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I.

THE PROPOSAL

1.
I submit for your approval the following report and recommendation on (i) a proposed
programmatic approach for the Financial Sector and Fiscal Management Improvement Program,
and (ii) a proposed policy-based grant to the Republic of Tajikistan for subprogram 1 of the
Financial Sector and Fiscal Management Improvement Program.
2.
The proposed program aims to support the government’s efforts to accelerate sustainable
private sector growth by creating a more stable financial system, increasing access to financial
services, and improving fiscal management. The program will accomplish this by building on longstanding support from the Asian Development Bank (ADB) for government-led reforms to expand
economic opportunities and develop the private sector.1 The programmatic approach, with one
subprogram in 2020 and one in 2022, recognizes that reforms of this nature are complex and
require strong ownership from the government and a medium-term horizon. The approach (i)
allows a degree of flexibility in aligning policy actions with macroeconomic conditions; and (ii)
supports institutional capacity development, allowing for the implementation of policies, laws, and
regulations methodically and chronologically. The key reforms will be delivered through a set of
policy actions sequenced in two subprograms, with subprogram 2 building on the progress made
under subprogram 1. Subprogram 1 consists of 12 policy actions, all of which have been
accomplished. Subprogram 1 focuses on formulation of the sector policy and guidelines, and
changing institutional structure to build the foundation for substantive reforms to improve banking
sector stability, financial sector oversight and development, as well as fiscal management.
Subprogram 2 will align these policy and institutional reforms to the country’s legal and regulatory
framework, and support implementation of financial sector development strategy and fiscal
management improvement policies. The targets and indicators for each reform will be tracked
through the design and monitoring framework (Appendix 1). The programmatic approach has a
results orientation, where upstream reforms are followed by effective downstream implementation
and monitoring.
II.
A.

PROGRAM AND RATIONALE

Background and Development Constraints

3.
Development context. Tajikistan’s real gross domestic product (GDP) grew at an
average of 7.2% in 2016–2019, driven mainly by substantial foreign and domestic public
investment, remittance-funded consumption, and services. However, the economy remains
vulnerable to external shocks because of its narrow export base and high dependence on
remittance inflows, mainly from the Russian Federation, which amounted to 33.4% of the $8.2
billion GDP in 2019.2 Economic vulnerabilities are exacerbated by (i) a fragile banking sector
ineffective in performing financial intermediation, (ii) the country’s close correlation with the
Russian Federation’s business cycle, (iii) a less-developed private sector, and (iv) weak fiscal
management. Challenges in the financial sector, including a high level of nonperforming loans
(NPLs), weak macroprudential oversight, prevalence of state-owned commercial banks, lack of a
sector development strategy, and an underdeveloped domestic bond market, dominate the
challenges in economic management. These factors impair not only economic development and
poverty reduction but also the efficiency of public investment.
4.
The coronavirus disease (COVID-19) pandemic is causing significant socioeconomic
shock to Tajikistan. Key transmission mechanisms include the abrupt reduction in remittances,
1
2

ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Policy-Based Loan
and Grant for Subprogram 2 to the Republic of Tajikistan for the Investment Climate Reforms Program. Manila.
ADB. 2020. Asian Development Outlook 2020: What Drives Innovation in Asia? Manila.
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international trade, and foreign direct investment; and slowdowns in transport, tourism, retail, and
finance industries. ADB forecasts that GDP will contract by 0.5% in 2020.3 International Monetary
Fund (IMF) also forecasts in September 2020, economic growth will decelerate sharply from 7.5%
of GDP in 2019 to 1.0% in 2020. The fiscal deficit declined to 2.1% of GDP in 2019 but is expected
to increase to 6.0% in 2020 because of substantial losses in revenues, which dropped by 2.2%
of GDP during the first half of 2020, and the need to accommodate additional expenditure to fund
the government’s countercyclical response to the pandemic. Unemployment and poverty are
expected to rise further because of containment measures undertaken in May–June 2020 and
the continuing lockdown. During the first half of 2020, the volume of remittances from the Russian
Federation dropped by 38.7% because of the 57.0% decline in migration caused by the lockdown,
and the 12.9% depreciation of the ruble against the United States dollar.4 The loss of remittance
earnings had a significant negative social impact since more than 50% of households, mostly in
the poorest regions, rely primarily on remittances for their source of income.5 Unemployment is
expected to rise from 2.0% in February 2020 to 6.1% by the end of 2020.
5.
Binding constraints. The economy is dominated by state-owned enterprises (SOEs), the
23 largest of which collectively account for about 10% of total public sector employment.6 SOEs
account for more than 40.0% of total value added and are present in 21 out of 28 sectors, a share
that is considerably above the Organisation for Economic Co-operation and Development
average of 13.7%. A large part of the economy is informal and cash-based, especially in
agriculture, retail trade, and consumer services. This structure has major negative implications
that limit financial sector development and its capacity to support economic growth. Strong public
financial management (PFM) will improve the allocative efficiency of scarce public resources by
introducing fiscal discipline in expenditure allocation. This measure, in conjunction with strong
revenue mobilization efforts, will augment the fiscal space for public investment in high-quality
key economic infrastructure and public services needed to crowd in private investment. The main
objective of the National Development Strategy of the Republic of Tajikistan for the Period up to
2030 (NDS 2030) is to improve the standard of living by transitioning to an economy dominated
by industry.7 Accelerated industrialization is expected to increase labor productivity, which will
boost disposable income. The transition will be accomplished by implementing structural reforms.
The program will help the government achieve this objective through (i) enhanced banking sector
stability, (ii) improved enabling environment for the financial sector, and (iii) strengthened fiscal
management.
6.
Banking sector instability. Banking sector is fragile because of several factors. It has
yet to recover from the 2015 financial crisis that left two large banks insolvent because of
excessive related-party lending, despite being recapitalized by the government, with their clients’
access to their deposit accounts restricted. Banking sector continues to suffer from a high level
of NPLs, with a ratio of 31% for the entire banking system, and 19.4%, excluding the two insolvent
banks at the end of June 2020. Banks dominate the financial sector with commercial banks
holding 85% of all financial assets and about 43% of banking assets controlled by state-owned
commercial banks. The insurance industry is exceedingly small, with insurance penetration at

