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1.0 Executive summary
The past year has seen Uzbekistan, in common with the rest of Central
Asia, braced for economic impacts of the Russian invasion of Ukraine
and the Western sanctions imposed on the Russian economy as a
result of the Kremlin’s choice to wage war. The effects have yet to
register on anything like a critical scale in the region, while there have
been some positive outcomes such as a rather cornered Moscow’s
increased readiness to compromise in the pursuit of badly needed trade
and investment deals, but some conclusions on economic damage can
already be drawn and there is the worry that, combined with the global
economic downturn, 2023 could bring some serious setbacks. The
latest IMF Outlook found that the poverty level across the countries of
Central Asia and the South Caucasus looked set to worsen by around
1%.

At the beginning of 2022, experts were quick to predict a sharp decline
in Central Asia, given how its economies are substantially interlinked
with the Russian economy. That has not really come to pass with, for
instance, remittances from the region holding up as Russia fought to
defend its economy. Yet there are renewed fears that as some of the
more medium-term effects of the war sanctions and international
downturn start to eat into the Russian economy, there could be a more
pronounced fall-off in jobs and earnings available in Russia to Uzbek
and other migrants, causing a significant reduction in remittances sent
home. That’s causing anxieties. In Uzbekistan’s case, for instance,
migrants generate some 6% of GDP.

The Uzbek central bank has compiled both basic and alternative
economic scenarios the country might face in the years ahead.
Whereas the pandemic was the dominant irregular factor for a couple of
years, geopolitical shocks have now come to the fore.

Basic scenario

In its basic forecast, the central bank foresees a scenario in which
global economic growth continues, albeit at a slower pace of around
3%. Also in this outlook, the exchange rates of the main partner
currencies to the Uzbek som (with the exception of the ruble) would
remain relatively stable, while the oil price would hover at around
$80-90 per barrel. Remittances would decrease slightly in 2023, but
would then increase.

Foreign investment in Uzbekistan would continue to grow, facilitated by
the further opening up of the capital market to foreign investors and
IPOs/SPOs. A gradual transition to market prices for energy and
structural reforms applied to various industries would be expected.

According to the central bank basic scenario calculations, Uzbekistan's
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GDP would grow by 4.5-5% in 2023. With a normalisation of the global
economy, the growth rate would be expected to accelerate to 5-6% in
2024 and 6-6.5% in 2025.

The situation would allow for a resumption of fiscal consolidation and a
reduction of the budget deficit by a percentage point or so.

The tight phase of monetary policy would last until the end of 2023/start
of 2024. Inflation would fall to 8.5-9.5% in 2023 and the targeted 5% in
2024.

Alternative scenario

In the central bank's alternative scenario, continued uncertainty would
beset the energy market, the conflict between Russia and Ukraine
would escalate – as would the sanctions regime applied to Moscow –
and investors would likely become more cautious. They might be given
more pause for thought by a further tightening of monetary policy
around the world.

Global economic growth would slow to 1.5%, while oil and raw material
prices would fall sharply due to the risk of recession. This would
weaken the main partner currencies to the som and squeeze remittance
inflows. On a brighter note, food prices might fall.

Uzbek GDP growth in 2023 would fall to 3-3.5%. With a revival of world
trade in 2024, something around 4-4.5% would be expected, with 5%
around the corner.

To support the economy, the fiscal stimulus would continue through
2023, meaning the budget deficit would remain at the current 4-4.5% of
GDP. Starting from 2024, against a background of fiscal consolidation, it
would decrease to 3.5−4% of GDP.

The liberalisation of regulated prices would have to be postponed. That
would make it possible to reduce inflation to 7-8% in 2023.
Subsequently, inflation would decline at a slower pace – to 6-7% in
2024 and the targeted 5% in 2025.

In either scenario, the regulator would stick with a moderately tight
monetary policy.

