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Executive Summary
The three ‘small stans’ will spend another year attempting to recalibrate
political and economic relations with Russia and China – and other
players in the neighbourhood such as Turkey, Iran and the West – in
response to developments driven by the geopolitical shake-up triggered
by Moscow’s invasion of Ukraine. If Russia cannot improve its fortunes
and prospects while continuing to fight its war against the Ukrainians, it
could increasingly lose out to China, in terms of rivals, most of all.

Central Asia watchers will closely observe the decades-old border
dispute between Kyrgyzstan and Tajikistan that broke out into
something like a three-day war last summer. Could a larger conflict be
in store now that Russia, the security guarantor distracted by Ukraine,
has lost much of its grip on the region?

Both Tajikistan and Kyrgyzstan took pronounced authoritarian turns last
year, particularly the former with its cruel crackdown on the Pamiri
people. Developments should be watched closely.

Both of these countries are also increasingly alarmed by the melting of
glaciers brought about by climate change. Expect to hear much more
on this issue. The whole of Central Asia lives with the ever-present fear
of drought nowadays. The melting of water stores in the mountains will
exacerbate growing water stress.

Afghanistan is another threat to the region that could grow. If the
country under the Taliban dissolves into further chaos, terrorists and
militants could increasingly spread instability northwards. Russia, which
has military bases in Tajikistan and Kyrgyzstan, would not want to see
the day when groups such as Islamic State have several terrorist cells
hidden in Russian towns and cities.

Iran will continue to build relations with fellow Persian-speaking
Tajikistan, while Turkey will attempt in particular to secure more
influence and trade and investment progress in Turkic-speaking
Kyrgyzstan and Turkmenistan.

Russia will be on guard against gas-rich Turkmenistan moving too far
out of its orbit. Western investors will continue to try and convince the
Turkmens to invest in infrastructure that could see Turkmen gas
shipped to Europe via Turkey. So far, it’s a ‘No’ from Turkmenistan,
which is concentrating on doubling gas exports to China, though
progress with that objective is slow.

Economic growth held up relatively well in the three ‘small stans’ last
year despite Ukraine effects, though if more difficulties besetting Russia
combine with the global economic downturn this year, the next 12
months could be a different story. There is already evidence that
remittances from Russia are falling as economic opportunities in the big
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neighbour to the north are reduced.

With trade transit routes across sanctioned Russia causing anxieties
among exporters in both Europe and China, both the Europeans and
Chinese are more and more looking to Central Asia to facilitate
multi-modal expansions driving up Europe-China trade flows via
non-Russian territory. The Middle Corridor, or TITR, which reaches
Europe via Central Asia, Azerbaijan, Georgia and Turkey, will require
more big investment. Trade flows that link through Iran are also growing
at a fast clip.

Each of the ‘small stans’ faces a continuing battle to keep a lid on
inflation this year, while there could be difficult bargaining with China on
the huge debts owed by the trio to Beijing, particularly when it comes to
debt-distressed Tajikistan and Kyrgyzstan. Both are sitting rather
uncomfortably when it comes to repaying debt to the Chinese.

In the battle for clean energy, the Tajiks and Kyrgyz struck some big
deals with Middle Eastern investors last year for renewables
investments. Expect more such sizeable investments this year but it is
paying for them that remains the difficulty. Bishkek recently suggested
that instead of repaying international creditors, it could steer
repayments into securing a green economy. The Kyrgyz will argue that
if the world is serious about addressing climate change, this is the kind
of proposal that should get a fair hearing.

1.0 Politics

1.1 Politics - Kyrgyzstan

Kyrgyzstan’s border disputes with Tajikistan – which have brought
clashes ever since the countries achieved independence after the 1991
collapse of the Soviet Union – in 2022 worsened to the point where
what many analysts described as a three-day war was fought in
September. Bishkek accused Dushanbe of mounting a bloody invasion.
Most analysts agreed that that was the case. Tajik forces eventually
withdrew, but not before scores lost their lives. The difficulty is that, with
Russia now seen as only a weak security guarantor at best given the
focus and resources it must expend on fighting the Ukraine war, there is
no one to stop the fighting when it breaks out.

The peace has more or less held since the September confrontation,
but there are worries that Kyrgyzstan and Tajikistan are only talking at
each other, rather than to each other, as regards how to solve the
border disagreement on a permanent basis. A decisive intervention
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from the Kremlin seems unlikely given Russia’s waning influence over
the ‘stans’. Notably, Russian nationalist commentators have started to
bicker with Bishkek over whether Kyrgyzstan is showing enough loyalty
to its ally Russia as China works on raising its influence across Central
Asia during Russia’s preoccupation with Ukraine and its proxy battle
with the West.

Kyrgyzstan’s Japarov administration, meanwhile, continues to face
claims that it is introducing a highly authoritarian rule in a country that
has always been praised as something of a beacon of democracy, with
a relatively diverse media. Interestingly, it was the framing of an
agreement to solve another border dispute that produced the latest
evidence of stark authoritarianism.

After Kyrgyzstan reached a deal to hand over the Kempir-Abad water
reservoir to Uzbekistan, in return for some other territory and joint
management and use rights applied to the reservoir, Kyrgyz authorities
moved to crush an incipient protest movement against the deal. Former
lawmakers, security officials and activists were among more than a
score of people detained as officials acted against what some of them
even described as a plot to trigger what would be the country’s fourth
revolution since 2005. Kyrgyzstan has, meanwhile, blocked access to
RFE/RL’s local news website, Radio Azattyk, in response to a refusal
by the media outlet to remove a video report on the country's border
conflict with Tajikistan. RFE/RL is taking the matter to the supreme
court.

In international politics, mountainous Kyrgyzstan is taking a prominent
role in addressing the melting of glaciers caused by climate change.
The area covered by   glaciers in Kyrgyzstan exceeds 6,500 square
kilometres. However, the area is shrinking by around 1% every year,
according to a 2022 Eurasian Development Bank report on climate
change in the region. The melting of Kyrgyz glaciers will likely cause a
sharp increase of runoff into rivers, leading to serious water shortages
in the future.

Finally, last year saw the birth of Kyrgyzstan’s seven millionth citizen.
Kyrgyzstan is a young nation. The average age is 27.9 years. Youths
between 14 and 28 years of age account for around 25% of the
population. The age category below makes up 34% of the total
population. Kyrgyz politicians, hamstrung by spending limitations, will
continue the debate over how to, as a priority, capture and direct the
energy of young people toward growth and development. The
education system is in the eyes of critics in dire need of extra funding.

