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1.

UZBEKISTAN’S TRANSFORMATION

1.
This program document describes the proposed Development Policy Operation
(DPO) to the Republic of Uzbekistan in the amount of US$500 million. This operation is
historic: it is the first DPO from the WBG to the country since its independence supporting
Uzbekistan’s first steps in its transformation towards a successful market economy. Unlike many
planned economies that began this transition process in the early 1990s, Uzbekistan has been a
latecomer to market reforms. Nearly 25 years after the collapse of the Soviet Union, the country
remained a closed centrally-planned economy, with growth sustained by commodity export
revenues that financed import-substitution industrialization. Despite the serious structural
weaknesses of the model, it held over time—on the tailwinds of the commodities super-cycle and
ongoing government interventions. Import barriers and capital controls, significant directed
lending, as well as on- and off-budget subsidies supported a wide network of state-owned
enterprises (SOEs) and a few private-sector participants. However, economic growth was not
accompanied by productivity growth or sufficient high-quality job creation, leading to substantial
outward labor migration. Following the commodity price shock in 2014, the lack of price
flexibility (in exchange rates and domestic prices) led to the widening in relative price distortions,
and it became evident that existing economic policies were incapable of providing sustained
productivity growth and good-jobs creation to meet the needs of a growing and young population.
2.
With the weaknesses of the old growth model fully unmasked, and a pressing need for
jobs, Uzbekistan launched a process of market-oriented reforms that have surprised
observers by their breadth, depth and speed. In late 2016, following the first leadership change
since the country gained independence in 1991, newly-elected President Mirziyoyev embarked
upon an ambitious economic modernization program to reinvigorate equitable growth for all of
Uzbekistan’s citizens. The Government announced a broad market-oriented reform program,
which included five priority policy areas: (i) enhancing state and public institutions; (ii) securing
the rule of law and reform of the judicial system; (iii) promoting economic development; (iv)
fostering social development; and (v) ensuring personal and public security through inter-ethnic
and religious tolerance and constructive foreign policy. The program also restated the authorities’
commitment to macroeconomic stability and to improving the business climate.
3.
Following the issuance of its 2017-2021 Strategy, the Government of Uzbekistan
has made rapid progress on its path toward social and economic transformation. On
September 5, 2017, the authorities allowed the local currency, the Uzbek som, to depreciate by
over 50 percent, while abolishing the existing surrender requirements on exports; as a result, the
large parallel foreign exchange rate premium was eliminated. This move not only reduced large
economic distortions in the economy and avenues for corruption, but was also a key signal of the
Government’s reform commitment. There have also been important steps to reduce the state’s
large presence in the economy, liberalize prices and open the economy to greater foreign and
domestic private-sector participation in job growth and investment. These actions, by themselves,
represent a major first step for Uzbekistan’s strategy to achieve equitable growth and jobs, and
entail major structural changes that present both opportunities and challenges.
4.
Public expectations are high and demographic pressures are mounting. The current
process of social and economic opening has been receiving widespread support from the
1

population and has generated an upbeat mood in the country. Until now, citizens have responded
positively to the changes, as they feel that they are finally starting to be heard and that the
Government is genuinely interested in improving their economic situation. Given the high
expectations, the administration is under pressure to deliver tangible results as soon as possible,
especially as Uzbekistan is facing a major jobs challenge with a rapid rise of the working age
population which has been increasing by some 50 percent since 2000, from 14 million to 22 million
today. These demographic pressures also increase the risk of radicalization.
5.
Uzbekistan is now at a critical juncture of its economic transition—and it must
urgently tackle a legacy of stark microeconomic imbalances while sustaining macroeconomic
stability.1 Unlike other deep structural reform initiatives that were launched due to the presence
of unsurmountable macroeconomic imbalances, Uzbekistan transformation is taking place in a
context of a sustainable macroeconomic framework, and rests on comfortable buffers and low
public and external liabilities. Rather, the reforms are motivated by the increasingly visible
challenges posed by deep microeconomic imbalances—particularly given the lack of market
institutions, and market-based price determination—which have imperiled the efficient
reallocation of resources in the economy. This led to flagging productivity and faltering highquality job creation. In this light, the country’s progress towards a market economy will entail
three fundamental economic and societal shifts: (i) from a state-led to the private sector-led
economy; (ii) from inward-looking to an outward-looking growth and job-creation drivers; and
(iii) from general Government provision of all social services to a modern, targeted social
protection system. The actions taken in this direction to date—and supported by this DPO—
represent major initial steps toward Uzbekistan’s strategy of stimulating equitable growth and
private-sector led job creation. At the same time, the transformation toward a market economy
may also bring about transitional dislocations and possible adverse impacts for some vulnerable
parts of the population—adverse impacts that this operation aims to mitigate.
6.
The greatest priority for Uzbekistan is to make these reforms sustainable. This first
DPO supports fundamental economic policy reforms—major “first steps”—which set Uzbekistan
on a new development trajectory. Notwithstanding this effort, significant work is pending going
forward in a wide number of areas to build the sound market-based institutions that would underpin
Uzbekistan’s development going forward. In this light, while this DPO is a standalone operation,
it anticipates a longer-term strategic engagement, including additional financing in subsequent
years to support the next phase of the reform program which will have a stronger focus on sectoral
and institutional reform. Moreover, this reform program will be supported by a cohesive and wellcoordinated technical assistance program. Close coordination with other development partners is
a priority for the WBG to maximize synergies and to avoid overburdening the country’s absorption
capacity.

Uzbekistan’s Systematic Country Diagnostic (SCD, WB report No. 106454), published in May 2016, highlighted
the following key constraints to Uzbekistan’s inclusive growth and shared prosperity: (i) market distortions
undermining allocative efficiency and competition; (ii) regulatory barriers to firm operations preventing firm growth
and formalization; (iii) inefficient allocation of resources (land, labor, capital) depressing agricultural productivity
and rural incomes; (iv) insufficient and inefficient infrastructure, particularly connectivity, depressing
competitiveness.
1

2

7.
The DPO will support these reforms by providing an organizing framework based on
three key pillars:
•

Policy Area 1— Foundations for Sustainable Economic Growth and MacroFinancial Resilience. The DPO is supporting a fundamental adjustment of
macroeconomic policymaking, while helping mitigate near-term macro-fiscal and
financial risks. These key reforms include making the exchange rate regime marketbased (including by removing the surrender requirements), improved SOE governance
and reforms to support cost recovery and financial stability, as well as a strengthening
of financial sector systems through prudential regulations and stress testing.

•

Policy Area 2— Supporting Market Formation for Private Sector Development.
Through a combination of reforms and investments, Uzbekistan will be able to open
markets. A number of key reforms have been enacted to help create the foundations for
private sector-led growth. DPO-supported reforms include the market-based formation
of key prices, liberalizing international trade, and expanding opportunities for the
private sector in key sectors, including agriculture.

•

Policy Area 3— Enabling Job Creation and Managing Social Risks. The DPO
places special emphasis on mitigating possible negative impacts on vulnerable groups
due to the economic reforms. To this end, it supports the scaling-up of social safety
nets and reforms to facilitate the movement of workers from low value-added sectors
to high value-added sectors.

8.
This proposed DPO has been developed jointly by the World Bank and IFC, and has
been guided by the Maximizing Financing for Development (MFD) approach. The DPO
leverages an ongoing technical assistance program of IFC that covers key areas of this operation,
and is benefitting from a Country Private Sector Diagnostics (CPSD) that has been developed in
parallel. This joint approach should make it easier to attract private sector investment as marketenhancing reforms take hold. The World Bank and IFC will jointly monitor and support the
implementation of the next phase of reforms. The IMF is monitoring macroeconomic
developments under its Article IV program and the ADB is providing complementary budget
support. All institutions are closely collaborating, sharing information, and monitoring
Government reform progress (see section 4 D).

2.

MACROECONOMIC POLICY FRAMEWORK

A. OVERVIEW – THE TRANSFORMATION OF THE MACROECONOMIC FRAMEWORK
9.
In 2017, Uzbekistan’s economic performance reflected an improved external
environment, offset by a legacy of imbalances and structural rigidities. Overall, the economy
decelerated—by about 2 percentage points, to a still robust annual real GDP growth rate of just
under 5½ percent. This followed almost a decade of robust economic activity of 7-8 percent growth
supported by strong global commodity prices and a benign global and regional context.
10.
During the first three quarters of the year (prior to the exchange rate liberalization
in September 2017 and additional reform initiatives) the economy struggled to maintain its
momentum. While the Government launched its vision for reform in February 2017, the specific
3

details—including the date and pace of the exchange rate liberalization—were uncertain. Earlier
in the year, as a means to counter the growing strains in the economy, the Government pursued an
expansionary fiscal policy and increased directed lending to back SOEs. However, unlike
neighboring CIS countries—where growth picked up more quickly, in part thanks to earlier reform
adjustments—Uzbekistan recorded a deceleration in growth while inflation edged up, and the
existing gap between the official and unofficial/curb market exchange rate widened, reflecting
growing pressures. In sum, despite supportive fiscal and financial policies geared towards lifting
growth, the economy slowed as imbalances and rigidities intensified.
11.
Recognizing the need to urgently invigorate the economy and set the stage for deeper
structural changes, the authorities launched an ambitious strategy for reform at the end of
the summer. A key measure to this process—the move towards an official market-determined
exchange rate—required, among other things, the lifting of surrender requirements on export
revenues. Starting in July, requirements by which firms were mandated to sell a portion of their
export revenues to the Central Bank of Uzbekistan (CBU) at the official exchange rate were
reduced. The authorities also started preparing with other measures. They abolished the export ban
on 15 priority food products in May 2017 to boost production.2 To avert an inflationary spiral that
could emerge from the eventual exchange rate adjustment with the liberalization, the CBU
tightened monetary policy in June, raising the policy rate from 9 percent to 14 percent, curbing
credit growth sharply (from a monthly rate of 5 percent per month to just 0.5 percent). To enhance
financial resilience and recognize the eventual fiscal costs of the reform, the Government
preemptively recapitalized 12 banks through two separate injections for a total of around US$700
million: US$500 million provided by the Government’s wealth fund, the Uzbek Fund for
Reconstruction and Development (UFRD), and UZS 1.0 trillion through the budget in the first
semester of the year.
12.
In early September, the exchange rate was liberalized through a one-step devaluation
of the Uzbek som, shifting to a tightly managed-float using market mechanisms thereafter.
On September 5, the Central Bank of Uzbekistan (CBU) allowed the official exchange rate to
adjust from UZS 4,210 to UZS 8,100 per US dollar, helping to converge the official rate with the
market exchange rate.3 The authorities announced the full removal of the remaining restrictions on
exchange rate convertibility, including the export-revenue surrender requirements. The exchange
rate correction has supported macroeconomic fundamentals under enhanced CBU independence.
The CBU has since announced its intention to eventually move toward inflation targeting and an
increasingly floating exchange rate regime.
13.
The liberalization of the foreign exchange market had mixed implications for the
balance sheets of various sectors. The balance sheets of the CBU, the Government (including the
UFRD and the SOE complex) and the private sector were affected in different ways. The IMF has
estimated the CBU and the UFRD—with its comfortable combined foreign reserve buffer—saw
an increase its assets, valued in local currency, after the revaluation; private sector agents that were
dollarized also saw a balance sheet improvement valued in local currency. Nonetheless, the
balance sheets of key players (particularly, the SOEs that were previously benefitting from the
implicitly subsidized official exchange rate and had large foreign denominated liabilities) saw net
2

These included meats, wheat, other grains, sugar and vegetable oil.
As of end-2016, the official exchange rate was UZS 3,231 per dollar, and by end-2017 it was UZS 8,120 to the
dollar—a depreciation of 60 percent for the year as a whole.
3
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losses; their access to substantial directed credit from the banking sector helps explain the
authorities’ focus on strengthening the banks’ capital prior to the adjustment.
14.
Following the currency depreciation, the Government continued with macro-fiscal
policies to manage fiscal costs, contain inflationary pressures, and strengthen the economy.
In the aftermath of the exchange rate unification, import tariff rates for about 8,000 out of 10,800
items were reduced (for about 5,000 items tariffs were eliminated) to mitigate the adverse effect
on import-intensive companies (and prices) and improve the competitiveness of the economy.4
The Government restructured a share of the foreign-currency denominated debt falling due for
four important SOEs adversely affected by the exchange rate adjustment—electricity
(Uzbekenergo), oil and gas (Uzbekneftegaz), and two enterprises in the chemical sector. The total
cost was largely born by the UFRD, although some support was also provided through the budget,
including through tax reductions.5 Other measures—such as an upward adjustment in hydrocarbon
prices and electricity tariffs, as well as the introduction of differentiated tariffs—were implemented
to help Uzbekneftegaz and Uzbekenergo move closer to cost recovery, and preempt fiscal
pressures.
15.
In general, the authorities have promptly adjusted their macroeconomic framework
to moderate risks (and secure benefits) of the reform. As detailed in the following sections,
growth remains sustainable, and monetary and fiscal policies have been strengthened to serve as
an anchor for macroeconomic stability. However, important policy challenges remain—including
securing low inflation in the wake of needed exchange rate liberalization and broad relative price
adjustments taking place, as well as firmly establishing the appropriate market-based institutions
to serve as a platform for a dynamic, private-sector led economic activity and job creation.

B. MACROECONOMIC PERFORMANCE IN 2017
16.
In 2017, the Uzbek economy expanded at a slower pace than in previous years. Real
GDP growth decelerated to an estimated 5.3 percent in 2017, down from the officially reported
7.8 percent in 2016, reflecting the growing strains of macroeconomic imbalances and a history of
official policies that constrained private sector dynamism. The improving external environment,
the announcement of the reform program, and the much-needed exchange rate adjustment in the
last quarter helped net exports to recover as a growth driver. On the supply-side, services,
construction and industry were sustained by ongoing Government programs, but agriculture
growth decelerated to 2 percent in 2017 (compared to 6.6 percent in 2016), with cotton and cereal
production falling as the Government reduced mandatory land area dedicated to these crops and
enforced compliance on labor codes.

4

As a result, many tariffs on industrial inputs were lowered from about 30 to 10 percent, with the weighted average
import tariff decreasing from 13.9 percent to 5.9 percent.
5
The cost born by the UFRD amounted to US$380 million, or 0.8 percent of GDP.

5

Table 1: Uzbekistan: Key Macroeconomic Indicators and Projections, 2014-2020
Real GDP growth, %
GDP per capita (US$)
CPI inflation (official eop), %
CPI inflation (IMF estimate, eop), %
Credit to private sector, % change
Broad money (M2), % change
Monetization ratio (M2/GDP), %
Augmented budget bal. % of GDP
Exports (% of GDP)
Imports (% of GDP)
Trade Balance (% of GDP)
Current account balance, % of GDP
FDI, net (% of GDP)
Gross official reserves (US$ billion)
Gross official reserves, months of imports

2014
8.1
2,050
6.1
9.3
25.3
16.0
23.4
2.0
19.4
19.4
0.0
1.7
1.0
24.2
18.0

2015 2016
7.9
7.8
2,124 2,094
5.6
5.7
8.4
7.9
23.3 28.4
24.2 23.5
24.5 26.2
-1.3
-0.6
15.0 14.2
16.2 16.7
-1.2
-1.5
0.7
0.7
1.3
1.5
24.3 26.5
21.0 22.1

2017e
5.3
1,491
14.4
18.9
103.0
40.3
29.3
-3.3
21.7
22.6
-0.9
3.7
2.0
28.1
18.8

2018f
5.0
1,239
16.9
16.9
24.5
19.0
27.6
-1.3
29.0
33.5
-4.5
0.2
2.5
28.9
18.0

2019f
5.1
1,449
10.1
10.1
15.2
17.9
27.2
-1.4
25.2
30.1
-4.9
-1.0
2.3
28.9
16.4

2020f
5.5
1,526
8.2
8.2
17.6
17.9
27.6
-1.4
27.5
33.2
-5.2
-2.7
2.9
28.4
15.3

Source: IMF and World Bank; e=estimate, f=forecast

17.
Uzbekistan’s external position strengthened in 2017. During 2014-16, the country
compensated for the impact of lower commodity export prices by boosting export volumes. This
trend continued in 2017, albeit at a decelerating rate as global commodity prices rose through the
year. The pick-up in growth in Russia and China, Uzbekistan’s key trade partners, also helped
export growth. Exports rose by 9.5 percent in 2017 (to US$10.4 billion), while imports grew by
3.2 percent (to US$10.8 billion).6 Overall, the trade balance registered a deficit of 0.9 percent of
GDP in 2017, while the current account surplus rose from 0.7 percent of GDP in 2016 to
3.7 percent of GDP thanks to the steep recovery in remittances as the recipients of Uzbek migrant
labor (Russia and Kazakhstan) benefitted from the improvement in global hydrocarbon prices. Net
foreign direct investment (FDI) as a share of GDP grew in 2017, .but this was primarily due to the
fall in the dollar value of nominal GDP (as the exchange rate devalued) and not an increase in FDI
stocks. Gross international reserves rose to US$28.1 billion by end-2017 (from US$26.5 billion in
2016), representing a comfortable buffer of nearly 19 months of imports of goods and services.
18.
Consumer price inflation accelerated in 2017, reflecting both a credit expansion early
in the year, as well as the sharp currency depreciation and the initial adjustments in relative
prices brought by the reform. The effect on consumer prices of the sharp depreciation of the
Uzbek som in September was partially mitigated by the fact that a significant share of consumer
goods had reflected the rising curb/unofficial exchange rate months in advance. In contrast, a larger
contribution on consumer price increases was the result of price adjustments of key goods and
services that have begun to be liberalized (toward market costs, including electricity, natural gas,
fuels, metals and grains).7 Annual CPI inflation (using the IMF’s methodology, which was

6

Exports of most goods and services increased in 2017, especially gold (27.8 percent), machinery (60 percent), energy
(12 percent), and horticulture products (26 percent). However, cotton-fiber exports declined by 25.1 percent due to
stagnant output, and higher consumption by the domestic textile industry.
7
Many of these goods were previously subject to implicit or explicit subsidies; and in some cases, part of their fiscal
cost may have been observed in the emergence of shortages.