3
4

5
6
7

ADB. 2020. Asian Development Outlook 2020 Update. Manila.
Tajikistan stopped all regular flights with the Russian Federation on 20 March 2020. Self-isolation (containment)
measures in the Russian Federation during April–May 2020 resulted in weak demand for labor in construction and
retail, where most migrants from Tajikistan had worked.
World Bank. 2020. Project Appraisal Document: Tajikistan Emergency COVID-19 Project. Washington, DC.
World Bank. 2018. Tajikistan Changing Regional Environment: Critical to Capitalize. Washington, DC.
Government of Tajikistan. 2016. National Development Strategy of the Republic of Tajikistan for the Period up to
2030. Dushanbe.
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only 0.34% of GDP in 2018.8 The limited range of financial products and expectation for credit
losses contribute to high-risk premiums. Borrowing costs are high (with average interest rates of
more than 22.5% in national currency and 13.0% in foreign currency) driven by the lack of
competition, high transaction and administration costs, and asymmetric information between
borrowers and lenders. While overall bank liquidity appears sufficient, with the liquidity ratio (liquid
assets over short-term liabilities up to 30 days) standing at 65% as of 30 June 2020, compared
with a 30% requirement, most liabilities have a short tenor, causing banks to be hesitant to lend
long term.9 The high cost of borrowing has dampened loan demand and contributed to reduced
credit to the private sector, which fell from 23% of GDP in 2015 to 12% in 2018. Given the
impediments to credit access, firms resort to other options for raising capital, including selling of
assets and informal borrowing. Directed lending to SOEs has crowded out private borrowing and
investment and increased NPLs and overall financial system risk and instability.10 The share of
outstanding loans to SOEs increased from 15.0% of total loans (TJS773 million or $162.4 million)
in 2012 to 26.6% of total loans (TJS2.6 billion or $252.0 million) by the end of June 2020.11 Weak
banking system performance lowered public confidence in the sector, encouraging households to
keep savings outside the financial system. The Individuals Deposit Insurance Fund (IDIF)
provides coverage up to about $2,900 per person; however, its resources are insufficient to pay
currently insured depositors in case of a systemic banking crisis or liquidation of an insolvent
bank.12 A back-up funding mechanism for IDIF to cover potential shortfalls in reserves is not in
place, posing negative consequences for financial stability and public confidence. The financial
position of IDIF is jeopardized as it is authorized to invest only in government securities, which
are issued at a low annual interest rate of 0.99%. Low domestic savings, a high share of cash in
the money supply, and a 20% drop in the total value of deposits held by individuals in banks in
2015–2019 all reflect the public’s lack of confidence in the banking system.13
7.
Weaknesses in financial sector oversight and development. No medium-term
financial sector strategy exists to help guide financial market development. The National Bank of
Tajikistan (NBT) is responsible for supervising financial sector, overseeing financial stability, and
conducting macroprudential policy.14 While financial system oversight has evolved, deficiencies
remain within the NBT’s institutional framework, macroprudential surveillance, analysis, and
policy tools. Insurance regulation is not in full compliance with international standards, and capital
requirements for private insurers are extremely low. The regulatory mechanism for Islamic and
traditional banks is designed to generally provide equitable conditions. However, the law on
Islamic banking has shortcomings, hindering the development of Islamic finance. The law does
not contain provisions defining the features of banking or insurance transactions consistent with
the principles of murabaha (markup), mudaraba (labor), ijara (leasing), and takaful (insurance).
The lack of a well-functioning government bond market negatively impacts capital market
development and the creation of a domestic benchmark yield curve. The securities market is
centered on issuance of short-term government securities at a fixed 0.99% interest rate, which

8

V. Gorchakov, H. Alvarez, and D. Anokhov. 2019. Central Asia Industry Research—Insurance. Rating-Agentur
Expert RA GmbH. Frankfurt. 1 November.
9 National Bank of Tajikistan. 2020. Banking Statistics Bulletin. Dushanbe (accessed 30 June 2020).
10 Average NPLs increased from 9.0% in 2012 to 47.6% in 2016 and declined to 31.0% by the end of June 2020.
11 National Bank of Tajikistan. 2020. Banking Statistics Bulletin. August. Dushanbe.
12 As of the end of 2019, IDIF reserves were about TJS285 million. Should the two state-owned and insolvent banks
be resolved, IDIF would have about TJS35 million in reserves remaining after paying insured depositors, against the
required TJS90 million in minimum capital.
13 At the end of 2018, the share of cash (M0), checking deposits, and near money (M2) averaged 78% of the money
supply, which was significantly greater than that of peer countries with similar per capita income (25% average).
14 Macroprudential regulation refers to the use of policy tools to mitigate systemic risk in the financial system.
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results in small volumes and little investor demand.15 IDIF is the only purchaser of these securities
and no secondary market exists.
8.
Weaknesses in fiscal management. The recently approved Tajikistan Public Financial
Management Reform Strategy 2019–2030 (PFMRS 2030) identified several constraints on
achieving effective PFM, 16 including (i) the lack of an effective medium-term budget plan; (ii)
limited budget transparency; and (iii) an inadequate financial reporting system for SOEs,
particularly on the treatment of their debts and associated fiscal risks. There is no unified
framework for managing a public investment program. Public investment management (PIM) is
fragmented among various agencies and in some cases guided by the rules and regulations of
funding partners. Robust PIM practices are lacking that would better link the public investment
program portfolio with needed development strategies through a vigorous appraisal process and
independent assessment of investment proposals. While the 2017 Public Expenditure and
Financial Accountability assessment reflected some progress since 2017 in PFM, including
gradual improvement in the comprehensiveness of annual budget information and predictability
and control in budget execution, weaknesses remain in financial data integrity and external audit.
A medium-term perspective needs to be embedded in expenditure budgeting, to comply with
internationally recognized accounting standards and to strengthen fiscal risk management of
SOEs. To reduce Tajikistan’s vulnerability to economic shocks, maintain growth, and improve
social development, PFM must be further strengthened by removing constraints on it. Strong PFM
will improve allocative efficiency of scarce public resources, which will augment the fiscal space
for public investment to crowd in private investment and contribute to economic development.
Unclear taxation of certain financial services (insurance and Islamic finance) significantly affects
their viability. Gaps in the tax code and distortive tax collection practices pose a significant barrier
to private sector investment.
9.
ADB engagement. Overall, ADB engagement has helped the government achieve critical
structural reforms that supported the expansion of economic opportunities and improvements to
the private investment climate. The proposed program builds upon successful reforms under the
ADB Investment Climate Reforms Program, subprograms 1 and 2 for improving private
investment (footnote 1). The choice of a policy-based grant modality for the program allows
combining policy dialogue with technical assistance (TA) and diagnostic studies that support
meaningful policy reforms. In designing the program, ADB closely coordinated with development
partners, including the IMF and the World Bank, to identify key reform areas that will accelerate
and sustain medium-term growth.
10.
Lessons. Key lessons identified from interventions and experience with policy-based
lending in Central Asia have been incorporated into the program’s design, including the following:
(i) utilization of long-term programmatic assistance is best placed to support medium-term
investment and business climate reforms, (ii) strong government ownership of reforms is critical
to achieving results, (iii) the sustainability of reforms can be better ensured through the concurrent
use of focused TA support to guide implementation, (iv) the design of the program would have
benefited from leveraging critical reform progress from earlier policy-based operations, and (v)
focused and highly impactful policy actions should be pursued to help ensure that the reform
program can be carried out effectively and that implementing agencies are fully connected to the
process.17

The State Treasury Bills’ rate has been capped by the Ministry of Finance at 0.99% per annum since 2016.
Government of Tajikistan. Public Financial Management Reform Strategy, 2019–2030. Unpublished.
17 ADB. 2018. Corporate Evaluation: Policy-Based Lending, 2008–2017. Manila.
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B.

