
Livestock Value Chain Development Project (RRP UZB 52110) 

ECONOMIC ANALYSIS 
A. Introduction 
 
1. The Livestock Value Chain Development Project will finance a range of enterprises to 
implement viable subprojects in livestock production, processing and marketing, and input and 
service delivery. All subproject financing will be demand driven based on potential 
subborrowers’ proposals submitted to participating financial institutions (PFIs), which will 
appraise business plans and determine subloan terms and conditions according to their 
prevailing credit policies, risk strategies, and appropriate commercial criteria. The project will 
also support (i) capacity development within PFIs to enhance their understanding of livestock 
finance, (ii) capacity development related to livestock production and veterinary services, and 
(iii) project management.  
 
B. Economic Overview 
 
2. Uzbekistan’s gross domestic product (GDP) grew by at least 8.0% per year from 2007 to 
2014,1 but growth has subsequently slowed. GDP grew by 5.1% in 2018, and is projected to rise 
to 5.2% in 2019 and 5.5% in.2 Lower rates of growth reflect weaker agricultural performance, the 
impact of the devaluation of the Uzbek sum in September 2017, and reduced domestic demand. 
The generally high rates of growth since 2000 have helped reduce poverty—according to 
national poverty line estimates, the proportion of people defined as poor declined from 27.5% of 
the population in 2001 to 11.6% in 2018.3 However, the level of unemployment rose from 5.2% 
in 2016 to 9.3% in 2018. 
 
3. In line with the total GDP growth, agriculture output grew at an annual rate of 6.4%–
7.2% during 2010 and 2016, but growth fell to 1.2% in 2017, and is estimated at only 0.2% in 
2018. When combined with higher rates of growth in other sectors (industry grew by 4.8% and 
services by 6.4% in 2017), the low rate of growth in agriculture contributed to the continuing 
downward trend in agriculture’s contribution to GDP, from 34.4% in 2000 to 19.2% in 2017. The 
production of cotton and wheat were traditionally important contributors to GDP, and the 
government regarded these as strategic crops and supported them through preferential access 
to land, inputs, and finance. However, during 2000–2016 the share of cotton production in GDP 
declined from 3.6% to 2.3%, and that of grains from 3.4% to 2.4%.4 

4. The livestock subsector accounts for about 40% of agricultural GDP, or about 8% of total 
GDP.5 Dairy in turn accounts for 45% of livestock GDP. Livestock production grew by 4.2% in 
2017 and 6.5% in 2018, outstripping growth in agriculture overall. In 2018, livestock production 
amounted to 2.42 million tons of meat (live weight), 10.48 million tons of milk, 7.36 billion eggs, 
and 35,000 tons of wool (footnote 5). Other key commercial livestock species in Uzbekistan 
include fish, camels, and horses. There are also specialized activities such as raising karakul 
sheep, rabbits, bees, quail, ostrich, and silkworms, for which there are growing niche export 
markets. Uzbekistan has a negative balance of trade in livestock products. In 2015, there was a 
livestock product trade deficit of $123.6 million;6 it improved to $75.2 million in 2017, but 
subsequently increased to $111.6 million in 2018. The improvement in the balance of trade in 

                                                
1  ADB. 2018. Key Indicators for Asia and the Pacific. Manila. 
2  ADB. 2019. Asian Development Outlook 2019: Strengthening Disaster Resilience. Manila. 
3 World Bank. 2018. The World Bank in Uzbekistan: Country Snapshot. Washington, DC. 
4 Uzbekistan State Committee on Statistics. 2017. Statistical Report 2017. Tashkent. (UzStat). 
5  Government of Uzbekistan, State Statistics Committee. 2016. Agriculture in Uzbekistan. Tashkent. 
6  International Trade Centre http://www.intracen.org/itc/market-info-tools/trade-statistics/ (accessed April 2019). 
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livestock products between 2014 and 2018 reflects a fall in imports of meat and edible offal from 
$80.7 million in 2014 to $16.2 million in 2018. Over the same period, imports of dairy produce, 
eggs and honey fell from $47.1 million to $20.1 million. These reductions in imports reflect 
greater domestic supply of processed products but they have been achieved at the cost of an 
increase in the importation of live animals. In 2014, live animal imports totaled $43.4 million; 
they fell to $30.5 million in 2016 before increasing again to $78.4 million in 2018. Imports of live 
animals accounted for 24.1% of total livestock imports in 2014, and 64.8% in 2018. 
 