1.2 Politics - Tajikistan

Like all of the five ‘stans’, Tajikistan is in the midst of a great rebalancing
of Russian and Chinese relations with Central Asia given the resetting of
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Russia’s economic and political necessities in the wake of the Kremlin’s
transformative decision to go to war in Ukraine.

Dushanbe is well aware it can demand a higher price from Russia for
cooperation. In September, the Rahmon dictatorship achieved a
longstanding aim when the Russian Supreme Court banned the
outlawed and exiled Islamic Renaissance Party of Tajikistan (IRPT) and
officially deemed it a terrorist organisation. Moscow has throughout this
year been highly cooperative in extraditing activists sought by Tajikistan,
especially when it comes to individuals from the country’s mountainous
Gorno-Badakhshan Autonomous Oblast (GBAO), where President
Emomali Rahmon has this year deployed security forces to impose a
devastating and cruel repression against the Pamiri people.

When it comes to the dangers of destabilising terrorism potentially
spreading northwards from Afghanistan across Central Asia and into
Russia, the Kremlin is all too aware of the value of its beefed up
Tajikistan military base, which watches over the Afghan border. Rahmon,
who since the US exit from Afghanistan in August 2021, has regularly
warned that tens of thousands of terrorists and suicide bombers are
undergoing training in the crisis-ridden country, knows his value to
Vladimir Putin in standing firm against terrorist incursions from his
nightmarish neighbour. However, while the Russians in 2022 deployed
some better military hardware to the base, losses suffered against
Ukrainian forces appeared to trigger a transfer of perhaps thousands of
troops from the facility to Ukraine.

The precise nature of Rahmon’s relations with Putin remains a curiosity.
On the one hand, Rahmon jovially turned up at the Russian despot’s
70th birthday in October with pyramids of melons as a gift, on the other,
two weeks later a video of the Tajik leader of three decades demanding
more respect for Central Asia from Putin during a regional summit went
viral. Reading between the lines, some analysts concluded Rahmon was
telling Putin something along the lines of, “We know you need us more
than ever, Tajikistan in some ways could do with more dependence on,
and investment from, Russia, and that is our price for the relations you
want.”

In terms of Russia’s attitudes towards Tajikistan versus its approach to
neighbour Kyrgyzstan, it often appears the Kremlin has more time for the
Tajiks, probably given their vital role in relation to Afghanistan. That’s a
problem for Kyrgyzstan, which in September suffered a bloody incursion
made by Tajik troops in what many observers saw as a “three-day war”
over the two countries’ perennial border disputes.

Kyrgyz President Sadyr Japarov pointedly stayed away from Putin’s
birthday (given that it coincided with Rahmon’s 70th that can’t have been
a tough decision). Japarov also took the step of abruptly cancelling
armed forces’ drills due to be conducted in Kyrgyzstan, also home to a
Russian military base, by the Russia-led Collective Security Treaty
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Organisation (CSTO). Tajikistan quickly agreed to serve as a stand-in.
But the episode did nothing for those opposing the argument that the
CSTO is in danger of falling apart (another member, Armenia, is upset at
how little the defence alliance has done to protect it in its conflict with
Azerbaijan) or rebutting the case that a diminished Putin has little to no
chance of preventing further border skirmishes, or worse , between the
Tajiks and Kyrgyz.

Looking at relations with China amid the shifting geopolitical scene
brought about by Russia’s Ukraine invasion, while cooperation between
Beijing and Dushanbe used to be an almost entirely economic affair, in
November, Tajikistan announced it has committed to conducting joint
“anti-terrorism” drills with Chinese forces once every two years.

Tajikistan, meanwhile, has become the first country in Central Asia to
host a Luban Workshop, a new facet of China’s projection of soft power.
Luban Workshops are intended to be the vocational training equivalents
of the Confucius Institutes already attached to hundreds of universities
around the world. Critics fear they are another Chinese Trojan Horse in
Beijing’s quest to achieve dominance abroad.

Also interesting in Tajikistan’s evolving foreign relations is the restoration
of good relations between Dushanbe and Tehran. With the new threat
from Afghanistan at the border, the Rahmon regime perhaps decided
having major military power Iran on its side is a good idea.

In May, Tajikistan and Iran unveiled a Dushanbe combat drone plant that
was poised to make Iranian Abigail-2 unmanned aerial vehicles (UAVs).

The Tajiks are a Persian people rather than Turkic, though they are
Sunni Muslims rather than Shi’ites like the Iranians. To Tehran’s
annoyance, the Saudis have attempted to make inroads in relations with
the Tajiks in recent years.

Decidedly unimpressed with developments in Tajikistan during 2022 are
various human rights groups. Human Rights Watch (HRW) released a
report determining that at least 100 people, including 37 civilians and
four minors, lost their lives in the September military confrontation
between Tajikistan and Kyrgyzstan, with 137,000 people in Kyrgyzstan
forced to flee amid the conflict. UN refugee agency UNHCR in August
raised grave concerns over what it claimed was Tajikistan’s continued
"forced" repatriation of Afghan refugees and Norway-based human
rights organisation Forum 18 protested in late October that the Tajik
regime was continuing to implement hard restrictions on Muslims
exercising their right to freedom of religion or belief, while also targeting
non-Muslim religious communities. A UN special rapporteur for human
rights who paid a two-week visit to Tajikistan in late 2022 was forbidden
from going to GBAO. She described an intensifying climate of fear in the
country.

HRW, mindful that the EU is looking to build up relations across Central
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Asia amid the Ukraine fallout, in November published a statement urging
the bloc to push for accountability and transparency in a scheduled
meeting with the Central Asian region's foreign ministers in the wake of
brutal crackdowns on protesters seen in the region this year.

“If the EU wants stable partners in Central Asia, it should demand that
governments refrain from using excessive violence and that they ensure
accountability for grave violations,” said Philippe Dam, EU director at
HRW.

1.3 Politics - Turkmenistan

Remote, officially neutral Turkmenistan in reality remains much in the
Kremlin’s orbit though China is increasingly active right across Central
Asia given Russia’s preoccupation with Ukraine, and Turkey, Iran, the
US and Europe in the past year stepped up efforts at currying favour
with Ashgabat by tempting the Turkmens with avenues for economic
profit and cooperation.

