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1. Sector Performance, Problems, and Opportunities 

1. Public financial management. Uzbekistan’s 2018 public expenditure and financial 
accountability (PEFA) assessment showed good mechanisms for fiscal management and 
budgetary control at a high operational level. However, Uzbekistan’s standing was weaker in 
strategic budgetary allocation and efficient use of resources for public service delivery. 1 
Uzbekistan’s public financial management (PFM) reforms until 2018 were conducted under the 
Public Finance Management Reform Strategy, 2007–2018, which envisaged (i) developing a 
medium-term budget framework (MTBF), (ii) developing a government financial management 
information system to strengthen transparency of budget and treasury operations, (iii) gradually 
moving to International Public Sector Accounting Standards (IPSAS), and (iv) implementing the 
International Monetary Fund (IMF)’s Government Finance Statistics Manual 20012 by 2018. 
Progress was made in the government financial management information system and treasury 
and budget operations but achievements in other areas were partial.3 An e-procurement system 
was launched, but a comprehensive review of procurement law has not been completed.  

2. State-owned enterprises. State-owned enterprises (SOEs) are active in the key areas 
of oil and gas, power generation, chemicals, water supply, railway, banking, and aviation. These 
SOEs receive budget subsidies and, in some cases, are inefficient. Some key SOEs—Joint 
Stock Company (JSC) Uzbekenergo, Uzbekneftegaz, Uzkimyosanoat, Uzbekistan Temir Yullari 
(Railways), and Uzbekistan Airways—were hit in 2017 by sharp devaluation of the national 
currency and their debt was restructured.  

3. Finance sector. The finance sector is dominated by banks.4 As of 1 July 2019, the total 
assets of all 30 commercial banks in Uzbekistan amounted to SUM264.5 trillion ($31 billion), 
corresponding to 59% increase in nominal terms since 1 January 2018. At the same time, the total 
capital of all commercial banks reached SUM30 trillion ($3.5 billion), corresponding to 45% 
increase since 1 January 2018.5 The banking sector has been stable during 2016–2019, but 

                                                 
1 Based on 31 indicators used for the 2018 PEFA assessment, 10 indicators scored lower than the 2012 PEFA report. 

These were related to (i) expenditure out-turn compared to original budget; (ii) unreported government operations; 
(iii) transparency of intergovernmental fiscal relations; (iv) effectiveness of internal audit; (v) timeliness and regularity 
of accounts reconciliation; and (vi) legislative scrutiny of external audit. On the other hand, 13 indicators scored 
higher in 2018 than in 2012. These were related to (i) public access to fiscal information; (ii) transparency of taxpayer 
obligations; (iii) management of cash balances, debt, and guarantees; (iv) payroll controls; (v) competition, value for 
money, and controls in procurement; (vi) internal controls for non-salary expenditure; and (vii) external audit. While 
Uzbekistan performed well in budget comprehensiveness, orderliness and participation in the annual budgetary 
process, and predictability in the availability of funds for expenditures in 2012 and 2018 PEFA assessments, it 
continued to have weaknesses in multiyear perspective in fiscal planning, expenditure policy, and budgeting.  PEFA 
Secretariat. 2019. Uzbekistan: 2018 Public Expenditure and Financial Accountability (PEFA) Performance 
Assessment Report. Washington, D.C.  

2 IMF. 2001. Government Finance Statistics (GFSM) Manual. Washington, D.C. 
3 Several extra-budgetary funds were integrated with the e-treasury system and budget but were not completely 

codified in statues. The treasury now consolidates most cash balances, including extra-budgetary funds, through a 
treasury single account on a daily basis. A budget code was approved, and a unified chart of accounts was adopted. 

4 More than half of total loans are shared by three state-owned banks i.e., the National Bank of Uzbekistan (28.5%), 
Uzpromstroybank (14.8%), and Ipoteka Bank (10.2%). Standard & Poor’s Global Ratings. 2019. Bank Ratings in 
Uzbekistan. Moscow. 5 September. 

