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EXECUTIVE SUMMARY 
 
While Tajikistan is making gradual progress towards implementation of the principles 
of Article 1 of the Agreement Establishing the Bank, transition to multi-party 
democracy and political pluralism has been slow. The last presidential election failed 
to meet international standards despite improvements compared to past elections. The 
government’s orientation toward the market economy has been uneven. 
 
Tajikistan is an early transition country (ETC) with very significant reform and 
investment needs in the financial sector, the corporate sector, agriculture, 
infrastructure and power. It is the poorest of the EBRD’s countries of operation with 
widespread poverty, underdeveloped and inaccessible rural regions, and poor 
infrastructure. The country shares many of the characteristics of other ETC countries 
such as limited debt capacity, high formal and informal barriers to doing business, low 
institutional capacity both in the public and private sectors and endemic corruption. 
Despite substantial efforts and support from the international community, transition 
challenges remain large in virtually all areas. 
 
Tajikistan was strongly affected by the global economic and financial crisis of 2008-
09 as a result of both a significant drop in remittances, the main source of hard 
currency revenues and many households’ income, and the collapse in the prices of 
cotton and aluminium, the main export items. In addition, the local currency 
depreciated significantly during 2009. The immediate effect was an overall reduction 
in the growth rate and reduced income, particularly for families reliant on remittances. 
Since mid-2010 the economy has largely recovered, with GDP growth picking up 
from 3.9 per cent in 2009 to 6.5 per cent in 2010, with a similar rate of growth 
expected for 2011. The pickup in global commodity prices helped the cotton and 
aluminium sectors, but also caused inflation to increase to nearly 15 per cent in June 
2011. With the deterioration of the global outlook, both growth and inflation have 
started decelerating. 
 
The banking sector suffered badly from the crisis, but also from a series of events 
involving an accumulation of non-performing cotton debt that arose in the context of 
government schemes, a liquidity squeeze from the forced sale of shares in the Roghun 
hydropower plant to the population, and more recent state-directed loans to priority 
sectors.  
 
Tajikistan has progressed with reform in some areas, most notably in the agricultural 
sector with the Freedom to Farm Act and land reform. Progress has also been made 
with commercialising utilities, lowering the cost of starting a new business, improving 
the transparency of state enterprises and strengthening banking supervision. But the 
unfinished reform agenda remains significant. In particular, the investment climate 
remains one of the poorest in the region, and significant efforts will be required to 
simplify the tax regime and to remove formal and informal barriers to doing business. 
 



 

Strategic directions 
 
The Bank has identified four main challenges to be addressed during the next strategy 
period: 
 
 Stabilise and rebuild trust in the banking sector so as to increase the sector’s 

capacity for financial intermediation as a means to facilitate access to finance and 
lower the high real interest rates. This is an immediate priority. To this end, the 
discontinuation of state-directed lending practices is a first necessary step to help 
address existing weaknesses. Conditional on creating a positive reform 
momentum, the Bank will be able to increase its operations in the banking sector 
including through further equity investments in banks and MFIs and through 
increased local currency lending, which will help reduce foreign exchange risk for 
local businesses. 

 
 Develop private enterprises and agribusiness. This requires improving the 

business environment by cutting red tape and lowering other formal and informal 
barriers to doing business, which are among the highest in the region. Simplifying 
tax policies and improving tax administration are of paramount importance to 
incentivise firms operating in the real economy to become more transparent. 
Progress with reforms in this area will create more bankable private enterprises 
that will be able to benefit from EBRD and local commercial bank financing. 
Given that 70 percent of the population gets its livelihood from agriculture, 
developing agribusiness enterprises is particularly crucial for ensuring inclusive 
growth. Establishing value chains and increasing diversification and productivity 
is needed to make farmers less vulnerable to international price shocks and to 
improve food security. The Bank’s ability to provide agricultural financing will 
also strongly depend on progress made with reforms in the banking sector. 

 
 Improve the availability, reliability and quality of municipal services such as 

water supply, solid waste, and urban transport as a necessary precondition for 
commercialisation of these utilities. Once the quality of municipal services 
improves, the willingness to pay for them will increase as well, in turn generating 
resources that will allow for further improvements in quality. Progress towards 
commercialisation and improvements in quality therefore go hand in hand. 
However, to address the affordability constraints of the Tajikistani population and 
the debt capacity constraints of the government, a high level of grant co-financing 
will be required. 

 
 Improve the quality of energy supply, regulation and energy efficiency, which 

is vital for all sectors of the economy as well as for the quality of life of Tajik 
citizens. The first priorities are to rehabilitate the existing infrastructure and 
restructure the state power utility company Barki Tojik. Progress with reforms in 
these areas will allow for the commercialisation of the sector and opening it up for 
private sector investment. Improving energy efficiency and reducing energy losses 
could also contribute to improving energy security. Conditional on the 
government’s commitment to progress with energy sector reform, the Bank will 
selectively finance the rehabilitation of the energy sector infrastructure and will 
support energy efficiency measures at Barki Tojik. 
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The Bank’s strategy takes into account the fact that Tajikistan will be a priority 
recipient of grant co-financing and TC to alleviate serious affordability constraints, in 
particular in the rural areas, and to improve the institutional capacity to narrow the 
transition gaps and ensure timely implementation of Bank financed projects. The 
Bank will also act as a catalyst to attract co-financing from the European Investment 
Bank (EIB), the EU’s Investment Facility for Central Asia (IFCA) and other 
multilateral, bilateral and commercial sources. 
 