2.0 Political outlook
In 2023, Uzbekistan is expected to continue with its multi-vector foreign
policy aimed at maintaining friendly relations with all of its allies. Due to
its challenging geographical location, the country cannot simply refuse
to cooperate with one global player in favour of another. However, each
year that goes by seems to make it more and more difficult for Tashkent
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to maintain its position on the “middle ground” in relations with other
states. Nevertheless, it is clear the country wishes to continue
expanding relations with the West, while at the same time staying on
amicable terms with all its neighbours.

In 2022, the ancient capital of Uzbekistan, Samarkand, hosted two
events of international significance almost simultaneously - the
Shanghai Cooperation Organisation (SCO) summit as well as the first
summit of the Organisation of Turkic States (OTS).
Participation in neither organisation presupposes any moves towards a
military alliance, but Uzbek Minister of Foreign Affairs Vladimir Norov at
the OTS gathering spoke of joint efforts essential to achieving strategic
goals.

He said: "First of all, we need to strengthen and expand our multilateral
relations and increase our joint capabilities to overcome threats to
sovereignty, territorial integrity, security and sustainable development
on the basis of a firm commitment to the principles of openness,
equality and mutual respect. Secondly, an economic criterion of the
Turkic world should be the engine of cooperation and the basis of the
well-being of our peoples. It is necessary to strengthen cooperative
relations between leading industrial enterprises, investment companies,
banking and financial institutions and entrepreneurs of our countries to
build effective regional cooperation"

Uzbekistan will also likely continue efforts to expand ties with the
European Union.

During the first-ever EU-Central Asia summit, held in Astana in October,
President of Uzbekistan Shavkat Mirziyoyev stated that “today there are
many niches in Uzbekistan that the EU can enter”.

According to an Agreement on Expanded Partnership and Cooperation
signed last summer in Brussels, Tashkent and the EU intend to
continue with their dialogue on issues related to foreign policy, security,
conflict prevention and crisis management, personal data protection,
asylum and border management, combating illegal migration,
countering organised crime and corruption and countering terrorism.

3.0 Macro Economy
Uzbekistan’s macroeconomic development in 2023 is expected to
depend much on the global geopolitical situation, as global risks surged
significantly in 2022. Nevertheless, according to the IMF, if no force
majeure situations occur, Uzbekistan is set to be the leader of the region
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in terms of economic growth. This expectation is often attributed to the
fact that Uzbekistan is monopolising much of the Afghan market.
Neighbouring Afghanistan adds 37mn more potential buyers to
Uzbekistan’s domestic market of 35mn, though developing trade and
investment in such a destabilised country is obviously no mean feat.

Uzbekistan will also this year continue targeting more economic success
in the EU market. After its inclusion in the EU Generalised Scheme of
Preferences Plus (GSP+) scheme, mutual trade turnover significantly
expanded. The export of Uzbek products with high value-added to
Europe almost doubled in 9M22. The level of mutual trade expanded by
15% y/y, reaching $3.1bn.

Key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022
(forecast)

Real GDP (% y/y) 7.8 5.3 5.1 5.7 1.7 7 5.8

Inflation (% y/y) 5.7 14.4 14.3 15.2 11.1 10 12.5

Unemployment rate (avg, %) 5.2 5.8 9.3 9 10.5 9.6 9.2 (1Q)

Foreign trade balance prices (USD bn) 20.1 22.4 28.2 41.8 36.3 42.1 44.9
(11M)

Foreign direct investment (USD bn) 1.7 1.8 0.69 6.51 6.6 7.6

Public debt (% of GDP) 9.5 18.7 28.3 29.7 39.0 38.0 40.0

Source: National Statistical Committee/IMF

3.1 GDP growth

Uzbekistan’s GDP in 2022 amounted to $80bn, some 1.5 times what
was recorded in 2018 ($52bn).