Policy Reform and ADB’s Value Addition

11.
Alignment with national development strategies and ADB strategic engagement.
NDS 2030 aims to ensure a steadily growing, competitive country that provides decent living
standards, and equal opportunities for everyone to realize their potential on the basis of equality,
justice, and respect for human dignity. NDS 2030 identifies a number of problems hindering the
financial sector, including (i) inefficient domestic resource mobilization for domestic lending and
investment, (ii) low level of capitalization of financial institutions, (iii) limited diversification of
financial products and channels, and (iv) high price of financial services. The PFMRS 2030 directs
PFM reforms, underpinned by a four-pronged objective to ensure (i) fiscal discipline, (ii) allocative
efficiency, (iii) operational efficiency, and (iv) transparency and accountability of public resources.
The program is closely aligned with the objectives of the strategies and ADB’s country partnership
strategy for Tajikistan, 2016–2020 included in ADB’s country operations business plan for
Tajikistan, 2020–2022. The program builds on ADB’s long-standing support to Tajikistan for
business and investment climate reforms and financial sector development.18 The program is
consistent with ADB’s Strategy 2030 and its focus on strengthening governance and institutional
capacity by supporting public management reforms and financial sustainability, improving service
delivery, and accelerating progress in gender equality.19
12.
Reform area 1: Banking sector stability enhanced. The program will enhance banking
sector stability and improve public confidence in the financial system by (i) helping IDIF fund
payouts to depositors in the event of insolvency of an insured financial institution; (ii) improving
the ability of the NBT to monitor and manage financial stability and banking sector soundness;
and (iii) increasing the capacity of the NBT to measure and manage credit risks in financial
institutions and preventing excessive concentration of loans to SOEs, which can pose default
risks. The government adopted a resolution to provide a loan to IDIF covering any capital shortfall
if its resources are insufficient, so it can pay insured depositors during the liquidation of an
insolvent bank. This measure will help the government solve lingering banking problems as it
expedites the adoption of a resolution mechanism for insolvent banks, as has been emphasized
by development partners since 2017.20 IDIF adopted a resolution that indicates steps to resolve
the fund’s current capital deficit by making participation in the fund mandatory for all banks and
gradually raising the coverage amount for insured deposits to increase confidence in the banking
system. The NBT’s ability to monitor and manage financial stability and banking sector soundness
was improved through several actions. The NBT issued a regulation requiring banks to improve
their operational risk management. The Law on Banking was amended expanding fit-and-proper
requirements that vet the professional competence and reliability of banks’ management, board,
and audit committee, to better control conflicts of interest. The NBT expanded the stress-testing
framework for financial stability, improving macroprudential surveillance and analysis. To increase
banks’ soundness and ability to manage risks while retaining sufficient capital buffers, the NBT

18

ADB. 2016. Country Partnership Strategy: Tajikistan, 2016–2020. Manila; and ADB. 2020. Country Operations
Business Plan: Tajikistan, 2020–2022. Manila.
19 ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific.
Manila.
20 The government bailed out two insolvent banks in 2016 through recapitalization. However, their financial standing
did not improve. Resolution of insolvent banks has been part of the reform discussions between the IMF and the
government, and stymied by negative overall public perception of banks, concern over potential fiscal impact,
monetary policy implications, and moral hazard. Bank resolution and sector reform require solid government
commitment to deal with insolvencies, reduce NPLs, and mitigate residual implications of directed or related-party
lending. These issues highlight the need for development partners to coordinate closely and build consensus in
providing quality assistance and coherent advice to the government.
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adopted a plan to better align regulatory capital requirements with Basel II.21 To better mitigate
credit exposures, the NBT developed a comprehensive template for banks to accurately report
lending exposure, and expanded financial reporting requirements by incorporating data needed
under the International Financial Reporting Standards (IFRS) 9. These reforms will continue with
follow-up policy actions proposed for subprogram 2, including (i) improving the institutional setup
and corporate governance of IDIF; (ii) adopting a formal backup funding arrangement and a new
framework to increase the scope and level of deposit insurance coverage; (iii) including all
deposit-taking institutions in the insurance scheme and adopting risk-based premiums; (iv)
improving financial stability reporting; (v) expanding the NBT’s macroprudential policy tools and
instruments; (vi) implementing steps to adopt Basel II; (vii) expanding collection of sexdisaggregated financial data; and (viii) adopting policies to mitigate and limit the credit exposure
in banks, including lending to SOEs.
13.
Reform area 2: Enabling environment for financial sector development improved.
The program will improve the development of financial sector, including Islamic banking and
insurance; increase competition; and expand gender inclusiveness. The last financial sector
strategy for Tajikistan covered 2010–2015. The lack of a successor strategy has hindered the
government’s ability to identify, prioritize, and sequence critical reforms. The government will
prepare a comprehensive financial sector development strategy. The government has formed a
working group (30% women), including delegates from MOF, the NBT, and IDIF, to prepare a
medium-term financial sector development strategy and road map. It includes trackable target
indicators for improving access of women to finance, promotes fintech development and mobile
financial services, and plans to strengthen financial consumer protection. 22 To expand the
securities market, MOF improved the process of issuing and circulating state securities and
approved an action plan for modernizing the state securities auction process. It includes the
auction of securities at tenors longer than 91 days at market rates under a pilot test. To remove
barriers to financial sector development and to improve supervision and clarification of the legal
and regulatory framework, the government (i) adopted a resolution defining minimum statutory
capital for insurance and reinsurance companies; and (ii) issued regulations governing the
activities of Islamic credit institutions, including minimum capital and other prudential
requirements. These reforms will continue with follow-up policy actions proposed for subprogram
2, including (i) adoption of a medium-term financial sector strategy and road map incorporating
gender aspects, (ii) auctioning of government securities under a pilot program at marketdetermined interest rates, (iii) development of an insurance industry medium-term strategy and
road map, (iv) amendment of the law on insurance to improve insurance supervision, and (v)
amendment of the law on Islamic banking to remove impediments to Islamic finance development.
14.
Reform area 3: Fiscal management strengthened. The program will improve
transparency and accountability of the PFM system to help ensure that public resources are
appropriately allocated to strategic priorities. To improve budget transparency and ensure that
budgets reflect the government's social and economic priorities, MOF (i) updated guidelines to
ensure transparency and public access to budget information and the semiannual state budget
review; and (ii) approved an analysis for the effective rollout of the medium-term expenditure
framework (MTEF), incorporating gender-responsive budgeting and analysis and ensuring
consistency with sector plans and an improved analysis of capital investment expenditure. MOF
upgraded public sector accounting by adopting a road map for implementing public sector
21