Against the backdrop of slow progress with reform that limits opportunities for 
bankable projects, the Bank will focus its policy dialogue with the Tajik authorities on 
the importance of structural and sectoral reforms to unlock opportunities for 
investment. For example, progress with banking sector reform would not only allow 
further Bank investment in commercial banks and MFIs but would also increase the 
Bank’s ability to provide credit lines for agriculture, MSMEs and energy efficiency. 
Improvements in the business environment and the tax system would create more 
bankable private enterprises that could benefit from EBRD and local commercial bank 
financing. Infrastructure and energy sector reforms will help to create opportunities 
for investment in these sectors. 
 
The EBRD will work with the Tajik authorities and other multilateral and bilateral 
donors to successfully implement reforms in these key sectors during the upcoming 
strategy period. This will enable not only the Bank but also other foreign and 
domestic investors to significantly increase their investments in the Tajik economy 
and thus promote long-term sustainable and inclusive growth. 
 

 3



 

1.   THE BANK’S EXPERIENCE AND PORTFOLIO 
 
1.1.  Overview of Bank activities to date 
 
Tajikistan became a member of the Bank in 1992. Until 1996 the Bank’s operations 
were limited to TCs. From 1996 to the end of January 2012, the Bank signed 65 
projects accounting for a net cumulative business volume of €243 million, of which 
cumulative Trade Facilitation Programme (TFP) lending stands at €106 million. 
 
During the period of the last Country Strategy, the Bank signed 31 projects for a total 
Business Volume of €74 million. The average project size has been €2.4 million. 
 
Operating assets increased by 47 per cent to €53 million and comprise operations in 
Financial Institutions (accounting for 41 per cent of total operating assets), Industry, 
Commerce and Agriculture (40%), and Infrastructure (19%). Private sector accounts 
for 75 per cent of operating assets. 
 
The current private sector portfolio ratio (as a percentage of the net cumulative 
business volume) is 74 per cent, which is well above the Bank’s 60 per cent mandated 
ratio. 
 

Table 1: Portfolio Development in Tajikistan as at 31 January 2012 
 

SECTOR NET CUMULATIVE BUSINESS 
VOLUME 

CURRENT PORTFOLIO STOCK 

Amount in EUR million # projects Tot. Project 
Costs 

EBRD 
signed 

EBRD % of 
Total 

# projects Portfolio % of 
Portfolio 

Operating 
Assets 

% of Op. 
Assets 

Energy 1 22 8 3% 1 8 9% - - 
Power and Energy 1 22 8 3% 1 8 9% - - 
Financial Institutions 31 180 163 67% 16 26 30% 22 41% 
Bank Equity 3 14 9 4% 2 8 9% 8 15% 
Bank Lending 2 111 108 45% 1 3 3% 2 4% 
Small Business Finance 26 55 44 18% 13 15 18% 12 22% 
Industry, Commerce & 
Agribusiness 

20 59 38 15% 15 24 28% 21 40% 

Agribusiness 12 44 25 9% 9 17 20% 15 29% 
Equity Funds 4 1 1 1% 2 1 1% 0.1 - 
Information & 
Communication 

2 12 10 4% 2 5 6% 5 10% 

Manufacturing & Services 2 1 1 1% 2 1 1% 0.6 1% 
Infrastructure 13 80 36 15% 11 30 33% 10 19% 
Municipal & Env, Infra  9 63 27 11% 9 26 29% 6 11% 
Transport 4 18 9 4% 2 4 4% 4 8% 
TOTAL 65 341 243 100% 43 87 100% 53 100% 

Note: number of projects figures exclude TFPs 
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Table 2: Portfolio Development in the Republic of Tajikistan 2009 – 2011 
 
Amount in EUR million 2008 2009 2010 2011 Development over 2009-11 

(3 years since last Strategy) 
     (end 2008 vs end 2011) 
Net Cumulative Business Volume 158 179 214 247 +56% 

of which TFPs*:  80 90 101 106 +33% 
Cumulative Number of 
Operations 

41 47 55 65 +59% 

Current Portfolio Stock 73 70 79 89 +22% 
Number of Operations 32 35 38 44 +38% 
Operating Assets 36 45 50 53 +47% 
% Undrawn 34% 30% 35% 39%  
     (cumulative 2009-11) 
Annual Business Volume 35 24 22 28 +€74m 
Number of Operations 11 10 9 12 +31 projects 
Gross Disbursements 16 19 11 16 +€46m 
Annual Cancellations 1 5 1 3 -€9m 
Active Pipeline Stock 72 94 171 122  
Private Sector Share (% Portfolio) 68% 74% 65% 53%  
Non Sovereign (% Portfolio) 72% 76% 66% 55%  

 
1.2. Implementation of the previous country strategy  
 
The Country Strategy approved on 26 January 2009 set the following strategic 
priorities: 
 
 Fostering the private sector: Continued focus on the private sector, targeting 

micro, small and medium-sized enterprises, with special attention to the financing 
of primary agriculture through the Tajik Agricultural Financing Framework 
(TAFF); providing knowledge and transferring skills by utilising technical 
cooperation funding available under the Early Transition Countries Initiative 
(ETCI) and the TAM/BAS programmes. 

 Strengthening the financial sector: Increasing the banking sector’s capitalisation 
and enhancing its capacity for financial intermediation; exploring possibilities to 
provide local currency funding and opportunities in the leasing sector; and 
supporting the establishment of a Credit Bureau. 

 Support for critical infrastructure: Focus on the municipal infrastructure, 
transport and energy sectors; mobilising grant co-financing and achieving 
concessional terms of its financing. 

 Policy dialogue: Focus on improving the investment climate and continued 
support to the Investors’ Council; coordinating closely with other IFIs, the donor 
and business community and participating in the development of a Joint Country 
Partnership Strategy (JCPS) as a roadmap for further reform in the country. 