President Shavkat Mirziyoyev in an address to the Oliy Majlis
(parliament) on December 20 noted the country’s steady economic
growth, which “continues even with the conditions of a pandemic and
global political and economic uncertainty. The heroic work of the
people made it possible to achieve it,” he remarked.

According to the national statistical body, GDP expanded by 5.8% in
January-September 2022.
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“The cost-of-living crisis, tightening financial conditions in most regions,
Russia’s invasion of Ukraine and the lingering COVID-19 pandemic
effects all weigh heavily on the outlook,” the IMF said in its October
economic update, projecting Uzbekistan’s economic growth would
decline to 4.7% in 2023.

Asian Development Bank (ADB), meanwhile, has projected that
Uzbekistan’s GDP will expand by 4% in 2022 and 5% in 2023.

The Ministry of Finance in its 2023 budget draft reckoned with a GDP
expansion of 5.3%, followed by growth rates of 5.6% and 6% in 2024
and 2025 respectively.

3.2 External environment

Uzbekistan’s economy continues to maintain positive dynamics despite
the intensification of external challenges. Increased price volatility on
global commodity markets and the disruption of international supply
chains are reflected in the acceleration of inflation in the country.

Nevertheless, the country's foreign trade activity continued to clock high
growth rates in 2022. Foreign trade turnover in 11M22 increased by
18% y/y. The volume of exports increased by 12% to $17.3bn, while
imports surged by 22.1% to $27.6bn. As a result, the foreign trade
deficit amounted to $10.2bn.

Currently, Uzbekistan has trade relations with 200 countries. The
largest share of total trade turnover is accounted for by Russia (18.6%).
Next are China (18.2%), Kazakhstan (9.3%), Turkey (6.5%), South
Korea (4.8%), Kyrgyzstan (2.5%) and Germany (2.1%).

The country is intent on expanding its list of “traditional trading
partners”. Investment and foreign trade minister Jamshid Khodjaev,
addressing an Uzbekistan-Hungary business forum in November 2022,
said that the process of accession to the WTO was a priority for
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Tashkent.

US Deputy Secretary of Commerce Marisa Lago, during a meeting with
Uzbek officials in October, noted her country intended to continue
supporting Uzbekistan in its process of accession into the WTO.

Uzbekistan is working on expanding exports to EU states. Addressing
an EU-Central Asia summit in Astana, President Mirziyoyev proposed
establishing the EU-Central Asia Economic Cooperation Committee
and developing a strategic programme to deepen trade and economic
cooperation as well as transport and communications connectivity.

The usage level of preferences under the EU’s GSP in Uzbekistan
currently stands at 87%. According to Mirziyoyev, this figure does not
correspond to the huge opportunities available to compete with
established players in finished, non-raw materials on European
markets. He pointed out the need for:

– ensuring compliance of industrial products with high European
standards and technical regulations;

– creating optimal efficient transport and logistics corridors to enter EU
markets, primarily the development of the Trans-Caspian multimodal
route;

– conducting joint marketing research, as well as targeted events and
promotions, to increase awareness and demand for products from
Central Asian countries among European consumers.

In 2023, Uzbekistan is aiming to expand exports to $19bn. It is pursuing
a doubling in supplies of textiles, electrical equipment and other goods
sent to Europe.

3.3 Inflation & monetary policy

According to an IMF end-of-mission press release published in
November 2022, inflation in Uzbekistan was both higher and more
broad-based in a reflection of rising prices globally, especially when it
came to food and energy. Nevertheless, thanks to decisive and timely
actions from the regulator, inflation was expected to remain contained
at around 12% by end-2022. The same figure was also highlighted in
the 2023 budget draft issued by the country’s Finance Ministry.

