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A. Sector Performance, Problems, and Opportunities 
 
1. Structural transformation and economic diversification — critical for sustainable and 
inclusive growth in Tajikistan — require improved financial sector development, including 
efficient financial intermediation. Low public confidence, inefficient intermediation between 
savers and investors, insufficient financial infrastructure, and high costs of capital impede 
financial sector development and thus constrain growth and poverty reduction.1  
 
2. Shallow and bank-dominated financial sector. Since independence, Tajikistan has 
sought to transition from a centralized to a market-based financial system and adopted modern 
standards, especially in the banking subsector. Nonetheless, the financial sector remains 
shallow with high dollarization and low intermediation. Tajikistan’s financial sector is small in 
absolute terms, with total assets of credit institutions accounting for 32.6% of GDP at the end of 
2014 ($3 billion). The sector comprises 17 banks (one is state-owned bank and 16 are joint 
stock commercial banks, of which 13 banks are with foreign equity), one nonbank credit 
organization and 120 microfinance institutions (MFIs).2 The banking subsector dominates the 
financial sector, accounting for 83.2% of total financial sector assets as of the end of 2014. It is 
highly concentrated, with the four largest banks accounting for 75% of total assets and 80% of 
total deposits. There are no capital or secondary government bond markets, a very small 
insurance market, and insignificant private and public sector pension funds. 
 
3. Low financial intermediation. Tajikistan lags behind its regional peers in terms of credit 
intermediation. Credit to the private sector accounted for only an average of 13.1% of GDP 
during 2005-2012 and increased to 19.8% of GDP in 2013 and 21.2% of GDP in 2014 mainly 
driven by microfinance credit.3 Rapid credit expansion can hamper financial system in the light 
of increasing NPL level, poor credit culture, weak risk management and lack of corporate 
governance. Tajikistan is the third lowest country in the world in terms of financial depth, with 
only 2.5% of adults having an account with at least one formal financial institution, 4.8% of 
adults having a bank loan, 0.3% of adults having formal savings and only 0.8% of adults having 
paid for health insurance. The number of bank branches and automatic teller machines (ATMs) 
per person is lower than all regional peer countries.4  
 
4.  Limited access to capital and high costs of finance undermine financial 
intermediation. Absence of sovereign country rating in general and international rating in 
particular, banks in Tajikistan have limited access to foreign capital and rely on slow-growing 
deposits from households and government deposits.5 Lending costs in Tajikistan are the highest 
in the region, with the average weighted rate of 23.3% per annum. Interest rate spreads have 
widened to 15%-18% due to high dollarization, inflationary expectations, risks of default and 
administrative costs. A lack of competition in the banking sector has also pushed up interest 
rates. 

                                                
1
 Lack of product intermediation and innovation, weak institutional efficiency, and low client understanding of financial 

services are also problematic.  
2
 MFIs include 42 microfinance deposit organizations, 42 microloan organizations and 36 microloan funds. 
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 National Bank of Tajikistan. February 2015. Banking Statistics Bulletin. Dushanbe.  
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 Only 7 bank branches and 9 ATMs per 100,000 adults versus, for example, 22 and 52, respectively in Georgia 

(2012 Global Financial Inclusion (Findex) Database.  
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 Only Eskhata Bank has obtained an international rating “B3” from Moody’s Investors Service.  
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5. Directed lending have further worsened financial soundness indicators and 
crowded out private investment. Previous directed lending practice and limited central bank 
autonomy have undermined financial intermediation progress. Loans to related parties and 
directed lending, mainly in the agricultural sector, industrial facilities and to large state-owned 
enterprises, adversely impacted the banking sector’s profitability over the last five years with a 
return-on-assets ratio of -4.4%.6 Nonperforming loans (NPLs) increased by 3.3 times, from 7.5% 
in 2010 to 25.1% in 2015, leading to erosion of asset quality.7 Accordingly, capital adequacy 
ratio fell from 24.5% in 2010 to 12% as of the end of 2014, which is a minimum level set for 
commercial banks and MFIs in Tajikistan.8  Administrative interference, coupled with banks’ 
weak corporate governance and risk management capacity, pose significant credit, liquidity, and 
integrity risks to the sector. 
 