Basel II is a set of international banking regulations put forth by the Basel Committee on Banking Supervision, which
leveled the international regulation field with uniform rules and guidelines. Basel II expanded the rules for minimum
capital requirements established under Basel I, the first international regulatory accord, and provided the framework
for regulatory review and set disclosure requirements for assessment of banks’ capital adequacy.
22 Fintech is application of new technology to improve and automate the delivery and use of financial services.
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financial reporting standards in 2020–2025, and the phased introduction of International Public
Sector Accounting Standards (IPSAS). To strengthen oversight and accountability of SOEs, the
government adopted (i) updated financial reporting requirements for large SOEs in accordance
with IFRS, (ii) a new regulation creating a supervisory board to oversee overall financial
performance of SOEs, and (iii) guidelines for assessing fiscal risks. A new tax code was submitted
to the High-Level Working Group, which provides for proper tax treatment of insurance activities
and Islamic finance. The government adopted a decree to improve the procedure and monitoring
mechanism of tax and customs benefits. These reforms will continue with follow-up policy actions
proposed for subprogram 2, including (i) adopting a 3-year rolling MTEF, (ii) reconciling the MTEF
with the strategic plans of pilot sectors that incorporate gender-responsive budgeting and
improved analysis of investment expenditure for robust PIM practices, (iii) approving a manual on
compliance of public financial statements with IPSAS, (iv) implementing consolidated financial
statements for large SOEs in accordance with IFRS, and (v) submitting a new tax code to
Parliament.
15.
ADB’s value addition. ADB’s experience with policy engagement and capacity
development in financial sector and fiscal management, and long-standing relationship with the
government have been important to identify and implement critical reforms. Strong value addition
is demonstrated by (i) identifying broad binding constraints and possible legal and institutional
solutions in accord with international best practices; (ii) conducting detailed policy dialogue and
generating diagnostic studies; (iii) having long-standing experience in designing and
implementing TA and policy-based lending supporting reforms that increase private investment,
economic diversification, and inclusive growth; and (iv) closely coordinating with other
development partners to avoid duplication and ensure consistency of key policy messages.23
16.
Macroeconomic management and debt sustainability. Tajikistan managed to maintain
general macroeconomic stability and growth through the second quarter of 2020 despite
significant shocks caused by the COVID-19 pandemic. GDP growth, however, slowed from 7.5%
in the first half of 2019 to 3.5% in the same period of 2020, reflecting the pandemic’s impact:
declining remittances, external trade, and foreign direct investment. On 5 June 2020, the
President of Tajikistan signed a decree to mitigate the economic impact of the pandemic.24 The
government’s countercyclical assistance equaled 4.5% of GDP, nearly half of it earmarked to
support firms. Further impact on the economy is expected, with constraints on private
consumption, continuing decline in remittances, and slow progress of large infrastructure projects;
economic growth is forecast to decline to 1.0% for all of 2020. The fiscal deficit is expected to
increase to 6.0% in 2020 because of loss in revenues and the cost of the pandemic response
programs. The IMF’s Debt Sustainability Analysis indicates that overall risk of debt distress
remains high.25 Total public debt is expected to rise above 50% of GDP in 2020. However, the
IMF assessed that, based on the government’s commitment to fiscal consolidation, debt levels
will stabilize over the medium term, becoming sustainable. As the country has been facing
revenue shortfalls since March 2020, and with the current external debt–GDP ratio close to the
legal ceiling of 40%, the proposed ADB grant will create fiscal space and help improve debt
sustainability. To achieve fiscal and external debt consolidation and ensure macroeconomic
stability, the government approved PFMRS 2030 in January 2020 and committed to undertake
medium-term fiscal consolidation, including reprioritizing public spending, avoiding

23

ADB. 2019. Technical Assistance Reports: Republic of Tajikistan; Preparing the Financial Sector and Fiscal
Management Improvement Program. Manila.
24 President of Tajikistan. 2020. Decree on Prevention of the Impact of the COVID-19 Pandemic on Socio-Economic
Areas. Dushanbe.
25 IMF. 2020. Tajikistan: Request for the Rapid Credit Facility—Debt Sustainability Analysis. Washington, DC.
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nonconcessional external borrowing, strengthening public debt management, and reforming
taxes to support business.
17.
Development partner coordination. ADB has closely coordinated with development
partners, and they have indicated broad support for the scope and coverage of the program.26
Under the program, the government supported a standby lending facility between IDIF and MOF,
which is consistent with the IMF’s program conditionality. The IMF has not had a program in
Tajikistan since 2012. Authorities have been negotiating with the IMF on a new program since
2015, but when it will be in place is not yet known. Facilitation of capital market development is in
line with the European Bank for Reconstruction and Development’s TA project with MOF.
Strengthening the macroprudential framework and overall banking supervision, that includes
introducing remote authentication of clients for low-risk digital banking transactions, matches
World Bank and International Finance Corporation support for financial sector. ADB discussed
the reform proposals with the World Bank and the IMF and received positive support. ADB holds
regular follow-up discussions on financial sector with the IMF. ADB closely coordinated with the
IMF to assess the fiscal outlook and risks and the monitoring of public debt. Program policy
actions are consistent with the IMF’s 2019 Article IV Consultation assessment and
recommendations for Tajikistan. 27 The IMF has been providing guidance to Tajikistan, under
which the government and the NBT are expected to raise public confidence in the banking system,
improve banking sector regulatory and supervisory frameworks, and boost governance of SOEs.

C.

Impacts of the Reforms

18.
The country’s overarching development objective is increased private sector confidence
in and strengthening of the financial sector, which will help increase private investment (footnote
7).28 Raising banking sector stability will increase public confidence in financial sector, developing
financial sector will boost access to it, and improving fiscal management will accelerate
sustainable private sector growth. The effect of raising overall public confidence in financial sector
and strengthening its development framework, combined with improvements in fiscal
management, will help increase private investment.
D.