However, 41-year-old Serdar Berdimuhamedov – who in March
succeeded his father Gurbanguly as president – has so far resisted all
European, American and Turkish efforts to persuade him to enter into
investments that would enable substantial Turkmen gas flows to be
piped westwards (Europe would very much like to access Turkmen gas
given the gas deficit caused by its shunning of Russia in response to
the invasion of Ukraine), while he has proved far more responsive to
Vladimir Putin offering Turkmenistan a key role in his bid to reorientate
Russian trade channels to the south and east.

Turkmenistan’s totalitarian regime, meanwhile, remains cruelly
oppressive and monolithic. Exiled opposition figure Murad Kurbanov,
leader of the proscribed Democratic Choice of Turkmenistan, in
November told the Kyiv Post how the country exists behind its very own
Iron Curtain and that people unfamiliar with Central Asia do not “know
how similar Turkmenistan is to North Korea”.

The ruling elite in gas-rich Turkmenistan remain, of course, immensely
wealthy but the economic situation is dire for Turkmen citizens in
general. That has led many to become migrant labourers, mostly in
Turkey. How many Turkmen citizens have left their homeland is a
mystery but a report from 2021 said the population might have dropped
to somewhere between 2.7mn and 2.8mn, despite government claims
that there are some 6mn people in the country.

Tightly controlled Turkmenistan has never joined any of the major
regional groupings, including the Commonwealth of Independent
States, the Eurasian Economic Union (EEU), the Collective Security
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Treaty Organization (CSTO) and the Shanghai Cooperation
Organisation (SCO). In July, Kazakh President Kassym-Jomart
Tokayev's bid to promote a deal for regional unity by obtaining the
signatures of the other four Central Asian state leaders fell flat when the
Tajik and Turkmen presidents refused to sign.

Ashgabat also during 2022 failed to accede into the Organization of
Turkic States (OTS), despite statements from Turkey that it would do
so. No reason for the accession not occurring has been given. Ankara
appeared to tempt Berdimuhamedov into agreeing membership partly
by ending visa-free access to Turkey for Turkmen labour migrants (the
Turkmen regime does not like the ease-of-travel as it assists exiled
opposition groups who are looking to swell their ranks), but he has
resisted both infrastructure projects that would mean Turkmen gas
flowing to Europe via Turkey and, to date, a role in OTS.

In August, five Turkmen human rights advocates claimed that they were
attacked and beaten on the premises of the Turkmen Consulate in
Istanbul as they attempted to present a letter for delivery to
Berdimuhamedov.

Thus, Turkmenistan remains both an economic basket case and a
human rights chimera, intent on pushing grandiose cult-of-personality
ceremonies and memes that bizarrely represent the state as gracious,
generous and ingenious (note how officials still preposterously claim
they’ve managed to prevent the arrival of coronavirus in the country).

2.0 Macroeconomic

2.1 GDP growth - Kyrgyzstan

Kyrgyzstan’s GDP grew by 7% in 11M22 driven by gold production,
transportation, trade and agriculture. Economic output was calculated
as KGS 781bn ($9.19bn). The economy has shown resilience to
spillovers from the war in Ukraine. Russia’s resilience to sanctions, and
the unanticipated migration of capital and labour from Russia to
Kyrgyzstan appear to have muted the war’s adverse effects.

However, an IMF mission warned in December: “Growth this year is
projected to ease from 7% through October to 5.5% by year-end and to
3.5% next year, as the projected contraction in Russia starts to weigh
on the Kyrgyz economy, while gold production of the Kumtor mine
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reaches capacity and activity in the agriculture sector slows from
exceptionally high levels.”

Kyrgyz GDP growth graph….. https://www.imf.org/en/Countries/KGZ
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Main macroeconomic indicators for Kyrgyzstan – EBRD.

Main macroeconomic indicators by the IMF – includes Kyrgyzstan and Tajikistan (but not
Turkmenistan due to insufficient reliable data).
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2.2 GDP growth - Tajikistan

The Tajik economy (Central Asia’s smallest, slightly behind the Kyrgyz
economy) was expected to continue expanding, by 7% in 2022 and 8%
in 2023, though down from the 9.2% reported by Tajik authorities in
2021, the European Bank for Reconstruction and Development (EBRD)
said in its September 2022 Regional Economic Prospects report.

It noted  downside risks related to potential violence in Afghanistan
spilling over to Tajikistan’s territory.

“Despite much reduced gold exports, Tajikistan has continued during
2022 on a path of robust post-Covid recovery, with real GDP rising by
7.4 per cent year-on-year in the first half of the year. Domestic demand
received strong support from a boost in labour remittances, which,
contrary to early expectations, have increased on the ruble’s strength
and Russia’s record high demand for migrant workers,” the EBRD
report said. Tajikistan is one of the world’s most remittance-dependent
nations.

In October, the World Bank said in its autumn economic update that,
contrary to earlier expectations, Tajikistan’s economy grew by 7.4% y/y
in the first half of 2022, despite the war in Ukraine. Full-year GDP
growth was expected at 4.2%. “This is expected to result in a reduction
in poverty. Medium-term growth prospects will remain muted unless the
government adopts substantive structural reforms,” the report added,
noting that poverty was expected to fall from an estimated 14.6% in
2021 to 13.6% in 2022.

The World Bank update also said: “External and domestic risks weigh
on the economic growth prospects. Geopolitical risks are elevated due
to the ongoing war in Ukraine, the unresolved border dispute with the
Kyrgyz Republic, and the uncertain political situation in neighbouring
Afghanistan.”

Also in October, the International Monetary Fund (IMF) revised its 2022
GDP growth projection for Tajikistan to 5.5% from the 2.5% it
anticipated in April.
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Main macroeconomic indicators for Tajikistan – EBRD.

2.3 GDP growth - Turkmenistan

Turkmenistan’s real GDP is expected to grow by 7% in 2022 and 6% in
2023, with Turkmen authorities having reported growth at 6.1% in
January-July 2022. However, Turkmenistan – known for a notorious
lack of transparency in its official economic statistics – has historically
reported growth at 6%-7%, with observers largely dismissing the official
Turkmen growth figures as unreliable. The World Bank, for instance, in
its latest Central Asia forecasting released in January 2023 did not
provide a GDP forecast for Turkmenistan, arguing not enough reliable
data is available from Ashgabat.