The IMF forecast additional headwinds and large uncertainty ahead.
Global economic growth was projected to slow in 2023 but, despite this
slowdown, inflation could prove more persistent. As a result, even
though domestic demand was expected to remain relatively buoyant,
economic growth in Uzbekistan was projected to slow somewhat in
2023, to just under 5%. Inflation is expected to remain elevated.
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Downside risks to Uzbekistan’s economic outlook include those
stemming from a possible further escalation of the war in Ukraine and
from global growth slowing further. Financial conditions could
deteriorate.

Navigating the current uncertain environment will require increased
vigilance. Inflation remains the most immediate threat to current and
future prosperity given the potential for squeezed real incomes and the
undermining of macroeconomic stability. A failure to tackle inflation
risks it becoming entrenched, increasing the eventual cost of bringing
inflation under control.

The IMF advised Uzbekistan to keep its monetary policy firmly focused
on reducing inflation.

Fiscal policy will also need to be supportive of efforts made to bring
down inflation. The pace of fiscal consolidation was reduced in 2022, to
allow for social assistance that was more than doubled. Thus, the
budget deficit was expected to reach 4% of GDP in 2022. The
authorities aim to reduce the deficit to 3% of GDP in 2023, partly with a
view to anchoring confidence in fiscal sustainability.

Lowering the deficit may prove challenging given rising structural
spending pressures and the desire to reduce taxes. Fiscal policy should
continue to protect the most vulnerable through targeted support, but
other spending may well need to be curtailed further given risks to
revenues from the reduction in the VAT rate and lower gold prices.
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3.4 Debt

By the end of 2022, Uzbekistan’s public debt to GDP ratio is set to
stand at 40%. Four years ago, it was just 10%.

Such a sharp increase is attributed to the efforts required to combat the
pandemic, adjust fiscal policy and make significant investments in key
infrastructure projects necessary for economic development.

Ron van Ruden, deputy director of the Department for the Middle East
and Central Asia at the IMF, addressed the Tashkent Economic Forum
in October. He said: "The growth was very fast. But we need to take
into account the situation with state-owned enterprises and banks,
which have been assuming more and more debt obligations over the
past couple of years. With this in mind, the national debt could reach up
to 60% of GDP."

According to van Ruden, it is important that Uzbekistan now moves to
the second phase of economic reforms — to open markets, create a
favourable business environment, ensure the rule of law and deliver
transparency. All these are important requirements for attracting private
investment.

"Economic growth should be stimulated by the private sector, not by
state borrowing. Therefore, it is important to accelerate the reforms,"
van Ruden added.

Minister of Economic Development and Poverty Reduction Jamshid
Kuchkarov observed that since the beginning of 2021, the country has
introduced a slower pace in sourcing foreign loans.
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He agreed that the national debt could rise up to 60% of GDP.

"Compliance with this rule [on sourcing loans] is strictly controlled. Now
we will rely mainly on private investments," the minister said.

Finance Minister Timur Ishmetov, meanwhile, said that the country’s
borrowings were becoming “more and more expensive” amid an
approaching global recession and the tightening of monetary policy by
the world’s major central banks.

The volume of Uzbekistan's total external debt as of January 1, 2022
amounted to $39.6bn, having increased 2.3 times since 2018
($17.2bn).

During 10M22 Uzbekistan signed loan agreements for $1.61bn with
external creditors. As part of measures to combat the budget deficit, the
new borrowings limit in 2022 was reduced to $4.5bn.

The largest lender was ADB ($5.4bn), followed by the World Bank
($4.4bn), Chinese State Development Bank ($2.2bn), and Eximbank of
China ($1.9bn).

The central bank noted that GDP growth in the coming years would
depend on the logical completion of structural reforms, the decline in
the role of the state in the economy and other factors. It said that
starting from 2023, it would be necessary to start putting the public
finances in order, since, due to the high budget deficit, inflation was
forming above forecasts.
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4.0 Real Economy

4.1 Retail

Uzbekistan is a colourful country that has been watched carefully on
the radar by international and Russian business for several years.
Recent geopolitical events have intensified this interest.