Development Financing Needs and Budget Support

19.
Development financing needs. To support government-led reforms to stabilize financial
sector, ADB proposes to provide a $90.0 million policy-based grant through a programmatic
approach, to be disbursed in two subprograms. For subprogram 1, the government has requested
a grant not exceeding $50.0 million from ADB’s Special Funds resources (Asian Development
Fund) to help finance the program and to cover the government’s urgent financing needs in 2020,
which equals to $735 million. The indicative amount for subprogram 2 is not exceeding $40 million
in 2022 to help finance policy and institutional reforms under subprogram 2. More financing is
provided in subprogram 1 to leverage upfront political support for the implementation of critical
reforms and improved coordination and collaboration across implementing agencies. The
government has limited domestic borrowing capacity because of the undeveloped government
26

Development Coordination (accessible from the list of linked documents in Appendix 2).
IMF. 2019. Republic of Tajikistan—Staff Report for the 2019 Article IV Consultation. Washington, DC. The report
emphasized that restoring financial stability and boosting confidence in the banking sector is needed, as is further
mitigating the fiscal risk from the largest SOEs. Key recommendations include (i) resolution of the two insolvent banks
and payout to insured depositors, (ii) strong sector oversight with implementation of an improved supervisory
framework, and (iii) greater oversight and transparency of SOEs. The program tackles reforms highlighted in the
IMF’s recommendations, including (i) supporting IDIF to fund payouts to depositors in the event of insolvency of an
insured financial institution, (ii) improving the ability of the NBT to monitor and manage financial stability and banking
soundness, and (iii) updating financial reporting requirements for SOEs in accordance with IFRS.
28 Program Impact Assessment (accessible from the list of linked documents in Appendix 2).
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securities market and low demand for government treasury bills. External funding needs are
expected to be sourced largely from concessional loans and grants provided by international
finance institutions. Authorities are considering access to nontraditional donors to supplement its
financing needs. The IMF approved a rapid credit facility of $189.5 million on 6 May 2020.29 ADB’s
COVID-19 Active Response and Expenditure Support Program grant, approved on 18 June 2020,
financed $50 million.30 The Eurasian Fund for Stabilization and Development approved a $50
million concessional budget support loan on 4 August 2020.31 An ADB grant of $20 million is
programmed for 2020 from the Power Sector Development Program.32 The government expects
other sources of concessional external financing to meet remaining development financing needs.
E.

Implementation Arrangements

20.
MOF is the executing agency for the program. The NBT, MOF, IDIF, and Tax Committee
are the implementing agencies. The program implementation period is August 2019–September
2022, with subprogram 1 already implemented from August 2019 to September 2020.
Subprogram 2 is expected to be implemented from October 2020 to September 2022. The
proceeds of the policy-based grant will be withdrawn in accordance with ADB’s Loan
Disbursement Handbook (2017, as amended from time to time).33
III.
A.

DUE DILIGENCE

Governance

21.
ADB completed a governance risk assessment in 2020 according to the implementation
guidelines of ADB’s Second Governance and Anticorruption Action Plan.34 The assessment found
that basic legislative, regulatory, and institutional frameworks are in place for all three governance
areas. While PFM has seen several important recent changes and improvements, anticorruption
activities are largely ineffective at a high level due to weak enforcement, primarily because of the
significant governance problems facing the government. The 2018 worldwide governance
indicators for Tajikistan are below regional averages. The key concerns include (i) voice and
accountability, (ii) political stability, (iii) government effectiveness, (iv) regulatory quality, (v) rule
of law, and (vi) control of corruption. The Public Expenditure and Financial Accountability
assessment for 2017 showed that some improvements had been made since 2012, mainly in (i)
comprehensiveness and transparency of budget information, (ii) predictability and control in
budget execution, (iii) accounting and reporting, and (iv) external scrutiny and audit. However,
several PFM concerns remain: (i) gaps between the budgeted and actual expenditures for
individual budget entities, (ii) a lack of public access to fiscal information, (iii) weak investment
project selection, and (iv) deficient medium-term expenditure estimates. The government has
been implementing reforms to improve governance, including measures to increase public
spending efficiency, ensure better governance of SOEs, and raise corporate governance
standards for financial sector.

29

The terms of the IMF loan are a 10-year tenor, 5-year grace period, and 0% interest.
ADB. 2020. Report and Recommendation of the President to the Board of Directors: Proposed Countercyclical
Support Facility Grant to the Republic of Tajikistan for the COVID-19 Active Response and Expenditure Support
Program. Manila.
31 The terms of the loan are a 20-year tenor, 8-year grace period, and 1% interest.
32 ADB. 2019. Country Operations Business Plan: Tajikistan, 2020–2022. Manila.
33 List of Ineligible Items (accessible from the list of linked documents in Appendix 2).
34 ADB. 2014. Revised Staff Guidance for Implementing the Second Governance and Anticorruption Action Plan
(GACAP II). Manila; and ADB. Forthcoming. Country Governance Risk Assessment: Republic of Tajikistan. Manila.
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B.

Poverty and Social

22.
The poor and vulnerable are the most at risk from the impact of economic crises, having
the least means to mitigate the effects or access finance that can help them temporarily
compensate for any reduction in income. The national poverty rate is high at 27.4% (12.0% of this
figure reflects the population that is defined as extremely poor). A further 46% of the population,
although living above the national poverty line, are classified as vulnerable and at risk of falling
into poverty.35 According to the 2016 Tajikistan Labor Force Survey, about 29.4% of the labor
force was informally employed; a high youth unemployment rate of 21.0% was particularly
problematic.36 About 73% of the population are based in rural areas, where agriculture absorbs
58% of the workforce, many of whom have low incomes and comprise vulnerable groups close to
the poverty line. Through a standby lending facility for IDIF, about 37,000 depositors in two
insolvent banks, who cannot access their insured deposit accounts will be paid off. With a more
stable banking sector, poor and vulnerable households in remote areas will have better access to
affordable finance. Tax code amendments that reduce the tax burden and streamline
administration will give poor and vulnerable households greater business opportunities, which will
expand the tax base, improving fiscal space. Amendments will improve targeting of public social
services and investment in infrastructure. Better-targeted public investment will crowd in private
investment, which will accelerate industrialization, increase labor productivity, and boost
disposable income.
C.

Gender

23.
The program is categorized as having some gender elements and integrates actions to
ensure that women can equitably benefit from the program’s outputs. The labor force participation
rate of females (48%) was much lower than that of males (78%) in 2018. According to the Labor
Force Survey, the most common occupations filled by females are unskilled work such as
cleaners and servants in institutions, hotels, and other places. In 2014, women represented 21.3%
of individual entrepreneurs operating on the basis of a patent and 38.0% operating on the basis
of a certificate.37 Women have impaired access to the financial system, especially in rural areas.
The main obstacles are the lack of products and services that meet women’s unique needs and
requirements, low financial literacy, and social and cultural barriers. The program ensures that
gender aspects, including ease of access to finance by women, will be incorporated into a
medium-term finance strategy. MOF will adopt gender-responsive budgeting and analysis in the
MTEF to better consider the needs of women through public services and investments.
D.