6

officially adopted in the first quarter of 2018) was 18.9 percent by end-2017, compared with 7.9
percent by end-2016.
19.
The central bank tightened monetary policy to help reduce inflation. As noted earlier,
the CBU tightened monetary policy in June, raising the policy rate from 9 percent to 14 percent,
while keeping the reserve requirement ratio unchanged (at 15 percent for demand deposits and
deposits with maturity of up to one year, 12 percent for time deposits with maturity of 1-3 years,
and 10.5 percent for longer-term deposits). While nominal money and credit growth rates fell after
June due to tighter policies; the earlier credit expansion to the private sector generated a year-onyear growth of 103 percent for 2017. Overall, the liquidity remaining in the economy, combined
with the near-term relative price adjustments on previously regulated goods, have kept CPI
inflation relatively high.8
20.
Overall fiscal policy became more expansionary since 2017, helping to mitigate the
impact of the exchange rate adjustment. In Uzbekistan, fiscal policy has been largely
characterized by on-budget activities that are disciplined and rules-bound, coupled with off-budget
activities—mainly financed by the UFRD—to support Government priority sectors and/or SOEs,
including through directed (often subsidized) lending. Together, the on-budget and off-budget
activities form an “augmented” fiscal balance that captures the aggregate fiscal stance in the
economy (Table 2). Overall fiscal policies became expansionary (moving from an augmented
fiscal deficit of 0.6 percent of GDP in 2016 to a deficit of 3.3 percent of GDP). The expansion had
two components:
•

First, off-budget operations, largely financed by the UFRD, helped soften the
adjustment from the exchange rate unification on the balance sheets, both for the
banking sector (through preemptive recapitalization earlier in the year) and the SOEs
(through the restructuring of foreign-exchange denominated debt). The total widening
of the UFRD deficit from 2016 to 2017 reached 3.4 percent of GDP, reflecting the
impact cost of the transition cushioned through the authorities’ assets.

•

Second, the state budget was prudent; demand-boosting fiscal measures implemented
through the year were financed within-budget via tax increases and expendituresavings. To boost consumption and help promote private business development, the
authorities raised public spending on salaries, pensions and social allowances (by a
nominal 15 percent in December 2017, vis-à-vis 15 percent in 2016 and 10 percent in
2015, and an average overall increase of 33 percent in the period 2008-14), and further
reduced direct income taxes on SMEs in services, farms and the low-income
households. This was financed on-budget through hikes in indirect taxes,9 and a
reduction of subsidies through adjustments in the prices of energy, bread and utilities
towards cost-recovery levels.

21.
Price liberalization in 2017 helped reduce the fiscal risks stemming from SOEs’
balance sheets. In addition to the financial assistance to banks and SOEs, the Government raised
fuel prices by about 40 percent in November 2017; on April 1, 2018 the price of natural gas was
8

The IMF has also noted that an estimated large but not quantifiable amount of foreign exchange cash circulating in
the economy may have tripled its domestic currency equivalent over the past few years. This could potentially result
in future inflationary pressures to the extent that forex cash holdings are transferred to domestic currency.
9
Increases included excises on petrol and water, as well as taxes on property, pollution, and alcohol and tobacco.
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increased by 10 percent and electricity by 12 percent. All these measures helped to further improve
the financial position of SOEs and reduced the burden on the state budget. Moreover, the
Government eliminated deregulated the price on various commodities, which have been traded on
the commodities exchange since January 1, 2018, as a means of removing price distortions and
transitioning to international prices.10
Table 2: Uzbekistan: Key Fiscal Indicators and Projections (% of GDP)
Budget revenue
o/w Tax revenue
Grants
Budget expenditure
o/w Current expenditure
o/w wages and salaries
interest expenditure
Capital expenditure
Fiscal balance
Primary balance
Resource fund (UFRD), balance
Own revenue and grants
Expenditure and net lending
Gov. revenue incl. UFRD
Gov. expenditure, incl. UFRD
Capital expenditure, incl. UFRD
Augmented fiscal balance
Financing
Domestic
External

2014
33.1
20.3
0.2
32.7
28.4
10.4
0.1
3.7
0.4
0.4
1.6
2.5
0.9
35.6
33.6
4.6
2.0
-2.0
-3.3
1.3

2015
33.0
19.9
0.0
34.1
29.8
10.3
0.1
2.6
-1.2
-1.2
-0.1
1.3
1.4
34.3
35.5
4.0
-1.3
1.3
-0.4
1.7

2016
30.5
19.0
0.0
31.3
27.9
10.3
0.1
2.4
-0.8
-0.8
0.2
1.7
1.4
32.2
32.7
3.8
-0.6
0.6
-0.3
0.9

2017e
30.1
18.8
0.0
30.1
25.8
10.3
0.2
2.6
-0.1
-0.1
-3.2
1.6
4.8
31.7
35.0
7.4
-3.3
3.3
1.7
1.5

2018f
30.1
19.4
0.0
31.3
26.9
9.8
0.2
2.4
-1.3
-1.1
0.0
1.7
1.7
31.8
33.1
4.1
-1.3
1.3
-0.5
1.8

2019f
30.0
19.6
0.0
31.4
26.3
9.2
0.2
2.5
-1.4
-1.2
0.0
1.5
1.5
31.5
32.9
4.0
-1.4
1.4
-1.0
2.4

2020f
30.5
19.4
0.0
30.4
27.3
10.0
0.2
2.6
-0.2
0.6
0.0
1.5
1.5
32.0
33.4
4.1
-1.4
1.4
-1.1
2.5

Source: IMF and World Bank.

C. MACROECONOMIC OUTLOOK AND RISKS
22.
Uzbekistan’s growth prospects are expected to remain broadly favorable, but there
are risks related to this phase of economic transformation. The baseline scenario projects a
slight deceleration of growth to 5.0 percent for 2018 and 2019 as reforms are implemented, while
support of private-sector investment and export-oriented growth will slowly strengthen economic
growth in 2020 and 2021 to 5.5 and 6 percent, as transitional adjustments stabilize.
23.
External accounts would remain stable over the medium term, including as the
structure of the balance of payments changes in the context of a more open, dynamic
domestic economy. While the current account surplus improved significantly last year, under a
successful reform scenario, this surplus should moderate over the medium term as imports of
capital and intermediate goods pick up, mirroring a solid capital and financial account backed by
10

These include, among others, gasoline extraction, cathode copper, copper wire, secondary aluminum, metal zinc,
technical kerosene, polypropylene, polyethylene, technical Sulphur, caustic ash, rolled ferrous metals, cement, cement
clinker, construction glass, sugar, barley.
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growing FDI (and lending from IFIs), among other sources of foreign finance. On balance,
Uzbekistan should be able to maintain its already comfortable external buffers.11
24.
Fiscal policy will be critical in stabilizing the economy over the medium term. With
financial markets and the CBU’s stabilization capacity still developing, fiscal policy will shape
aggregate demand. Given high uncertainty about the short-term path of real growth as reforms
seek to free and reallocate resources across the economy, a prudent fiscal stance—including onand off-budget operations—is key in stabilizing future inflation. The projected fiscal stance in
2018 is broadly neutral, as presented in the recent Article IV Consultation with the IMF; and the
authorities are committed to keeping a prudent fiscal stance, measured by the augmented balance
that captures UFRD’s operations.12 Risks still stem mainly from the off-budget activities, which
may not be fully transparent nor entirely predictable; the Government plans to improve
transparency by bringing all its operations on-budget in 2019. The authorities are also committed
to tax reform—which is needed to stimulate job creation and to preempt the future decline in
revenue collections from SOEs—but it should be revenue-neutral and gradual, to avoid
undermining the fiscal stance.13 While public debt has edged up somewhat in recent years, it
remains on a sustainable path; debt vulnerabilities are also ameliorated by the Government’s ample
reserves.
25.
Inflation remains an important risk and underscores the need to build a strong
monetary policy framework. In 2018, with the full effects of the September 2017 exchange rate
devaluation materializing, and a broad price liberalization more generally, inflation may persist.
While the baseline assumes sustained prudent monetary policy that allows for gradual return to
lower inflation, risks include not only external shocks that may make this process more protracted,
but the reliance on ad-hoc tools (such as discretionary price ceilings to soften price impacts on
consumers) that do not provide sustainable anchors to avoid inflation and may prevent the needed
relative price adjustments from taking place. These measures may also be incompatible with
ensuring the financial viability of both SOEs and private companies. Going forward, anticipated
price increases in several sectors of the economy (including energy) may fuel inflation
expectations; in this context, the credibility of both fiscal and monetary policy will be the main
countervailing factor.
26.
With many sectors still ill-prepared to respond adequately to market price signals,
there is an urgent need to remove key constraints so that concrete gains can be achieved. The
latter will be tantamount to providing the process with anchors for social (and political and
environmental) sustainability. Tackling the lack of responsiveness of the economy to price signals
will require shrinking the large state footprint in the supply of most goods and services in the
economy, as well as ensuring that the nascent institutional frameworks being developed are
designed to enable the operation of market-based mechanisms. A lack of understanding and
confidence in of how a market economy works and what it can deliver could prevent key decision-

11

International reserves currently stand at over US$28 billion, corresponding to nearly two years of imports in goods
and services. External debt outstanding is well contained at about 32 percent of GDP.
12
Following a fiscal deficit of 3¼ percent of GDP in 2017, reducing on-lending operations should curb the deficit to
1¼ percent of GDP in 2018.
13
The World Bank is already providing technical assistance in this area, in close coordination with the IMF. The
related reforms to the tax system and its administration will be a key area of focus under a potential second DPO.
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makers from permitting market mechanisms to work. Fostering a change in culture that brings trust
and greater comprehension will also be an important challenge to resolve.
27.
Additional risks to the outlook include the banking sector balance sheets. Reported
NPLs are only about 1 percent of bank assets and several banks report having none, raising
questions about the accuracy of loan classification. While banks’ capital-asset ratios (CARs)
reportedly remain above the regulatory minimum, credit and foreign exchange risks on the asset
side could appear on the banks’ balance sheets, particularly under a scenario with downside risks
to growth were to materialize.
28.
A sound, market-based financial sector with the capacity to allocate domestic savings
in the economy to support private sector activity remains to be developed. The banking sector
is predominantly state-owned, with its funding base largely built on public resources, while
domestic deposits by the private sector are small. Moreover, credit allocation is mostly reliant on
directed lending practices (a form of off-budget fiscal activity). Existing exposures to large SOEs
further complicate the picture. Transforming the banking sector into an open, competitive, marketbased financial intermediary that does not require (nor provides) subsidies and allocates credit
based on commercial decisions will be essential in establishing a solid platform for the healthy
development of the private sector more generally. Putting in place the pillars for the development
of a domestic capital market is also a pending task.

D. DEBT SUSTAINABILITY
29.
Debt levels in Uzbekistan are moderate for a low middle-income country. The
Government holds almost no domestic debt, and public debt consists entirely of external debt.14
Public and Publicly-Guaranteed debt rose in absolute terms in 2017, from US$7 billion in 2016 to
US$11.7 billion; due to the decline in nominal GDP measured in US dollar terms—given the
devaluation of the national currency on September 5, 2017—this represented an increase from 10.5
percent of GDP in 2016 to 24.5 percent of GDP in 2017 (Table 3). Total external debt, which
includes PPG and commercially non-guaranteed external obligations, is also comfortable at just
above 40 percent of GDP.
30.
The risk of debt unsustainability is low. The joint Bank-Fund DSA for Uzbekistan
(published with the IMF’s Article IV Consultation in May 2018) suggests the following results:

14

•

Public debt. The PPG-to-GDP ratio is expected to remain comfortably below 30
percent of GDP for the next 10 years under a baseline scenario. This debt level is
relatively low by international standards for a lower-middle income country with a
medium level of Government capacity in macroeconomic and debt management.

•

Total external debt. The overall stock of external obligations (including PPG) is also
envisaged to remain sustainable. The DSA shows that total external debt will be wellcontained at under 40 percent of GDP over the next decade under the baseline. While
the exchange rate devaluation triggered an increase in the external debt service-toexports ratio in 2017, the external debt service payments are expected to hover at under

Historically, the Government has issued only a small amount of treasury bills.
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20 percent of export revenues, and well-covered by the projected overall reserve
buffers.15
31.
Continued prudence will be key to preserving Uzbekistan’s debt sustainability over
the long term. The risk of sovereign default is low given Uzbekistan's explicit commitment to
fiscal restraint, low external debt stock and high international reserves relative to its external
financing requirements, which far exceed total liabilities (not just public liabilities). All solvency
and liquidity indicators are projected to remain below their respective thresholds under both the
baseline and stress scenarios. Uzbekistan faces a moderately low risk of external debt distress and
low risk of overall debt distress.
32.
Fiscal risks from contingent liabilities associated with SOE debt are closely monitored
by the Ministry of Finance (MoF), and corrective actions are taken quickly every year to
mitigate such risks. Uzbek public companies and banks have access to external borrowing
without explicit Government guarantees, and their financial performance is monitored by the MoF.
As a result, risks associated with contingent liabilities appear to be limited and manageable,
including thanks to Uzbekistan’s large fiscal buffers. Over the longer term, bringing large SOEs
into cost recovery and financial sustainability will be critical to enhance fiscal and debt resilience.
Table 3: Uzbekistan: Debt Sustainability
2014

2015

Total Public and Guaranteed (PPG) Debt, US$ billion

2016

2017e

2018f

2019f

2020f

6.9

6.2

7.0

11.7

8.1

10.1

11.2

10.9

9.3

10.5

24.5

20.1

21.0

21.9

10.9

9.3

10.5

24.5

20.1

20.9

21.7

0.0

0.0

0.0

0.0

0.0

0.1

0.2

Total External Debt (PPG + Private), US$ billion

13.8

12.3

13.5

19.8

15.4

16.8

17.4

Total External Debt (PPG + Private), % of GDP

21.8

18.5

20.3

41.3

38.1

35.2

34.3

Private External Debt (% of GDP)

10.9

9.2

9.8

16.8

18.0

14.2

12.4

3.7

4.7

5.2

13.6

15.6

13.9

13.2

24.1

24.3

26.5

28.1

28.9

28.9

28.4

Total PPG Debt, % of GDP
o/w: External Debt (PPG), % of GDP
Domestic Debt (PPG), % of GDP

External Debt Service Payments (% of Exports)
Gross International Reserves (US$ billion)
Source: IMF and World Bank.

E. ADEQUACY OF THE MACROECONOMIC FRAMEWORK
33.
Uzbekistan’s macroeconomic policy framework is adequate for the proposed
operation. As highlighted in the preceding discussion, economic growth is expected to remain
strong over the medium term, while inflation is expected to moderate based on prudent
macroeconomic policies. Large international reserve buffers and sustainable external balances are
also expected to maintain public and private external debt at moderate levels.
34.
Over the medium term, the macroeconomic framework should serve as a strong
platform for private sector export-led growth to be unleashed. Implementing well-coordinated,
prudent monetary and fiscal policies will be critical to this end, as it will be maintaining a sound
exchange rate regime that helps to avoid any re-emergence of an overvalued real exchange rate.
The IMF projects an end-of-year CPI increase of 16.9 percent in 2018, somewhat lower than in
15

External public and PPG debt has been serviced fully and there are no external arrears, including by SOEs.
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2017 (18.9 percent), which would be consistent with sustaining a robust rate of economic growth.
Ongoing IMF monitoring and technical assistance, including on tax policy and administration,
public financial management (PFM), financial supervision, and data standards improvement will
assist with macroeconomic stability.

F. IMF RELATIONS
35.
The Government maintains an ongoing dialogue with the IMF on macroeconomic
policy in Uzbekistan. An Article IV Mission took place from February 27 to March 13, 2018, and
compliance with Article VIII obligations was assessed by a mission in early April. A joint IMFWorld Bank Mission on Tax Policy Reform visited Tashkent on February 19 to 28; the
Government has published the tax policy mission’s technical assistance report on its official
website. The World Bank and the IMF have a very strong and productive dialogue on
macroeconomic issues. At the conclusion of the Article IV Consultation (presented to the IMF’s
Executive Board on May 4, 2018), the IMF highlighted the authorities’ commitment to reform,
noting that one of the key challenges lying ahead will remain generating sufficient domestic jobs
as the transition towards a market economy takes hold. The IMF has observed that Uzbekistan
must continue working to enhance the coordination of its stabilization policies, reform its financial
sector, and press ahead with the implementation of the wide array of structural policies (see the
IMF Relations Note in Annex 3). Uzbekistan does not have a financing program with the IMF.

3.

THE GOVERNMENT’S PROGRAM

36.
In February of 2017 the Government of Uzbekistan approved a five-year
Development Strategy for 2017-2021. At the core of the Strategy is a broad market-oriented
reform policy. The Strategy, to be implemented over five years, is guided by an annual state
program that is approved every year. The Development Strategy covers five priority areas: (i)
enhancing state and public institutions; (ii) securing the rule of law and reform of the judicial
system; (iii) promoting economic development; (iv) fostering social development; and (v) ensuring
personal and public security through inter-ethnic and religious tolerance and constructive foreign
policy.
37.
Under the first priority area, the Government’s Strategy aims at enhancing the role
of the Parliament and building a competitive political system. It also aims at reforming the
public administration and public service through decentralization, skills enhancing and the gradual
reduction of the state regulation of the economy. The first priority area also addresses the issue of
public-private partnerships, transparency and e-Government. Finally, it aims at guaranteeing
participation of civil society, including through enhancing the role of the media, and the effective
dialogue with ordinary people.
38.
The second priority area, on the rule of law and the judicial system, includes issues
such as independence of the judiciary, strengthening of judicial control, and specialization of the
courts. The area also covers the provision of guarantees and protection of rights, improving
administrative, criminal, civil and commercial law. Other proposed reforms include crime
prevention, strengthening the rule of law and judicial system, and improving the system of legal
aid and legal service.
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39.
The third priority area, on economic development and liberalization, aims at
strengthening macroeconomic stability and achieving high rates of economic growth. This
envisages the strengthening of fiscal and monetary policies, reducing the tax burden, developing
market mechanisms for monetary policy and strengthening and developing the banking and
financial sector. It also aims at improving the competitiveness of the economy through structural
reforms, fostering industrial diversification and encouraging private production, reducing energy
consumption and resource intensity, including through the development of free economic zones,
and liberalizing and fostering export sector. The area covers also the modernization of agriculture
to help ensure food security and increase exports, as well as encourage the use of more climateadapted crops (reduce water consumption), developing markets and institutional reform. The
priority area aims also at developing the private sector and reducing the role of the state to foster
growth across different regions.
40.
The fourth priority area on social development aims at increasing real income,
creating employment, improving the social security system, healthcare and improving the
role of women in society. In addition, this area envisages improving infrastructure and housing
development, education, and research and development.
41.
Finally, the fifth priority area seeks to strengthen civil, religious and inter-ethnic
peace and tolerance. This includes the issues of security and defense, but also environmental
concerns and improvement of foreign relations at the regional and world levels.
42.
Uzbekistan’s development strategy to increase energy efficiency and reduce fossil fuel
use intensity is also consistent with is commitment to climate change mitigation. Uzbekistan’s
voluntary commitments on climate change mitigation and adaptation under its INDC (Intended
Nationally Determined Contribution, submitted to the United Nations Framework Convention on
Climate Change, on April 18, 2017). These commitments focus on energy efficiency and reducing
the fossil fuel intensity of the economy, including: (1) decrease specific emissions of greenhouse
gases per unit of GDP by 10% by 2030 from level of 2010. Achievement of the INDC long-term
objective envisages support from the international organizations and financial institutions,
ensuring access to the advanced energy saving and environmentally sound technologies, resources
for climate financing; and (2) Uzbekistan will also continue its efforts for adaptation capacity
building to reduce risk of climate change adverse impact on various sectors of economy, social
sector, and the Aral Sea coastal zone.
43.
The Government strategy includes steps to improve the quality and availability of
economic data. In September 2017, the government committed to improving data quality and
availability, starting with the Presidential decree mandating the dissemination of economic and
financial data. In January 2018, the Statistics Committee began publishing a new consumer price
index based on an updated methodology, consistent with that of the IMF. The government has also
agreed to participate in the IMF’s enhanced General Data Dissemination System (e-GDDS),
posting a National Summary Data Page with key economic, financial, and social statistics starting
in May 2018. Ongoing work includes efforts to improve balance of payments statistics, monetary
reporting and financial soundness indicators, and to compile Uzbekistan’s International
Investment Position. Moreover, the CBU, Ministry of Finance, and the Statistics Committee are
preparing a roadmap for improvement of statistics that is scheduled for release in November 2018.
The Statistics Committee is working to improve the quality and range of national accounts data.
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Going forward, the Government is planning to upgrade labor market statistics, including the
collection of household survey data.