 
During the previous strategy period Tajikistan was strongly affected by the global 
economic and financial crisis as the country suffered from a significant fall in 
remittances, the country’s major source of hard currency revenues, and from a fall in 
the prices of cotton and aluminium, the main export items. In addition, the local 
currency depreciated heavily in early 2009, growth slowed and remittance income 
declined. 
 
Despite these negative developments, the Bank has achieved progress towards 
strategic priorities in a number of sectors. However, the level of EBRD financing 
could not be maintained at the pre-crisis level.  
 

 5



 

Fostering the Private Sector: The Bank’s direct support to the private corporate 
sector has been enabled through the ETC Initiative, which has allowed the Bank to 
reach the predominantly small, privately owned enterprises in Tajikistan: all corporate 
loans have been provided using ETC instruments. Under the Direct Lending Facility 
(DLF), the Bank supported a number of borrowers, for whom commercial long-term 
financing is not otherwise available. In 2010, under the Direct Investment Facility 
(DIF), the Bank did its first equity investment outside the financial sector in a small 
private enterprise providing automatic payment services. In general, however, the 
Tajik corporate sector is at too early a stage of transition for DIF, as exit potential is 
largely limited to put-options and markets too volatile for making company 
evaluations in accordance with international standards. Mezzanine capital with equity 
features is more appropriate. 
 
The Tajik Agriculture Financing Framework (TAFF), introduced during the previous 
strategy period, has continued to be instrumental in providing an alternative financing 
mechanism for primary agriculture. TAFF is widely acknowledged as a success that 
has redefined the way agriculture is financed in Tajikistan. The TAFF methodology 
has succeeded in dramatically reducing the amount of bad loans to farmers, and 
largely replaced subsidised state financing of agriculture. With EU grant financing, a 
second and expanded phase of TAFF was launched in early 2010. In addition to 
providing financing, TAFF II supports the establishing of value chains by fostering 
cooperation between farmers and agribusinesses and by advising farmers to improve 
their productivity and diversify their production. TAFF II also advances the 
Government’s agriculture sector reform by developing a country-wide agriculture 
strategy. However, the aggregate lending under the TAFF credit lines did not reach 
the initial targets because of the limited financial intermediation capacity of the 
participating banks. 
 
Since the start of the BAS programme in Tajikistan in 2007, a total of 206 projects 
have benefited from support, mostly in the agribusiness and construction sectors. 
Between three and seven TAM projects have been initiated annually. Several Bank 
financed projects have benefited from TAM/BAS support. 
 
Strengthening Financial Institutions: During the strategy period, the Bank has 
maintained its engagement with seven of the country’s 14 banks, and with three 
microfinance institutions. The economic crisis led to a significant worsening of the 
banking sector portfolio quality and other difficulties which have limited the 
possibilities for the Bank to increase its exposure in the sector. In response to 
sustained state interference, the Bank has raised its policy dialogue to the highest 
political level, in close cooperation with the IMF and other IFIs and donors. 
 
Tajikistan was one of the first countries to benefit from an extension of the Bank’s 
Local Currency and Local Capital Market Initiative (LCY Initiative) to ETC countries 
in February 2011. Under this programme, the Tajik authorities signed a Memorandum 
of Understanding in April 2011 to create the policy conditions for shifting toward 
increased use of local currency, and the Bank can provide four-year fixed interest 
loans in Tajik Somoni. As Tajikistan severely lacks local capital markets and 
commercial bank lending in maturities exceeding one year, the local lending facility 
filled a virtual void. In addition, the Bank has signed seven new micro and small 
enterprise (MSE) credit lines with partner banks and microfinance institutions. Three 
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of these were provided in local currency. The Bank has also contributed to the 
capitalisation of banks: the Bank made an equity contribution to the country’s second 
largest bank Agroinvestbank (AIB), which gave the EBRD a shareholding of 25 per 
cent, and also supported the initial capitalisation of AccessBank. Nevertheless, 
significant challenges remain in the banking sector.  
 
With initial support by the Bank, a credit bureau was established with local banks and 
microfinance institutions as owners. Final technical preparations are underway to 
make the credit bureau operational during 2012.  
 
Support for Critical Infrastructure: Based on the success of the Khujand Water 
Project, the Bank has expanded its water projects in secondary cities with the 
Southern Cities Water Rehabilitation project in three cities in the Khatlon region, 
followed by the Northern Cities project in 2010 covering six cities in Sughd region 
and Khorog in Gorno-Badakhshan region and the Central Cities projects covering four 
cities. The Bank follows an integrated approach for promoting reform, where progress 
has been made in water tariff reforms, meeting IFRS accounting standards, and 
promoting efficiency in the water companies. In Dushanbe, the Bank has supported 
the rehabilitation of the city’s trolleybus infrastructure, with transition objectives to 
improve the regulatory framework for public transportation and the financial and 
operational performance of the Company, and a solid waste management project 
aiming at restructuring and strengthening the municipal waste collection and disposal 
enterprises and increase commercialisation. The Bank also provided a loan to a 
private mini-bus operator in Khujand, supporting the commercialisation of urban 
transport services and private sector participation in public services. 
 
In June 2011 the Bank made its first loan to the Power and Energy sector, which is of 
critical importance for businesses and the society as a whole. The Sughd Energy Loss 
Reduction Project aims at reducing energy losses, increasing bill collection and 
improving reliability of energy supply in the northern city of Khujand. For this project 
the Bank acted as a catalyst to attract the EIB’s first ever co-financing in Central Asia 
and the first ever investment done by the EU’s Investment Facility for Central Asia 
(IFCA). 
 