Safeguards

24.
Following ADB’s Safeguard Policy Statement (2009), the program is in category C for
environment, involuntary resettlement, and indigenous peoples. Program activities will be
confined to policy and institutional reforms. No activity will result in or lead to involuntary
resettlement or negatively affect indigenous peoples or the environment (Appendix 2).

35

Poverty figures are sourced from Tajikistan Statistics Agency. 2018. Household Budget Survey. Dushanbe.
Statista. Tajikistan: Youth unemployment rate from 1999 to 2019. https://www.statista.com/statistics/813092/youthunemployment-rate-in-tajikistan/ (accessed 1 June 2020).
37 State Statistics Agency. Gender Statistics Database (accessed September 2015).
36
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E.

Anticorruption

25.
ADB’s Anticorruption Policy (1998, as amended to date) was explained to and discussed
with the government and MOF. Major risks and mitigating measures are summarized in the table
and described in detail in the risk assessment and risk management plan.38
Summary of Risks and Mitigating Measures
Risks
Mitigation Measures
The growth of private investment might slow because of Continuance of TA and policy dialogue with the
lower remittance inflows resulting from the deteriorating government supporting efforts to diversify the economy
economic situation of major trading partners.
from remittance-led consumption
Slow progress in banking sector reforms, including
Continuance of TA and policy dialogue with the
moderation in directed lending, will constrain private
government supporting efforts to implement critical
sector growth.
banking sector reforms
Administrative capacity of implementing agencies is
Close coordination with key government agencies
weak because of lack of skilled staff, limited resources,
through ADB’s resident mission and the provision of TA
and other competing priorities.
to support administrative and implementation efforts
ADB = Asian Development Bank, TA = technical assistance.
Source: Asian Development Bank.

IV.

ASSURANCES

26.
The government has assured ADB that implementation of the program shall conform to
all applicable ADB policies, including those concerning anticorruption measures, safeguards,
gender, procurement, consulting services, and disbursement as described in detail in the grant
agreement. No disbursement shall be made unless ADB is satisfied that the government has
completed the policy actions specified in the policy matrix relating to the program. The grant
proceeds will be disbursed upon effectiveness of the grant agreement. As a condition to
effectiveness, all policy actions completed by the government as specified in the policy matrix
relating to the program will have to continue to be in effect.
V.

RECOMMENDATION

27.
I am satisfied that the proposed programmatic approach and policy-based grant would
comply with the Articles of Agreement of the Asian Development Bank (ADB) and recommend
that the Board approve
(i)
the programmatic approach for the Financial Sector and Fiscal Management
Improvement Program; and
(ii)
the grant not exceeding $50,000,000 to the Republic of Tajikistan from ADB’s
Special Funds resources (Asian Development Fund) for subprogram 1 of the
Financial Sector and Fiscal Management Improvement Program, on terms and
conditions that are substantially in accordance with those set forth in the draft grant
agreement presented to the Board.
Masatsugu Asakawa
President
17 November 2020

38

Risk Assessment and Risk Management Plan (accessible from the list of linked documents in Appendix 2).
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Appendix 1

DESIGN AND MONITORING FRAMEWORK
Country’s Overarching Development Objective
Increased private sector confidence in, and strengthening of, Tajikistan's financial sector, which is expected to
contribute to a higher level of private investment (National Development Strategy of the Republic of Tajikistan for
the Period up to 2030)a

Results Chain
Effect of the
Reform
Efficiency of
public and
private
resources
improved

Performance Indicators with Targets and
Baselines

Data Sources and
Reporting
Mechanisms

Risks

By 2023:
a. Ratio of bank deposits to GDP (percentage of
GDP) increased by 3.0 percentage points (2018
baseline: 14.12% of GDP)

a. National Bank of
Tajikistan annual
reports

b. Ability to develop and implement medium-term
fiscal strategy and budgeting improved (2017
baseline: Public expenditure and financial
accountability reporting rating of D+)

b. Public expenditure
and financial
accountability reporting

Reform Areas
under
Subprogram 1

Key Policy Actions

1. Banking
sector stability
enhanced

1.1 The government adopted a resolution to
provide financing to the Individuals Deposit
Insurance Fund should funds be insufficient to fund
payouts for insured deposit claims because of
potential insolvency of an insured financial
institution. (2019 baseline: Resolution not adopted)

1.1 Government
resolution, Individuals
Deposit Insurance
Fund report

1.2 Parliament approved amendments to the Law
on Banking that (i) expand fit-and-proper
requirements for management, (ii) set professional
competency requirements of supervisory boards
and audit committees, and (iii) better control
management conflicts of interest with related
parties. (2019 baseline: No amendment)

1.2 Parliamentamended law

By the end of September 2020:

Delayed
recovery from
the
coronavirus
disease
(COVID-19)
pandemic
causes a
greater-thanexpected
deterioration of
the economic
situation,
resulting in
changes to
government
priorities and
delayed
implementation
of critical
reforms,
negatively
affecting the
capacity of
individuals and
enterprises to
access
savings and
credit.
Weak
administrative
capacity of
implementing
agencies
because of
lack of skilled
staff, limited
resources, and
other
competing
priorities.

Appendix 1

Results Chain
2. Enabling
environment for
financial sector
development
improved

Performance Indicators with Targets and
Baselines
2.1 The government adopted a resolution defining
the minimum size of the authorized capital of
insurance and reinsurance organizations.
2.2 The government approved a resolution creating
a working group that will include at least 30%
women to create a medium-term financial sector
development strategy and road map that will,
among other elements, improve access of women
to finance, promote fintech, and contain plans to
strengthen financial consumer protection. (2019
baseline: No working group)
2.3 MOF submitted a draft resolution to Parliament
that will improve the process of issuing and
circulating securities of the Republic of Tajikistan.
(2019 baseline: No resolution)

3. Fiscal
management
strengthened

Data Sources and
Reporting
Mechanisms
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Risks

2.1 Governmentissued resolution,
National Bank of
Tajikistan report
2.2 Governmentissued resolution

2.3 A draft resolution
prepared and
submitted by MOF to
Parliament, and MOF
annual reports

3.1 MOF approved (i) guidelines on transparency
and public access to budget information and the
semiannual state budget review; and (ii) analysis to
revise the methodology for preparing the mediumterm expenditure framework, including genderresponsive budgeting. (2019 baseline: No updated
guideline and analysis)