6. Low public confidence, high dollarization and cash holdings worsen financial 
sector development. High inflation volatility and two major currency devaluations in 2009 and 
2012 have severely undermined public confidence in the Tajik Somoni.9 At the end of 2014, 
bank deposits were $1.3 billion equivalent, of which two thirds were short-term (up to one year) 
and denominated in foreign currency, exposing banks to asset-liability (tenor) mismatch and 
foreign exchange risks. This fosters foreign currency lending, creating risks for households and 
businesses that do not earn foreign currency. Lack of testing of the new deposit insurance 
scheme and two widespread bank failures since independence have forced households to keep 
their savings in cash and increased distrust in the banking sector.10,11 Large remittance inflows  
(that accounted for 42% of GDP in 2014) are not transmitted and saved in the banking sector. 
Only 2% of remittances are estimated to be deposited with banks. Lack of public trust in the 
financial system poses a real threat to its deepening and broadening, as it deprives the system 
of the funding support required for its development and stability. Development of financial 
infrastructure, modernization of its secured transaction system, application of credit history from 
two recently established credit bureaus, along with Improvements in customer services, are 
therefore critical issues.  
 
7.  The microfinance subsector lacks access to capital. The MFI sector is relatively 
strong in Tajikistan as it has been supported by international investors and ongoing multi-donor 
regulatory support, initiated by ADB in 2001. MFIs have been crucial to serving the financing 
needs of poor and low income households, but their outreach remains limited. Access to capital 
is the main challenge for the MFI sector. Most active MFIs depend on donor funding 
denominated in foreign currency, which increases their exposure to foreign exchange risk. 
Three MFIs have achieved sound financial strength. One MFI (Imon International) is planning to 
obtain a bank license. MFIs offer limited financial products, affecting their profitability and 
overreliance on a few products – microfinance loans and forex operations.  
 
8. Despite recent rapid growth, the insurance industry remains underdeveloped, 
highly concentrated and undercapitalized. Tajikistan’s insurance industry is very small in 
terms of size and significance. Insurance penetration was 0.2% of GDP in 2013, compared with 

                                                
6
 IMF. 2015. Statistical Appendix. Regional Economic Outlook Update: Middle East and Central Asia. Washington 

DC.  
7
 Non-performing loans (NPLs) are those overdue by 30 days or more. 

8
 Capital adequacy ratio (CAR) is tier I capital as percent of risk-weighted assets. 

9
 Inflation rate averaged 7.2% in 2009-2013, peaking at 12.5% in 2011.    

10
 The Law on Insurance of Individual Deposits, adopted on 2 August 2011, provides insurance for individual deposits 
of up to TJS7,000 (about $1,470), including interest 

11
 According to NBT, in 2013, the share of cash (M0) to M2 money supply averaged around 47%, much higher than 
the average for OECD countries (6%) and peer countries with the same per capita income (25%).  
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the emerging market average of 3%. 12  The introduction of mandatory insurance lines has 
helped develop the market.13 The 16 mandatory insurance products represent about 75% of the 
total insurance portfolio. Out of 16 insurance companies, two are state-owned and dominate the 
market with 75% of market coverage. This state dominance, compounded with tax distortions, 
hampers sector development. Microinsurance development is needed to protect poor people 
against risk (e.g., accident, illness, deaths in the family, and disasters), especially those in the 
informal economy. Low income populations with limited insurance experience and knowledge 
need financial education to understand and use such products. Reduction of state ownership 
and moving the supervision of the sector away from the government and into a sound, 
independent financial regulator will foster competition and encourage market development.14  
  
9. Leasing is limited. The leasing industry is very small. The leasing portfolio, which had 
peaked at $6.7 million in 2007, shrunk to $0.62 million in 2010, accounting for less than 0.1% of 
the banking sector’s outstanding loans. There are nine registered leasing companies, which 
mainly provide agricultural and manufacturing equipment leasing. In 2012, the government 
eliminated double taxation and custom duties on purchased equipment, which helped boost 
leasing operations. The growth of leasing is constrained by a lack of access to long-term capital. 
 
10. The capital market is underdeveloped. The security market is centered on the 
issuance of short-term government securities with heavily capped interest rates. Volumes are 
small and unpredictable ─ planned auctions can be cancelled at any time. Government 
securities are not traded in the secondary market and do not provide benchmarking for 
corporate bonds. So far no corporate bond has been issued except for the Rogun shares, which 
were forcibly sold to legal entities and individuals by the government to raise capital for the 
construction of the Rogun hydropower station. The NBT issues small volumes of certificates of 
deposit for which there is no secondary market. A capital market law was adopted in 2011 
covering all capital market areas (underwriting, brokerage, dealing, asset management, 
depository, and regulator responsibilities), but no regulations have been issued.  
 