Policy Dialogue: The Bank’s policy dialogue has focused on improving the 
investment climate and improving governance in the banking sector. The Bank has 
continued to support the Consultative Council for Improving the Investment Climate 
by funding its Secretariat and by participating in the meetings of the Council. The 
meetings, which are chaired by the President of the Republic of Tajikistan, provide a 
platform for the private sector to discuss business environment related issues with the 
top level of the government. Some significant improvements have been achieved. In 
July 2009, the Government launched “200 days of reform” aimed at improving the 
business climate. During this period the number of permits was reduced from 510 to 
90; a one-stop-shop for registering businesses was introduced, minority shareholders 
rights were improved. However, the unfinished reform agenda remains significant. 
Through the TAFF programme, the Bank has provided a major contribution to the two 
most important steps in agricultural reform. As mentioned above, TAFF was 
instrumental in changing the way agriculture was financed and paved the way for the 
Freedom to Farm Act, which gave farmers freedom do decide which crops to grow 
and how to sell their produce. 
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In December 2010, the Government of Tajikistan arranged a Development Forum to 
review recent economic developments and to discuss Tajikistan’s reform priorities 
with key donors. An outcome of the Forum was a mutually agreed Action Plan for 
development and reform in nine areas, including the financial sector, business 
environment, agriculture, and energy. The Action Plan has since served as a basis for 
the continued policy dialogue between the Government and the Development 
Coordination Council (DCC) comprising the major donors, including the EBRD. 
Since the Development Forum, notable progress has been made in some areas (e.g., 
agriculture, business environment and energy), while some areas are lagging behind 
(e.g., transport).  
 
1.3.  Transition impact of the Bank’s portfolio 
 
Since the previous Strategy was adopted in January 2009, all of the Bank’s new 
projects in Tajikistan have received ex-ante ratings of “Excellent” (around 40%) or 
“Good” (around 60%). This is above the institution-wide target of 80 per cent of 
projects to be rated “Good” or “Excellent.” There were no projects rated 
“Satisfactory”. 
 
At present there are 15 active projects operating in the country with a strong transition 
impact potential. Around 40 per cent of these projects have a transition impact rated 
as “Excellent”, while over 50 per cent are rated “Good”, and one project rated 
“Satisfactory”. However, due to the unstable macroeconomic environment and 
existing economic vulnerabilities, the risk to the transition impact potential is rated as 
“High” or “High/Excessive” for almost 90 per cent of operations. An outstanding 
example of a project with a “Low” risk to the transition impact is the Khujand Water 
Supply Improvement Project Phase II. 
 
As of end-October 2011, all active operations in Tajikistan under implementation (i.e., 
at least 6 months since signing and which have been assessed for their transition 
impact at least once) had a transition rank in the range from 2 to 8, according to the 
Bank’s Transition Impact Monitoring System (TIMS). Tajikistan’s active TIMS 
portfolio was rated 4.82 as of end-October 2011, worse than the Bank’s target for 
portfolio transition impact of 4.35. This reflects the high risks associated with many of 
the projects, and the implementation challenges in a difficult business environment.  
 
As Figure 1 indicates, key transition objectives across projects have been building up 
frameworks for markets, skills dispersion, improving corporate governance standards, 
market expansion and restructuring. More than half of projects aimed at supporting 
market institutions, skills transfer and strengthening corporate standards, while over 
30 per cent of projects targeted market expansion and company restructuring.  
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Figure 1: Percentage of projects pursuing given transition objectives, 2005 - Present 
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Note: The chart does not include projects under the Early Transition Countries Initiative (ETC) 
facilities. 
 

2. OPERATIONAL ENVIRONMENT 

2.1. Political context 
 
Tajikistan is a presidential republic with a strong executive branch of power which is 
not sufficiently balanced by the legislature or judiciary. In 2006, President Emomali 
Rahmon won another seven years in office, gaining 79 per cent of the vote. The 
amended constitution allows President Rahmon to contest another election at the end 
of his current term in 2013. Although the last presidential election lacked genuine 
choice, the election was conducted in a calm and peaceful atmosphere, without 
incidents of violence, which is particularly welcome considering the country’s history 
of destructive civil war and post-conflict rehabilitation. 
 
Since the end of the civil war in 1997, President Rahmon, who has been credited with 
restoring peace and stability following years of civil war, has steadily increased his 
authority and marginalised the opposition. The latter does not appear capable of 
mounting a serious challenge to the incumbent President and the ruling pro-
presidential political party. The media is mostly controlled by the authorities but there 
are some independent print media outlets. The lack of genuine pluralism affects the 
pace of political and economic reforms in the country. This is a challenge which has a 
bearing on the reform outlook and operating environment in the country. Given 
widespread poverty and unemployment, combined with rising food prices and energy 
shortages, the possibility of social unrest cannot be ruled out. Regional instability, 
particularly in Afghanistan, and the potential for spillover into Tajikistan, is another 
consideration affecting the operational environment in Tajikistan. 
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See Annex 1 for a more detailed assessment of the political environment. 
 
2.2. Macroeconomic context  
 
The Tajik economy has largely recovered from the crisis, with GDP growth picking 
up from 3.9 per cent in 2009 to 6.5 per cent in 2010 and 7.5 per cent during the first 
three quarters of 2011. The recovery was mostly driven by higher export prices, 
stronger economic activity in regional trading partners and an associated rapid 
rebound in remittances inflows, which in turn supported growth in construction and 
services. Year-on-year inflation accelerated from around 5 per cent in mid-2010 to 
over 14 per cent in June 2011, driven by rising international fuel and wheat prices and 
by increased export duties on Russian petroleum products. Since then, however, 
inflation decelerated to 11 per cent in October. 
 