In October, the International Monetary Fund (IMF) forecast 2022 GDP
growth of only 1.2%. For 2023, it anticipated 2.3%. The latest estimates
were published in the Fund’s updated World Economic Outlook (WEO).

Main macroeconomic indicators for Turkmenistan – EBRD.
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3.0 External Environment

3.1 External Environment - Kyrgyzstan
Imports flowing into Kyrgyzstan increased by nearly 43.5% in 9M22, partly
because of higher oil prices, but also due to an increase in transit trade.
Gold exports were negligible as most domestic gold output was purchased
by the Kyrgyz National Bank. The IMF projects a significant reduction in
imports, of 8.9%, in 2023.

An immediate resumption of gold exports could be critical to reducing the
current account deficit to sustainable levels.

According to the IMF, Kyrgyzstan’s current account balance is expected to
deliver a deficit of 28.6% of GDP in 2022, followed by 10.5% of GDP in
2023.

3.2 External Environment - Tajikistan
Tajikistan is on course for a 2022 trade surplus of 3.8% of GDP, followed by
a flat performance of 0.0% in 2023, according to the latest IMF World
Economic Outlook, released in October.

“While intensifying sanctions on Russia could hamper inward remittances,
on the positive side Tajikistan may be able to further increase the export of
agricultural products to Russia, and textiles, precious metals and minerals
to other countries,” observed the World Bank autumn economic update.

Tajikistan saw an 85% increase in imports from China in the first seven
months of 2022, according to Chinese customs administration data. That,
said the EBRD in September, suggested that the country may be serving
as a conduit of shadow imports to sanctioned Russia. “Central Asian
economies are seeing significant gains in re-exports of computers,
consumer electronics and home appliances, spare auto parts, electrical
and electronic components to Russia,” the development bank added.

On a negative note, the International Labour Organisation (ILO) pointed to
severe falls in remittances that could be faced by Central Asian nations as
an example of global economic turbulence that may be ahead. VoA,
covering the release of the ILO Monitor on the World of Work, published on
November 1, quoted ILO director Gilbert Houngbo as saying that “in
Tajikistan, the World Bank is projecting a 40 percent fall in migrant workers'
remittances. And in Kyrgyzstan, a 33 percent decline. This trend will easily
shift into political and social destabilization".

In Central Asia trade and investment, all eyes are on the big expansion of
multi-modal transit routes avoiding Russia for goods on the Europe/China
axis. This is where the US – perhaps still hopeful of substantial
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on-the-ground cooperation from Central Asian states eventually
materialising in its strategy of conducting “over-the-horizon” strikes against
terrorist threats in Afghanistan – is attempting to get its soft power foot in
the door with the ‘stans’. USAID was set to offer technical assistance to
countries on the Trans-Caspian route, including Tajikistan, to create a
common transit space across the region, local media reported in
September.

Fast-expanding rail networks, as well as the consequences of Russia’s
invasion of Ukraine, have also created a more favourable backdrop for
Turkey and Iran to pursue their ambitions and extend their influence all the
way to the Chinese and Russian borders, Christopher Weafer, CEO of
Macro-Advisory Limited, recently observed.

In October, the first Tajik freight train to take a route through Uzbekistan,
Turkmenistan and Iran to reach Turkey was announced.

Also in that month, it was reported that Central Asia’s demand for jet fuel
had soared, with the region taking over from sanctions-hit Moscow as a
major air traffic hub.

3.3 External Environment - Turkmenistan
Pointing to severe falls in remittances that could be faced by Central Asian
nations as an example of economic turbulence that may be ahead, the
International Labour Organisation (ILO) in November warned that the
global labour market was worsening as a result of multiple economic and
political crises.

VoA, covering the release of the ILO Monitor on the World of Work,
published on November 1, quoted ILO director Gilbert Houngbo as saying
a trend in declining migrant workers' remittances “will easily shift into
political and social destabilization”. The recovery of the world’s labour
market was largely threatened by the ongoing war waged by Russia in
Ukraine and economic disruption in China, the report said.
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4.0 Inflation & Monetary Policy

4.1 Inflation & Monetary Policy - Kyrgyzstan

Kyrgyz headline inflation increased to 15.4% in October, mainly
because of high global food and fuel prices. Inflation is expected by
analysts to remain elevated at around 15% in 2022 due to strong wage
growth and a temporary demand boost from the inflow of Russian
migrants. But the IMF sees it declining to around 10% by end-2023 as
food and energy prices moderate and remittances decline in line with
the growth slowdown in Russia.

Kyrgyzstan’s central bank lowered its policy rate by 100bp to 13% in
late November 2022, despite demand pressures.

The IMF advised Kyrgyzstan in December: “Given the heightened risks
to the outlook, exchange rate flexibility gains particular importance to
absorb potential shocks. To strengthen medium-term competitiveness,
however, structural reforms would also be needed for a lasting solution.
Temporary emergency measures introduced during the pandemic are
now being phased out, which is welcome, but the limits on export of
foreign exchange cash by financial institutions remain in place. The
NBKR’s [National Bank of the Kyrgyz Republic] extensive purchases of
gold result in an injection of domestic liquidity that is unwarranted by
the primary disinflation objective and entail significant sterilization costs.
They also undermine exports and result in concentration of reserve
assets in gold. The mission recommends discontinuation of gold
purchases by the NBKR and resumption of gold exports without
NBKR’s involvement, which is critical for balance of payments
sustainability.”

4.2 Inflation & Monetary Policy - Tajikistan

Tajikistan appears to have successfully kept its headline inflation in the
single digits despite the regional and global surges in price growth. The
latest IMF World Economic Outlook forecasts 8.3% in 2022 and 8.1% in
2023, following 9% in 2021.

“Many businesses have shifted to payments in national currencies, and
banks are profiting from the sanctions-driven ‘frictions’ associated with
international transactions. The Tajik Somoni almost fully recovered to its
pre-war value against the US dollar,” the EBRD said in late September,
adding: “In January-May 2022, despite rising global food and
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commodity prices, Tajikistan was the only Central Asian country to keep
inflation within the target corridor.”

The National Bank of Tajikistan at its October meeting cut its
benchmark interest rate by 50 bp to 13.0%. It was the central bank’s
first rate cut since July 2020. Borrowing costs were brought to their
lowest level since September 2021. The regulator maintained its
inflation forecast for 2022 at 4% to 8%.

