allocative efficiency of scarce public resources. The 
subprogram 2 of EMIP facilitates adoption of the medium-term budget framework, improvement 
of accounting standards for public sector budgeting and enhanced internal controls to strengthen 
public financial management. Improved performance of SOEs through implementation of 
corporate governance rules (CGRs) based on the Organisation for Economic Co-operation and 
Development guidelines and reduced directed lending will lead to lower fiscal transfers from the 
state budget.13 The government established the State Asset Management Agency (SAMA) in 
January 2019 to improve SOEs’ performance, transparency and corporate governance and to 
promote privatization,14  and a special fund was created in May 2019 to facilitate restructuring, 
divestment and privatization of these SOEs. These reforms will improve the allocative efficiency 
of scarce public resources and enable the government to align the budget resources with its 
medium-term development targets. In addition, the creation of fiscal head room will enable 
financing of the growing social expenditures.15  
 
11. Higher private investment. The government-led investment is one of the key growth 
drivers in Uzbekistan. Expansion in gross domestic investment jumped from 29% in 2017 to 
40.2% in 2018 largely due to higher investment in manufacturing, housing, energy, and mining 
fueled by a surge in foreign investment and lending for fixed capital.16 The role of private 
investment in growth is presumably modest due to inadequate financial intermediation.17 As a 
proxy for the private sector, small business and private entrepreneurship account for 34.9% of 
investments, and 59.4% of GDP as of 2018.18 The subprogram 2 promotes the risk-based banking 
supervision, expansion of bank credit to private sector,19 and strengthening of legal and 

                                                           
13 The government’s policy lending to SOEs constituted 4.3% of GDP in 2018 based on IMF’s 2019 Article IV 

consultation report (footnote 3). 
14 The Presidential Decree No. 4112 on 14 January 2019 identified 38 SOEs for transferring the shares of the 

government to SAMA. The net asset value of 38 SOEs was SUM18,377 billion in 2018 (about $2 billion based on 
the exchange rate of $1/SUM8,705 as of 9 August 2019). As of June 2019, number of SOEs under the SAMA’s 
management reached 416. 

15 Education (48.9% of public social spending in state budget), healthcare (20.8%), and social protection (19.6%) 
dominate the total social expenditures in the 2019 state budget. 

16 In the first half of 2019, foreign investment and loans mainly for energy, mining, and manufacturing, boosted the 
gross domestic investment to 41.4% of GDP. 

17 Government of Uzbekistan. 2019. Socio-economic Situation of the Republic of Uzbekistan; January-December 2019. 
Tashkent. The World Bank’s Enterprise Surveys in 2013 indicated that close to 74% of firms did not use bank loans 
and the value of collateral averaged 176% of the loan amount in Uzbekistan. World Bank. 2013. Enterprise Surveys: 
Uzbekistan Country Profile. Washington, D.C. 

18 Due to data constraint in estimating the role of private sector in the economy, including investments, small business 
and private entrepreneurship are approximated to the private sector.  

19 In December 2018, a resolution was adopted for strengthening risk management by the state-owned banks, 
diversifying their lending portfolio and improving banking services. Consequently, the lending by the state-owned 
banks will be based on (i) market principles, (ii) technical and economic assessment of projects, and (iii) borrowers’ 
creditworthiness. These measures will support the increase in lending to the private sector. In August 2019, the 
government indicated that it will replace some of direct interest rate subsidy programs with less distortive measures 
and concentrate directed lending programs from UFRD in a few state-owned banks while seeking to privatize the 
remaining. Preliminary calculations show that the transfer of loans financed from UFRD credit lines will increase the 
capital adequacy ratio of the three large banks by over 10% so that they will be able to increase lending by $5.7 
billion. Given that the financing of projects under the state programs is “dispersed” due to a relatively large number 
of state banks, the government will concentrate this mechanism in the specially selected state-owned banks 
categorized as (i) bank serving the corporate segment; (ii) retail bank; (iii) bank for agricultural financing; and (iv) 
bank financing small business projects under state programs. The government launched financial and institutional 
support for promoting and financing small businesses and entrepreneurs. With support from the World Bank, the 
Agency for the Development of Small Business and Entrepreneurship was established with the presidential resolution 
on 13 August 2019. The government has received support from the International Finance Corporation (IFC) to 
improve the efficiency and financial viability of state-owned banks to attract foreign investors. IFC’s advisory services 
in Uzbekistan cover, among others, privatizing SOEs, developing financial market, and piloting PPP transactions. 
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institutional environment for public-private partnerships (PPPs). More regular capital and liquidity 
assessments will help improve banks’ performance and more efficient financing for private 
investments. There are three other channels to promote private investment: (i) improved efficiency 
of public investment, especially on infrastructure will have a crowding-in impact on private 
investment; (ii) the PPP framework also facilitates private investment in infrastructure 
development; and (iii) improved economic management and consequent macroeconomic stability 
will be an important driver of foreign direct investment. These reforms will have a significant impact 
on growth and employment opportunities through enhanced private economic activities. 
 