3.1 MOF annual
budget guidelines and
analysis, and MOF
annual reports

3.2 The government adopted financial reporting
requirements for large state-owned enterprises in
accordance with International Financial Reporting
Standards. (2019 baseline: No updated
requirement)

3.2 Governmentadopted updated
financial reporting
guidelines, and MOF
annual reports

3.3 The government drafted a new tax code,
including clarification of taxation of voluntary
insurance premiums, provisions related to Islamic
finance, and treatment of provisions for
establishing loan loss reserves as an expense.
(2019 baseline: No draft new tax code)

3.3 MOF letter
transmitting draft new
tax code to High-Level
Working Group (tax
reform)

Budget Support
Asian Development Bank: $90 million (Asian Development Fund grant), of which $50 million is for subprogram 1
and $40 million for subprogram 2.
GDP = gross domestic product, MOF = Ministry of Finance.
a Government of Tajikistan. 2016. National Development Strategy of the Republic of Tajikistan for the Period up to
2030. Dushanbe.
Source: Asian Development Bank.
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LIST OF LINKED DOCUMENTS
http://www.adb.org/documents/rrps/?id=51066-001-2
1.
2.
3.
4.
5.
6.
7.
8.
9.

Grant Agreement
Sector Assessment (Summary): Finance Sector and Public Financial Management
Contribution to the ADB Results Framework
Development Coordination
Country Economic Indicators
International Monetary Fund Assessment Letter1
Summary Poverty Reduction and Social Strategy
Risk Assessment and Risk Management Plan
List of Ineligible Items

Supplementary Documents
10.
11.

1

Program Impact Assessment
Safeguards Assessment Matrix

The International Monetary Fund confirmed on 25 September 2020 that the attached Request for Disbursement
under the Rapid Credit Facility may serve as the IMF assessment letter.
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POLICY MATRIX
Reform areas
1. Banking
sector stability
enhanced

Subprogram 1 Prior Actions
(August 2019 to September 2020)
1. To increase public confidence in the banking system, the
Government (i) adopted a resolution covering availability of
funds, if necessary, to fund payouts for insured deposit claims
due to a potential insolvency of an insured financial institution,
(ii) concurred with the actions by the IDIF Board that resolved
to address the current deficit of the fund, and (iii) issued order
to make mandatory participation by all banks.
Required documents:
(i) Approved Government resolution
(ii) Approved IDIF Board resolution

2. To enhance risk management and governance in the banking
system, (1) the Parliament approved amendments to the Law
on Banking that: (i) expands fit-and-proper requirements for
management, (ii) sets professional competency requirements
of supervisory boards and audit committees, and (iii) better
controls conflicts of interest by management with related
parties, and (2) the NBT issued a regulatory instruction
requiring banks and other depositary institutions to have an
operational risk management policy.
3. To strengthen macroprudential surveillance and financial
stability, the NBT expanded the initial stress testing system
through a pilot providing for comprehensive modelling of the
banking system and adopted a plan to update regulatory capital
requirements that better align with Basel II.
Required documents:
(i) NBT Instruction No. 240 approved 24 October 2019
(ii) Parliament approved amendments to the Law on Banking

Subprogram 2 Indicative Actions
(October 2020 to September 2022)
1. The Government submits to Parliament the law to
amend the IDIF main law improving the institutional
setup and corporate governance and implementing a
new IDIF investment policy.
2. To strengthen IDIF’s ability to fund payouts to
depositors in the event of insolvency of an insured
financial institution, the MOF approves a formal backup funding arrangement for deposit insurance.
3. The IDIF Board formally adopts a new framework that
increases the scope and coverage of deposit
insurance, includes participation of all deposit-taking
institutions in the scheme imposes risk-based
premiums and improves the mechanism for paying
insured claims.
4. The NBT adopts expanded macroprudential policy
tools and instruments such as asset-based limits, loanto-deposit and loan-to-value ratios.
5. The NBT revises guidelines for banks and microfinance
institutions to collect and report baseline data on
account holders, savings, loans, repayment records,
and reasons for default disaggregated by region, size,
sector and sex.
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Reform areas

2. Enabling
environment
for financial
sector
development
improved

Subprogram 1 Prior Actions
(August 2019 to September 2020)
(iii) NBT letter about application of expanded pilot stress testing
system
(iv) NBT approved plan to update regulatory capital requirements
4. To improve the quality of risk and financial reporting of banks,
the NBT (i) approved revised financial data reporting
requirements on financial instruments consistent with IFRS 9,
and (ii) approved a comprehensive draft template to accurately
report lending exposures.
Required documents:
(i) NBT approved expanded financial reporting requirements
(ii) NBT prepared draft reporting template for submission to NBT
Board
5. To expand insurance industry competitiveness and growth of
Islamic finance: (i) the NBT approved instructions governing the
activities of Islamic credit organizations, including minimum
capital and other prudential requirements, and (ii)
the
Government adopted a resolution defining the minimum size of
the authorized capital of insurance and reinsurance
organizations.
6. To guide development of the financial sector and expand
access to finance, (i) the NBT adopted a procedurea allowing
for the remote identity confirmation of individuals for digital
financial products and e-money, and (ii) the Government
notified creation of an intergovernmental working group (30%
women) to develop a medium-term financial sector
development strategy covering access of women to finance,
Fintech development and enhancing financial consumer
protection.
Required documents:
(i) Instruction No. 238, approved by NBT Board of Directors, 5
August 2019
(ii) Government resolution No. 211 dated 31 March 2020
(iii) Approved procedure of the NBT Financial Monitoring
Department for remote identification for products with minimum
risks, including transfer of e-money. dated 6 July 2020

Subprogram 2 Indicative Actions
(October 2020 to September 2022)

6. NBT approves guidelines for banks to better control
SOE lending including establishment of limits on
exposures caused by potential directed or related party
lending.

7. Government adopts a medium-term financial sector
strategy and road map including steps to rehabilitate
the banking industry and enable greater competition,
incorporating gender aspects that are monitored and
reported regularly.
8. Government drafts a Law on Financial Ombudsman
with specific attention to gender implications.
9. The Government submits to Parliament for
consideration amendments to the Law on Insurance
and the Law of the Republic of Tajikistan on licensing
of separate types of activities.
10. The Cabinet approves the draft law on Islamic Banking
to address impediments to expanded development of
Islamic finance through improved supervision and legal
clarity of application of the principles of Murabaha,
Mudaraba, Musharaka, Ijara, and Takaful. b
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Reform areas

Subprogram 1 Prior Actions
(August 2019 to September 2020)
(iv) Government resolution creating a working group
7. To enhance the liquidity and efficiency of government securities
market, the MOF (i) submitted a draft resolution to the
Parliament that will improve the process of issuing and
circulating securities of the Republic of Tajikistan, and (ii)
approved an action plan to facilitate the issuance of securities
at market rates for tenors longer than 91 days.