5  The Central Bank of Republic of Uzbekistan. 2019. Statistical Bulletin. First Half 2019. Tashkent. The dollar 
equivalent of banks’ assets and capital is based on the exchange rate of $1/SUM8,548 as of end June 2019. 

http://www.adb.org/Documents/RRPs/?id=51350-003-3
http://www.adb.org/Documents/RRPs/?id=51350-003-3
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stress tests indicate that external shocks like economic deceleration, exchange rate 
depreciation, and higher interest rates can increase liquidity and solvency risks. Additional 
capital, though modest, may be required. Prudential standards are sound, but the legal banking 
oversight framework needs enhancement.6 

Financial Soundness Indicators of the Banking Sector, 2016–2019 
(%) 

Indicator 2016 2017 2018 2019a 

Regulatory capital to risk-weighted assets 14.7 18.8 15.6 15.3 
Regulatory tier 1 capital to risk-weighted assets 12.5 16.5 14.3 12.8 
Nonperforming loans net of provisions to capital  2.2  2.9  4.3    5.0 
Nonperforming loans to total gross loans  0.7  1.2  1.3  1.5 
Return on assets  2.0  1.9  2.0  2.0 
Return on equity 17.9      17.1 16.2 16.7 

a First half of 2019. 

Source: The Central Bank of the Republic of Uzbekistan. 2019. Statistical Bulletin. First Half 2019. Tashkent. 

4. Domestic debt and capital markets remain underdeveloped. The number of state-owned 
and/or controlled banks that operate government programs and provide directed lending to SOEs 
has grown from 10 in 2017 to 13 in 2019, accounting for the banking sector’s 86% of assets, 81% 
of capital and 89% of loans. These banks do not perform the traditional intermediation role and do 
not attract enough deposits, but they are dependent on non-deposit funding (with an average 
loan-to-deposit ratio of 2.4 compared with 0.8 for private banks). Their roles as agents for fiscal 
activities, and direct involvement in the financing of SOEs have disincentivized provision of 
commercial services for the private sector. Private domestic and foreign banks deal with micro, 
small, and medium-sized enterprises. 

5. Regulations on directed lending need to be amended to create a level playing field for 
banks and ensure proper risk mitigation.7 Since 2019, CBU has been revising its standards to 
move toward risk-based banking supervision.8 Banks have been required to report annually in 
line with International Financial Reporting Standards since 2000. However, the information 
disclosure and the application of international accounting standards have varied among the 
banks. The CBU has required all banks to obtain credit ratings from international credit rating 
agencies since 2012.  

6. Power sector. Uzbekistan’s power sector is inefficient and has relatively old and 
unreliable infrastructure.9 Uzbekistan is one of the most energy- and carbon-intensive countries 

                                                 
6 Compared to the peers in the Commonwealth of Independent States, the capitalization of banks in Uzbekistan is 

strong, reflecting the higher regulatory capital requirements. The economic and banking risk is lower because of 
limited risk of asset bubbles, low levels of household debt, low exposure to real estate and construction, stable 
customer deposits, and special purpose government funds. The stock of problem loans is also lower, reflecting the 
predominance of directed lending to SOEs, steady economic growth, and strict collateral policies. Standard & Poor’s 
Global Ratings. 2019. Bank Ratings in Uzbekistan. Moscow. 5 September. 

7 Directed lending accounts for 70% of total loans. The directed lending from the Uzbekistan Fund for Reconstruction 
and Development reached $6.8 billion for 167 projects in 2019. Besides the concentration of loans, negative 
consequences of directed lending include a reduction of bank financing for commercial projects because of the need 
to meet capital adequacy criteria, thereby limiting the banks’ ability to generate capital independently, and making 
them dependent on injections from the state. 

8 Banking sector legislation is non-complaint with the following key Basel Core Principles for Effective Banking 
Supervision: principles 1, 2, 5, 8, 11, 19, and 20. The prevailing standard for loan classification and provisioning also 
requires improvements. World Bank. 2019. Sustaining Market Reforms in Uzbekistan Development Policy Operation. 
Report No: PGD62. Washington, D.C. 