Changes in Asia-to-Europe logistics and transit chains in 2022, brought
about by the West’s attempts to hit Russia with a heavy economic
response to its invasion of Ukraine, allowed various regional markets to
come to the fore. Today, Uzbekistan is relied upon for important food
supply routes by not only Russia, but also Middle Eastern and
European countries. Freight forwarders are in many cases shying away
from crossing Russian territory.

Many foreign companies and brands have entered Uzbekistan in the
past five years in response to the country’s opening up. Importantly, tax
mechanisms and the principles of how they work, have been simplified.
However, Uzbekistan's retail sector still lags counterpart sectors in
neighbouring countries.

Eastern bazaars remain the main competitors to shopping malls and
supermarkets. They account for almost 90% of the country's retail
market. And although modern trade formats continue to increase their
market shares, Dehkan markets for a number of objective reasons
(such as how people in Uzbekistan have historically bought consumer
goods at bazaars) retain their niche in retail. That’s the case also
because of the low incomes of potential buyers and increasing flows of
foreign tourists, who are almost always attracted to the atmospherics
and flavours of oriental bazaars.

In recent years, however, the retail market in Uzbekistan has steadily
gained momentum. The main influence in these dynamics is exerted by
large trading enterprises. They have accelerated the growth rate of
retail turnover in their segment from 14.5% to 23.5%, and their share in
the republic’s total retail trade has increased from 11.6% to 15.7%.

Foreign players and investors, meanwhile, are showing an appetite for
investing in Uzbekistan’s supermarket segment. Major players have
already entered the market. They include French chain Carrefour,
Kazakh retailer Magnum Cash & Carry, Russian chain Dobrotsen
(though it closed its stores in April, 2022), Fix Price, Svetofor and
others. Domestic players are also developing dynamically. Examples
here are Makro, Korzinka, Havas, Asia and Baraka Market. The market
remains around 10-15 years behind modern retail benchmarks
including market share. In 2015-2021, the modern retail market grew by
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an average of 17% per year, with more than 58% of sales coming from
food retail.

According to Orient Group estimates, in the baseline scenario,
Uzbekistan’s modern retail market is expected to reach a value of UZS
15.7 trillion ($1.4bn) by 2026.

4.2 Banks
There’s a need for further development of the commercial lender sector
in Uzbekistan. Openings and introductions are sought for innovative
financial products and services.

The government intends to privatise six of the 12 state-owned banks by
2025. Prior to being sold off, the lenders will have to rebuild their
business models with the support of international organisations, gearing
to increasing profitability and investment attractiveness.

By July 1, 2023, People’s Bank, Mikrokreditbank, Alokabank, Agrobank
and the National Bank of Uzbekistan are to hold IPOs under current
plans.

According to the IMF, state-owned bank reform remains crucial to
creating a healthy and competitive banking system that could efficiently
facilitate financial intermediation and finance growth.

Top-10 state-owned bank QQB, the biggest mortgage lender in the
country, was to be the first of the big banks to be sold off by the end of
2022. The state dominates the banking sector, but it is keen to remove
itself from the picture and has put most of the big banks on the
privatisation list.

A ranking of the Russian edition of Forbes of Uzbekistan’s most reliable
banks noted the predominance of state-owned banks in the country.
They account for 80% of the local banking industry's assets and
two-thirds of its deposits.

Hungary’s OTP Bank late last year announced the resumption of a
process for its planned acquisition of Ipoteka Bank.

Senior manager at OTP Laszlo Benchik said the Hungarian side was
conducting additional checks and studying the condition of the asset.
The deal was likely to take place, since OTP was clearly interested in
the Uzbek market, he added.

"We believe that this [Ipoteka Bank] is a very attractive investment
opportunity. Its attractiveness has even grown since we put the process
on pause in March, following the outbreak of the war [in Ukraine],"
Benchik said.
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The Georgia-based TBC Bank Group commented that its Uzbekistan
branch, largely a digital affair, has demonstrated “resilience in a
challenging environment.”