4.

THE PROPOSED OPERATION

A. LINK TO THE GOVERNMENT OPERATION AND DESCRIPTION
44.
The DPO will support the Government of Uzbekistan’s efforts in: (i) fostering
sustainable growth through resilient macro-fiscal and financial policies by mitigating potential
risks as the economy undergoes its adjustment to a more market-based economy; (ii) opening
markets for the private sector, especially in the tradable sectors; and (iii) establishing a social
protection system that effectively protects the vulnerable during the transition.
•

Policy Area 1—Foundations for Sustainable Economic Growth and MacroFinancial Resilience. The DPO is supporting a fundamental adjustment of
macroeconomic policymaking, while mitigating near-term macro-fiscal and financial
risks. These key reforms include the liberalization of the foreign exchange market,
improved SOE governance and utility tariff reforms, as well as a strengthening of
financial sector system through prudential regulations and stress-testing.

•

Policy Area 2—Supporting Market Formation for Private Sector Development.
Through a combination of reforms and institutional enhancements, Uzbekistan will be
able to open markets. A number of key reforms have been enacted to create the
foundations for private sector-led growth. DPO-supported reforms include the marketbased formation of key prices, liberalizing trade, and expanding opportunities for the
private sector in sectors that reflect the country’s comparative advantage, including
agriculture.

•

Policy Area 3—Enabling Job Creation and Managing Social Risks. The DPO
places special emphasis on mitigating possible negative impacts on vulnerable groups
due to the economic transition. This includes the scaling-up of social safety nets and
facilitating the movement of workers from low value-added sectors to high value-added
sectors.

45.
The policies supported in the DPO are fully aligned with the Government’s program.
The program supports the five-year Development Strategy for 2017-2021 approved by the
Government in February 2017. All three pillars of the DPO broadly address the contents of the
Development Strategy, and goals of each pillar interlink with all five priority areas specified in the
Government program. More specifically, the highly ambitious third priority area on economic
development and liberalization in the Government’s program is linked with the first two pillars of
the DPO. In addition, the operation backs the core of the fourth priority area, improving the social
security system and the role of women in society (by formalizing temporary and part-time work)
under the third pillar of the DPO.
46.
In the past, Uzbekistan, through a state-driven approach to economic management
managed to sustain stable growth, but lacked dynamism and flexibility. This model—which
was highly reliant on state-directed investment—lost its ability to generate growth and generated
scant productivity gains. Prior commodity-driven growth came at a significant opportunity cost
14

(by supporting non-competitive sectors) such that Uzbekistan’s vast potential was underleveraged
(for example, in the horticultural sector).
47.
While Uzbekistan has been able to reduce poverty in recent years, it remains among
the poorest countries in ECA. The national poverty rate fell only slightly between 2016 and 2017,
from 12.5 percent to 12.4 percent. Nearly 4 million people were estimated to live below the
national poverty line in 2017.16
48.
The proposed DPO builds on challenges identified and lessons learned from
Uzbekistan’s 2016 Systematic Country Diagnostic and the WB’s experience in similar
transition economies. Key lessons include: (i) the need to secure the improvement of the business
climate to attract private foreign direct and domestic investment, (ii) the need to develop market
mechanisms required for the transition toward an efficiency-driven economy (including SOE
governance, macroeconomic management, foreign exchange convertibility), and (iii) the need to
promote private sector led growth, diversification, and modernization.

B. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS
49.
The development objective of this DPO is to support Uzbekistan’s economic
transformation to a market economy. The DPO backs 10 critical reforms under three policy
pillars as defined in the previous section. The Government has demonstrated strong ownership and
reform commitment under the three pillars and the design of the DPO, along with the
corresponding advisory services, are helping the Government to embark upon a consistent
medium-term strategy. The areas of the Government’s Strategy underpinned by World Bank
Group’s support are closely linked to analytical findings of prior studies and technical assistance
support provided to Uzbekistan (Table 4).
50.
Under the first pillar, the DPO supports vital reforms to rebalance Uzbekistan’s
macroeconomic management. A critical reform has been the liberalization of the foreign
exchange market, through a large devaluation of the foreign exchange rate, a move to a managed
exchange rate float, and the elimination of surrender requirements These actions eliminated the
very large parallel exchange rate premium on foreign currency in early September 2017, as the
exchange rate became market-determined.17 The Government has also taken decisive steps to
reform the SOE sector, especially the two largest energy SOEs, Uzbekenergo (UE) and
Uzbekneftegaz (UNG), which used to benefit from the (subsidized) official exchange rate, as well
as from directed lending and other implicit and explicit subsidies. These reforms also have
important implications for the exposure the financial sector to underlying credit risks, explaining
why the operation supports the upgrading of prudential regulations and stress-testing to help
mitigate potential financial risks arising from needed structural adjustments.
51.
The second pillar of the operation aims to open previously closed markets and to
create the foundations for private sector-led growth. The Government has undertaken several
major reforms to establish functioning markets for key goods and services in the economy, and
has started to eliminate subsidies to allow for relative price adjustments critical for the transition.
16
17

These are national official poverty estimates have not been independently validated by World Bank experts.
Just prior to the reform, the premium was as elevated as 100 percent.
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The Government has taken important steps to empower farmers so that they can run their farms as
private businesses and liberalized trade by reducing tariffs. Moreover, to signal Uzbekistan’s new
openness to the world and desire to benefit from economic integration the Government has
liberalized and streamlined its visa regime and re-initiated its WTO accession process.18
52.
In the third pillar, the DPO focuses on the social sustainability of the ongoing reforms.
This operation specifically supports the enlargement of the social safety net to help individuals
that suffer potential job losses during the structural change, which has already been reflected in
the new state budget. In addition, the WBG has been supporting the Government to reform its
Labor Code to make it easier to hire employees and encourages the transition from informal to the
formal sector by formalizing contracts for temporary and part-time workers.
53.
The WBG is coordinating closely with other development partners. The IMF has also
actively reengaged in Uzbekistan and has been providing assurances of the adequacy of the
macroeconomic framework to anchor the operation (see also Annex 3). The Asian Development
Bank (ADB) is preparing a parallel budget support operation; staff in both institutions are
coordinating the development of the policy matrices to ensure that they are complementary. For
example, there is a strong alignment and synergies in ADB and World Bank support to the
Government in reforming energy sector SOEs.
Table 4: Prior Actions and Analytical Underpinnings
Policy Objective

Prior Actions

Analytical Underpinnings

1. Foundations for Sustainable Economic Growth and Macro-Financial Resilience
Enhanced economic
growth is stimulated
through reducing
exchange rate and
monetary distortions,
and greater private
sector access to
foreign exchange

PA1. The Recipient, through the Central
Bank of Uzbekistan (CBU) has
eliminated all foreign exchange surrender
requirements on all export earnings.

Financial sector
stability is enhanced
to improve the
environment for
stable economic
growth

PA2. The Recipient, through the CBU
has issued revised prudential regulations
on banking capital adequacy, liquidity,
and asset classification to improve
compliance with international financial
regulatory standards in line with the
Basel Core Principles.
PA3. The Recipient has adopted
measures requiring the CBU to conduct
annual stress tests on commercial banks
in line with international best practices.

Uzbekistan Systematic Country Diagnostic
(P152958);
Uzbekistan
Foreign
Convertibility (P163859);

Exchange

Technical and Analytical Support to
Uzbekistan in the Transition to a Market
Economy (P167074).
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Uzbekistan Financial Sector Technical
Assistance (P165372);
Uzbekistan
Strengthening
Regulations (P167070).

Banking

Uzbekistan Financial Sector Technical
Assistance (P165372);
Uzbekistan
Strengthening
Regulations (P167070).

Banking

Although Uzbekistan initiated discussion to join WTO in 1994, it has not held a meeting with WTO since 2005.
The Government announced in 2017 its desire to start the process of accession to the WTO, and has formally
communicated this decision to the WTO Secretary General. The Bank, in coordination with other development
partners including USAID, is providing technical assistance to Uzbekistan as it prepares for WTO accession.
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Policy Objective

Prior Actions

Analytical Underpinnings

Fiscal sustainability is
strengthened through
tariff reforms and
financial transparency
of SOEs

PA4. The Recipient has adopted key
measures to promote financial recovery
and transparency of Uzbekenergo and
Uzbekneftegaz, through: (i) approval of
fuel and electricity tariff adjustments; (ii)
introduction of differentiated electricity
tariffs to improve efficiency; and iii)
adoption of policy requirements for
Uzbekenergo and Uzbekneftegaz on
financial statement audits’ compliance
with the international financial reporting
standards.

Uzbekistan Systematic Country Diagnostic
(P152958);
Energy Subsidies in Uzbekistan: Impact
and the Way Forward (P153801);
Industrial Energy
(P156670);

Efficiency Program

Strategic
Advisory
for
Improving
Corporate Governance (P165740).

2. Supporting Market Formation for Private Sector Development
Greater flexibility in
domestic relative
prices, along with a
transparent business
environment

External trade to
foster investment,
growth and jobs, and
market-based prices

Agricultural
productivity and
efficiency increases to
promote job growth,
and wages

PA5. The Recipient has (i) removed
regulatory price controls for a list of key
products, in particular production inputs
and raw materials and; (ii) adopted
requirements for a set of products to be
transacted
through
commodity
exchanges, in order to develop market
institutions and to liberalize prices.
PA6. The Recipient has reduced average
custom tariff rates.

Uzbekistan Systematic Country Diagnostic
(P152958);
Uzbekistan Investment Climate Reform
and Entrepreneurship Support (P164631);
Technical and Analytical Support to
Uzbekistan in the Transition to a Market
Economy (P167074).

PA7. The Recipient has increased the
regulated purchase price paid for cotton
closer to the international market price
aimed to increase cotton productivity and
to promote a more efficient use of
resources (including land, water and
fertilizer).

Uzbekistan Systematic Country Diagnostic
(P152958);
Agricultural Modernization TA
(P162303);
Third Party Monitoring in Cotton Sector
(P156962);

Uzbekistan Systematic Country Diagnostic
(P152958);
Uzbekistan Investment Climate Reform
and Entrepreneurship Support (P164631);
Technical and Analytical Support to
Uzbekistan in the Transition to a Market
Economy (P167074).

Horticulture Development Project; GEF
Sustainable Agriculture and Climate
Change Mitigation Project; Jobs and Skills
for Modern Economy Project.
PA8. The Recipient has reduced the
land area mandatorily assigned to grow
cotton and grain in order to support the
raise of productivity and to promote a
more efficient use of resources
(including land, water and fertilizer).

Facilitating
employment though
greater options in

Agricultural Modernization TA
(P162303);
Third Party Monitoring in Cotton Sector
(P156962).

3. Enabling Job Creation and Managing Social Risks
PA9. The Recipient, through its Uzbekistan Vision 2030 (P143449);
Executive branch, has submitted to its
Jobs and Skills Development in Central
Parliament, for approval thereof, the draft
Asia (P143516);
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Policy Objective
contracting formal
workers
Effective social safety
nets

Prior Actions

Analytical Underpinnings

amendments to the Labor Code to expand
formal contracts to part-time and
temporary workers.
PA10. The Recipient has increased the
social safety nets financial support for
vulnerable groups, including low-income
families and families with dependent
children.

Uzbekistan Systematic Country
Diagnostics (P106454).
Supporting
Uzbekistan’s
Inclusive
Economic Reform Through Strengthening
Its Social Protection System (P166665);
Uzbekistan Support Towards Developing
National Citizen Engagement Framework
(P166817).

Pillar 1 –Foundations for Sustainable Economic Growth and Macro-Financial Resilience
54.
The reforms supported under this pillar help address the major economic imbalances
and risks at the outset of the authorities’ ambitious reform program. The Pillar’s interrelated
objectives include: a) enhancing economic growth through greater openness, b) improving macrofiscal sustainability, governance, and private sector participation through reform of public
enterprises, and c) strengthening financial sector stability. They attend to the macro-fiscal and
financial areas that represent the greatest short-term vulnerabilities which, if not resolved, would
constitute a major impediment for sustainable economic growth and job creation over the near and
medium term.
Prior Action 1: The Recipient, through the Central Bank of Uzbekistan (CBU) has eliminated all
foreign exchange surrender requirements on all export earnings.
55.
The reform of the foreign exchange regime was the first reform—and one of the most
important—implemented by the Government in its ambitious program. The foreign exchange
(forex) regime was characterized by a growing gap between the official and the unofficial/curb
market exchange rates, with a significant cost to the central bank and with large distortions in the
economy that resulted in a sub-optimal allocation of resources, including the development of an
export sector with negative value-added. In addition, the private sector was seriously limited in
accessing foreign exchange and instead developed multiple, and expensive, mechanisms to access
forex.19 On September 5, 2017, the authorities liberalized the forex market by allowing the
domestic currency, the Uzbek som, to depreciate by over 50 percent and abolished the existing
surrender requirements on export revenues. This move was important from an economic
perspective, but also significant as it signaled a change in strategy: in addition to improving access
for the private sector to forex transactions, it also made explicit the large costs incurred by SOEs—
which previously benefited from the implicit subsidy provided by the overvalued official exchange
rate—as well as the risks they posed for the banking sector through its (directed) lending portfolio.
56.
Despite its considerable cost to previously protected sectors, the net economic impact
of the exchange rate liberalization has been positive and its benefits are expected to grow
over the medium and longer term. After the CBU allowed the official exchange rate to move
19

Prior to the reform, many observers, including the World Bank and the IFC, stressed to the authorities in the past
that the lack of foreign exchange convertibility, as well as the presence of surrender requirements, very seriously
hampered the prospects for private sector activity in Uzbekistan.
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from UZS 4,210 to UZS 8,100 per US dollar, it eliminated the gap between official and market
exchange rates, and established a framework to allow a managed-float regime thereafter. As noted
earlier, the forex market liberalization has improved the country’s aggregate balance sheet, which
was buffered by the presence of large net forex assets—including foreign reserves held by the
CBU, by the Government at the UFRD, and by at least some private sector agents. Data suggest
that forex reserves rose as a result of the devaluation and output increased in some of the lessregulated export sectors (such as horticulture), aided by the adjustment in relative prices linked to
the exchange rate depreciation.
57.
The elimination of the surrender requirements is fully aligned with the broader
elimination of exchange rate restrictions in Uzbekistan, attesting to the depth of this reform
effort. During its 2018 Article IV Consultation, the IMF also conducted a review under Article
VIII, which confirmed that the reforms implemented by the Uzbek authorities since September
2017 have eliminated all relevant exchange restrictions and the multiple currency practice subject
to IMF jurisdiction that had been identified in earlier assessments. The IMF has noted that market
participants indicate that they are now able to make payments and transfers for current transactions
without impediment; the IMF staff will continue to monitor the ongoing implementation of the
new liberalized FX regime.
Prior Action 2: The Recipient, through the CBU has issued revised prudential regulations on
banking capital adequacy, liquidity, and asset classification to improve compliance with
international financial regulatory standards in line with the Basel Core Principles.
58.
The process of modernization and strengthening of the banking sector in Uzbekistan
will require a significant and sustained effort by the authorities in the coming years. This
process will require, inter alia, a critical revision of the prudential regulations to align them with
the minimum international requirements and standards. Considering the significant number of
prudential regulations (reportedly over 300) currently in force, the CBU, together with the World
Bank team, agreed to focus first on the most important prudential regulations covering capital,
liquidity and asset classification.
59.
The proposed amendments will ensure a more risk-focused prudential framework for
capital, liquidity and asset classification:
•

Amendments to the Regulation on Capital Adequacy Requirements (CARs) will
improve banks’ capital ratios by ensuring a better reflection of risks to capital,
particularly credit risk. The risk-weighted buckets have been adjusted for different
credit risk exposures, including cross-border transactions, to ensure that risks generated
by these transactions are properly reflected in banks’ capital requirements.

•

Amendments to the Regulation on Liquidity will ensure better quality of banks’ liquid
assets, with the aim of absorbing potential shocks without requiring the emergency
injection of liquidity into the banking system or triggering a systemic crisis. These
amendments will also reduce the possibility of manipulating the liquidity ratio by using
interbank transactions.