12. Improved SOE performance leading to better service delivery. SOEs dominate 
important segments of the economy—energy, mining, metallurgy, telecommunications, and 
transportation. The adverse effects of the foreign exchange liberalization on financial performance 
of SOEs led to tariff adjustments on utilities provided by SOEs without adequate improvement in 
service delivery. In 2019, tariff increases for basic energy utilities were significant – price 
increases for electricity and natural gas averaged 18%. Further adjustments are expected during 
2020–2021. Considering the spending on utility and transportation and communication services 
account for 7.7% and 6.1%, respectively, of the average household consumption expenditure, the 
burden of reform costs is mainly passed onto over 6.4 million households as consumers of SOEs’ 
services. In terms of service delivery quality, urban–rural disparities persist in the connectivity of 
households to key utilities. Centralized networks of water supply, sanitation, and gas cover 50.4%, 
9.2%, and 62.5%, respectively, of the housing stock in rural areas as of 2016 (most recent period 
of available data). In contrast, 84.1%, 54.7%, and 85.6% of urban houses and apartments are 
connected to the water-supply, sanitation, and gas networks respectively. In addition to 
accessibility, the availability of utilities is characterized by frequent outages, undermining 
respective SOEs’ performance. The program aims to improve financial viability of selected SOEs 
through promoting: (i) CGRs; (ii) divestment of selected non-core assets; 20 and (iii) introduction 
of international financial reporting and audit standards.21 Improved financial flexibility, in turn, will 
help SOEs to improve service delivery in an inclusive manner. The improvements in upstream 
state-owned utility companies will have positive impact on downstream private companies as well. 
 
13. In summary, the policy actions will contribute to (i) strengthening the economic data 
collection, analysis, and dissemination systems to bolster economic decision-making; (ii) 
improving public financial management systems for fiscal sustainability; (iii) strengthening bank 
supervision to enhance stability of the financial sector and its ability to finance the private sector; 
(iv) improving governance in SOEs to make their operations financially sustainable; and (v) 
enabling policy, legal, and institutional environment for PPPs. These reforms will support creation 
of a market economy, transformation of the state’s role and strengthening of the private sector.  
 
14. While the government’s commitment to structural reforms in Uzbekistan has been strong, 
the key risks for realizing these benefits emanate from the (i) availability of the government’s own 
resources for financing the planned reforms under the national development strategy; (ii) 
institutional coordination gaps and lack of clarity about interlinkages across various ministries and 
agencies while undertaking multi-sectoral reform initiatives; and (iii) high staff turnover in 
government departments. Thus, extensive financial and capacity building support is needed from 
development partners in a coordinated manner to implement the proposed reforms.  

                                                           
20 The government sold 90 out of 186 non-core assets and transferred to local authorities 112 out of 118 non-core 

assets of JSC Uzbekenergo, Uzbekneftegaz and Uzkimyosanoat. In September 2019, the income earned from the 
sale of 90 non-core assets reached SUM37 billion (about $4 million based on exchange rate of $1/SUM8,705 as of 
9 August 2019). 

21 The CGRs for SOEs will be adopted by 50 largest SOEs in 2019. Majority of the SOEs still remain subject to national 
accounting standards that do not fully comply with international financial reporting standards.  