9 The country’s transmission and distribution network was set up before the independence from the Soviet Union in 
1991. Uzbekistan’s household electrification rate is almost 100%, but its aging infrastructure and insufficient 
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in the world. 10  In 2014, the natural gas contributed to 25% of total commodity exports, 
undermining economic diversification. Uzbekistan needs to meet the growing power demand, 
which is estimated to double by 2030, by investing more than $11 billion. Power sector 
investments have historically been publicly funded, burdening the public budget. The hikes in the 
cost recovery-level tariff of more than 10% above the inflation rate after the foreign exchange 
liberalization in 2017 have been insufficient to reduce direct subsidies to the power sector.11 Until 
2019, JSC Uzbekenergo was the only state-owned vertically integrated monopoly in charge of 
generation, transmission and distribution.12 The foreign exchange liberalization in September 
2017 had negative impacts on JSC Uzbekenergo’s financial position because of losses from 
revaluated foreign currency borrowings and increased interest expenses. In 2017–2018, JSC 
Uzbekenergo launched a financial recovery action plan, prioritizing revenue increase by new 
cost-recovery tariff and corporate restructuring, including divestment.  

2. Government’s Sector Strategy 
 

7. Public financial management. The government has formulated a revised PFM reform 
strategy in 2019. With technical support from the IMF and the Asian Development Bank (ADB), 
the MTBF has been developed for multiyear budget preparation and performance-based 
execution beginning 2020. The government adopted 12 budget accounting standards based on 
IPSAS and prepared a road map in 2019 for accrual-based IPSAS implementation. Since 2018, 
the government established internal audit units in new ministries and/or agencies and the Ministry 
of Finance adopted a new manual for internal audit. Other reforms include adopting a midterm 
fiscal strategy, strengthening the treasury budget execution system, and revising the law on 
procurement. The government plans to (i) move to accrual-based public sector accounting by 
2030, (ii) carry out risk-based audits using information technology for all central government-level 
budget expenditures by 2024, (iii) adopting rules for revenue sharing with local governments, and 
(iv) streamlining subsidies.  
 
8. State-owned enterprises. In line with the government’s vision in the national 
development strategy, 2017–202113 for transforming the role of the state and transitioning to a 
market-based diversified economy led by the private sector, during 2018–2019, the government 
established the Ministry of Energy, the Ministry of Transport, the State Asset Management 
Agency, and the Antimonopoly Committee to dismantle regulatory and structural barriers, and 
monopolistic positions. The reforms include privatization of SOEs, divestment of non-core assets, 
and unbundling of inefficient vertically integrated SOEs to promote private sector participation.14 

                                                                                                                                                             
investment have widened the demand and supply gap and disrupted the electricity supply, especially in rural areas. 
About 30% of substation transformers require urgent replacement with distribution losses of 14% and a revenue 
collection rate of 80% or less.  

10 In 2018, Uzbekistan generated 63,000 gigawatt-hours of electricity; 85% of this energy was produced by thermal 
fossil fuel and the balance by hydropower. Natural gas accounts for 93.5% of total thermal generation. 

11 The current electricity tariff of $0.03 per kilowatt-hour is inadequate to recover operation and maintenance costs and 
to increase financing of investments. 

12 It owned and operated an installed capacity of 10,140 megawatts (MW), of which 8,720 MW are thermal power 
plants and 1,420 MW are hydropower plants. In 2017, the government established JSC Uzbekhydroenergo to 
manage the hydropower assets and increase renewable energy use. 

13 Government of Uzbekistan. 2017. Presidential Decree No. 4947: The Strategy of Actions on Further Development of 
Uzbekistan. Tashkent. 

14 A presidential resolution was signed in November 2018 to reorganize Uzbekistan Airways into separate companies 
to manage airline, airport, and air navigation services. With presidential resolution, Uzbekenergo was unbundled on 
27 March 2019 into generation, transmission, and distribution companies and a similar decision was made in July 
2019 for Uzbekneftegaz.  
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9. Finance sector. In 2017 the government has initiated banking sector reforms by (i) 
making the CBU more independent;15 (ii) removing potential conflicts of interest by excluding 
CBU staff from participating on the supervisory boards of state-owned or controlled banks; (iii) 
transferring management of CBU shares in two state-owned banks to the Ministry of Finance; (iv) 
eliminating barriers to accessing cash and foreign currency; (v) protecting commercial banks from 
administrative pressures; and (vi) reviewing the banking sector legal framework. The government 
is moving away from providing resources to banks at subsidized rates under the new government 
programs. In August 2019, the government indicated that it will replace some direct interest rate 
subsidy programs with less distortive measures, and that it will concentrate directed lending 
programs and funding from the Uzbekistan Fund for Reconstruction and Development in a few 
state-owned banks while seeking to privatize the remaining state-owned banks. The separation of 
policy lending from commercial lending could incentivize the banks to mobilize savings and 
increase market-based lending to the private sector.16 