Tajikistan is among the most remittances-dependent countries in the world. The major 
source of such transfers is the income earned by seasonal labour migrants, the vast 
majority of which work in Russia. Annual remittances inflows are estimated to 
account for some 40-50 per cent of GDP, although surveys suggest that the true 
number may be around 30-40 per cent after excluding money transfers that are related 
to trade. 
 
The current account (including grants) improved significantly in 2010, reaching a 
surplus of around 2.1 per cent of GDP. This was caused by the drop in imports – 
mainly due to rail transit disruptions, a slowdown in external disbursements for public 
investments and the delayed impact of the exchange rate depreciation in the previous 
years. The current account is expected to deteriorate in 2011 to a deficit of over 3.6 
per cent of GDP. Gross reserves remain precariously low at around 1.5 months of 
imports. The IMF recently completed its fifth review under the Extended Credit 
Facility (ECF) arrangement, total disbursements under which have amounted to 
around US$140 million since it was approved in April 2009. 
 
Tajikistan remains at a high level of debt distress under the joint World Bank-IMF 
Debt Sustainability Framework. According to the IMF, the share of public and 
publicly guaranteed (PPG) external debt to GDP in Tajikistan stood at around 34 per 
cent at the end of 2010, while domestic debt remains negligible. Although the level of 
external debt is not high by international comparison and domestic debt remains 
small, Tajikistan’s low level of institutional capacity and vulnerability to external 
shocks translates into a larger potential for debt distress. External public debt is 
expected to stabilise around 33 per cent of GDP over the medium term. 
 
The banking sector has suffered badly in recent years from a series of events 
involving accumulation of non-performing cotton debt due to government-induced 
lending activities, substantial exchange rate depreciation, a liquidity squeeze from the 
forced Roghun share sales, and more recent state-directed loans to importers of 
“strategic” food and fuel products.  
 
Given the deteriorated global outlook for 2012, GDP growth is expected to slow down 
slightly from 6.5 per cent in 2011 to 5 per cent in 2012, driven by lower regional 
growth, lower aluminium and cotton prices and slowing remittances. As a result of 
lower global food and fuel prices, inflation has decelerated and is expected to fall 
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below 10 per cent in 2012. GDP growth in the medium term could remain at around 5 
percent, but is subject to a number of risk factors, which include high dependence on 
cotton and remittances inflows; dependence on neighbouring countries for rail 
shipments of exports and imports; and continued weaknesses in the banking system. 
 
See Annex 7 for a table with Selected Economic Indicators. 
 
Table 3. Main Macroeconomic Indicators 
 
 2008 2009 2010 2011 2012 
      Est. Proj. Proj. 

GDP growth 7.9 3.9 6.5 6.5 5.0 
Inflation (annual average) 20.4 6.5 6.5 13.1 9.4 
Govt balance / GDP* -5.1 -5.2 -3.0   
CA balance / GDP* -7.6 -5.9 2.1   
Net FDI (US$ mln) 300.0 15.8 15.8   
External debt / GDP 46.3 51.7 53.6   
Gross reserves / GDP 4.2 6.9 9.1   
Credit to private sector / GDP 26.4 25.0 23.6   
GDP (US$ bn) 5.1 5.0 5.6   

 
* Government balance and current account balance include grants 
 
2.3. Structural reform context 
 
Despite some progress with structural reforms in selected areas, transition gaps 
remain predominantly large both in terms of market structures and market-supporting 
institutions. 
 
Agricultural reform has progressed in recent years with the liberalisation of cotton 
prices and production under the Freedom to Farm Act, the cotton debt resolution and 
the drafting of a new land code that would make land tradable. However, productivity 
remains low and the sector remains highly dependent on cotton production. This lack 
of diversification makes incomes and employment vulnerable to international price 
shocks and is a threat to food security, particularly in light of recent food price hikes 
and food shortages. 
 
Financial sector reforms have progressed but the banking system remains weak. Asset 
quality remains poor reflecting high exposure to the cotton sector, state enterprises 
and state-directed lending. Risk management and accounting standards are inadequate 
and some banks continue to depend on liquidity support from the NBT. Dollarisation 
levels in the banking system remain high while financial intermediation and capital 
market development are poor. There has been some progress in the area of banking 
supervision, as banks that did not meet prudential criteria submitted time-bound 
action plans in early 2011 to become compliant with these standards, in line with the 
IMF programme. In January 2011, a revised NBT law and bankruptcy law for credit 
institutions were submitted to parliament while in June 2011 a new law on anti-money 
laundering and combating the financing of terrorism (AML/CFT) was adopted.  
 
With IMF support, the National Bank of Tajikistan (NBT) made significant 
improvements in governance and transparency. Audited NBT financial statements 
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through December 2009 were published on the NBT’s website in September 2010. A 
revised NBT law was submitted to parliament in January 2011. However, the capacity 
of the NBT’s regulatory function is limited and state-directed liquidity lending has 
continued to take place.  
 
Some progress was made with improving the governance and transparency of large 
state owned enterprises (SOEs). The state aluminium company, TALCO, published 
audited financial statements in 2010, while the hydropower plant Roghun published 
its audited 2008-09 financial statements in June 2011. SOEs in Tajikistan continue to 
face the pervasive problem of inter-enterprise and tax arrears that affect their 
profitability and undermine fiscal discipline. In mid-2011 the government approved a 
programme aimed at restructuring the state-owned electricity company, Barki Tojik, 
to be completed by 2015, which also involves splitting the company into three entities 
with separation of power generation, transmission, and distribution. 
 