•

Amendments to the Regulation on Assets Classification will improve the capacity of
banks to identify, at an early stage, potential losses generated by credit risk. To this
end, the number of quantitative and qualitative indicators that have to be considered by
19

banks for the credit risk assessment were increased. Also, risk indicators were
recalibrated for different types of assets to ensure a more accurate assessment of the
credit-risk level, depending on the type of debtor or collateral, and financial situation.
60.
The revision to these three regulations is only a first step in what must be a sustained
effort, both by the CBU and the banking sector, to modernize the regulatory framework for
banking in Uzbekistan. Drafting new regulations on corporate governance and risk management
is the next priority, as the current regulations do not cover many important provisions needed by a
modern, market-based banking system. Revision of the prudential reporting framework is also
needed to ensure that the CBU has proper information for the transition to the risk-based
supervision model; and the CBU’s internal process of analyzing prudential reporting will need to
be improved and supported with modern analytical tools to automatize technical and validation
processes.
Prior Action 3: The Recipient has adopted measures requiring the CBU to conduct annual stress
tests on commercial banks in line with international best practices.
61.
This prior action supports the CBU’s efforts to apply an improved stress test
methodology to the Uzbek banking sector. The CBU has recognized the importance of regularly
implementing stress tests as a complementary tool for good supervisory practices, especially given
the vision of developing a sound, market-based banking system. The new methodology used will
allow the projection of bank-by-bank balance sheets and the identification of potential
vulnerabilities on an individual basis—and for the sector as a whole—to shocks stemming from
the macroeconomic environment. The results of the stress tests will guide supervisory intensity
vis-à-vis certain banks and will allow the CBU to discuss potential measures that the banks could
take in advance to mitigate the impact of potential shocks.
62.
The CBU has collected comprehensive data on four banks to allow for a preliminary
assessment of vulnerabilities and to help guide the calibration of the impact of potential
shocks. The sample was selected to be representative of three different types of financial
institutions operating in Uzbekistan. The CBU, together with World Bank staff, analyzed the
balance sheets of two large state-owned banks, a joint-stock bank, and a private bank. The CBU
and World Bank staff discussed together a shock scenario for the Uzbek economy to include the
effects of a slowdown of growth in China and Russia, together with a softening of global oil and
gas prices. The scenario included the projections of the effects of a significant depreciation of the
local currency, a slowdown of industrial production and economic activity, and of the CBU’s
policy reaction to a significant depreciation in the form of an increase of the CBU’s reference rate.
The tests showed that the two state banks are most vulnerable to such a structure of shocks, given
their high share of lending in foreign exchange and high off-balance-sheet commitments,
suggesting that the banks would require state guarantees for future solvency if such a scenario
were to materialize. The commercial banks were relatively more resilient due to the currency
composition of their portfolios. However, the relatively higher share of deposits at floating rate
vis-à-vis fix rate longer-term credits constitutes a significant vulnerability.
Prior Action 4: The Recipient has adopted key measures to promote financial recovery and
transparency of Uzbekenergo and Uzbekneftegaz, through: i) approval of fuel and electricity
tariff adjustments; ii) introduction of differentiated electricity tariffs to improve efficiency; and
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iii) adoption of policy requirements for Uzbekenergo and Uzbekneftegaz on financial statement
audits’ compliance with the international financial reporting standards.
63.
SOEs in Uzbekistan are widespread, account for sizable shares in GDP and
employment, and exert disproportionate influence in economic activities. Uzbekneftegaz
(UNG) and Uzbekenergo (UE) are among the largest SOEs in the country, have extensive forward
and backward economic linkages, and collectively employ about 170,000 people (close to 20
percent of the estimated employment in SOEs). They are both large holding companies which
comprise a very broad range of core and non-core businesses. As other companies in the SOE
complex, UE and UNG benefitted from the subsidized official exchange rate prior to the exchange
rate reform, as well as from (also subsidized) directed lending.
64.
Reforming UE and UNG is critical—not only their balance sheets experienced
significant valuation losses with the exchange rate reform, but they must become financially
sustainable more generally. As noted earlier, the authorities absorbed some of the adjustment
cost of UE and UNG through stop-gap measures following the exchange rate adjustment. At the
same time, the Government also moved forcefully to help convergence towards cost-recovery; in
2017-18, domestic currency prices of electricity, natural gas, and petroleum were raised by 17-43
percent, helping realign revenues and costs in both UE and UNG, reducing inefficient energy
subsidies, including through associated reductions in fuel and electricity usage.20 Going forward,
both SOEs must continue to move decisively to secure financial sustainability and improved
governance, to help avoid the accumulation of fiscal costs.21 Not only these firms face a potential
financial gap as they have yet to achieve full cost-recovery, and become subject to hard budget
constraints, including by becoming independent from subsidized lending. The authorities foresee
the removal/divestiture of UE and UNG’s non-core businesses, and both SOEs will be increasingly
subject to competition from the private sector.
65.
This prior action supports strengthening macro fiscal sustainability, improving
public services, enhancing the financial sustainability and accountability of UE and UNG,
and creating a space for private investments. The prior action aims to bring UE and UNG back
on a financially sustainability path, also helping enhance the country’s energy security and future
growth prospects. The proposed actions constitute a substantive first step that: (i) constitutes an
integral component to comprehensive medium-term packages of financial recovery actions for
SOEs; (ii) allows a greater role for the price mechanisms to adjust resource allocation and
consumption in certain areas (e.g. time-of-use, and through commodity exchanges); and (iii)
pioneers IFRS-based consolidated financial reporting among SOEs, a practice still rarely adopted
in the country, for greater transparency and accountability. These actions also pave the way for
further development including improved corporate governance and decision-making in the SOEs,
private sector participation in the sector including in renewable energy development (with
potential climate change mitigation co-benefits), and more accountable public services.
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The related Bank projects and technical assistance to support energy efficiency will complement these measures.
As noted earlier, resources from the UFRD were dedicated by the Government in 2017 to restructure foreignexchange rate denominated debts by these companies to the domestic financial system (falling due in 2017-18), to
ease their pressure. In addition, the authorities reduced their tax liabilities. The direct cost of these measures
approximated 1 percent of GDP in 2017 for UE and UNG.
21
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Pillar 2: Supporting Market Formation for Private Sector Development
66.
The reforms supported under this pillar will help Uzbekistan to shift from a state-led
economy to a market-based system in which the private sector will become the main engine
of growth. The Pillar’s interrelated objectives include: a) creating greater flexibility in domestic
relative prices, b) fostering external trade to generate opportunities for investment, growth and
jobs, and c) expanding jobs through growth of trade opportunities, particularly in agriculture.
Prior Action 5: The Recipient has (i) removed regulatory price controls for a list of key
products, in particular production inputs and raw materials, and (ii) adopted requirements for
a set of products to be transacted through commodity exchanges, in order to develop market
institutions and to liberalize prices.
67.
This action supports the Government’s efforts to redefine the role of the state in the
economy and promote private sector development in Uzbekistan. Price controls have been
widely applied in the Uzbek economy, from sectors that are usually considered natural
monopolies—such as electricity, gas and water—to sectors where prices are not usually
regulated—food staples, fuel, cement, metals, cotton, wheat and glass among others. Prior to the
launch of the reforms, a wide group of goods was subject to regulated prices; moreover, many
goods (such as key production inputs) were acquired by certain groups of economic agents (such
as SOEs) under direct, non-market allocation mechanisms. Both types of policies (the undue price
controls for certain products as well as the direct, non-market allocation of a significant share of
goods across a selected group of economic agents) distort opportunities for other economic agents
to enter the market, compete, and provide better quality of goods and services.
68.
The authorities have started to build market institutions and liberalizing prices.22 To
this end, the Government is adopting policy that allows for an increasing number of goods and
services, particularly production inputs and raw materials, to be subject to liberalized (deregulated)
prices, and by allowing an increased number of goods and services to be transacted through market
conditions, particularly in commodity exchanges. The commitment of the Government to limit the
power of public bodies to approve price, production and/or distribution mechanisms for products
and raw materials is needed to unleash market forces and level the playing field in Uzbek markets.
However, the Council of Ministers still defines a “list” of socially and strategically important
goods for which prices, production and distribution can be controlled (and hence prices are either
regulated and/or the allocation of the goods is not market-based).23

The authorities have also progressed by eliminating the so-called “localization program”. Since the early 2000’s
the Government implemented this import-substitution program by granting individually-calibrated, non-transparent
incentives to selected firms only. The program has been removed.
23
Not all goods, however, are treated the same way; the Council of Minister can decide whether to regulate prices
and/or control the distribution/allocation of goods and services. As a result of the reforms, various key goods have
now fully deregulated prices and are always transacted in commodity exchanges and/or under market conditions (e.g.,
cathode copper, copper wire, secondary aluminum, metal zinc, extraction of gasoline). A second group of goods has
deregulated prices but do not always have to be transacted in the commodity exchanges (that is, other non-market
practices of allocation may be allowed), as with goods such as technical kerosene, cement, polypropylene,
polyethylene and others. A third group is always transacted in the market/commodity exchanges, but at regulated
prices (e.g., fodder grade wheat and technical seeds). Finally, a number of “sensitive” goods continue to be reserved
(with regulated prices, and do not need to be transacted in commodity exchanges—including flour, bread, key
medicines, liquid and natural gas for the population, ethanol, and various others.
22
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69.
This Prior Action, while significant, is only the beginning of a critical agenda that
must be decisively implemented to develop market institutions in Uzbekistan. Progress is
gradual as firms trading in the commodity exchange are still subject to specific quotas of the supply
left over after selling to SOEs; these remaining restrictions will need to be removed to help secure
the establishment of solid market institutions in Uzbekistan. In this context, it will be important to
narrow the list of goods and services subject to regulated prices and/or non-market allocation
practices to a concise “negative list” of exemptions to otherwise deregulated prices determined by
the market. More generally, the elimination of any remaining non-market based policy instruments
limiting competition will be essential to complement the Government’s reform efforts.
Prior Action 6: The Recipient has reduced average custom tariff rates.
70.
As Uzbekistan moves toward a market economy, it is increasingly important that the
relative prices of goods are anchored on international market prices. The further lowering of
tariffs, especially reducing the dispersion of tariffs by reducing peak rates, will help to achieve this
goal, increasing competition and helping benchmark the needed relative price adjustments in the
economy.
71.
Following the exchange rate reform, Uzbekistan significantly cut its import tariffs, to
attenuate the ensuing inflation and enhance competitiveness. As observed earlier, import tariff
rates for about 8,000 out of 10,800 items were reduced (for about 5,000 items, tariffs were
eliminated) to mitigate the adverse effect on import-intensive companies (and prices) and improve
the competitiveness of the economy.24 As a result, the simple average tariff was reduced from
15.2 to 6.3 percent, whereas the trade-weighted average went from 13.9 to 5.9 percent, as not all
groups saw their tariffs reduced homogeneously.25 This broad reduction in tariffs has provided a
strong stepping stone for an ambitious agenda on trade liberalization; the authorities are taking
initial steps to broaden their reach and reinitiate their WTO accession process, supported by the
Bank’s technical assistance.
72.
Going forward, there is a rich pending agenda to enhance trade policy and trade
facilitation, including in the context of a potential WTO accession. Next steps will need to
focus on enhancing trade policy and bringing it in line with international standards; the still
complex design of many of the remaining tariffs needs to be simplified, including to enhance
transparency. Moreover, as there is still superimposition between the trade tariffs and domestic
excises, a reform of excise taxes along similar lines should be taken simultaneously, especially
since excise taxes at present reportedly differ between imported and domestic goods.26
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The fiscal cost of this measure, however, is likely to be negligible in the short-run, as imports by major firms (and
SOEs) have benefited from special exemptions. Over the medium and long-term, however, its comparative effects
will be slightly larger as less-discretional policies are expected.
25
For agricultural products, deeper-than-average cuts were registered in animal products, cotton, fruit and vegetables,
and sugars and confectionaries; whereas those in non-agriculture products were registered in electrical machinery,
mineral products, petroleum, textiles, and other manufactures.
26
However, these averages should be taken as lower bounds, since nearly 700 tariff lines are legally written in such a
manner as to make the rates that importers have to pay non-transparent. These include conditional tariffs (e.g., “10
percent, but not less than US$0.9 per kilo”), as well as compound tariffs for motor vehicles (e.g., “x percent plus an
additional amount calculated based on engine displacement”).
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Prior Action 7: The Recipient has increased the regulated purchase price paid for cotton closer
to the international market price aimed to increase cotton productivity and to promote a more
efficient use of resources (including land, water and fertilizer).
73.
The current state procurement system in agriculture relies on a complex array of
Government’s support that aims at ensuring export earnings from cotton and food security from
wheat. It represents a significant fiscal burden on the Government’s budget, entailing a wide range
of subsidies for input production and distribution, farmers’ credit, irrigation, power, and postharvest processing (ginning and milling). This system is creating significant market distortions and
misallocation of resources. Fixed procurement prices offered to farmers are well below market
prices and do not provide the right incentives to increase productivity, generate incentives for an
efficient resource and improve quality.
74.
The Government announced key measures to provide better incentives to cotton
producers at the start of the 2018 cotton campaign. These included a significant increase of the
cotton procurement price from 1,700 to 3,200 soms per kilogram. According to President
Resolution #3386 (Nov 14, 2017), import tariffs on agricultural inputs have been reduced. Going
forward, further liberalization of input (included land) and output markets will allow farmers to
have a broader choice of inputs, farming equipment, service providers and marketing channels to
help improve productivity and quality. This is also expected to allow and facilitate the adoption of
new climate smart agriculture technologies and practices, that will result in adaptation as well as
mitigation co-benefits. In addition, a more rational use of fertilizers coupled with increased energy
efficiency of agricultural processes are expected to yield mitigation co-benefits as well. Facilitating
the creation of a wide range of private agro-entrepreneurs offering different services to farmers
will also generate off-farm employment.
75.
The authorities are also fostering the creation of cotton clusters, with the intention of
moving away from state-intervention and to help liberalize the cotton sector. These clusters,
three in 2017 and thirteen in 2018, will cover 700,000 hectares in the near future (around 65 percent
of the total cotton area), and are intended to facilitate market- and private-sector driven production
and marketing arrangements. The clusters, which are led by private textile companies that serve as
anchors, will enter in direct contract farming arrangements with producers. They will be free to
organize input supply and cotton ginning on their own, and negotiate cotton price above the stateprocurement price.
Prior Action 8: The Recipient has reduced the land area mandatorily assigned to grow cotton
and grain in order to support the raise of productivity and to promote a more efficient use of
resources (including land, water and fertilizer).
76.
Under the current area-based quota system of production, farmers must allocate a
large share of their land to the production of cotton and wheat without having any flexibility
to make independent farming decisions. More than 60 percent of the irrigated land is
mandatorily assigned to cotton and grain productions, representing a significant misallocation of
resources. In 2016, the Government initiated a five-year plan to remove less productive land from
the mandatory production of cotton and wheat. By June 2019, at least 135,000 hectares of cotton
and 40,000 hectares of wheat will have been removed from mandatory assignment, representing
over 7 percent of the total cotton/wheat area.
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77.
In line with the Government’s strategy to encourage agricultural diversification the
“released” areas are being reassigned to the cultivation of less water-demanding and higher
value crops. This is expected to allow and facilitate the adoption of new climate smart agriculture
technologies and practices, that will result in adaptation as well as mitigation co-benefits.27
Besides, a more rational use of fertilizers coupled with increased energy efficiency of agricultural
processes are expected to yield mitigation co-benefits as well. Recent Government’s decisions28
instruct Hokimiyats to now hold quarterly consultations with private farms and smallholder
farmers (through the Farmers’ Council) and local representatives of the Senate (Kengashi) on crop
production planning and land allocation.
78.
The agricultural system has maintained low prices and many administrative and
institutional constraints that dis-incentivize farmers and encourage land sub-leasing (which
provides higher earning than the cotton/wheat returns). To efficiently respond to market
signals, farmers will need to become real private agroentrepreneurs with full autonomy in farming
decisions, including crop choice, land use and crop and animal husbandry practices. As a pending
agenda for the future, assigning cotton and wheat production targets in volumes only, and not in
sown area and location, will provide a strong and immediate incentive to farmers to increase
cotton/wheat productivity to reallocate land freed from cotton/wheat to other higher value crops
This would give farmers the opportunity to grow other food and cash crops—better adapted to the
growing conditions in the country and the anticipated future climate conditions in which
Uzbekistan has comparative advantage—and for which there may also be consumption shortages
and imports, as well as fodder crops (and trees) which are badly needed by livestock farmers,
producing climate change adaptation and mitigation co-benefits.
Pillar III: Enabling Job Creation and Managing Social Risks
79.
The reforms supported under this pillar complement the previous two pillars by
focusing on the social sustainability of the ongoing reform process. The Pillar’s objectives
include: a) facilitating the movement of workers from low value-added sectors to high value-added
sectors, b) improving social safety nets to mitigate negative impacts on vulnerable groups due to
economic liberalization.
Prior Action 9: The Recipient, through its Executive branch has submitted to its Parliament, for
approval thereof, the draft amendments to the Labor Code to expand formal contracts to parttime and temporary workers.
80.
This operation supports the Government’s reform of the 1996 Labor Code to expand
formal contracts to part-time and temporary workers, and facilitate workers’ movements
between sectors. The Government, through the Ministry of Employment, has submitted a proposal
to reform the Labor Code and is currently under consideration by the Cabinet of Ministers. The
reform introduces the notions of seasonal and temporary work, and specifies corresponding
contracts; provides options for formal employment to also be extended to home-based work,
employment at a distance; and professional sportspersons and coaches, to facilitate formal
employment. Importantly, the revised Labor Code simplifies employers’ hiring and firing