C. Project Rationale 
 
5. The government has implemented several agricultural policies that address issues such 
as farm restructuring and introducing private usufruct rights on former cooperative and state 
land. However, agricultural is labor intensive, and productivity remains low. Over 90% of 
livestock subsector production is estimated to derive from dehkan (small scale) farms and 
households, where productivity and incomes are low. Dehkan farms have limited access to 
formal credit to invest in improving productivity. Contract farming arrangements with processors 
have the potential to better integrate such farms into the livestock value chain, thereby 
facilitating productivity improvements at both the farm and sector level. The government regards 
the livestock subsector as a key driver of agricultural and rural development, and a number of 
government initiatives have given impetus to livestock activities, especially cattle and sheep 
production.7 Presidential Decree No. UP-5696 dated 28 March 2019 acknowledges that the 
current situation in the regions requires the implementation of specific comprehensive measures 
to support enterprises in livestock, increase feed supply, and improve breeding through the 
development of artificial insemination and strengthening breeding farms. The feed and/or fodder 
constraint is to be addressed specifically through the allocation of land from the reserves of 
district local administrations for the production of fodder crops. 
 
6. Policy initiatives to support livestock will provide an impetus to development but do not 
fully address key constraints. Despite recent project initiatives from international development 
partners,8 livestock enterprises throughout the value chain (in both production and processing 
activities) continue to have limited access to equity and long-term debt financing. The livestock 
subsector does not receive preferential financing under government programs, as is the case for 
cotton and wheat production. Financial institutions have a largely negative perception of the 
profitability and creditworthiness of agriculture, as indicated by a disproportionately low level of 
credit disbursed for agriculture compared to its contribution to GDP. In the livestock subsector, 
the low level of lending is exacerbated by lack of acceptable collateral among many small-scale 
producers, or collateral with low realizable values among agribusiness enterprises. 
 
D. Demand Analysis and Comparative Advantage 
 
7. Strong economic growth (para. 2) accompanied by a high rate of population growth 
(annual average of 1.8% since 2010) has resulted in an expanding domestic market for 
agricultural and livestock products. As incomes increase, consumers become more discerning 
with respect to product range, quality and safety, in particular with regard to meat and dairy 

                                                
7  Presidential Resolution No. PP-2460 (dated 29 December 2015) “On measures of further reforming and 

development of agriculture for period of 2016-2020” defined targets for increases in animal numbers and livestock 
product output by 2020. 

8  For example, the World Bank’s Livestock Sector Development Project. 
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products. In rural areas, livestock products are of particular significance for nutrition and to the 
incomes of rural households.  
 
8. While imports of livestock products have declined, significant scope for increased 
production of processed livestock products remains, in particular meat and dairy products, 
which are still imported in large volumes. There is also clearly a significant demand for domestic 
breeding of cattle to substitute for the growing level of imports during the period 2017–2018. 
Increasing the number of imported and locally bred cattle increases the demand for fodder and 
feed. Improvements in the quality of feed are also required to improve animal productivity. This 
indicates a demand for feed production units. 
 