4.3 Industry

ADB was expecting industrial growth in Uzbekistan to slow to 5% in
2022 — following a vigorous recovery in 2021, in which the textile, food
and mining industries were the leaders. In 2023, industrial production
growth may reach 5.5%.

According to official data, GDP in 1H22 increased by 5.4% — a quarter
less than was seen in the same period of 2021. Industry in the reporting
period saw a slowdown to 5.1%, with the service sector declining to
7.3%. On the other hand, growth in the construction industry
accelerated sharply at 6.2%.

In January-October 2022, Uzbekistan enterprises produced industrial
products worth $39.2bn. In the structure of production, the largest share
came from manufacturing enterprises (83.0%). Their production value
amounted to $32.5bn.

4.4 Energy and power

Uzbekistan has a fast-growing and increasingly affluent population.
Energy demand has increased in line with that scenario. It will grow
further in the coming years. In tandem with Tashkent’s participation in
the global effort to fight climate change, the government has drawn up
plans to overhaul existing energy and power infrastructure, raise
efficiency and encourage investment in renewables.

The government’s forecast, as set out in its power sector development
concept for 2020 to 2030, is that the current power demand of around
68bn kWh will increase to between 110bn and 115bn kWh by the end of
the decade. “This increase is because of two factors: the population is
growing and will increase from 34mn today to close to 38mn by 2030,
and consumption per capita, which is currently below the global
average, is also expected to increase,” Bakhrom Umarbekov, project
manager on renewables at the energy ministry, told bne IntelliNews.

A number of energy projects in the country are being carried out with
global players such as Siemens Energy (Germany), EDF and Total
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Eren (France), Masdar (UAE), ACWA Power (Saudi Arabia) and others.

Tashkent is aiming to establish an “open, liberal and investor friendly
energy market” as the government tries to “move away from
government regulation in every part of the economy.”

President Shavkat Mirziyoyev has proposed meeting the country's
power deficit with renewable energy sources (RES). Uzbekistan has a
sunny climate. There is a big potential for the development of solar as
well as wind and hydro inputs.

In a meeting that he chaired in June 2022, Mirziyoyev said that some
5,000 families requiring solar water heaters would have their needs met
by the end of the year, with another 10,000 to be assisted in 2023.

Starting from 2023, a number of facilities will be required to hit the
target of meeting at least 25% of hot water and external lighting
consumption with alternative energy.

To address the growing need for solar and wind energy devices,
instructions have gone out for the launching of at least one production
workshop in each region.

In October, the energy ministry announced the launch of a digital
platform of the Intersectoral Energy Saving Fund. It said that through a
new website, consumers would be able to buy solar panels and water
heaters from manufacturers across the country.

In November, the country achieved a financial close on a 500-MW wind
farm project to be rolled out in Navoiy region.

Billed as an investment that will construct Central Asia’s largest wind
farm, the Zarafshan project is to be built by Abu Dhabi-based
renewable energy company Masdar.

The facility is to be commissioned by the end of 2024.

In a bid to diversify its energy sector, Uzbekistan is targeting 8GW and
12GW of solar and wind capacity by 2026 and 2030, respectively.

4.5 Construction

The lack of a clear master plan for construction in Tashkent has been a
headache for residents of the Uzbek capital for decades. The
headaches of Tashkent and other Uzbek citizines intensified when in
recent years high-rise buildings began to spring up across the country,
with traditional houses demolished. A construction boom has begun in
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the country. In relation to this, air quality in the capital for several days
in a row last year turned out to be the worst on the whole planet.

As of November 2022, there were 7,000 hectares of green areas left in
the city of Tashkent. A new draft master plan provides for the expansion
of this area to 25,000 hectares in the coming years.