27

28

This is also in line with Uzbekistan’s adaptation measures for the period up to 2030, listed in its NDC.
President Resolution #3281 (Sept 15, 2017), Decree #5199 (Oct 9, 2017) and Resolution #3318 (Oct 10, 2017)
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procedures to enhance the mobility of workers, the flexibility of the labor market, and improve
women’s formal entry into the labor market.
81.
Flexible labor legislation, including through part-time and temporary contracts, can
promote formal job creation. For firms, part-time and temporary contracts can be appropriate to
cope with unexpected fluctuations in demand; replace permanent staff on holiday, maternity, or
sick leave; hire workers with specialized skills to carry out specific time-bound projects; or launch
start-up ventures with risky and uncertain returns. For workers, particularly women and youth,
formal part-time and temporary contracts can provide opportunities for those people who might
not have been able to access employment under a permanent contract, aid employees’ desire for
variable (flexible) contractual arrangements, and working conditions to varying employee private
needs, while also being protected by social security benefits. For example, employees who are
studying, raising children, or generally managing other duties, value part-time and temporary
contracts. Part-time arrangements can have a particularly important and positive impact on lowskilled workers, women and young workers. Female labor market participation is a particular
challenge. According to the World Development Indicators, female labor force participation in
Uzbekistan was 53% compared to men’s participation rate of nearly 78% in 2017. For female
workers, these flexible formal contracts can provide a pathway into permanent employment and
an opportunity to gain experience and skills.
Prior Action 10: The Recipient has increased the social safety nets financial support for
vulnerable groups, including low-income families and families with dependent children.
82.
This operation supports the Government’s efforts to develop a comprehensive and
effective social safety net to support low-income and vulnerable households that might be
negatively impacted by the implementation of economic reforms.29 The Government is in the
process of strengthening its social safety nets system by improving the effectiveness of social
benefits through an adequate non-contributory cash allowance. The ultimate objective of the social
benefits reform is to ensure that an adequate level of cash allowance reaches poor and vulnerable
families for a sufficient period time. Therefore, the reform involves increasing the coverage of
social benefits, reviewing and adjusting as necessary the size and structure of the cash allowance,
and improving poverty targeting to reduce inclusion and exclusion errors.
83.
The Government has started the implementation of the social benefits reform by
allocating more budget to expand the coverage of the family allowance. The first step is to
increase the coverage of social benefits for low-income families, as well as families with dependent
children. The Government is committed to increasing the coverage of social benefits by 30 percent,
from about 435,000 beneficiaries in 2017 to over 500,000 in 2018. Improving the effectiveness of
social benefits is a medium-term process that will require a broader set of reforms on the targeting,
In addition to the social assistance system covered under this prior action, Uzbekistan’s social security system
(contributory) has substantial coverage and is more effective than the average of MICs and LICs in preventing certain
groups to fall into poverty. There is also a non-contributory unemployment benefit, which is small; the Government
seems to have no plans to expand it in the immediate future. There is also a non-contributory unemployment benefit,
which is small; the Government seems to have no plans to expand increase it in the immediate future. Instead the
Government is in the process of reforming the social benefits system and scaling up a registry of beneficiaries to better
reach poor and vulnerable individuals (including those negatively affected by the economic reforms) and facilitate
their placement in adequate interventions.
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administration, implementation arrangements and consolidation of social benefits in a coherent
system.30
84.
The reform of social benefits will be gradually implemented. For many years,
Uzbekistan has relied on its Mahalla system, a local government based institution providing
targeted assistance to poor families, which remains in place; there are no plans to fully replace it.
However, the Government is aware of key issues with the Mahalla system requiring improvement,
including the lack of transparency, monitoring and information verification, and is in the process
of complementing this community-based approach with more formal processes and accurate
mechanisms to reduce inclusion and exclusion errors. Among the complementary formal processes
and mechanisms put in place, subsequent improvements will be related to: (i) adjusting the system
to identify eligible households through objective targeting mechanisms and efficient processes; (ii)
developing and implementing a social registry to facilitate policy and program coordination, and
better support the poor and vulnerable; (ii) reforming the benefit system by merging various means
tested benefits into a single well targeted cash allowance (following existing practices in several
EU countries); and (iii) adjusting the size of the benefit and its structure to better tailor benefits to
specific conditions of beneficiary families

C. LINK TO THE CPF, WORLD BANK OPERATIONS AND WBG STRATEGY
85.
The proposed DPO is being prepared jointly with Performance and Learning Review
(PLR) of the 2016-2020 Country Partnership Framework (CPF), recognizing the significant
changes that Uzbekistan is undergoing since the latest CPF was approved. While the
diagnostic outlined in the SCD remains valid, significant changes in the country’s reform strategy
warrant rebalancing the program to support economic transformation. The new program’s focal
areas include: (i) sustainable transformation towards a market economy, (ii) reform of state
institutions and service delivery, and (iii) building human capital and citizen participation. The
DPO contributes to the Government’s efforts in its transformation to a market-oriented economy
by supporting growth and macro-financial resilience, private sector development, as well as social
protection for vulnerable groups.
86.
The proposed DPO is fully consistent with the WBG’s strategy aimed at eradicating
extreme poverty and promoting shared prosperity. The program pillars are set to ensure longterm macroeconomic stability and safeguard the social safety nets—which are key preconditions
for sustained poverty reduction. The specific attention of the proposed DPO to support the
Government of Uzbekistan in market creation for private sector development allows for
improvements in the business climate, higher productivity, and subsequently a boost in shared
prosperity.
87.
The proposed DPO complements the ongoing WB operations aimed at supporting
sustainable growth and creation of markets. Specifically, the program’s Pillar 1 goes in line
with activities supported by the IFC in the financial sector under the Technical and Analytical
Support to Uzbekistan in the Transition to a Market Economy (P167074), the Financial Sector
Technical Assistance (P165372), and the Uzbekistan Strengthening Banking Regulations
(P167070). The WB’s ongoing operations in the country’s energy sector include the development
30

Given the large prevalence of male labor emigration in Uzbekistan, a non-negligible share of the beneficiaries are
likely to be female-headed households.
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strategy, a comprehensive gas-sector master plan, tariff study for natural gas, and support in
corporate governance improvements through Energy Subsidies in Uzbekistan: Impact and the Way
Forward (P153801) and others. The proposed DPO is also consistent the ECA Regional Climate
Action Plan (endorsed in June 2017), which aims to support countries in the transformation toward
greener, cleaner, and more resilient economies, and contributes to the WBG targets and
commitments on climate action by increasing climate-related financing in ECA.
88.
The program’s second and third pillars are consistent with a range of project and
technical advice. The program’s Pillar 2 is accompanied by the support of WBG TA on trade
facilitation and WTO accession including Technical and Analytical Support to Uzbekistan in the
Transition to a Market Economy (P167074), Uzbekistan Investment Climate and Competition
Reform (P164631) and Uzbekistan: Supporting the Transition to an Export-Oriented Market
Economy. WB operations aimed at supporting the agriculture include Agricultural Modernization
TA (P162303) and Third-Party Monitoring in Cotton Sector (P156962); as well as credit lines
through Horticulture Development Project, the GEF Sustainable Agriculture and Change
Adaptation and Mitigation for Aras Sea Basin (CAMP4ASB), and the Jobs and Skills for Modern
Economy Project. Finally, the DPO’s Pillar 3 is backed by Supporting Uzbekistan’s Inclusive
Economic Reform Through Strengthening Its Social Protection System (P166665) and Uzbekistan
Support Towards Developing National Citizen Engagement Framework (P166817).

D. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS
89.
The proposed DPO is built upon consultation processes—initiated by the Government
of Uzbekistan—with various sectors of the Uzbek society. The measures supported by the
operation conform to a broad market-oriented reform program initiated by the current Uzbek
administration in February 2017. One of the key aspects of the Uzbek transition reform agenda,
unlike the one under previous administration, is to consult with key stakeholders as well as with
the general public, thus evaluating their specific complaints and recommendations, addressing a
wider range of problems in the economy, and developing a more thoughtful set of policies to
include in the reform program. The Government prioritized listening to the needs and concerns of
its citizens by declaring 2017 the “Year of Dialogue with Citizens” and, among other things,
launching the Virtual Reception, a mechanism to receive direct communications from
citizens. The Virtual Reception has been used so far by more than one and half million citizens
and the Government is currently working on ways to distill and analyze the data that is emerging
as well as to systematize and further develop its approach to communicate with stakeholders in
moving forward. Based on discussions with the Government on the country’s development
priorities and challenges, such as the successful transformation of the Uzbek economy toward a
market-oriented system driven by the private sector development, the proposed program builds
upon a wide range of issues, touching as much aspects of the economy as possible. The
Government’s reforms which are supported by the WB as part of this and potentially subsequent
DPO series aim at reducing poverty and boosting shared prosperity.
90.
The proposed DPO has been prepared in close collaboration with the IMF, the Asian
Development Bank (ADB), EBRD, and other international organizations as part of a
coordinated effort to support macroeconomic and structural reforms that will provide a
smooth economic transition with minimum social costs. Jointly with the IMF, the WB provides
assurances of the adequacy of the macroeconomic framework to anchor the operation; additionally,
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the technical assistance in complementary areas will be closely coordinated between the two
organizations. For instance, the Bank participated in a joint WB-IMF mission on Tax Policy
Reform. The ADB is preparing a parallel budget support operation, and the staff of both the ADB
and the WB are coordinating the development of the Policy Matrices to ensure that they are
complementary (for example, ADB and WB are collaborating to support the financial recovery of
Uzbekenergo). Also, the ADB has expressed its interest in having the second tranche of their
Policy-based Loan join a potential second budget support operation with the WB. The engagement
of the EBRD, the UNDP, the European Union and bilateral development agencies also continues
in several areas. The WB is in cooperation with the EBRD on the development of the PPP Legal
Framework, and with USAID on the process of WTO accession. There is also close collaboration
with the International Labor Organization (ILO) on eradicating forced labor and improving labor
market outcomes.

E. MAINTAINING THE REFORM MOMENTUM: FUTURE SUPPORT
91.
The Government of Uzbekistan has requested a long-term engagement of the WBG
to assist in the transformation of the economy. This first DPO is a critical part of the Bank’s reengagement strategy as it supports fundamental social and economic reforms which attempt to
Uzbekistan reorientation of its social and economic model of development, for example in unifying
the exchange rate and in the partial liberalization of the visa regime as well as in an expansion of
the social protection program to mitigate the social costs of the transition.
92.
In a next phase, the Government will need ongoing support to make the reforms
sustainable. Future operations will need to play an important role in assisting the Government
maintain reform momentum to secure gains from well-targeted reforms that open up the private
sector space, and enhance the functioning of institutions. It will be equally important to protect
vulnerable groups affected by the reform process and to maintain macroeconomic stability,
especially by controlling inflation. Future development policy lending can play an important role
in supporting the Government’s reform process. Against this backdrop, should a request be made,
the WBG stands ready to provide ongoing support, assuming successful continuation of the reform
program. Any future development policy operation would aim to solidify the gains achieved
through this initial operation, foster sound market-based activities, and deepen the development of
modern institutions for public policy.
93.
It is expected that a future DPO program would maintain the current pillars, while
deepening the specific reforms. In broad terms, a follow-up DPO would seek to achieve the
following objectives:
•

Pillar 1. Foundations for Sustainable Growth and Macro-Financial Resilience. In
the next phase of the reform effort it will be critical to deepen SOE reform, particularly
to consolidate the move towards financial sustainability and enhanced governance in
remaining SOEs, including to mitigate macro-fiscal risks. Building sustainable fiscal
institutions in line with best practices will also be critical. This includes bringing the
existing off-budget operations on budget, and increasing transparency in Government’s
public finances. A modern, revenue-neutral tax policy reform will also need to be
developed, and anchor not only the needed prudent macro-fiscal stance, but set the
basis for an enhanced and friendlier business climate. After securing stabilizing sound
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and stable financial sector, Uzbekistan is expected to enhance access to finance,
another critical pre-condition for private sector development.
•

Pillar 2. Supporting Market Formation for Private Sector Development. The
program will need to focus on continuing establishing market-based institutions,
including through securing a broad liberalization of prices and use of market-based
mechanisms for their allocation, limiting the exemptions to a narrow list. Also,
following the first steps already taken to connect Uzbekistan with the rest of the world
(through the recent visa liberalization and re-initiation of WTO accession), the second
phase of the private sector reform process will extend these achievements while
opening new key sectors. There will also be new opportunities to enhance Uzbekistan
air connectivity, which remains one of the country's economic Achilles’ heels and will
entail structural reform in the airline sector. A major sectoral priority is agriculture—
particularly to further liberalize the use of land and inputs related to the sector to
empower farmers to grow their preferred crops, and thus generate important
productivity gains. Enhancements to the institutional frameworks that set the stage for
private sector participation—on investment, competition and public private
partnerships (PPPs) will also be critical.

•

Pillar 3. Enabling Job Creation and Managing Social Risks. During this first DPO,
the Uzbekistan Government created more labor market flexibility and expanded the
social protection budget to mitigate the impact of the economic liberalization. In the
next phase, Uzbekistan would have the opportunity to establish a more modern social
protection system, which would allow the Government to manage its fiscal resources
prudently while targeting those in need.

5.

OTHER DESIGN AND APPRAISAL ISSUES
A. POVERTY AND SOCIAL IMPACT

94.
Overall, the reforms supported by this DPO are expected to be pro-poor.31 The
exchange rate unification and the reduction in the dispersion of tariff rates between imported and
domestically produced goods will reduce market distortions. This, in turn, should lead to both more
competitive export-oriented sectors and broadened product variety in the medium term. Few poor
households directly benefited from the prevailing dual exchange rate regime (state support allowed
exchange at the official rate for advantaged importers of equipment, machinery and technology),
which came at the expense of exports and private consumption. Improving the business
environment through the elimination of support for favored firms would be expected, overall, to

31

The 2016 SCD reflects on the ADePT analysis done using CALISS data (a 2013 household survey). The analysis
based on that survey shows that social benefits are progressive (more benefits are accruing to poorest quintiles) hence
the social benefit system is certainly a policy instrument with the potential to reduce poverty and inequality. Currently,
the poverty impacts of the reform are small due to the low coverage and generosity of benefits. However, as explained
above, the Government is in the process of reforming the social assistance system; their poverty-reducing effects is
expected to increase should more households from the poorest quintiles receive social cash benefits and the benefit
amount be adjusted to the family needs.
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contribute to job creation in the long term, albeit with the potential for short-term job losses in
firms that previously enjoyed preferential treatment.
95.
Reforms in the agriculture sector are expected to benefit the poor. Agriculture is the
largest source of employment in the economy, and in 2013 provided livelihoods for 49 percent of
Uzbekistan’s rural population, where pockets of poverty are concentrated. More flexible land use
is expected to improve the allocative efficiency of productive capacity in the sector, potentially
driving rising incomes for agricultural workers. Greater diversity in food production would also
be expected to increase resilience for farmers and reduce the risk from market shocks, such as in
cotton or wheat, producing climate change adaptation co-benefits. Diversifying to fruit trees, and
increasing energy efficiency of agricultural processes coupled with more rational use of fertilizers,
are also expected to have significant mitigation co-benefits as well. Allowing entry into the
agriculture sector would likewise be expected to be pro-poor, as farmers and agricultural workers
are likely to increasingly produce higher-value crops, increasing the competitiveness of the sector.
Benefits of expanding smallholder (dehqan) agricultural production also include potentially
increasing the food produced for own consumption available to poorer farmers. Increasing the
availability of more diverse agricultural production would also be expected to reduce the cost of
foods intended for local consumption, with beneficial implications for poorer households for
whom food comprises the largest budget share. Reducing tariffs on food imports is expected to
reduce the cost of living for citizens, and particularly for the poorest households. However, lower
tariff barriers may also expose the agriculture sector to additional competition and could
potentially result in lower employment in highly protected goods in the short term. Improving the
governance code is expected to be neutral in the short term and beneficial for the poor in the long
term
96.
Reforms to the banking system will have a positive impact. Prudential regulations on
capital, liquidity and asset classification are similarly expected to have a more immediate impact
on firms than on households, including by enhancing their tools for making investment, savings
and consumption decisions. Continued negotiation for WTO accession may imply long-term
changes in the cost of some goods and employment in currently protected sectors, but a net benefit
may be expected from the increase competition and diversity of goods and services. Reforms to
the regulatory environment would reduce macroeconomic risks, lowering the probability of
negative shocks adversely impacting the prospects of poor and vulnerable households.
Implementing comprehensive stress tests would be indirectly beneficial for the poor by lowering
the risk of shocks that could reduce economic growth.32
97.
However, the exchange rate unification and reduced support to favored firms and
sectors may have short-term adverse impacts on some poor and vulnerable groups. The
exchange rate depreciation, and the relative price adjustments that have ensured, have risen the
risk of inflation in consumer prices which could increase poverty among vulnerable households
and disproportionately affect poor households. Reducing subsidies to SOEs may lead to job losses
in those sectors. This may, in turn, result in modest increases in poverty rates if social protection
or social insurance is not available to mitigate the impact of the loss in income suffered by those
who lose their jobs. Moderately negative impacts from rising utility tariffs are expected for poor
and vulnerable households, which may be partially offset by strengthening the social protection
32
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system. Reductions in agricultural subsidies may reduce incomes for workers in the affected
products and operations, and potentially lead to job losses among some agricultural workers.
Agricultural workers who lack access to land to support production for their own consumption are
at greater risk of falling into poverty in the event of job loss. However, the potential for entry into
agricultural production, greater export opportunities, and product diversification should help to
mitigate these risks, especially in the longer term.
98.
Expanding the coverage of the social protection system, coupled with labor market
reforms, is pro-poor and can mitigate potential negative impacts from other proposed
reforms. The modest risk of rapidly rising prices can be reduced for poor households with social
protection payments that account for price increases. Expansion of the social protection system, as
a last resort safety net, can also reduce the risk of job losses resulting in extreme poverty. Social
protection payments can further partially offset potential increases in utilities prices for vulnerable
households. Expanding the types of contracts available would also potentially increase formality
in the labor market and the number of formal jobs available. The informal sector accounted for 54
percent of total employment in 2013. This reform is expected to benefit poor workers, who are
substantially more likely to lack the benefits of formal contracts. However, these reforms should
proceed with caution so as not to unduly incentivize employers to recategorize currently full-time
formal workers into less secure contract types.
99.
Citizen engagement: Public information campaigns and broader information
campaigns about possible short-term adverse impact on poor and vulnerable groups and
anticipated long-term benefits would be essential for building public consensus for reforms
and generate the broad political support and public ownership that is necessary to sustain
them. Consulting with citizens and actively engaging them in decision-making regarding socioeconomic priorities and necessary trade-offs allows due consideration of the views and
perspectives of various social groups and results in more informed, inclusive and thoughtful
decision-making processes. The Government has already prioritized such measures in 2017, by
declaring the “Year of Dialogue with Citizens,” launching Virtual reception office, a mechanism
to receive direct communications from citizens, which has processed over one and half million
comments. National Development Strategy also includes actions to promote feedback on service
delivery and improve data sharing with public and consultative policy-making bodies. It lays out
steps to increase civil society participation and strengthening citizens’ self-governing bodies using
press and media to raise issues related to public service provision. An advisory council for civil
society organizations was created in May 2018 and a decree on public advisory councils, to be
established with an oversight function for every Ministry and state-funded organization, is
currently being finalized. The Government’s reforms supported by the World Bank are part of this
wider engagement strategy. Regular consultations on the implementation of these reforms would
be organized in the context of broader consultations on implementation of National Development
Strategy. The World Bank will be supporting these consultations by cooperating with
Development Strategy Center on “Listening to the Citizens of Uzbekistan” research project.
100. Targeting lagging districts and vulnerable populations, especially in the rural areas.
To ensure that smallholder (dehqan) farmers benefit from the reforms in the agricultural sector,
targeted measures to promote cooperation formats and employment creation in rural areas would
be necessary, with particular focus on women and youth. These measures also need to be combined
with improvement of basic infrastructure, increasing access to finance. Recent steps taken in this
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direction include - “Obod qishloq” (developed villages) State Program initiated by 29 of March
Presidential; Presidential decree of March 23 on “Additional measures to increase accessibility of
banking services” etc. Capacity building efforts targeting local Governments and local selfgoverning bodies on the community level are essential for ensuring sustainability of reform efforts
and ensuring transformational change on the ground.
101. Labor rights and working conditions: Reforms in the agricultural sector are expected
to lead to greater crop diversification and higher productivity. This transformation will also
support the ongoing full elimination of child and forced labor in the cotton harvest in Uzbekistan.
The Government has expressed its high level commitment to monitor and prevent child and forced
labor, including with the assistance of development partners. Continued focus on improving labor
rights and working conditions is embedded in reforms to the Labor Code along with the increase
in the variety of formal labor market contracts.