4.3 Inflation & Monetary Policy - Turkmenistan

In its September 2022 Regional Economic Prospects report, the
European Bank for Reconstruction and Development (EBRD) stated:
“Turkmenistan has a healthy fiscal balance, supported by elevated gas
revenues and low public debt. While official estimates are not available,
inflation is likely to remain in low double digits, below the end-2021
level of 21 per cent. Administratively set prices for fuel and energy
products have not been adjusted in 2022 whereas food inflation is likely
to be moderated by a high base effect given that prices were allowed to
increase rather sharply in 2021.”

The latest IMF assessment of headline inflation in Turkmenistan
suggests rates of 15%, 17.5% and 10.5% in 2021, 2022 and 2023
respectively.
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5.0 Real Economy

5.1 Industry - Kyrgyzstan

Industrial production growth in 11M22 was officially posted at 11.4%.
Output declined for electricity, gas, steam & air conditioning supply
(-20.1%) and water supply & waste treatment (-7.1%), while it rose for
mining & quarrying (+31.2%) and manufacturing (15%), according to
the Statistical Committee of the Kyrgyz Republic.

In Kyrgyzstan, manufacturing accounts for 78% of industrial production.

5.2 Industry - Turkmenistan

As Russian manufacturers look to benefit on the domestic and regional
markets from the departure from Russia of big-name Western
counterparts amid the economic backlash against Moscow’s war in
Ukraine, manufacturing expansions will include investments in Russia’s
Central Asian “backyard”.

In August, Russian e-commerce firm Ozon selected Turkmenistan and
Uzbekistan, as well as Russia and China, as manufacturing locations
for its “Hola” brand of clothing.

In cotton and textile exports, Turkmenistan is still hindered by a
continued prevalence of forced labour in its cotton industry. The US and
European governments were in July urged to impose import restrictions
on cotton products from Turkmenistan following the release of a new
report, prepared by Turkmen.News and the Turkmen Initiative for
Human Rights and published by the international Cotton Campaign.
Despite existing bans – for example, in 2018, cotton and textiles
produced in Turkmenistan were prohibited for export into the US –
Turkmen cotton still finds its way to the European and American
markets. On July 19, Sourcing Journal described how a search on the
websites of Kmart and Overstock.com on July 18 turned up hand and
bath towels billed as containing “  100% cotton imported from
Turkmenistan.” Several listings on eBay market “Turkmen linens”, it
added.

Looking to boost added-value obtained from its vast natural gas
resources – the fifth biggest in the world – Turkmenistan continues to
build up its petrochemical and fertiliser industries, for which it boasts
endless cheap gas as a feedstock.
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Korean Daewoo Engineering and Construction (E&C) in December
signed a memorandum of understanding on the construction of a
phosphate fertiliser plant and a urea/ammonia fertiliser plant in
Turkmenistan.

5.3 Infrastructure - Kyrgyzstan

A China-Kyrgyzstan-Uzbekistan (CKU) railway would be a huge
breakthrough for Kyrgyz trade and investment. Politicians in Bishkek
have for more than two decades dreamt rolling out this infrastructure,
despite the challenge of building a great number of railway bridges
across much of Kyrgyzstan’s mountainous territory. They have dreamt
in vain but last year brought significant moves from China, indicating
that 2023 might be the year when the project, expected to cost
somewhere in the region of $5bn, finally achieves critical momentum.

Former Uzbek foreign minister Abdulaziz Kamilov recently noted, in an
interview with the Financial Times, that by connecting the railways of
Uzbekistan and China via Kyrgyzstan, a direct connection from China’s
Nanjing to Germany’s Duisburg could be achieved.

Another infrastructure project through high-altitude mountains that is on
the horizon is a $90mn Kyrgyzstan-to-Kazakhstan highway. It could
generate $53mn in annual tourism revenues, according to the Kyrgyz
Ministry of Transport and Communications, given how it runs to and
from Issyk Kul lake, a big tourist attraction. The finalised route is Almaty
- Uzynagash - Kastek pass - Karasay-Batyr - Kemin - Issyk-Kul.
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5.4 Banks - Kyrgyzstan

In December, Moody’s Investors Service warned banks in countries
including Kyrgyzstan and Tajikistan that they were contending with a
"very high" risk from restrictions on capital flows, weak international
reserves and a high level of FX debt. Pointing to how the listed nations
were exposed to high levels of dollar deposits, a Moody’s report
examined 39 banking systems in emerging market economies where FX
deposits make up 10% or more of total deposits.

"High dollarization causes multiple problems when the local currency
drops sharply in value," the report said. "The banks become vulnerable
to an increase in defaults on foreign currency loans granted to
unhedged borrowers which hurts the banks' profitability, while their
liquidity and capital can also come under pressure."

Kyrgyzstan boasts 603 organisations in its financial sector. They are the
central bank, 23 commercial banks, 565 non-banking financial and
credit organisations and 14 insurance companies.

The country’s banking sector remains liquid and well capitalised, but
heightened uncertainty calls for supervisory vigilance, the IMF said in
December.

Non-performing loans (NPL) increased to 12.8%of banking system
loans in September and may weaken further if the economy slows, the
Fund said, adding: “The central bank should develop an NPL resolution
strategy and be ready to provide liquidity support to solvent banks, as
needed. The increasing domestic borrowing by the government could
crowd out private sector credit, but banks appear resilient to interest rate
shocks as most government bonds are held to maturity.

“The isolation of major Russian banks from the western financial system
raised costs of correspondent banking but does not seem to pose a
major challenge for cross-border payments.”

5.5 Banks - Tajikistan

In December, Kazakhstan’s biggest lender Halyk Bank announced the
completion of the sale of 100% of Halyk Bank Tajikistan to International
Bank of Tajikistan.

After the US in the autumn stepped up warnings to countries allowing
their banks to permit the use of the Russian payment system Mir,
Tajikistan’s Dushanbe City Bank in late September suspended use of
the facility, citing technical issues.
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5.6 Retail & Wholesale - Kyrgyzstan
A positive growth trend of 7.6% was observed in wholesale and retail
trade in 11M22, official statistics show.