According to new government plans, the development of construction
master plans takes place in three stages. In the first stage, the relevant
municipality has to approve the main scheme for a region, indicating
directions of development for 5-, 10- and 20-year perspectives. Land
and infrastructure boundaries must be defined.

In the second stage, the master plan for the region is developed. It
defines industrial, service and residential areas, the locations of roads
and infrastructure networks.

In the third stage, the chief architects and regional administrations
approve the master plans. They specify the locations of housing,
schools, kindergartens, hospitals and trade and service facilities.

The master plan of the capital has long become a kind of meme
illustrating a long process with no completion. The completion of the
development of this document was discussed in both 2014 and 2018.

In 2019, information appeared on developing the master plan jointly
with three foreign companies – Turkish, Chinese and British entities.
But nothing happened. At the end of 2020, it was indicated that the
Tashkent master plan will be adopted in 2023. An open competition was
to be announced for its creation, with the results to be available by the
end of 2022. Suffice to say, interested parties are still waiting.

5.0 Fiscal policy outlook

Consolidated state budget revenues (state budget revenues, revenues
of state trust funds and receipts of the Reconstruction and
Development Fund) for 2023 are planned at the level of UZS 310.7
trillion (22% more than the approved forecast for 2022 and 12.3% more
than the budget targets for 2023).
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At the same time, consolidated state budget expenditures may amount
to UZS 343.2 trillion (22.4% and 12.6% more, respectively), equivalent
to 10.4% more than consolidated revenues. This indicator amounts to
32.1% of GDP.

In a bid to increase the budget coverage and ensure completeness in
accordance with international standards of public finance management,
from 2021 the consolidated budget includes planned expenditures on
government programmes at the expense of external debt. In 2023,
these expenses are projected to amount to UZS 7.8 trillion (versus
UZS 10.1 trillion in 2022).

The budget deficit is projected to grow throughout 2023 and 2024, and
decline in 2025.

In addition, the amount of remaining state debt raised on behalf of, and
under the guarantee of, the government is to not exceed 60% of the
current year's GDP.

At the same time, in 2023, the maximum net volume of new annual
agreements on raising domestic and foreign debt on behalf of, and
under the guarantee of Uzbekistan, is to be set at $4.5bn, of which
$2bn will be used to finance the state budget deficit, and $2.5bn to
finance investment projects.

The limited net volume of government securities issued on behalf of
Uzbekistan is to be determined at the level of UZS 17 trillion.

6.0 Markets outlook

6.1 FX

Uzbek banks in October introduced restrictions on foreign currency
exchange operations as the country experienced an acute shortage of
dollar and euro bills.

Workers at several banks in Tashkent confirmed to Eurasianet and
other outlets in Uzbekistan on October 14 that individuals seeking to
exchange money were being limited to only $500 daily.

Local news outlet Podbrobno cited central bank representatives as
saying that there were no grounds for concern and that “the temporary
shortage of foreign currency in cash may be associated with logistical
issues at local branches of commercial banks.”

Officials added in their remarks, however, that the “current geopolitical
situation” has provoked a sharp increase in the volume of cross-border
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money transfers, which has in turn intensified the demand for hard
currency.

The allusion to geopolitics was a reference to Russia’s invasion of
Ukraine. Large swathes of the international community responded to
that military campaign with a spate of sanctions targeted at Russia,
including some sanctions that affect the ability of Russians to perform
international cash transactions.

Moreover, a high degree of inflationary risks faced by the economy of
Uzbekistan was expected to be observed until the end of 2022,
according to the country’s central bank.

For this reason, the regulator made a decision to keep the benchmark
interest rate at the level set in July, namely 15%. Prior to that, it
indicated its intention to maintain a "relatively tight" monetary policy
during 2022.

The rate of price growth decreased slightly by the end of September,
but remained significantly higher than last year at 12.2% versus 10.8%.