B. ENVIRONMENTAL AND CLIMATE CHANGE LINKAGES
102. The environmental and climate mitigation/adaptation co-benefit impacts of the
Program are anticipated to be mostly positive or neutral (see Annex 4). Attracting businesses
into the formal sector (Pillar 2) may have positive environmental outcomes, as environmental
policies will be more readily applied. As the Government will bring the price of cotton more in
line with international price to help increase productivity (Prior Action 7) and reduce the area
mandatorily assigned to grow grain and cotton (Prior Action 8), this will lead to a decrease in air,
soil and water pollution and provide opportunities for sustainable agriculture, as well as water
usage and facilitate a shift towards climate adapted (and climate smart) agriculture. Both prior
actions have important mitigation co-benefits resulting from the expected increase in agricultural
productivity, as this has the potential to reduce energy use, irrigation and production inputs, as
well as reduce non-CO2nitrous oxide emissions, including through improved access to higher
quality fertilizers.33 Reducing the land area mandatorily assigned to cotton and grain should help
diversify crops, lowering the vulnerabilities of the sector to climate change.
103. Going forward, it will remain critical to continue guarding against adverse risks
linked to agriculture, which is one of the most climate- and environmentally-sensitive of all
economic sectors. In countries such as Uzbekistan, the risks of climate change for the agricultural
sector are a particularly immediate and important problem since much of the rural population
depends either directly or indirectly on agriculture for their livelihoods. Recent and projected
trends in water availability under a changing climate and the increasing incidence of drought events
in Uzbekistan have underscored these risks, as has the presence of agricultural pests that may not
have previously been found in Uzbekistan. Risks to be closely monitored are those associated with
the excessive use of agricultural inputs (mainly of fertilizers and pesticides) due to the nonobservance of the necessary safety rules and procedures and in order to reduce GHG emissions.
104. Several other prior actions in the DPO also produce climate change co-benefits. As
noted in Section 3 of this document, the need to adapt to climate change in all sectors is firmly
entrenched on the National Development Strategy of the Government of Uzbekistan, and deeply
supported by the country’s development partners. Along these lines, Prior Action 4, which foresees
the adjustment of fuel and electricity tariffs towards cost recovery (jointly with the introduction of
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differentiated electricity tariffs, and efforts to improve the financial sustainability and governance
of key SOEs in the energy sector) should have positive impacts due to its anticipated result: a
reduction in energy consumption. The reduction in average import tariff rates (Prior Action 6) is
likely to increase the availability and lower the cost of environmentally-friendly goods, services
and technologies, including efficient alternative energy solutions. In addition, the reform in Labor
Code (PA 10) may introduce additional requirements for ensuring that higher occupational health
and safety standards are implemented with respect to part-time and temporary workers.
105. It will remain important to mitigate potential environmental and climate-related risks
of economic reforms. Possible environmental concerns might relate to private sector growth,
should Uzbek production become biased towards pollution-intensive industries. Thus, in
supporting private sector and freer markets, emphasis should be given to ensuring an efficient
process of Environmental and Social Assessment (ESA), adequate monitoring and enforcement of
the regulatory framework including in the field of environment and natural resources.
106. Uzbekistan has its own system of environmental screening and assessment aimed at
assessing and reducing adverse environmental impacts. There are about 120 laws and
regulations that cover the field of environment and natural resources. Few most important laws
such as The Law of the Republic of Uzbekistan "On Environmental Protection" (1992) and Law
on the State Environmental Expertise (2001) outline an environmental assessment procedure and
define four categories of investment projects based on the level of environmental risks with 1
Category being the highest risk. Nevertheless, strategic environmental assessment, which might
provide necessary information on environmental and social safeguards implications of the policy
documents, has not been promoted in Uzbekistan. Furthermore, the existing regulatory system is
not fully harmonized with the WB and best international ESA practices and needs improvement,
mainly in terms of preparing environmental and management plans and ensuring their supervision
and monitoring during project implementation. This is an important and urgent task, taking into
account increased interest of IFIs and various donors to the country and forthcoming large-scale
financing.

C. PFM, DISBURSEMENT AND AUDITING ASPECTS
107. The latest PEFA assessment conducted in 2012 indicates strong performance in many
PFM subsystems with 19 (out of 28) performance indicators (PIs) rated B and above. Despite
comparably good performance in several areas, some of the critical PFM downstream elements
(internal audit, accounting and financial reporting, external audit) were weak with the Government
efforts to improve its PFM system. In particular, the Effectiveness of Internal Audit (PI-21),
Competition, Value for Money and controls in Procurement (PI-19), Quality and Timeliness of
Annual Financial Statements (PI-25), Scope, Nature and Follow up of external audit (PI-26),
Multi-year perspective in Fiscal Planning, Expenditure Policy and Budgeting (PI-12) as well as
Public Access to Key Information (PI-10) were low-rated.
108. The Government is taking steps to progress with the action plan outlined in the PFM
Reforms Strategy for 2007-2018 (with the draft update for 2017-2021). This MoF-led strategy
covers a range of measures aimed at strengthening budget preparation and execution, public sector
accounting, treasury systems as well as improving legislative base for PFM reforms. The Treasury
Single Account has been introduced and made functional. In addition, the Government made a
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progress on implementation GFS-2001 compliant Chart of Accounts, and interim FMIS. The
Government also introduced eProcurement system, with an internal portal established to post
information related to tendering processes.
109. The Government also took initial steps to improve Public Access to key fiscal
information by publishing the state budget main parameters and execution reports on the
MoF website to provide budget transparency required by the Budget Code. In 2017, a pilot
Medium Term Budget for 2018-2020 has been developed and adopted at a municipality level. In
2013-2014 the Government implemented "Budget system reform in Uzbekistan" project aiming
also at public sector accounting and reporting reforms. Namely, twelve draft Standards of the
Budget Accounting (SBA), based on IPSAS, have been prepared, while implementation of IPSAS
still remains a challenge due to capacity constraints and substantial resources required in staff
training and rolling out of the standards. Overall PFM reforms have been proceeding slowly during
last few years.
110. The Chamber of Accounts (CoA - the country’s Supreme Audit Institution) is still in
the initial phases of its development. Currently a new law on Chamber of Accounts is being
developed, further there is a need for developing and aligning auditing practices with International
Standards of Supreme Audit Institutions, starting with introduction of the compliance and financial
audits.
111. The public sector internal audit (IA) function is still at its embryonic stage with a need
to focus on the legislative framework and operational model. IA standards, quality assurance
arrangements, IA system for conducting, documenting, and concluding IA workflow should be
developed. A system for training, education, continuing professional development and possibly
certification of internal auditors needs to be established.
112. Foreign Exchange Control Environment at the Central Bank of the Republic of
Uzbekistan (CBU) is assessed to maintain overall adequate operational control over its
exchange reserve management. The CBU has been audited regularly by internationally
recognized audit firms and received satisfactory audit reports. In particular, the 2016 audit of
CBU’s consolidated financial statements was conducted by an international audit firm, which
issued an unmodified opinion on the financial statements, however financial statements are not
prepared in accordance with IFRS but rather in accordance with internal accounting and reporting
procedures issued by CBU. The audit was conducted in accordance with International Standards
on Auditing (ISA). The audited financial statements of CBU are not made publicly available.
113. Meanwhile, considering that no IMF safeguards assessment for the CBU has been
conducted yet, and that there were recommendations in the management letter provided by
the auditor relating to controls and accounting over foreign exchange reserve, to secure
acceptable fiduciary arrangements over the operation, the Bank will apply additional
mitigation measures to mitigate fiduciary risks. This will involve opening a dedicated foreign
currency account for the operation. The Bank will also require that the dedicated foreign exchange
account is audited by an auditor acceptable to the Bank, on terms of reference acceptable to the
Bank. The audit report will be submitted to the Bank within five months after fiscal year ending
in December 31.
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114. The DPO funding would be made available to the Republic of Uzbekistan upon the
effectiveness of the Financing Agreement and the submission of withdrawal application for
the credit. The proceeds of the Credit will be disbursed into a dedicated foreign currency bank
account that will form part of the country’s official foreign exchange reserves held by the CBU
and will be opened in the name of the Ministry of Finance. The Recipient shall open, prior to
furnishing to the Association the first request for withdrawal from the Financing Account, and
thereafter maintain a dedicated account in USD (“Foreign Currency Dedicated Account”) at the
CBU; and all withdrawals from the Financing Account shall be deposited by the Association into
the Foreign Currency Dedicated Account. Within 30 days following the deposit of the amount of
the Financing into the Foreign Currency Dedicated Account, the Recipient shall transfer the
Financing amount into the Treasury Single Account (USD and/or UZS). The Recipient, within
thirty (30) days after the withdrawal of the Financing from the Financing Account, shall report to
the Association: (a) the exact sum received into the Foreign Currency Dedicated Account; (b) the
details of the account to which the equivalent of the Financing proceeds will be credited; (c) the
record that an equivalent amount has been accounted for in the Recipient’s budget management
systems; and (d) the statement of receipts and disbursement of the Foreign Currency Dedicated
Account.
115. The MoF will be responsible for the operation’s administration and for preparing the
withdrawal application, maintaining the dedicated foreign currency bank account as well as
the local currency bank account. The MoF, with the assistance of the CBU, will maintain records
of all transactions under the DPO in accordance with sound accounting practices, and the proceeds
of the DPO will be promptly accounted in the country’s budget management system using the
country’s regular procedures for such accounting.
116. If after depositing funds in the dedicated foreign currency bank account, the proceeds
of the credit are used for ineligible purposes as defined in the General Conditions, these
proceeds will be refunded to the World Bank. As stipulated by the General Conditions, amounts
refunded to the Bank in respect of ineligible expenditures will be cancelled from the credit.

D. MONITORING, EVALUATION AND ACCOUNTABILITY
117. The Ministry of Finance is responsible for the implementation of the program
supported by the DPO. As the main implementing agency, the Ministry of Finance will
coordinate with other Government agencies involved in the implementation of the DPO, including
the Central Bank, the Ministry of Economy, the Ministry of Agriculture, the Ministry of
International Trade, the Ministry of Tourism and the Ministry of Labor and Social Protection.
Together with the Ministry of Finance and the State Committed on Statistics, these institutions
will collect the necessary data of assess implementation progress and evaluate results. The
technical capacity of these institutions is adequate to perform regular monitoring of the indicators
and outcome measures show in the monitoring and results framework of the policy matrix (Annex
1).
118. Grievance Redress. Communities and individuals who believe that they are adversely
affected by specific country policies supported as prior actions or tranche release conditions under
a World Bank Development Policy Operation may submit complaints to the responsible country
authorities, appropriate local/national grievance redress mechanisms, or the WB’s Grievance
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Redress Service (GRS). The GRS ensures that complaints received are promptly reviewed in order
to address pertinent concerns. Affected communities and individuals may submit their complaint
to the WB’s independent Inspection Panel which determines whether harm occurred, or could
occur, as a result of WB non-compliance with its policies and procedures. Complaints may be
submitted at any time after concerns have been brought directly to the World Bank's attention, and
Bank Management has been given an opportunity to respond. For information on how to submit
complaints to the World Bank’s corporate Grievance Redress Service (GRS), please visit
http://www.worldbank.org/GRS. or information on how to submit complaints to the World Bank
Inspection Panel, please visit www.inspectionpanel.org.

6.

SUMMARY OF RISKS AND MITIGATION

119. The overall risk to the operation is substantial. Uzbekistan has embarked on an
ambitious reform process transforming the economy from a state-controlled and centrally planned
to a market economy, the core of which this operation is supporting. The risks are therefore not
only on the economic, but also political, institutional and social. The World Bank has mobilized,
together with other international financial institutions and bilateral partners, significant technical
assistance to support the transition. However, the speed and comprehensiveness of the reform
process create substantial risks that need to be addressed. The most relevant risks for this operation
are macroeconomic, technical design of program, and implementation capacity. Risks associated
with the political and governance areas, sector strategies and policies (agriculture, banking and
energy sectors) and fiduciary risks are considered moderate.
Table 5: Risk Assessment
Risk Categories
1. Political and governance
2. Macroeconomic
3. Sector strategies and policies
4. Technical design of project or program
5. Implementation capacity
6. Fiduciary
7. Environment, climate and social
8. Stakeholders
Overall

Rating (H, S, M or L) *
M
S
M
S
S
M
M
M
S

*H- High, S - Substantial, M – Moderate, L – Low.

120. Macroeconomic risks are substantial, and stem from both external and domestic
factors. On the external side, the uncertainties related to both nominal and real demand shocks for
Uzbek exports may have a strong negative impact on growth, exaggerated by the high
concentration of exports in China and Russia. On the domestic side, they are linked to the potential
pressures that SOEs and the banking sector may exert on growth, jobs and inflation –and their
linkages to commitment to policy implementation. Following the sharp devaluation, SOEs—which
still represent the largest share of the economy—and the banking sector suffered valuation losses
on their balance sheets. Given that banks and SOEs had enjoyed Government support, the change
raises risks for this sector (as well as potential contingent liabilities). The banking sector could be
affected by weak growth and SOE performance, particularly in view if the sizeable amount of
directed lending in their portfolios. Price and exchange rate liberalization may lead to high inflation
in the medium run which, in turn, may require larger than expected contractionary fiscal and
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monetary policies that could hamper growth in the short term. While the country is comfortably
buffered by a large stock of foreign reserves, any excessive pressures on inflation or hampered
growth and job creation would compound with other risks, particularly that of stalling or reversing
the much-needed reform process. These risks are considered substantial; however, the
Government’s commitment with the reform and macroeconomic prudence in general, as well as
measures to (i) strengthen fiscal sustainability through reductions in transfers and preferential
lending, (ii) issue (via the CBU) prudential regulations and regular stress tests, (iii) trade
liberalization, and (iv) enhance the investment climate are expected to support the success of this
DPO and the Government’s broader reform agenda.
121. The risks of implementation capacity, as well as the technical design of the program,
are rated as substantial due to the constraints both in implementing agencies as well as the
challenges on the technical design of the reform program, which may undermine progress
despite of strong political commitment for reform. The presence of inadequate institutions,
weak market transmission mechanisms, rent-seeking behavior, and lack of transparency and data
availability can hamper the successful implementation of the reform program, thus posing
substantial risks. The technical limitations (including in coordination at the intra-government
level) to support the ambitious reform program also impose a substantial risk to the success of the
program. The failure to transform into a market-oriented economy, secure relative price adjustment
and the efficient allocation of resources in the economy can undermine the Government’s ability
to sustain growth and enhance job creation over the long term after the program. The Government
is partnering with the World Bank, the IMF, the ADB, and the EBRD, among others, to receive
technical assistance in policy design and capacity building. This is resulting in a coordinated
outcome tailored to achieve the program’s longer-term objectives. With the Government’s
demonstrated commitment to transformation reforms, the program may help control the risks
through its pillars.
122. Political and governance risks are moderate. The transformation of the Uzbek economy
from a centrally planned economy to a market economy imposes potential political shifts that could
threaten the transition. Following the devaluation, for instance, SOEs—especially large ones in the
energy sector—need transformation to become sustainable, with the added political and
governance risks due to potential layoffs and loss in credibility. On the program pillars, the risks
are also relevant for (i) the social protection of the vulnerable groups who are likely to suffer the
most in the first stages of the reforms, and (ii) supporting market creation by ceasing subsidies to
selected firms. The authorities, however, are aware of these risks and are utilizing a continuous
consultation process and raising awareness on key policy measures. The political leadership in the
reform process, however, contributes to the moderation of the implicit risks of the reform, as the
Government is seen as spearheading the major reforms and has obtained popular support. The
Government’s commitment to the reform program through several prior actions including foreign
exchange rate liberalization, increased coverage of safety nets, and SOE reforms can also help to
control the political and governance risks by increasing the safety net of the vulnerable groups.
123. Sector strategies and policies risks are considered moderate. The 2nd pillar of this
operation—supporting market creation for private sector development— covers Uzbekistan’s key
growth sectors, especially agriculture, and addresses cross-cutting trade and competition reforms
which affect all economic sectors. This creates potential risks due to the infancy of basic market
institutions or incomplete implementation of the reform program specifically related to these
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sectors. For example, in the agriculture sector, risks of not accompanying the needed elimination
of subsidies with key institutional measures such as enhancing property rights, liberalizing land
use and providing technical assistance, may impose threats to productivity, climate change
mitigation co-benefits, job outcomes, and wage growth. The sector strategies and policies risks are
considered moderate as the Government has made some steps to boost productivity through (i)
allowing Government procurement price to rise toward market levels, (ii) liberalizing prices
through commodity exchanges, (iii) reducing import barriers, and (iv) establishing privatelyowned clusters to allow farmers to enter into direct private contractual arrangements. Overall, the
policies and strategies are generally adequate for the purposes of the program and consistent with
the Government’s development objectives.
124. Financial management risk is rated moderate based on the stand-alone assessment of
this operation. There is a moderate risk that the program’s funds will not be used to achieve value
for money with integrity in generating sustainable development outcomes. To mitigate this risk,
the Government will need to safeguard Central Bank and treasury operations with appropriate
financial management.
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Annex 1: Policy and Results Matrix
Policy Objectives

DPO Prior Actions (PAs)

Results Indicators

Pillar 1: Foundations for Sustainable Economic Growth and Macro-Financial Resilience
Enhancing economic growth through greater openness—Improving macro-fiscal sustainability, governance, and
private sector participation through reform of public enterprises—Strengthening financial sector stability.
Enhanced
economic growth is
stimulated through
reducing exchange
rate and monetary
distortions, and
greater private
sector access to
foreign exchange

1. The Recipient, through the Central
Bank of Uzbekistan (CBU) has
eliminated all foreign exchange
surrender requirements on all export
earnings.