9. There is a growing demand for fish, sheep and goat meat, honey, and non-traditional 
livestock activities and/or products (e.g., horse, camel, karakul sheep, apiculture, and 
sericulture) for which there are growing niche markets both in Uzbekistan and overseas. 
According to an assessment by the International Fund for Agricultural Development (IFAD), fish 
consumption in Uzbekistan is only about 20% of the per capita fish consumption norms 
prescribed by the Food Security and Healthy Diet Committee under the Uzbek Ministry of Health 
in 2017.9 On this basis, IFAD estimates a demand for an additional 38,000 tons of fish per year 
based on 2017 production levels. Similarly, IFAD estimates that the consumption of sheep and 
goat meat is 20% below recommended norms. In this context, it estimates about $80 million is 
required for investment in improved pastures. Honey consumption in Uzbekistan was estimated 
at 0.35 kg per capita in 2017; similar to several countries in Central Asia and neighboring 
regions, honey consumption is increasing as incomes rise. IFAD estimates that honey 
consumption could reach 0.5 kg per capita per year over 5–7 years, which equates to a 
production of 5,500 tons, requiring $42 million in investment to establish the required number of 
beehives.  
 
10. The availability of long-term funding in the finance sector remains a major constraint 
livestock investment, and limits the ability of producers and processors to take advantage of 
market opportunities. Apart from recent pronouncements by the government to support the 
development of poultry and fisheries clusters through increases of about $100 million in the 
capital of two banks, the credit lines of international financial institutions remain the main source 
of long-term funding for PFIs, in particular for agriculture financing.10  
 
11. The Uzbekistan Agency for Implementation of Projects in the Field of Agro-industry and 
Food Security has estimated demand for livestock subsector finance in 13 regions of 
Uzbekistan, including the Republic of Karakalpakstan, for 2019 to 2021. The estimate is based 
on a request from the Cabinet of Ministers to regional administrations to provide data on the 
level of credit demand for horticulture, livestock, and other agriculture in the context of potential 
future lending by international financial institutions. Demand for livestock alone is estimated at 
$0.87 billion in 2019, $1.13 billion in 2020, and $1.27 billion in 2021, together totaling $3.28 
billion. This is clearly a broad estimate—only a part of this demand may be regarded as 
effective demand—but it does provide an indication of the scale of projected demand. 

                                                
9  International Fund for Agricultural Development. 2017. Agriculture Diversification and Modernization Project Final 

Project Design Report. Rome.  
10  Government of Uzbekistan. 2018. Presidential Resolution No. PP-4015 dated 13 November 2018 on Additional 

Measures for Further Development of Poultry. Tashkent; and Government of Uzbekistan. 2018. Presidential 
Resolution No. PP-4005 dated 6 November 2018 on Additional Measures for Further Development of Fishery 
Industry. Tashkent. 
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12. Comparative Advantage. Uzbekistan has a comparative advantage in a range of 
livestock products, but with the exception of specialized products—such as karakul sheep hides, 
for which there is international demand—these products are generally of low value added. For 
higher value food products (e.g., meat and dairy products, fish, and honey) the revealed 
comparative advantage values are low, suggesting that greater opportunity exists for import 
substitution rather than export. 

E. Analysis of Indicative Subprojects 
 
13. Various indicative subprojects that could be financed under the project have been 
analyzed for financial and economic viability. These include small-scale milk processing, the 
production of sheep meat, and the production of animal feed. Subproject investment costs are 
about $80,000 to $172,000. All investments are financially viable, with financial internal rates of 
return of 13.5% to 31.9%, compared with an estimated weighted average cost of capital of 
4.5%. Sensitivity analysis on subproject financial cash flows to test the impact of adverse 
changes in revenues and costs indicates that the viability of all subprojects is robust with 
respect to changes in investment and fixed costs. Small-scale milk processing and feed 
production are sensitive both to a reduction in revenue, with switching values of 5%–6%, and to 
an increase in operating costs, with switching values of 6%–7%. This reflects the relatively low 
margin on processing given the small differential between the prices of key inputs and outputs. 
Given the level of demand for domestically produced milk products and the significant demand 
for livestock feed, which is a key constraint to livestock development, any increase in operating 
costs may be passed on to customers. The sensitivity analysis reveals that a relatively small 
increase in revenue would have a positive impact on subproject viability.  

14. Prior to the disbursement of any subloan, each PFI will assess the extent to which a 
subproject investment includes climate change adaption and mitigation measures to combat the 
potential adverse climate change impacts associated with the livestock subsector. 
Subborrowers will be encouraged to incorporate such measures into their investment plans. 
These costs will be an integral part of the investment costs and form part of the financial and 
economic analysis of each subproject prior to subloan approval. 