5.7 IT - Turkmenistan

Turkmenistan in September was ranked as having the slowest
broadband internet in the world at 0.77 Megabits per second (Mbps).
The ranking was determined by research firm M-Lab and Cable.co.uk.
Weeks earlier, Cable.co.uk assessed that Turkmenistan has the most
expensive internet in the CIS at $14.27 for 1 GB.

Perhaps the planned Digital Silk Way, which will “ship” internet traffic
through cables laid across the Caspian Sea, might help to resolve
Turkmenistan’s internet predicament. The Digital Silk Way is a
long-discussed project to form a digital corridor running between Asia
and Europe via Azerbaijan and Georgia, providing alternative and extra
internet access for a great number of countries.

At the end of October, it was announced that Azerbaijan and
Kazakhstan would in 2023 start the construction of fibre-optic
communication lines (FOCLs) along the bottom of the Caspian Sea
linking the two countries. Once fully launched, the Digital Silk Way is
expected to benefit up to 1.8bn people residing in Central and South
Asia, the Caucasus and Middle East. Caspian seabed FOCLs will run
across two routes, namely Azerbaijan-Kazakhstan and
Azerbaijan-Turkmenistan.

5.8 Trade Transit - Turkmenistan

Everybody, it seems, has an eye on Turkmenistan in terms of opening
up new international trade transit routes.

Turkmenistan’s Caspian Sea port of Turkmenbashi in 2022 became an
official part of the ever-expanding International North-South Transport
Corridor (INSTC), conceived to facilitate trade along routes stretching
from Russia and northern Europe to India via Iran. Some of the INSTC
nodes are located in the South Caucasus or Central Asia. And with the
participation of Turkmenistan – which has land borders with Iran,
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Kazakhstan, Uzbekistan and Afghanistan – in the scheme, the route
through Azerbaijan is no longer the only INSTC transit possibility on the
Caspian Sea.

The Indian Ocean’s INSTC routes largely rely on import-export facilities
at Iran’s sole oceanic port Chabahar on the Sea of Oman (Indian
Ocean).

In October, CEO of Russian Railways Oleg Belozerov said Russia and
Turkmenistan plan to launch a regular containerised cargo service that
will run along INSTC.

Beijing in the past year has voiced its support for the implementation of
the $5bn Trans-Afghan railroad that would provide Central Asia with a
cargo gateway into Pakistan, opening up cargo export options at the
Arabian Sea ports of Karachi and Gwadar.

Beijing backs the concept of Afghanistan as a bridge linking Central and
South Asia, but huge security concerns would have to be overcome
before the Trans-Afghan railroad could go ahead.

October brought the first Tajik freight train to take a route through
Uzbekistan, Turkmenistan and Iran to reach Turkey.

Two months prior to that development, Uzbek officials agreed with the
Turkmen Agency of Transport and Communications to launch road
cargo transportation on the Uzbekistan-Turkmenistan-Iran-Turkey route.
The Turkmen side agreed to simplify the issuance of visas for Uzbek
drivers.

In late August, the International Road Transport Union (IRU) outlined
how the support of Turkmenistan is essential to the successful
development of various international transport corridors, particularly the
Lapis Lazuli Corridor that runs across Afghanistan, Turkmenistan,
Azerbaijan, Georgia and Turkey

Lapis Lazuli (the corridor takes its name from the Lapis Lazuli
semi-precious blue coloured stone, mined in Afghanistan for millennia),
once fully developed, should lead to significantly improved transport
infrastructure and procedures – in terms of road, rail and sea (Caspian
Sea) – and raise exports and expand economic opportunities for
countries along its route, the transport union added.

In October, Azerbaijan called on fellow states with a Caspian Sea coast
– Russia, Iran, Turkmenistan and Kazakhstan – to carry out work to
deepen the Caspian seabed for shipping purposes. Baku said the
problem of the shallowing of the Caspian Sea must be solved in order to
organise full-fledged cargo transportation.
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5.9 Defence - Turkmenistan

There is recurrent evidence that cash remains tight when it comes to the
state budget, but Berdimuhamedov, like his president-father before him,
is wont to splurge money on military “toys”. In late October, the Turkmen
leader headed west to the Caspian coast to oversee a military readiness
drill involving ground, air and navy forces. Jet fighters, cargo planes and
combat helicopters were involved. A Turkish Bayraktar TB2 drone was
apparently used to perform a missile hit on a hypothetical “radar station”
target, located with data from the TurkmenAlem satellite, operated by
Turkmenistan’s National Space Agency.

October saw newly acquired military Chinese, Emirati, Israeli, Italian,
Russian, South Korean and Turkish hardware showcased in a lavish
independence day military parade in Ashgabat. Items shown off
included a corvette, a Cavalon two-seat autogyro and a Titan-DS
armoured personnel carrier, as well as four Embraer EMB-314 Super
Tucano light attack turboprop aircraft and five M-346 twin-engine,
two-seat advanced jet trainers, acquired in an effort at replacing an
ageing fleet of Su-25 aircraft.

24 Small Stans 2023 www.intellinews.com

https://tdh.gov.tm/ru/post/33371/sostoyalis-sovmestnye-voenno-polevye-ucheniya
https://pro.intellinews.com/turkmenistan-bombing-at-windmills-260479/?source=turkmenistan
https://pro.intellinews.com/turkmenistan-parades-latest-procured-military-equipment-260278/?source=turkmenistan
http://www.intellinews.com


6.0 Budget & Debt

6.1 Budget & Debt - Kyrgyzstan

Source: IMF.

The draft budget for 2023 sees expenditures at 34.7% of GDP and
revenues at 36.4% of GDP.

Fiscal deficits are expected to increase considerably in 2023, according
to IMF projections. The general government deficit, including lending to
energy sector state-owned enterprises, is expected to widen to 5.2% of
GDP in 2022 from 0.8% last year and remain slightly under 5% of GDP
in the medium term.
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Without fiscal consolidation, public debt will rise gradually from 58% of
GDP in 2022 to 61% of GDP by 2027, the Fund also said.

It further observed: “The authorities’ exceptional tax administration
efforts substantially improved revenue collection in 2022, but
expenditure has increased much more due to the significant increase
during the year in public wages, pensions and public investment. From
2023 onwards the full year impact of the wage and pension increases is
likely to keep the deficit elevated despite the planned reduction in
domestically financed investment spending. The latter could undermine
growth in view of the large infrastructure investment needs.

“At the same time, given limited foreign financing, raising around 4% of
GDP per year in a shallow domestic bond market to close the fiscal
deficit could be a significant challenge and costly.”