Baseline: 25 percent surrender requirement on
foreign exchange from export earnings. (September
2017)

Financial Sector
Stability is
enhanced to
improve
environment for
stable economic
growth

2. The Recipient, through the CBU
has issued revised prudential
regulations on banking capital
adequacy, liquidity, and asset
classification to improve compliance
with
international
financial
regulatory standards in line with the
Basel Core Principles.

Baseline: Current reporting framework on capital,
asset classification, and liquidity does not ensure a
proper reflection of banks’ risks. (September 2017)

3. The Recipient has adopted
measures requiring the CBU to
conduct annual stress tests on
commercial banks in line with
international best practices.

Baseline: No stress testing of Banks (September
2017)

4. The Recipient has adopted key
measures to promote financial
recovery and transparency of
Uzbekenergo and Uzbekneftegaz,
through: i) approval of fuel and
electricity tariff adjustments; ii)
introduction
of
differentiated
electricity tariffs to improve
efficiency; and iii) adoption of policy
requirements for Uzbekenergo and
Uzbekneftegaz on financial statement
audits’
compliance
with
the
international financial reporting
standards.

Baseline: 2017 augmented budget outturns on tax
expenditures, current spending and net lending to
Uzbekenergo and Uzbekneftegaz amount to 1.2% of
GDP, and no IFRS-compliant financial statements
have been published. (December 2017)

Fiscal
sustainability is
strengthened
through tariff
reforms and
financial
transparency of
SOEs
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Target: No surrender requirement on foreign
exchange from export earnings. (June 2019)

Target: Improved data quality from banks is
implemented and permits adoption of risk-based
supervision plan for onsite inspections (June 2019)

Target. The CBU has developed guidelines for
regular stress testing of commercial banks, and has
conducted at least one round of stress tests on 4
representative commercial banks. (June 2019).

Target: 2018 augmented budget outturns on tax
expenditures, current spending and net lending to
Uzbekenergo and Uzbekneftegaz amount to less than
0.8% of GDP, and IFRS-compliant financial
statements have been published for prior years (2015
and 2016). (December 2018)

Policy Objectives

DPO Prior Actions (PAs)

Results Indicators

Pillar 2 – Supporting Market Formation for Private Sector Development
Creating greater flexibility in domestic relative prices—Fostering external trade to generate opportunities for
investment, growth and jobs—Expanding jobs through growth of trade opportunities, particularly in agriculture.

Greater flexibility
in domestic relative
prices, along with a
simple and
transparent
business
environment

5. The Recipient has (i) removed
regulatory price controls for a list of
key products, in particular, production
inputs and raw materials, and; (ii)
adopted requirements for a set of
products to be transacted through
commodity exchanges, in order to
develop market institutions and to
liberalize prices.

Baseline: Annual total trading of products with
deregulated prices (gasoline extraction, cathode
copper, copper wire, secondary aluminum, metal
zinc,
technical
kerosene,
polypropylene,
polyethylene, technical Sulphur, caustic ash,
rolled ferrous metals, cement, cement clinker,
construction glass, sugar, barley) in Commodity
Exchange amounts to UZS 8 trillion. (2017)

External trade to
foster investment,
growth and jobs,
and market-based
prices

6. The Recipient has reduced average
custom tariff rates.

Baseline: Average custom tariff rate is 15.3%.
(September 2017)

Agricultural
productivity and
efficiency increases
to promote job
growth, and wages

7. The Recipient has increased the
regulated purchase price paid for cotton
closer to the international market price
aimed to increase cotton productivity
and to promote a more efficient use of
resources (including land, water and
fertilizer).

Baseline: Difference between domestic average
price for cotton and international price is more
than 20 percent. (September 2017)

8. The Recipient has reduced the land
area mandatorily assigned to grow
cotton and grain in order to support the
raise of productivity and to promote a
more efficient use of resources
(including land, water and fertilizer).

Baseline: Mandatory hectares for growing is
1,285,500 ha. for cotton; 1,329,500 ha. for grain.
(September 2017)

Target: Annual total trading of products with
deregulated prices (gasoline extraction, cathode
copper, copper wire, secondary aluminum, metal
zinc,
technical
kerosene,
polypropylene,
polyethylene, technical Sulphur, caustic ash,
rolled ferrous metals, cement, cement clinker,
construction glass, sugar, barley) in Commodity
Exchange increases to UZS 16 trillion. (2018).

Target: Average custom tariff rate is less than 8%.
(June 2019).
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Target: Difference between domestic average
price for cotton and international price is 10
percent or less. (June 2019)

Target: Mandatory hectares for growing cotton is
reduced by 135,000 ha. and grain by 40,000 ha.
(June 2019)

Policy Objectives

DPO Prior Actions (PAs)

Results Indicators

Pillar 3 – Enabling Job Creation and Managing Social Risks
Facilitating the movement of workers from low value-added sectors to high value-added sectors –
Improving social safety nets to mitigate negative impacts on vulnerable groups due to economic liberalization
Facilitating
employment though
greater options in
contracting formal
workers

9. The
Recipient, through its
Executive branch, has submitted to its
Parliament, for approval thereof, the
draft amendments to the Labor Code to
expand formal contracts to part-time
and temporary workers.

Baseline: No framework exists for employees
with part-time and temporary formal employment
contracts. (September 2017)

Effective social
safety nets

10. The Recipient has increased the
social safety nets financial support for
vulnerable groups, including lowincome families and families with
dependent children.

Baseline: Budget includes funding for 435,500
beneficiaries, including low-income families and
families with dependent children. (March 2017)
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Target: Legal framework exists for employees
with part-time and temporary formal employment
contracts and the number of total employees with
these contracts is 90,000 or more, including
participation of female workers of 30,000 or more.
(June 2019).

Target: Budget includes funding for 500,000
beneficiaries, including low-income families and
families with dependent children. (June 2019).

Annex 2: Fund Relations Annex

IMF Executive Board Concludes 2018 Article IV Consultation with the Republic of
Uzbekistan
May 9, 2018
•
•
•

Creating more and better jobs is the government's overarching policy priority.
Comprehensive tax reform is needed, foremost to stimulate job creation, but the reform
should be implemented gradually and in line with maintaining a stability-oriented fiscal
policy.
To bring inflation to single digits over the next two years, it will be important to tighten
fiscal and monetary policies.

On May 4, 2018, the Executive Board of the International Monetary Fund (IMF) concluded the
Article IV consultation [1] with the Republic of Uzbekistan.
External shocks which began in 2014, lowered exports, commodity prices, and remittances and
contributed to a decline in growth from about 8 to 5 percent in 2017. At the same time, growth of
domestic employment remained below one percent. A loosening of fiscal and monetary policies,
along with price and foreign exchange liberalization, caused inflation to pick up in late 2017 and
was close to 20 percent in early 2018. Uzbekistan's external position remains strong. International
reserves were equivalent to 19 months of imports of goods and services at end-2017 and debt is
low. Public and total external debt were 24½ and 41 percent of GDP, respectively, at end-2017.
The fiscal deficit, including the Fund for Reconstruction and Development (FRD), rose from ½
percent of GDP in 2016 to 3¼ percent of GDP in 2017. While the government's fiscal position was
close to balance, the FRD deficit was larger than expected due to on-lending activities and
recapitalization of state banks.
Monetary policy was loose early in 2017 and reserve money and credit to the economy had grown
by more than 50 percent in August compared with a year earlier. Monetary policy tightened prior
to the foreign exchange liberalization in September 2017, including by increasing the refinancing
rate from 9 to 14 percent. Reported financial indicators suggest the banking system is sound. Banks
capital adequacy ratio stood at 19 percent and non-performing loan ratio was 1.2 percent at end2017. However, credit markets are segmented with state enterprises having preferential access to
credit, including foreign exchange loans, at concessional rates.
In 2017, Uzbekistan embarked on a series of reforms to boost its economy. These included
liberalizing prices, cutting tariffs, initiating structural reforms of state enterprises, granting the
central bank greater independence, expanding the social safety net, and improving the quality and
availability of economic statistics. Particularly significant was liberalization of access to foreign
exchange and depreciation and unification of exchange rates in September 2017. The authorities
are considering additional actions in 2018 including steps to restructure state enterprises and
reform the tax system.
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Executive Board Assessment [2]
They welcomed that Uzbekistan has initiated a comprehensive reform program to open and
liberalize the economy, stimulate job creation, and promote inclusive growth. Noting the internal
and external risks to the outlook, Directors encouraged the authorities to maintain prudent
macroeconomic policies and the momentum of structural reforms. In this regard, they underscored
the need for tighter fiscal and monetary policies to gradually bring inflation to single digits.
Directors commended the authorities for their prudent fiscal policies, which have kept public debt
low. They supported the plans to reduce the overall fiscal deficit in 2018, mainly by reducing on
lending operations by the Fund for Reconstruction and Development. Directors emphasized the
importance of ensuring that all fiscal operations are brought on budget. They also underscored that
a comprehensive reform of the tax system is essential to foster job creation and to insure against
the risk of a sharp future decline of tax collections from state enterprises. They advised that reform
should be introduced gradually and should be revenue neutral to preserve a stability oriented fiscal
policy.
Directors agreed that the central bank should use a range of indicators, including the refinancing
rate, bank liquidity, money, and the exchange rate, to gauge the appropriate stance of monetary
policy. They noted that it will be important to enhance the independence of the central bank to
support the adoption of inflation targeting over the medium term.
Directors noted that reported financial sector indicators are strong, but the concentration of credit
in state enterprises is a vulnerability. They welcomed plans to further upgrade the central bank's
supervisory capacity and intervention tools. Directors underlined the importance of policies
fostering a banking system that is inclusive and supports growth over the medium term.
Directors commended liberalization of the foreign exchange market, including the elimination of
exchange restrictions. They noted that while Uzbekistan's external position is strong, it could be
impacted by changes arising from the economic transition and Uzbekistan's dependence on
remittances and commodity exports. Directors welcomed the authorities' intention to allow the
exchange rate to adjust in line with fundamentals to help safeguard external stability and maintain
scope for an independent monetary policy.
Directors welcomed the significant structural reforms underway. They emphasized that priorities
ahead should focus on restructuring state enterprises and further trade and price liberalization,
especially by raising energy prices to cost recovery levels, and promoting competition. Directors
also welcomed the recent governance reforms and encouraged continued efforts to fight corruption
and enhance the rule of law. They underscored that economic diversification, especially into
sectors with higher human capital content would support the country's fast paced demographic
transition.
Directors commended recent steps to improve the availability and quality of economic statistics
and welcomed Uzbekistan's participating in the IMF's enhanced General Data Dissemination
System (e GDDS). They looked forward to further improvements towards subscribing to the
Special Data Dissemination Standard (SDDS) as part of their participation in the e GDDS.
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Uzbekistan: Selected Economic Indicators, 2015-19
2015
2016
National income
Real GDP growth (percent change)
GDP per capita (in U.S. dollars)
Population (in millions)

7.9
2,124
31.3

Prices
Consumer price inflation (eop)
GDP deflator

8.4
9.2

External sector
Current account balance (percent of GDP)
Gross official reserves (in billions of U.S. dollars)
External debt (in billions of U.S. dollars)
Exchange rate (in Sums per U.S. dollar; eop)
Real effective exchange rate
(in levels, - = depreciation)
Government finance
Consolidated budget balance
Fund for Reconstruction & Development balance
Augmented fiscal balance
Augmented revenues & grants
Augmented expenditures & net lending
Public debt

0.7
24.3
11.8
2,810
100

Money and credit
Reserve money
Broad money
Credit to the economy
Sources: Uzbek authorities; and IMF staff estimates and projections.
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7.8
2,094
31.8

2017
Est

2019
Proj

5.0
1,238
32.5

5.0
1,455
32.9

(percent change)
7.9
18.9
16.9
7.4
19.0
20.3

10.1
13.8

0.7
26.5
13.0
3,231
93

5.3
1,491
32.1

2018
Proj

3.7
28.1
15.6
8,120
63

0.4
29.2
15.7
…
51

-1.0
29.5
16.2
…
58

-1.2
-0.1
-1.3
34.3
35.6
9.2

(percent change)
-0.8
-0.1
0.2
-3.2
-0.6
-3.3
32.1
31.6
32.7
34.9
10.5
24.5

-1.3
0.0
-1.3
31.7
33.0
20.6

-1.3
0.0
-1.3
31.6
32.9
21.3

20.0
24.2
23.3

(percent change)
22.2
84.8
15.4
23.5
40.3
19.0
28.4
103.0
22.3

14.5
17.8
13.6
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On the letterhead of the Cabinet of Ministers of the Republic of Uzbekistan
[Unofficial translation from Russian]