Progress with infrastructure reforms has been uneven. While the first road concession 
was signed in April 2010, the transparency of this process was questionable. 
Nevertheless, tolls were installed and collected funds seem to meet operational 
funding needs for the road. The reform process in the municipal sector has started but 
progress has been slow, and the sector remains at a very early stage of development. 
On the positive side, progress was made with tariff reforms for water and waste water. 
Since July 2011, tariffs for private enterprises approximately doubled in most regions 
in comparison to end-2010. Particularly good progress was made in the Khujand area, 
where water tariffs reached cost recovery for commercial business consumers and a 
service level agreement was developed, leading to significant improvements in water 
supply and water quality. However, other small cities lack institutional capacity. One 
other positive step was that the Anti-Monopoly Agency of Tajikistan strengthened its 
independence from the Ministry of Economy in 2010, and the responsibility for 
regulation of water tariffs was given to this agency. 
 
For a more detailed assessment of the remaining transition challenges see Annex 2. 
 
Figure 2. EBRD transition indicators for Tajikistan 
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2.4. Business environment 
 
The business environment remains difficult, with excessive state intervention in the 
corporate and banking sectors, a lack of effective competition, and many formal and 
informal administrative barriers. The last round of the Business Environment and 
Enterprise Performance Survey (BEEPS) conducted in 2009 concluded that the top 
obstacles to doing business in Tajikistan as perceived by enterprises were electricity 
shortages and quality of electricity supply, high tax rates and access to finance. 
According to the World Bank Doing Business survey 2012, Tajikistan gained five 
places in the global ranking, moving from the 152nd in 2011 to 147th in 2012 out of 
183 countries. The most significant progress was made with procedures to start a new 
business, where the country improved its position by 67 places. In particular, 
entrepreneurs are now allowed to pay in their capital up to one year after the start of 
operations. Areas where Tajikistan continues to score poorly include paying taxes 
(reflecting overly complex tax laws and weak tax administration), trading across 
borders, construction permits and getting credit.  
 
The competitiveness of the Tajik economy is weak. According to the World 
Economic Forum’s Global Competitiveness Report 2011-2012, Tajikistan ranked 
105th among 142 economies participating in the survey. Tajikistan is classified as a 
factor-driven economy, i.e. its development is driven by such factors as its unskilled 
labour force and factor endowment. According to this survey the major impediments 
to doing business are tax rates and tax regulation, access to finance and high levels of 
corruption. The country scored poorly according to the development of infrastructure 
and unstable macroeconomic environment. Such factors as technological progress, 
efficiency of goods market and business sophistication are perceived as important 
weaknesses of the economy.  
 
The Corruption Perception Index (CPI) published by Transparency International 
confirms that Tajikistan is characterised by high levels of corruption. Tajikistan’s 
score improved from 2.0 in 2009 to 2.1 in 2010 on a CPI ranking scale that ranges 
from 10 (highly clean) to 0 (highly corrupt).  
 
2.5. Social context  
 
Despite Tajikistan’s sustained economic growth of the past few years and the 
country’s notable achievements, poverty and low standards of living remain a 
pressing problem for the majority of Tajik people. Poverty reduction is therefore one 
of the priority goals of the country’s authorities. 
 
According to a recent World Bank study, there were substantial welfare 
improvements in Tajikistan between 2003 and 2007, and the poverty headcount 
declined from 64 per cent to 41 per cent (using the Purchasing Power Parity (PPP) 
US$2.15 per day poverty line). Despite these improvements, Tajikistan remains a 
country with widespread poverty. The welfare improvements between 2003 and 2007 
were related to rising migration and remittances. The volume of remittances reached 
around 40-50 per cent of the country’s GDP by 2008. The analysis conducted by the 
World Bank indicates that a substantial part of the overall observed reduction in the 
poverty headcount can be attributable to the direct or indirect impact of remittances.  
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One of the key strategies to cope with poverty is migration for temporary work 
abroad. The World Bank analysis indicates that a quarter of households have at least 
one migrant abroad. In households that have migrants, remittances account for as 
much as 35 per cent of household consumption—and even more for the households in 
the lower deciles of the consumption distribution. Migrants from Tajikistan are 
predominantly seasonal low-skill migrants, of which 96 per cent worked in Russia, 
and of those, 55 per cent worked in the construction sector, and another 30 per cent in 
other low-skill jobs.  
 
The social protection system in its current form is not an effective instrument to 
reduce poverty. Tajikistan runs a rudimentary system dominated by old-age and 
disability pensions with virtually no social assistance. According to the World Bank, 
social assistance spending is very low at 0.5 per cent of GDP. The impact of the social 
security system on poverty and inequality is only marginal but could be improved by 
a new, unified social assistance programme offering poverty-targeted cash transfers. 
 
The Tajik population is relatively well educated for a country of its income level, as 
measured by standard indicators such as enrolment and literacy. The quality of 
education is at risk of deteriorating and the country lags behind on tertiary education. 
Shortages of skilled labour do not appear to be a major constraint to growth, with only 
5 per cent of firms in the 2009 BEEPS survey reporting skills as a severe constraint to 
doing business, while 40 per cent of firms did name skills as a moderate to severe 
constraint. School infrastructure remains poor and large inequalities exist across 
regions, while there is a lack of qualified teachers and low student-teacher ratios.  
 
Significant challenges exist in the health care system that requires large investment to 
improve health care services infrastructure. Overall inefficiency of the health care has 
led to poor health outcomes while poverty excludes many people from access to basic 
services. 
 
2.6. Legal context 
 
The Bank’s recent assessments of commercial and financial laws in Tajikistan reveal 
that significant gaps in the country’s legislative framework remain. More specifically, 
the laws on secured transactions, while relatively recent, require updating. The legal 
framework for capital markets remains rudimentary and there are concerns with 
corporate governance of financial institutions. Similarly, the Bank’s assessment of the 
insolvency laws in Tajikistan done in 2009 concluded that insolvency legislation 
needs substantial reform to improve both the liquidation and the reorganisation 
processes. The laws on concessions, public procurement and telecommunications all 
require improvements in order to meet international standards. 
 