10. Power sector. The government has adopted new policies and legal frameworks to 
modernize the power sector. In February 2019, the Ministry of Energy was established to 
regulate the power sector and formulate market-oriented policies to attract private investment. 
The JSC Uzbekenergo was unbundled into three companies to manage the generation, 
transmission, and distribution of electricity.17 The reforms aimed to attract bankable private sector 
investment and modern management systems. The government plans to gradually introduce 
independent private power producers for supply of electricity through public–private partnerships 
to improve competition and efficiency, and to lower costs. In 2019, the government adopted a 
new methodology for electricity tariffs to cover operating and investment costs, established 
marginal rate of profitability for the electricity sector, and increased the domestic price of natural 
gas to bring it closer to international prices. These reforms have been carried out in consultation 
with ADB and other development partners.  

3. ADB Sector Experience and Assistance Program 

11. ADB has gained considerable experience in Uzbekistan in reforms related to public sector 
management, banking and financial sector development, small and medium-sized enterprise 
development, housing finance, and power sectors. The two subprograms under the Economic 
Management Improvement Program achieved significant results in (i) improving the quality of 
macroeconomic data in line with IMF standards, (ii) strengthening PFM systems, (iii) introducing 
risk-based banking supervision, (iv) creating an enabling environment for the private sector, (v) 
expanding corporate governance rules in SOEs,18 and institutional capacity building for SOE 
reforms, and (vi) modernizing the power sector. ADB is coordinating with the World Bank, the 
IMF, and other development partners to support the government’s reform agenda. 

                                                 
15 Government of Uzbekistan. 2017. Presidential Decree No. 3270: On Measures to Further Development and 

Improvement of Soundness of Banking System. Tashkent; and Government of Uzbekistan. 2017. Presidential 
Decree No. 3272: On Further Improvement of Monetary Policy. Tashkent. 

16 Details on the estimated increase in market-based lending to the private sector as a result of these measures are 
provided in the Economic Analysis (accessible from the list of linked documents in Appendix 2 of the Report and 
Recommendation of the President). 

17 On 27 March 2019, the President of Uzbekistan signed a resolution reorganizing JSC Uzbekenergo into three new 
JSCs: (i) JSC Thermal Power Plants, for management of thermal power plants, generating electric and thermal 
energy; (ii) JSC National Electric Networks of Uzbekistan for operation and development of electric networks as well 
as export, import, and transportation of electric power as a single power purchaser; and (iii) JSC Regional Electric 
Networks for management of regional electric networks and distribution and sales of electric power to end 
consumers. 

18 These rules are based on Organisation for Economic Co-operation and Development (OECD). 2015. OECD 
Guidelines on Corporate Governance of State-Owned Enterprises. Paris.  
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Core Development 
Problem 

 

Notes: 
1. Poor data standards affect core development problem directly as well as indirectly through other causes. 
2. Domestic debt- and capital markets-related causes are not covered under the program. 

Effects Inadequate job creation in the private sector 

Structural weaknesses in macroeconomic and public financial management 

No medium-term 
framework for public 
resource allocations 

Large number of 
financially and 

operationally inefficient 
state-owned 

enterprises, leading to 
suboptimal quality of 

public utilities and 
seizing of a large share 

of bank loans 
 

Extremely 
poor data 
collection, 

analysis, and 
dissemination 

standards 

High cost of financial 
intermediation for the 

private sector, 
especially small and 

medium-sized 
enterprises 

 
 
 

Difficulties in raising 
non-debt funds by 
private enterprises 

Ineffective planning for 
higher public 

investments on critical 
social and economic 

infrastructure 

Low fiscal space, 
constraining adequate 

growth-enhancing 
infrastructure 
investment  

 

 
Domestic debt and 

capital markets remain 
extremely shallow; there 

is no active capital 
market for the issuance 

of speculative-grade 
debt by the private 

sector 

Absence of effective 
competition among 

banks and state controls 
(and financial support) 

over banks’ lending and 
pricing decisions 

 

Problem Tree for Multisector 
 

 
 
 
 
 
 
 
 
 
 
 
 

Lack of opportunities to sustain high economic growth  

Causes 