The level of core inflation was significantly affected by the external
environment. Prices on world markets continued to rise, and the
tightening of monetary policy to curb inflation led to an increase in the
cost of financial resources.

In particular, the US dollar rose in price against other currencies of the
world by 17% from the beginning of 2022 against the backdrop of the
Fed's hiking of rates. This was reflected in countries with a high share
of imports in their consumption.

On the brighter side, thanks to an adaptation of foreign trade,
Uzbekistan managed to increase inflows of foreign currency. Exports
excluding gold increased by almost a quarter (to $11.1bn), and the
volume of remittances doubled to $12.6bn.

6.2 Stocks

The government on August 15 approved an IPO/SPO roadmap for
SOEs. According to the document, shares of 21 SOEs would be placed
on the stock exchange via such offerings in 2022-2023.
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# Company name IPO (SPO) terms Note

1 Qishloq Qurilish
Bank (QQB)

August-October
2022

Initially
planned by
October 2022

2 Uzmetkombinat 4Q22 or 1Q23

3 UzAvto Motors 4Q22 or 1Q23 Initially
planned for
August 2022

4 Agrobank 1Q23

5 Uzbekneftegaz February-March
2023

Initially
planned by
end of 2022

6 Aloqabank June 2023

7 Mikrokredibank June 2023

8 Universal Sugurta June 2023

9 Alskom June 2023 (SPO)

10 Uztemiryolkonteyner June 2023

11 People’s Bank 2Q23

12 Uzbekinvest 3Q23

13 Uzbekgeofizika 3Q23

14 NBU July 2023

15 Uzagrosugurta 4Q23 (SPO)

16 Uzpost After March 2023

17 Uzavtosanoat After March 2023

18 Qurilishmashlizing After April 2023

19 Uztransgaz After 2Q23

20 Uzbekistan Airways After July 2023

21 Dori Darmon Within 10 months
after approval of
SPO

Atabek Nazirov, head of Uzbekistan’s Direct Investment Fund (UZDIF),
compared Uzbekistan’s path in terms of privatisation with what was
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seen during the UK’s Thatcher era.

“At one time, Margaret Thatcher gave British citizens a chance to
become co-owners of privatised state-owned companies almost
overnight, allowing them to participate in stock trading and offering
participation in an IPO. Personally, I am very inspired by this example
because we can also provide an opportunity for our citizens to invest in
shares of the largest national companies as part of IPOs on the local
and foreign stock markets. UZDIF is ready to participate in this process
together with both local and foreign investors. I am sure that this will
significantly strengthen our financial ecosystem," Nazirov said.

The domestic capital market of Uzbekistan remains small and does not
have enough liquidity for the purchasing of all the shares on offer, thus
the government is using “People’s IPOs” to market listings and educate
the population in the hope of attracting fresh money to the market. The
population is believed to have some $5bn in non-banked savings, some
of which can be mustered to support IPOs.

In 2023 the government is aiming to privatise some 1,000 large and
medium sized enterprises.

"My big dream is for hundreds of thousands of shareholders to appear
among our compatriots. Let our people invest their savings [in stocks] to
get a high profit," the president, Shavkat Mirziyoyev, said as he
announced the "People's IPOs" for 10 SOEs and a bank on December
20.

6.3 Bonds
Even though 2022 was not rich in terms of bond-related events, some
developments still merit observation.

Odilbek Isakov, a Deputy Finance Minister, told bne IntelliNews in early
November that Uzbekistan had issued $1bn worth of local treasury
bonds in 2022 to date and was working on issues of its first “floater”, a
bond linked to the inflation rate, and a local bond with a 10-year
maturity – the longest ever – in just the past month.

In June, the country saw its first corporate bond issue on the local
exchange, placed by white goods manufacturer Artel in a landmark
deal.

The European Bank for Reconstruction and Development (EBRD)
bought some Uzbek treasury bills in the first week of November in
another landmark deal – it became the first foreign entity to buy a local
bond.
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