May 15, 2018
#2/1-248
Dr. Jim Kim
President
The World Bank Group
Washington, D.C. USA
Dear Dr. Kim,
The Government of Uzbekistan and the World Bank Group share a close and efficient partnership
in conducting the profound socio-economic transformation that is under way in Uzbekistan. This
letter presents the conceptual foundation of our Development Strategy for 2017-2021 and critical
reform aspects that are aligned with the World Bank Group’s support to Uzbekistan.
Background
In February 2017, the Government of Uzbekistan approved its five-year Development Strategy for
2017-2021. This is a critical juncture in our history confirming the commitment of the Government
to conduct profound socio-economic transformations underpinned by improved competitiveness
of the national economy, foster business development, add new high-quality jobs and improve
living standards for all our citizens.
The implementation of our Development Strategy would provide a strong impetus for the
progressive transformation of Uzbekistan through reforms and modernization, building a lawgoverned and democratic state with a developed market economy, a strong civil society, and
ensuring the rule of law.
The Development Strategy covers five critical areas: 1) enhancing the state and public institutions,
2) securing the rule of law and reform of the judicial system, 3) promoting and liberalizing the
economy, 4) fostering social development, and 5) ensuring security, inter-ethnic concord, and
religious tolerance as well as pursuing mutually beneficial and constructive foreign policy.
Under the first area, enhancing state and public institutions, measures are taken to improve the
public administration and public service through decentralization of governance, enhance public
sector skills and financial and social support for public employees, and gradually reduce
government regulatory barriers to the economy; introduce modern public-private partnership
mechanisms aimed at improved efficiency of mutually beneficial cooperation in ensuring the
socio-political and socio-economic development of the country; introduce the efficient
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mechanisms of dialogue with all citizens; develop civil society organizations and improve their
public and political engagement; and empower the mass media and protect the professional activity
of journalists.
The second area focuses on strengthening the rule of law and the judicial system. It includes raising
the status, incentives and social support for judges and court employees , strengthening the
infrastructure of courts; full implementation of the principles of judicial independence and
impartiality, adversary and equal rights of the parties in the judicial process; guarantees for reliable
protection of citizens' rights and freedoms in the activities of judicial, law enforcement, and
controlling bodies; improvement and liberalization of criminal and criminal procedural legislation,
decriminalization of certain acts that current legislation perceives as criminal, humanization of
criminal penalties and execution procedures thereof; improvement of administrative and legal
mechanisms for countering corruption and improving the effectiveness of anti-corruption
measures; increasing the legal culture and awareness of the general public, organizing effective
interaction of government bodies with civil society and media in this area.
The third area provides for strengthened macroeconomic stability to achieving high rates of
inclusive economic growth and job creation. The reforms in this area include ensuring a sustained
high growth rate of gross domestic product by maintaining macroeconomic balance, deepening
structural and institutional transformations based on the implementation of adopted medium-term
programs; ensuring the balanced State Budget at all levels while preserving the mostly social
nature of expenditures, improving inter-budgetary relations aimed at strengthening the revenue
side of local budgets; further reduction of tax burden and simplification of taxation, improvement
of tax administration and expansion of appropriate incentives; deepening the reform in the banking
system and ensuring its stability, the level of capitalization and deposit base of banks,
strengthening their financial stability and reliability, further expansion of lending to promising
investment projects as well as small businesses and entrepreneurs; ensuring the balance and
stability of the national economy with higher share of industry, services, small businesses, and
private entrepreneurship; proactive investment policy aimed at modernization and technical and
technological renovation of production, implementation of industrial, transport, communication
and social infrastructure projects; further modernization and diversification of the industry with
advancement thereof to a qualitatively new level by achieving fast development of high-tech
manufacturing industries, primarily for finished products with high value added, based on the
efficient processing of local raw materials; deepening of structural reforms and dynamic
development of agricultural production, further strengthening of national food security, expanded
production of environmentally friendly products, significant increase in the export potential of the
agricultural sector; further optimization of crop areas aimed at reducing the acreage under cotton
and grain crops by producing potatoes, vegetables, fodder and oil crops on newly released lands
including new intensive orchards and vineyards; and systemic measures to mitigate the negative
impact of global climate change and the drying up of the Aral Sea on the development of
agriculture and livelihoods of the population.
The fourth area provides for the implementation of measures to raise real income and the
purchasing power of the population, further reduce the number of low-income families and income
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differentiation among the population; create new jobs and ensure adequate employment, first of
all for graduates of secondary specialized and higher educational institutions, ensure the balance
and development of the labor market infrastructure, reduce unemployment; provide mandatory
social guarantees to the public, strengthen the social protection of vulnerable segments and state
support for elder persons and persons with disabilities, improvement of social services,
development of public-private partnership in providing social services to the public; further
implementation of comprehensive measures to strengthen family health, protect mother and child,
improve access of mothers and children to high-quality medical services, provide specialized and
high-tech medical care, reduce infant and child mortality; increase the social and political
involvement of women, strengthen their role in government and society management, ensure
employment of women, graduating from vocational colleges, widely involve them in
entrepreneurial activities, further strengthen the foundations of the family; further improvement of
living conditions for the people, especially young families, residents of old houses and other
citizens in need of better housing conditions, by providing them with mortgage loans on
preferential terms and building affordable housing in cities and rural areas; ensuring the ecological
safety of living conditions, construction and modernization of waste recycling facilities,
strengthening their infrastructure, providing the public with modern facilities for waste disposal;
further improvement of the continuous education system, improving the availability of highquality educational services, training of highly qualified specialists in accordance with the current
needs of the labor market; dramatic quality improvement of general secondary education, in-depth
study of foreign languages, informatics, and other important and demanded subjects, including
mathematics, physics, chemistry, and biology; education of physically healthy, morally and
intellectually developed, self-conceiving, dedicated youth with strong life views, increasing the
social involvement of the youth in deepening democratic reforms and developing civil society;
social support to the youth, creation of decent housing and social conditions for young families;
organizing efficient activities of government bodies, educational institutions, and youth and other
organizations in the implementation of state youth policy.
Finally, the fifth area, includes measures to ensure the protection of the constitutional system,
sovereignty, and territorial integrity of the Republic of Uzbekistan; strengthening of civil,
interethnic, inter-confessional peace and harmony; prevention of environmental problems, which
damage the environment, health and diversity of the population; strengthening the independence
and sovereignty of the state, further strengthening of the position and role of the country as fullfledged subject of international relations, joining the community of developed democracies,
creation of security, stability and good neighborhood belt around Uzbekistan; and strengthening
of the international image of the Republic of Uzbekistan, objectively informing the world
community about the ongoing reforms in the country.
Many of these reforms are fully aligned with the areas supported by the World Bank Group. The
following is a summary of the progress achieved to date in specific areas where there is strong
alignment.
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1. Building Foundations for Sustainable Economic Growth
The Government of Uzbekistan, under its reform agenda, is committed to achieving sustainable
economic growth by liberalizing foreign exchange market, improving financial sector stability,
and enhancing fiscal transparency and sustainability.
Economic Data: The Government has taken important steps improving the quality and availability
of economic data, but it is recognized that data availability still has shortcomings that hamper
monitoring of key economic, financial, and social indicators. In September 2017, the Presidential
decree mandated the dissemination of economic and financial data. In January 2018, the State
Statistics Committee (further SSC) began publishing a new consumer price index based on the
IMF methodology. The government has also agreed to participate in the IMF’s enhanced General
Data Dissemination System (e-GDDS), committing to post a National Summary Data Page with
key economic, financial, and social statistics starting in May 2018. Ongoing work includes efforts
to improve balance of payments statistics, monetary reporting and financial soundness indicators,
and to compile Uzbekistan’s International Investment Position. Moreover, the CBU, Ministry of
Finance, and the SSC are preparing a roadmap for improvement of statistics which is scheduled
for release in November 2018. The State Statistics Committee is also working to improve the
quality and range of national accounts data. Going forward, the Government commits to upgrading
labor market statistics, including the collection of labor and household survey data.
Exchange rate liberalization. Prior to September 2017, Uzbekistan maintained an official
exchange rate underpinned by strict controls on foreign exchange convertibility and surrender
requirements. As a result, there were large distortions in relative prices of domestic and
international goods, which were constraining economic activity, job creation, and well-being.
In September 2017, the Government acted decisively to reduce the significant burden that this
policy had placed on businesses and citizens. The Government announced an immediate
adjustment of the official exchange rate between the Uzbekistan Sum and the US Dollar from
UZS 4,210 to UZS 8,100 per US dollar. This action virtually eliminated the parallel market
premium overnight. At the same time as this announcement, the Central Bank of Uzbekistan
(CBU) was given greater independence to operate a managed exchange rate float, determined by
market instruments. In addition, the Government also announced the full removal of restrictions
on exchange rate convertibility on current account operations, including foreign exchange
surrender requirements for export earnings.
While these reforms will require a period of adjustment for the Uzbekistan economy, I am
confident that it will support greater macroeconomic stability and foreign direct investment.
Despite initial concerns of capital flight, international reserves have increased, and total public and
public guaranteed debt is expected to remain stable at less than 25 percent of GDP. These reforms
will also provide the foundations for CBU to eventually move toward inflation targeting and a
flexible floating exchange rate regime.
Improving financial sector stability. The modernization of the economy requires a stable and
robust financial sector to meet the needs of Uzbekistan’s growing private sector. Recently, the
CBU has taken measures to strengthen the safety and stability of the financial system through
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enhanced regulations and stress-testing. The CBU has also issued revised prudential regulations
on banking capital adequacy and liquidity to improve compliance with international financial
regulatory standards. As an initial implementation measure, the CBU has conducted systemic
stress-tests of the balance sheets of four of the largest commercial banks, and plans to introduce
annual stress-tests of the entire banking system. The results of the stress tests will strengthen the
CBU’s dialogue with banks, and support potential measures that could be taken in advance to
minimize risks to the financial system. These efforts are just the first steps to creating a sound,
market-based banking system that will serve as an engine of commercial finance for private sector
activity in Uzbekistan.
Enhancing fiscal transparency and sustainability. State-owned enterprises (SOEs) play a large
role in the Uzbekistan economy and are an important source of employment. While, over time,
they will account for a smaller share of the economy, in the near-term the Government of
Uzbekistan is committed to improve their financial performance and efficiency. Two SOEs,
Uzbekneftegaz (UNG) and Uzbekenergo (UE), are among the largest SOEs in the country and
collectively employ about 170,000 people.
The Government recognizes that putting UE and UNG on a financially sustainable footing is
critical for many reasons. Not only is the health of these large firms critical to Uzbekistan’s fiscal
and financial stability, but these firms provide critical inputs to other sectors of the economy. Their
ability to act efficiently and sustainably is key for Uzbekistan’s long-term growth and energy
security.
These reforms represent the first phase of actions by the Government to strengthen the performance
of SOEs and improve fiscal transparency. The Government is implementing a comprehensive plan
to secure the financial recovery of these, and other, SOEs over the medium-term. Over time, we
are committed to ensuring that Uzbekistan’s SOEs must be run efficiently, without the need for
large subsidies, special tax treatments, or preferential borrowing arrangements. In this context, we
are taking decisive steps that include the introduction of international financial reporting standards,
increases to the electricity and natural gas tariffs to achieve cost recovery over the medium term,
and the use of differentiated tariffs to promote more efficient energy use to mitigate the effects of
climate change.
These efforts complement those we are doing on our fiscal policy going forward. Our intentions
in this area include plans to bring all government expenditures, including off-budget funds, into
the regular government budget. This will significantly improve the transparency of government
finances, and improve the management of economic and fiscal risks. This is important as
Uzbekistan is already beginning to attract greater market scrutiny by international investors with
interests in doing business with Uzbekistan. The government is also considering ways of
modernizing its tax policy to support better fiscal management and create a friendlier environment
for businesses and taxpayers. We are confident that these reforms can be done in a way that
improves efficiency while still remaining revenue neutral to safeguard Uzbekistan’s
macroeconomic resilience.
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2. Market Creation for Private Sector Development
The Government is strongly committed to moving away from a state-led economy to one where
the private sector is the main engine of growth. To achieve this, the Government is committed to
a range of reforms that increase the flexibility of domestic relative prices, improve the business
environment, and improve economic and social infrastructure. Reforms will also support enhanced
external trade, and open Uzbekistan’s doors further to tourists and international businesses.
Importantly, the Government has also initiated reforms to improve agricultural productivity and
efficiency, to promote efficiency and further job creation.
Improving the domestic business environment. The Government is committed to reducing
controls over price setting, production and distribution for outputs and raw materials. We have
initiated efforts to deregulate prices and allow a greater number of inputs and raw materials to be
traded on commodity exchanges, where their price will be determined by market forces. We plan
to further liberalize prices, and broaden the number of goods and services that are traded in the
market. Over time, we expect to fully liberalize almost all prices, maintaining only a narrow list
of essential goods and services that will be price regulated.
These actions are the beginning of an important journey to reorient Uzbekistan’s economy and
position it for the future. They also reiterate the Government’s commitment to supporting a vibrant
economy led by the private sector.
Opening Uzbekistan’s doors to more trade, investment and tourism. The Government is
committed to opening its doors to greater international trade as a way of promoting economic
growth and jobs. The Government has unilaterally reduced import tariffs for about 8,000 out of
10,800 items, of which about 5,000 were eliminated (i.e. reduced to zero). These measures will
improve Uzbekistan’s external competitiveness, while buffering import-intensive companies from
the immediate effects of the exchange rate reforms. Because of these measures, the average tradeweighted tariff was reduced by more than two times.
The Government is committed to further liberalizing trade policy and bringing it in line with
international standards. To advance this commitment, Uzbekistan has formally communicated its
intentions to the WTO to resume the process of accession. A roadmap leading to WTO accession
is being prepared.
Accompanying the commitment to opening trade, the Government is improving greater mobility
of people, which is equally critical to greater foreign investment and the development of tourism.
In February 2018, the Government eliminated visa requirements for seven additional countries,
bringing the total number of such countries to 16.
The Government has also expanded the number of countries that can take advantage of a
significantly simplified visa issuance process, from 15 to 51. Simplified visa procedures eliminate
requirements to obtain letters of invitation, and reduces processing times to two business days.
This is an important step, to reducing barriers to increased tourist arrivals to Uzbekistan. The
Government has also put in place a plan to introduce the issuance of electronic visas starting on
July 1, 2018
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Agricultural productivity and efficiency increases to promote job growth, and wages. The
Government is committed to reducing the complexity of state procurement in agriculture. The
current approach places a significant burden on the Government’s budget, as it provides a wide
range of subsidies for inputs in production and distribution, farmers’ credit, irrigation, power, and
post-harvest processing. In addition, fixed purchase prices on state orders that have been offered
to farmers are below market prices and do not provide the right incentives to increase productivity
and improve quality.
To address these issues, the Government has announced measures to provide better incentives to
cotton producers. These include a significant increase of the cotton procurement price from 1,700
to 3,200 soms per kilogram for the 2018 harvest season. The Government is committed to further
liberalization (including land) to allow farmers to have a broader choice of inputs, farming
equipment, service providers and marketing channels. These reforms are expected to significantly
improve productivity and quality, and facilitate greater entrepreneurship in the agriculture sector.
Most importantly, these reforms also create the foundations for greater employment, on and off
the farm.
Under the area-based quota system of production, farmers are required to allocate a large share of
their land to the production of cotton and wheat without having any flexibility to make independent
farming decisions. More than 60 percent of the irrigated land is mandatorily assigned to cotton and
grain productions, representing a significant misallocation of resources. In 2016, the Government
initiated a five-year plan to reduce the area of land subject to the mandatory production of cotton
and wheat. When completed in 2021, 170,000 and 50,000 hectares will have been removed from
cotton and wheat respectively, representing 8.5 percent of the total cotton/wheat area.
In line with the Government’s pledge to encourage agricultural diversification, the “freed-up”
areas are being reassigned to the cultivation of less water-demanding and higher value crops. The
Government has instructed Hokimiyats (local authorities) to hold quarterly consultations with
private farms and smallholder farmers (through the Farmers’ Council) and local representatives of
the Senate (Kengashi) on crop production planning and land allocation. This will help maintain an
ongoing dialogue between Government and farmers.
3. Managing Social Risks and Enabling Jobs
The Government has a strong commitment to providing adequate social safety nets and creating
job opportunities in the formal sector.
Expanding formal contracts to part-time and temporary workers. The Government is reforming
the 1996 Labor Code to expand the use of formal contracts for part-time and temporary workers,
and to facilitate worker mobility. Importantly, the revised Labor Code simplifies contracting
procedures to enhance the mobility of workers, the flexibility of the labor market, and improve
women’s formal entry into the labor market.
Enhancing social safety-nets. The Government had developed a comprehensive social safety-net
to support low-income and vulnerable households that might be negatively impacted by the
implementation of economic reforms. The Government is also in the process of strengthening the
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effectiveness of the safety-net system and other social benefits through an adequate noncontributory cash allowance. The ultimate objective of the social benefits reform is to ensure that
an adequate level of cash support reaches poor and vulnerable families for a sufficient period time.
The reforms also involve increasing the coverage of social benefits, and ensuring that the size and
structure of the cash allowance is regularly reviewed and adjusted as necessary. Reforms will also
improve poverty targeting to reduce inclusion and exclusion errors.
The reform of social benefits is being implemented in steps. The first step of these reforms has
been to increase the coverage of social benefits for low-income families, as well as families with
dependent children. The Government committed resources to increasing the coverage of social
benefits by 30 percent, from about 435,000 beneficiaries in 2017 to over 560,000 in 2018.
Improving the effectiveness of social benefits is a medium-term process that requires a broader set
of reforms on the targeting, administration, implementation arrangements and consolidation of
social benefits in a coherent system.
Subsequent improvements will be related to: (i) adjusting the system to identify eligible
households through objective targeting mechanisms and efficient processes; (ii) developing and
implementing a social registry to facilitate policy and program coordination, and better support the
poor and vulnerable; and (iii) reviewing benefit structure and eligibility criteria to better tailor
benefits to specific conditions of beneficiary families.
By and large, the wide-ranging reforms implemented within the framework of the Strategy of
Actions for the Further Development of the Republic of Uzbekistan are backed by a strong
commitment from the Government to improve the lives of the citizens of Uzbekistan. Achieving
these reforms will also require the continuation of our strong partnerships with the international
community. We look forward to continuing our excellent partnership with the World Bank Group,
and to working closely with you to deliver the Government’s firm commitment to greater
prosperity and well-being for all citizens of Uzbekistan.

Yours sincerely,

[/Signed]
Djamshid Kuchkarov
Deputy Prime Minister,
Minister of Finance
Republic of Uzbekistan
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Annex 4: Environment, Climate Change And
Poverty/Social Analysis Table
Prior Actions

Significant positive or negative
environment effects and climate
change mitigation co-benefits

Significant poverty, social or
distributional effects positive or
negative

Pillar 1: Foundations for Sustainable Economic Growth and Macro-Financial Resilience
Prior Action 1: The Recipient, through Neutral
Negative distributional impact from
the Central Bank of Uzbekistan (CBU)
rising prices on consumer goods.
has eliminated all foreign exchange
Potential negative impacts for
surrender requirements on all export
individuals directly tied to sectors
earnings.
previously allowed advantaged
exchange rates.
Positive
medium-term
distributional impact from greater
competitiveness of exports and
allocative efficiency from reduced
distortions.
Prior Action 2: The Recipient, through
the CBU has issued revised prudential
regulations on banking capital adequacy,
liquidity, and asset classification to
improve compliance with international
financial regulatory standards in line with
the Basel Core Principles.
Prior Action 3: The Recipient has
adopted measures requiring the CBU to
conduct annual stress tests on
commercial banks in line with
international best practices.
Prior Action 4: The Recipient has
adopted key measures to promote
financial recovery and transparency of
Uzbekenergo
and
Uzbekneftegaz,
through: i) approval of fuel and electricity
tariff adjustments; ii) introduction of
differentiated electricity tariffs to
improve efficiency; and iii) adoption of
policy requirements for Uzbekenergo and
Uzbekneftegaz on financial statement
audits’ compliance with the international
financial reporting standards.

Neutral

Positive medium-term
distributional impact by increasing
economic stability and resilience.

Neutral

Positive medium-term
distributional impact by increasing
economic stability and resilience.

Positive impacts due to increased
tariffs and reduction in energy
consumption with climate change
mitigation co-benefits

Negative distributional impact from
rising tariffs on utilities.

Pillar 2: Supporting Market Formation for Private Sector Development
Prior Action 5: The Recipient has (i)
removed regulatory price controls for a
list of key products, in particular
production inputs and raw materials and;
(ii) adopted requirements for a set of
products to be transacted through
commodity exchanges, in order to
develop market-based institutions and
liberalize prices.

Positive impacts as environmental
policies are more readily applied
with climate change mitigation cobenefits.

Positive distributional impact in
supporting competition and better
allocative efficiency.
Negative impact on individuals
directly tied to subsidized firms.
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Prior Actions

Significant positive or negative
environment effects and climate
change mitigation co-benefits

Significant poverty, social or
distributional effects positive or
negative

Prior Action 6: The Recipient has
reduced average custom tariff rates.

Neutral

Positive distributional impact in
medium term from increasing
product choice and cost.

Prior Action 7: The Recipient has
increased the regulated purchase price
paid for cotton closer to the international
market price aimed to increase cotton
productivity and to promote a more
efficient use of resources (including
land, water and fertilizer).

Prior Action 8: The Recipient has
reduced the land area mandatorily
assigned to grow cotton and grain in
order to support the raise of productivity
and to promote a more efficient use of
resources (including land, water and
fertilizer).

Increase in efficiency of agriculture,
reduction in pollution, access to
international markets of fertilizers
leading to better quality and
sustainable agriculture practices.
Negative impacts to environment
and farmers’ health due to increased
usage of fertilizers and pesticides
and non-observance of safety rules
and procedures.
Potential mitigation co-benefits
resulting from the expected increase
in agricultural productivity, if this
also reduces energy use, irrigation
and other inputs to production and/or
if this reduces non-CO2 GHG
emissions from the use of less (or
better quality) fertilizers.
Positive impacts, less pressure on
environment, more sustainable
agriculture practices.
Potential climate adaptation cobenefits because reducing the land
area mandatorily assigned to grow
grain and cotton supports efforts to
diversify agricultural crops, which
would help reduce vulnerability of
the sector to climate change (by
introducing more crop variety and by
shifting to less water-intense crops).

Negative impact on local producers
of goods formerly attracting a hightariff.
Positive distributional impact from
increasing
compensation
to
farmers/agricultural workers and
improving productivity

Positive
poverty/distributional
impact from allowing greater
choice in allocation of farming land

Pillar 3: Enabling Job Creation and Managing Social Risks
Prior Action 9: The Recipient, through
its Executive branch, submitted to its
Parliament, for approval thereof, the draft
amendments to the Labor Code to expand
formal contracts to part-time and
temporary workers.
Prior Action 10: The Recipient has
increased the social safety nets financial
support for vulnerable groups, including
low-income families and families with
dependent children.

Positive impacts due to better
enforcement of the occupational
health and safety standards for
temporary and part-time workers.

Neutral

Significant positive effect for parttime/temporary workers who are
currently informal.
Potential negative impact if
contract type diversity induces fulltime contracts to become parttime/temporary
Significant positive effect for poor
and vulnerable families now
eligible.
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