3. Fiscal
management
strengthened

Required documents:
(i) Submission of Government resolution draft by MOF on rules for
issuance and circulation of Government securities of the
Republic of Tajikistan that streamlines the process
(ii) MOF resolution approving an action plan for modernizing the
securities auction process and performing a pilot test
8. To improve budget transparency and ensure budgets reflect
social and economic priorities of the Government, the MOF: (i)
approved guidelines that expand the scope of budgetary
information published on its official website and provide for
disclosure of comprehensive mid-year reviews of state budget
execution, and (ii) completed a diagnostic analysis of the
methodology needed to improve MTEF implementation by
incorporating gender responsive budgeting and enhancing
consistency with the sector plans and capital investment
expenditures.
Required documents:
(i) Order of the Ministry of Finance of the Republic of Tajikistan on
updating the guidelines for ensuring transparency and public
access to budget information
(ii) Approved guidelines on development of a semi-annual state
budget review
(iii) Approved action plan to introduce program budgeting
(iv) Approved analysis to revise methodology and manual for MTEF
9. To improve public sector accounting standards, MOF adopted
a roadmap for implementing financial reporting standards for
the public sector of Tajikistan over 2020–2025, including
introduction of full accrual basis of the IPSAS.
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Subprogram 2 Indicative Actions
(October 2020 to September 2022)
11. MOF launches auctions with government securities at
market determined interest rates under a pilot program
that tests investor demand for securities at longer
tenors.

12. MOF adopts a 3-year rolling MTEF for at least two large
spending departments and made budget allocations for
2022 based on the approved MTEF.
13. The Government approves resolution to include MTEF
a reconciliation mechanism with the strategic plans of
pilot sectors including health, education and social
protection, and gender responsive budgeting and
improved analysis of investment expenditure.
14. MOF reviews, adapts and operationalizes the new
MTEF module in the TFMIS.

15. To further improve public sector accounting standards,
MOF adds relevant chapters, including consolidated
financial statements of entities which are controlled by
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Reform areas

Subprogram 1 Prior Actions
(August 2019 to September 2020)
Required documents:
(i) Roadmap for implementation of financial reporting standards of
the public sector of Tajikistan for 2020–2025
(ii) Government order to carry out IPSAS 12 "Inventories" and 17
"Fixed Assets"
10. To strengthen oversight and accountability of SOEs, the
Government adopted (i) updated financial reporting
requirements for large SOEs in accordance with IFRS for
improved financial management and reporting, (ii) a new
regulation on the creation of a supervisory board in each large
SOE to oversee overall financial performance, and (iii)
guidelines for assessing fiscal risks for the Government.
Required documents:
(i) Order adopting updated SOE financial and other relevant
reports supporting oversight and accountability
(ii) Approved regulation on the creation of supervisory board
(iii) Order adopting guidelines for assessing fiscal risks for the
Government
11. To support financial sector development through ensuring
transparency and efficiency in tax policy, regulatory framework
and administration, (i) the Government drafted a new Tax Code,
including clarification of taxation of voluntary insurance
premiums, provisions related to Islamic finance and treatment
of provisions for establishing loan loss reserves as an expense,
and submitted to the High-Level Working Group for
consideration to submit it to the Parliament and (ii) the
government ratified the Exchange of Information framework
within tax authorities in Commonwealth of Independent States.
12. To ensure transparency of the mechanism for provision of tax
and customs incentives, the Government adopted the
resolution to improve the procedure of provision of tax and
customs benefits through introduction of cost-benefit analysis
framework for assessing the effectiveness of tax incentives and
definition of the authorized state body for the provision of tax
and customs incentives.

Subprogram 2 Indicative Actions
(October 2020 to September 2022)
the Government as defined by IPSAS 35, to the manual
on the IPSAS conceptual framework.

16. At least five large SOEs prepare consolidated financial
statements in accordance with IFRS for improved
financial management and reporting.

17. The Government submits to Parliament a new Tax
Code, including clarification of taxation of voluntary
insurance premiums, provisions related to Islamic
finance and treatment of provisions for establishing
loan loss reserves as an expense.
18. MOF improves tax policy, regulatory framework and
administration through:
a. amending the performance indicators of the tax
authority to ensure its objective as maximizing
voluntary tax compliance, instead of meeting tax
collection targets set by revenue forecast in budget
process;
b. introduction of a guideline to ensure avoidance of
double taxation of reinsurance premiums; and
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Reform areas

Subprogram 1 Prior Actions
(August 2019 to September 2020)
c.
Required documents:
(i) Letter transmitting draft of new Tax Code to the High-Level
Working Group
(ii) Draft of a new Tax Code
(iii) Ratified document on Exchange of Information framework
(iv) Government Resolution to improve the procedure of
provision of tax and customs benefits
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Subprogram 2 Indicative Actions
(October 2020 to September 2022)
introduction of a new recording and reporting
requirement of private sector transactions to the
tax authority through improving accounting
standards, recording and reporting mechanisms.

19. Government approved the workplan to address the
gaps in regulatory and administration frameworks to
meet the G20's BEPS minimum standard requirement
identified in the assessments by BEPS Inclusive
Framework secretariat.

BEPS = Base Erosion and Profit Shifting, IDIF = Individuals Deposit Insurance Fund, IFRS = International Financial Reporting Standards, IPSAS = International
Public Sector Accounting Standards, MOF = Ministry of Finance, MTEF = medium-term expenditure framework, NBT = National Bank of Tajikistan, SOE = stateowned enterprise, TFMIS = Tajikistan Financial Management Information System.
a The procedure allows clients confirm their identify remotely without physically visiting their financial institutions for identification purposes when processing low risk
transactions, including e-money transfers. This is also an important change supporting social distancing during COVID-19 pandemic.
b Murabaha - A contract of sale at a price plus an agreed profit margin for the bank. Mudaraba - An agreement between two parties where one which provides
100% of the capital and the other party manages the project with profits distributed according to a predetermined ratio. Musharaka - An agreement where capital
funds are comingled among partners to participate in a venture and profit is distributed among the partners in predetermined ratios, while any loss is borne by
each partner in proportion to contributions. Ijara—A form of leasing contract in which there is a transfer of ownership for a specified period and the transferee
earn profits by charging rentals for the use of the asset. Takaful—A form of insurance under Islamic finance principles wherein policyholders contribute money
into a pool to guarantee each other against loss or damage.