Without additional fiscal space and concessional financing, large new
infrastructure projects such as the China–Kyrgyzstan–Uzbekistan (CKU)
railway and Kambarata-1 hydropower plant would further increase
public debt, the Fund said.

“Further, since the Kumtor gold mine is now fully state-owned, it should
comply with the same tax regime as other gold mines, while channeling
its dividends to the budget would provide much-needed fiscal resources.
A tax amnesty or new preferential tax regimes could result in additional
revenue loss,” it added.
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6.2 Debt - Tajikistan

Source: IMF.

The UN Committee on Economic, Social and Cultural Rights in October
expressed concern about Tajikistan’s substantial foreign debt, the great
bulk of which is owed to China. The panel put questions to a delegation
of Tajik officials. It heard that Tajikistan’s foreign debt amounted to
$3.3bn, with 60% of that ($1.98bn) owed to the Export-Import Bank of
China for a series of infrastructure projects. The debt has more than
doubled in the past decade and surpasses 40% of GDP.
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The high risk of a debt crisis hitting Tajikistan is associated with the
country's chronic budget deficit and the intensive use of
non-concessional loans. The include $500mn raised through the
placement of eurobonds in 2017 at a rate of 7.12%.

Given Tajikistan's heavy debt burden, Asian Development Bank (ADB)
has been providing the country with free financial support since 2018.

Soaring inflation, a strong dollar and a complete overhaul of global
energy markets are playing hell with Emerging Market debt, with the
world teetering on the edge of a global debt crisis, Oxford Economics
warned in a research paper released in September.

Earlier in the year the IMF warned that the world was facing stagflation,
which last reared its head in the 1970s, causing multiple financial crises
as debt loads became unmanageable.

Most of the countries in debt distress, including Tajikistan, have
relatively low levels of domestic debt. Tajikistan, El Salvador, Ecuador
and Cameroon each have domestic debt under a third of the total. “For
these, when debt reduction is needed, attention will go directly to
haircuts,” said Gabriel Sterne, head of global EM research at Oxford
Economics.

Tajikistan has, meanwhile, met the conditions for a new rapid credit
facility (RCF) framework with the IMF.
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7.0 Energy & Power

7.1 Energy & Power - Kyrgyzstan

Russia and Kyrgyzstan in late November agreed on preliminary study
terms of reference for a project to build a small-capacity nuclear power
plant in the Central Asian country. The study will explore how to get the
best results from the introduction of nuclear to the energy mix of
Kyrgyzstan, a country dependent on imports for oil and gas.

Kyrgyzstan in January signed a memorandum of cooperation with
Russian state nuclear corporation Rosatom on the construction of small
nuclear power plants. The country has a history of uranium mining, but
no uranium mining is carried out there today.

Hydropower generation dropped by 15% y/y to 8bn kWh in Kyrgyzstan
in 9M22, according to the Kyrgyz Energy Settlement Centre.

7.2 Energy & Power - Tajikistan

The year of 2022 proved another bad one for progress on the
long-delayed Central Asia-South Asia-1000 (CASA-1000) project to
construct a power network connecting Tajikistan and Kyrgyzstan in
Central Asia with South Asia. In August, Tajikistan said work on the
project was suspended due to unresolved security issues in Afghanistan.

“The CASA-1000 project's funding has been suspended. This initiative
was intended to supply Afghanistan with 300 megawatts of power and
Pakistan with 1,000 megawatts. We anticipate making touch with the
Afghan side and figuring out how to carry out the initiative,” said Faizali
Samiyev, head of the Tajik project implementation office for CASA-1000.

The CASA-1000 project aims to allow Tajikistan and Kyrgyzstan, which
have extensive hydroelectric power infrastructure, to sell excess energy
to Pakistan and Afghanistan in the summer months. The two Central
Asian countries have abundant power in the summer but face shortages
in the winter.
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In October, the first generating unit in a rehabilitation of Nurek
Hydropower Plant (HPP) – the main asset of Tajikistan’s energy system
– was put into operation, the World Bank announced. The completion of
the unit – the first of nine expected in the rehabilitation project –
represents a major milestone for Nurek HPP, the World Bank said. The
new turbine extends the economic life of the unit by 35 years, with the
previous turbine having been out of operation since 2019, it added. The
unit is expected to generate 1,380 GWh per year.

At the end of 2022, the cold season was throwing Central Asia's energy
shortages into sharp relief, with mismanagement and outdated grid
networks often blamed for the woes. In settlements around Tajikistan,
although not in the big cities, the annual blackouts were said to be
growing longer from week to week, forcing residents to turn to coal.

7.3 Energy & Power Turkmenistan

In mid-December, there were high hopes for a big announcement on
Turkmenistan agreeing to become a new supplier of natural gas to
Europe when the presidents of Turkmenistan, Turkey, and Azerbaijan
met in the Turkmen Caspian Sea resort area in Avaza. But Turkmenistan
appeared to back away from the idea, which would require only modest
infrastructure investments to feed substantial volumes of Caspian gas
from Turkmenistan into Azerbaijan’s pipeline routes to Europe that run
via Georgia and Turkey.

There was speculation that Vladimir Putin leant on Ashgabat not to back
the investment proposal. It’s likely that both Russia and Iran are dead
set against ally Turkmenistan becoming a gas export player that could
boost Western economies unable to access Russian and Iranian energy
shipments due to sanctions.

As things stand, Turkmenistan still only has China as a major customer
of its gas. Efforts to supply the markets of South Asia have for many
years gone nowhere fast as the brittle security situation in Afghanistan
has proved an insurmountable obstacle to the financing and rollout of
the long-desired Turkmenistan-Afghanistan-Pakistan-India (TAPI) gas
pipeline. Afghanistan’s Taliban regime and Turkmenistan in October
agreed on a fresh action plan to achieve the construction, but nobody
realistically expects an announcement of major progress anytime soon.

In October, Turkmenistan was again referring to apparent plans to
approximately double its natural gas exports to China, which would
mean increasing supplies to around 65bn cubic metres annually. The
ambitions were discussed after Turkmenistan and China agreed to
develop the second stage of the Galkynysh gas field. No time-scale on
the plans was provided.
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Turkmenistan’s big neighbour to the south, Iran, in 2022 firmed up a
deal with Ashgabat and Baku under which the Iranians can increase
piped gas supplies to Azerbaijan under swap arrangements with
Turkmenistan. The deal allows Iran to receive 5-6mn cubic metres per
day of gas from Turkmenistan for use in some of its northeastern
localities. Contractually, it is then bound to deliver the same amount of
gas to Azerbaijan. Theoretically, some of these Iranian gas flows could
indirectly translate into supplies for Europe.