11. Regulation and supervision needs further strengthening. Tajikistan has made good 
progress in regulation and supervision development. However, supervision is still mainly 
compliance-based, with little focus on good governance and risk management. Regulation and 
supervision need to be strengthened to better manage credit, market, operation, concentration, 
interest rate, and liquidity risks, as well as to improve corporate governance and internal control 
systems of the financial institutions. Adaption of IFRS, more advanced risk assessment tools, 
stress testing and crisis management tools are among primary measures that need to be 
introduced immediately.  
 
B. Government’s Sector Strategy 
 
12.  Tajikistan’s Financial Sector Development Strategy for 2010–2015 proposes deepening 
the financial system through the balanced development of the banking sector and nonbanking 
institutions. Key reforms include (i) strengthening regulation and supervision in line with 
international standards and good practice; (ii) increasing autonomy and governance of the 
National Bank of Tajikistan (NBT); (iii) developing an enabling environment for long-term 
savings; (iv) establishing a strong legal framework for insurance and leasing; and (v) developing 
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 Insurance penetration is measured as the ratio of premiums underwritten in a particular year to GDP.   
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 Mandatory insurance lines include, among others, mandatory motor vehicle third party liability, employer’s liability, 

and nine types of voluntary social insurance.  
14

 Supervision of the insurance industry is now the responsibility of Tajikistan’s Ministry of Finance.   
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a capital market and government securities benchmark program. The government also 
recognizes the importance of financial consumer protection and improving financial literacy. In 
2008, the government enacted the mortgage law, which specified new mechanisms for 
financing rural farms. 15  The implementation of the Financial Sector Stability Action Plan, 
developed jointly with the IMF, has improved aspects of accounting and provisioning for 
financial institutions. 
 
13. Significant efforts were made to improve the NBT's supervisory capacity, particularly in 
the areas of on-site supervision, the introduction of robust off-site reporting, and data analysis 
capacity. The Financial Sector Development Strategy calls for further strengthening of the 
governance and financial autonomy of the NBT. The strategy also recognizes that the NBT 
should refrain from providing commercial lending, pledges and guarantees to financial 
institutions, which have significantly jeopardized its balance sheet in recent years.  
 
14.  In 2009, the government put in place a legal framework for financial information-sharing, 
with the first private credit bureau opening in April 2010. The four large commercial banks with 
extensive branch networks, six MFIs and the Association of Microfinance Organizations became 
members of the credit bureau and committed to share credit information to facilitate quality 
lending to the private sector. In 2013, private credit bureau coverage stood at 2.1% of the adult 
population.16 In 2014, the NBT adopted two new regulatory frameworks. E-banking law came 
into force in July 2014 to help expand mobile financial services and financial inclusion. The 
Islamic banking principles have been introduced through the law on Islamic Finance, which was 
enacted in August 2014.  
 
C. ADB Sector Experience and Assistance Program 
 
15. The Independent Evaluation Department’s Country Assistance Program Evaluation 
indicates only 1% of the value of ADB’s project portfolio for Tajikistan during 1998-2013 was 
allocated to the finance sector (compared to 42% to the transport sector).17 Despite this small 
allocation, ADB’s interventions in the microfinance sector were recognized as successful. For 
example, ADB's Microfinance Systems Development Program, approved in June 2003, 
strengthened the MFI sector and improved access to local financial institutions for savings and 
credit, as well as strengthening links between local commercial banks and MFIs. It also 
contributed to gender equality and increased incomes of the targeted beneficiaries. Ongoing 
ADB projects focus on (i) improving capacity for rural financial inclusion by adopting responsible 
finance policies and specific performance metrics of profitability, asset quality and rural client 
outreach; (ii) enhancing access to finance for smart green energy solutions; and (iii) 
strengthening trade finance.  
 
16. Over the CPS period, ADB interventions will continue to support the microfinance 
system of Tajikistan to provide credits for households for energy-efficient and environment-
friendly homes and promote climate resilience.18 ADB will promote financial technology for the 
poor through improving regulatory and supervision framework, enhancing capacity of 
microfinance institutions and client education in mobile banking. ADB will also support the 
government’s efforts to develop the capital market and insurance sector. 
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 The Law of the Republic of Tajikistan “On Mortgage” dated 20 March 2008, N364. 
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 World Bank. 2014. Business Environment Indicators for Tajikistan. Washington DC.  
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 ADB. 2014. Country Assistance Program Evaluation Program: Republic of Tajikistan. Manila.  
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 ADB. 2013. Access to Green Finance (Grant 0346) and Building Climate Resilience in the Pyanj River Basin (Grant 
0352). Manila.  
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Problem Tree for Finance Sector 
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