On the implementation side, the judiciary continues to suffer from lack of capacity 
and inability to enforce contracts and protect investor rights generally, as well as from 
inconsistent application of commercial laws. As indicated by the Bank’s Judicial 
Decisions Assessment 2010, which studied commercial law decisions in the courts of 
selected CIS countries and Mongolia, the quality and predictability of commercial law 
decisions in Tajikistan is below the regional average. To this end, sustained efforts by 
the Tajik authorities will be needed to reform commercial legislation and increase 
capacity in the judiciary. The Bank has mobilised its Legal Transition Programme 
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(LTP) to assist Tajikistan in these efforts. In collaboration with the Tajik authorities, 
the Bank is developing a 10 module training course for judges together with a 
programme of institutional support for the Judicial Training Centre, a number of 
regional apprenticeships for young judges with leadership potential and an initiative to 
make judicial decisions more accessible to the public. 
 
See Annex 3 for a more detailed assessment of the legal environment.  
 
2.7. Energy efficiency and climate change context 
 
In Tajikistan, domestic energy production is almost entirely based on hydro sources. 
Energy intensity in Tajikistan is almost twice the world average which is about three 
times more compared to developed countries and overall energy costs accounted for 
almost 60 per cent of the country’s GDP in 2008. Furthermore, a recent UNDP report 
estimated that over 1 million Tajiks, primarily those in rural areas, have little or no 
access to adequate electricity/heating supplies, mostly in the winter months. The 
continued inefficient use of energy, together with the emerging pressure on water 
resources from climate change will further threaten the energy security of Tajikistan. 
 
Considerable opportunities for energy efficiency and renewable energy investments in 
Tajikistan therefore exist but their potential is currently limited by low, non cost 
reflective energy tariffs and shortcomings in the existing legal framework, especially 
concerning private sector involvement and renewable energy regulation. A transition 
challenge is support the transition to tariff and regulatory reform. 

3. STRATEGIC ORIENTATIONS  

3.1. Transition challenges 

Tajikistan is an early transition country (ETC) with significant reform and investment 
needs in the financial sector, the corporate sector, agriculture, infrastructure and 
power. The start of the reform process was delayed by the civil war which ended with 
the peace accord in 1997. Despite substantial efforts and support from the 
international community, the reform process since then has been sluggish and uneven. 
While gradual progress with reforms was made in selected areas, transition challenges 
remain large in virtually all sectors. 
 
According to firms working in Tajikistan, the most significant obstacles to doing 
business are electricity shortages and the quality of electricity supply, high tax rates 
and access to finance. Based on this and other considerations, the Bank has identified 
the following as the main challenges to be addressed during the next strategy period: 
 
 Stabilising and strengthening the banking sector: Savings rates are low and the 

banking system remains small and undeveloped. Although banking supervision 
and the Deposit Insurance Fund have recently been strengthened, trust in the 
banking system remains low due to weak regulation and supervision. Asset quality 
remains weak due to the lack of profitability and transparency in the real sector. In 
the years ahead, the main sectoral challenges to be addressed are (i) stabilising the 
banking sector and reducing state interference; (ii) deepening financial 
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intermediation; and (iii) reducing dollarisation and developing local money and 
capital markets. 

 Developing private enterprises and agribusiness: The private sector remains 
small, with large state-owned enterprises still accounting for a high share of GDP; 
competition in many sectors is weak. Administrative barriers and an overly 
complex tax system create a heavy burden for businesses. In agriculture, progress 
with land reform was made but access to finance is limited without the required 
further legislative changes to establish full transferability of land-user rights. In the 
years ahead, the main sectoral challenges are (i) increasing productivity and 
diversification in agriculture; (ii) developing local private enterprises; and (iii) 
improving frameworks for markets. 

 Strengthening critical infrastructure: Access to basic public utilities remains 
very poor and there is an urgent need to improve the availability, reliability and 
quality of water supply, solid waste, and urban transport. Public tendering and 
contracting procedures suffer from a lack of competitiveness and transparency. 
Regulatory functions remain weak and there is a lack of institutional capacity and 
know-how. The main sectoral challenges to be addressed in the years ahead are (i) 
improving access to basic public utilities as a precondition for commercialisation; 
(ii) strengthening governance and the institutional capacity of public utilities and 
regulators; and (iii) developing institutional mechanisms to improve transport 
networks. 

 Improving the quality of energy supply, regulation and efficiency: The energy 
sector is dominated by the state-owned holding Barki Tojik (BT), which is also a 
de facto regulator that does not operate with financial transparency or on 
commercial principles. Market institutions and policies remain weak. Electricity 
tariffs are not at cost-recovery level and do not provide sufficient incentives to use 
energy efficiently. The country relies on hydro power generation and 
interconnection for 95 per cent of its electricity supply, making it vulnerable to 
weather changes and regional cross-border support. The main sectoral challenges 
to be addressed in the years ahead are (i) increasing commercialisation of the 
energy sector; (ii) improving energy efficiency and climate resilience; and (iii) 
creating the conditions for private sector involvement in energy. 

 
3.2. The Bank's priorities for the strategy period 
 
The overarching strategic directions of the Bank for the next strategy period 
correspond to the assessment of the remaining transition challenges, and are fully in 
line with the Government’s reform programme. At this stage in Tajikistan’s transition, 
challenges are large across all sectors and the needs are still great. However, the Bank 
can only have an impact in areas where reforms continue. The Bank will therefore: (i) 
use technical cooperation and heightened policy dialogue extensively with the 
authorities to speed up market reforms, on the understanding that only through a 
stronger effort at structural and sectoral reform will the Bank be able to deliver 
projects that will address Tajikistan’s financing needs. Given its debt capacity 
constraints, Tajikistan will be a priority recipient of TC and co-financing grants in 
areas with reform potential. 
 