In renewables, the UAE's renewable energy corporation Masdar in
November signed a joint development agreement with Turkmenenergo
state power corporation to develop a 100-megawatt solar photovoltaic
(PV) plant, marking the company's first project in Turkmenistan.

7.4 Climate Crisis - Kyrgyzstan

The IMF has recommended that Bishkek address climate-related
challenges to open new opportunities for more sustainable and inclusive
growth.

“The Kyrgyz Republic needs its own climate adaptation policy to
strengthen resilience. This requires creating fiscal space for additional
public spending on green investment, healthcare, training and
education, and social safety nets,” the Fund said.

Despite its low carbon footprint, Kyrygzstan should also contribute to
global mitigation efforts by reducing air, soil and water pollution,
expanding renewables and raising electricity tariffs to cost recovery,
something which would attract private investment in clean power
generation, it added.

7.5 Climate Crisis - Tajikistan

Scientific expedition results showed extremely active glacier melting in
Tajikistan during 2022. The Center for the Study of Glaciers under the
Academy of Sciences of Tajikistan. President of Tajikistan Emomali
Rahmon occasionally speaks about melting glaciers at public forums. He
proposed the date for World Glacier Day and the designation of 2025 as
International Year for the Protection of Glaciers.

32 Small Stans 2023 www.intellinews.com

https://pro.intellinews.com/iran-set-to-complete-pipeline-enabling-more-gas-flows-to-azerbaijan-in-line-with-turkmenistan-swap-deal-252960/?source=turkmenistan
https://pro.intellinews.com/iran-set-to-complete-pipeline-enabling-more-gas-flows-to-azerbaijan-in-line-with-turkmenistan-swap-deal-252960/?source=turkmenistan
https://pro.intellinews.com/uae-s-masdar-enters-turkmenistan-with-100-mw-solar-pv-plant-agreement-263160/?source=turkmenistan
https://www.intellinews.com/bnegreen-scientists-conclude-third-pole-permafrost-thaw-threatens-tajiks-kyrgyz-living-on-plateau-261512/
https://www.intellinews.com/bnegreen-scientists-conclude-third-pole-permafrost-thaw-threatens-tajiks-kyrgyz-living-on-plateau-261512/
https://pro.intellinews.com/extremely-active-melting-of-glaciers-recorded-in-tajikistan-255461/?source=tajikistan
http://www.intellinews.com


Ten million people, inhabiting a plateau including parts of eastern
Tajikistan and southern Kyrgyzstan that is a dominant part of the “Third
Pole of the Earth”, are threatened by climate change-driven permafrost
thawing that is occurring at a rate twice the world average, according to
research published by the Communications Earth & Environment
journal.

The thawing of the permafrost (permanently frozen soil) is said to be
undermining the stability of local infrastructure across the Himalayan
Qinhai-Tibet Plateau, a 970,000-square mile (2.5mn-square kilometre)
area around five times the size of mainland France that stretches from
Western China to Pakistan, also taking in parts of Nepal and India.

Water has remained a major cause of tension among the countries of
Central Asia since the early 1990s collapse of the Soviet Union,
according to a One Young World Peace Ambassador and water
diplomat. Originally from Turkmenistan, Jahan Taganova, said: “During
Soviet times, water and energy exchange between the five Central
Asian republics were centrally planned, where water rich upstream
countries (Tajik SSR and Kyrgyz SSR) would exchange water with
energy rich downstream countries (Turkmen SSR, Uzbek SSR, and
Kazakh SSR). After the collapse of the USSR in 1991, the centrally
planned water and energy management systems started transforming
into market-oriented approaches, as the watercourses, which once were
domestic, became transboundary.”

She continued: “As a result of upstream hydro-energy and downstream
fuel-produced energy price differences, energy allocation became a
source of tensions between the countries. The tensions, caused by the
price differences between hydro-energy and fuel-energy, were further
exacerbated by the desire of Tajikistan and Kyrgyzstan to build
upstream hydropower dams. This proposal provoked harsh responses
from downstream countries, which need water for irrigation.”

The European Union recently announced its plans to become the
leading investor in Tajikistan’s Rogun dam on the Vakhsh river. The
Rogun project is to include the building of the world’s tallest dam. “The
move is intended to help Tajikistan reduce its reliance on Russian
energy and to counter Chinese influence in the region, but a dam of
such magnitude will reduce water runoff to downstream countries,
damaging the agricultural sectors of Turkmenistan and Uzbekistan
agricultural sector, and resulting in food insecurity and mass climate
migration in the region,” said Taganova.

Iran has also lately said it is looking at offering its expertise in hydro and
other energy segments to Tajik projects including the Rohan investment.
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7.6 Climate Crisis - Turkmenistan

Turkmenistan in 2022 several times came to the attention of
international climate crisis activists who’d previously hardly heard of the
remote republic in Central Asia. Several analyses, based on ‘spy in the
sky’ readings taken by Nasa and other satellites showed how
Turkmenistan was a “super emitter” of methane, a potent greenhouse
gas (GHG), which often leaks from oil and gas infrastructure. EU and
other efforts are under way to persuade Ashgabat to take the matter of
ending these leaks with the utmost seriousness, but there has been little
but silence on the matter from the Turkmens so far.

In December, EnergyMonitor reported that Turkmenistan had been
ranked first on a top 10 list for the world’s dirtiest electricity grids.

Four months earlier, Ashgabat was included on a ‘worst 10’ ranking of
big cities whose populations are exposed to the world’s highest levels of
nitrogen dioxide (NO2) pollution, typically caused by traffic pollution. The
ranking featured in The State of the Global Air, a study published
annually by the US-based Health Effects Institute.

Just prior to the release of that ranking, Hong Kong-based nonprofit
environmental organisation Earth.org identified Central Asia as a region
that is among the most vulnerable to desertification caused by climate
change.

The summer brought complaints from Ashgabat residents that tap water
had been switched off amid a heat wave that pushed temperatures to
more than 40 degrees Celsius in the shade.
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