15.  Economic analysis based on the domestic price numeraire has been undertaken to 
determine the economic viability of indicative subprojects. In the analysis, financial prices of 
traded subproject inputs and outputs have been converted into economic prices based on 
border price equivalent values. In accordance with the numeraire, financial (domestic market) 
prices of nontraded inputs and outputs have been assumed to reflect their economic prices, and 
transfer payments, such as taxes and duties and subloan interest payments, have been set to 
zero. The corresponding economic internal rates of returns are 22.8% for small-scale milk 
processing, 19.0% for sheep meat production, and 20.9% for feed production, all of which are 
significantly above the ADB cut off rate for economic viability of 9.0%. Sensitivity analysis 
undertaken on the subproject economic cash flows reflects that of the financial cash flows, with 
subprojects being robust with respect to investment costs and fixed costs, but more susceptible 
in the case of revenues and operating costs. A detailed financial and economic analysis of 
indicative subprojects is presented in supplementary document 17.11 

                                                
11 Detailed Project Financial and Economic Analysis, accessible from the list of linked documents in Appendix 2 of the 

report and recommendation of the President to the Board of Directors. 
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F. Benefits of Enhancing Veterinary Services 
 
16. Current veterinary services are predominantly run by the state, and focused (i) on 
programs to prevent prophylactic zoonotic diseases (that spread from animals to people) and 
epizootic diseases (that spread quickly and cause economic loss), (ii) provision of artificial 
insemination services, (iii) supply of veterinary medicines, and (iv) issues of public food safety. 
Very little is available in the way of advice and services (whether state-sponsored or private) to 
small-scale livestock producers regarding animal health, herd health, clinical disease 
management, genetics or production. Some larger farms and agribusinesses employ their own 
veterinarians, though most lack experience, resulting in a low standard of animal management 
and treatment. There is a lack of government laboratory support for diagnostic processing of 
veterinary clinical samples. The training of veterinarians and para-veterinarians is currently 
focused on supplying graduates to work in the state veterinary service; the training does not 
provide veterinarians with knowledge and skills related to diagnostics, animal health 
management planning, or farm-level production. There is no continuing education program to 
enable field veterinarians to update their clinical skills, and no effective veterinary association to 
provide the impetus to develop an effective and professional private veterinary service. 
 
17. The outputs of the veterinary services capacity development will be (i) an internationally 
recognized, financially sustainable continuing veterinary education program that provides 
training to veterinarians in livestock health and disease management; (ii) a market-driven, 
commercially-oriented and sustainable private veterinary service for livestock subsector 
stakeholders; and (iii) a sustainable veterinary association and professional journal to support 
private veterinary practices. The key beneficiaries of enhanced veterinary services will be small-
scale livestock producers who currently lack access to effective veterinary advice. Larger-scale 
producers, processors, and input suppliers (feed producers and breeding farms) are also 
expected to benefit. All private veterinary practice clients will benefit from improved animal 
husbandry and health management, nutrition and feeding efficiency, and reproductive efficiency. 
This will in turn facilitate (i) improved productivity and quality in milk, meat, fisheries, and other 
livestock product production; (ii) reduced animal mortality as a result of disease (e.g. lameness 
and mastitis); and (iii) reduced culling as a result of reproductive disorders (e.g. animals failing 
to become pregnant). Similar herd health programs in other countries have resulted in animal 
production and health improving by more than 35%.12 Improved health management will result 
in improved animal welfare, reduced antibiotic use, and reduced production of methane. Overall, 
improved access to veterinary services and associated increases in productivity and 
improvements in product quality will lead to increases in livestock subsector incomes, improved 
hygiene and health, and reduced incidence of disease among livestock producers. 

                                                
12  D. Hall, S. Ehui, and B. Shapiro. 2004. Economic analysis of the impact of adopting herd health control programs 

on smallholder dairy farms in central Thailand. Agricultural Economics. 31(2–3), pp. 335-342. 