As an ETC country, the Republic of Tajikistan shares some of the main characteristics 
of the less advanced countries in the region, which include a high incidence of 
poverty, underdeveloped remote regions, limited debt capacity, a weak business 

 16



 

environment and a client base that has had limited experience in working with IFIs or 
foreign investors. 
 
The priorities do not differ substantially from the previous strategy, as transition gaps 
and the main vulnerabilities remain and the Bank’s success in structuring projects that 
address the countries needs through extensive use of ETC instruments suggests a 
continuation of the main strategic directions. Lessons learned from projects completed 
during the previous strategy period have been incorporated in the new strategy. 
 
Given that the slow progress with reform limits opportunities for bankable projects, 
the Bank will focus on accelerating reform in the following selected critical areas:  
 
 To stabilise and strengthen the banking sector, the Bank will initially focus its 

activities on conducting high level policy dialogue and technical cooperation to 
implement reforms that will help address the existing weaknesses. Conditional on 
creating a positive reform momentum, the Bank will be able to increase its 
operations in the banking sector including through further equity investments in 
banks and MFIs. 

 To develop private enterprises and agribusiness, the Bank will first and 
foremost rely on policy dialogue and TC to improve the business environment, in 
particular the tax system. Progress with reforms in this area will create more 
bankable private enterprises that will be able to benefit from EBRD and local 
commercial bank financing. The Bank will also seek to improve the 
competitiveness and level of sophistication of the MSME sector by developing 
business skills and infrastructure. The Bank’s ability to provide agricultural 
financing will also strongly depend on progress made with reforms in the banking 
sector.  

 To strengthen critical infrastructure, the Bank will focus on areas where the 
needs are greatest and the scope for reform is high, while recognising that 
affordability constraints limit the scope for increasing tariffs. The Bank will 
conduct policy dialogue with the aim of creating a reform environment that could 
enable the Bank to increase its activities in this area, subject to debt capacity 
constraints, while pairing its investments with major TC support to advance 
reform and ensure implementation of its public sector operations. 

 To improve energy efficiency, the Bank will focus its policy dialogue and TC 
activities on energy sector reform needed to proceed with commercialisation and 
attracting private investment. Subject to satisfactory progress with restructuring 
and reform, the Bank will selectively finance the rehabilitation of the energy 
sector infrastructure and will support energy efficiency measures at Barki Tojik. 

 
The successful implementation of reforms in these key sectors would enable the Bank 
to significantly increase its investments in Tajikistan and thus promote long-term 
sustainable growth.  
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3.3. Sectoral Challenges and the Bank’s Operational Response 
 
3.3.1 Financial Institutions 
 
Sectoral challenges 
 
 Stabilising the banking sector and reducing state interference. Still recovering 

from the global financial crisis, the banking system is weak and poorly capitalised. 
Asset quality has suffered from state-directed and related party lending. Changes 
in the NBT provisioning regulations, effective from October 2011, will bring 
Tajikistan closer in line with IFRS and international best practice, but will place 
further demands on banks’ capital adequacy. 

 Deepening financial intermediation. Banking penetration is shallow, with total 
banking system assets constituting around 25 per cent of GDP. There is potential 
to improve access to finance by increasing deposits, capturing a larger portion of 
remittances, strengthening the lending capacity of the microfinance industry and 
developing the non-banking financial sector, including leasing. This, however, 
requires changes in tax policies and other legislative changes. Improved 
confidence in the banking system can induce keeping remittances in the banks and 
develop remittance-based finance to foster financial intermediation. 

 Reducing dollarisation and developing local currency capital markets. 
Dollarisation remains high, with more than 60 per cent of deposits held in foreign 
currency, reflecting a history of high inflation and exchange rate depreciation and 
still weak confidence in the local currency. Dollar-denominated or -indexed loans 
expose financial institutions, in particular microfinance institutions (MFIs), and 
their clients to undue foreign exchange risk. Save for CD issuance by the National 
Bank of Tajikistan (NBT) and limited T-bill issuance by the Ministry of Finance 
(MOF), capital markets are virtually non-existent. Interbank market turnover is 
minimal and no benchmark interest rates are available.  

 
Bank’s operational response 
 
To stabilise the banking sector the Bank will primarily engage in high level policy 
dialogue and provision of technical assistance to help address the weaknesses 
including strengthening of corporate governance. Given the transition challenges, the 
Bank’s opportunities to increase its financing in the financial sector are limited and 
will depend on comprehensive reforms geared towards improving the situation and on 
commitment by the authorities to abstain from future directed lending. The Bank will 
consider further equity investments in banks and MFIs. The Bank will also use TC 
sources to strengthen the Deposit Insurance Agency and to assist banks to capture a 
larger share of remittances, which currently rarely stay in the banking system. 
 
To deepen financial intermediation the Bank will expand its local currency lending 
programme with partner banks and MFIs, with a particular objective to reach micro 
and small businesses and rural areas. The Bank will act as catalyst to attract 
commercial co-financiers and equity partners. In cooperation with other IFIs, the 
Bank will provide policy advice on reform areas that could help to increase further 
opportunities. In particular, adoption of a Microfinance Law in line with best 
international practice will enable the Bank to consider capitalisation of selected MFIs, 
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while eliminating the double taxation of leasing equipment will allow the Bank to 
consider financing and technical assistance to leasing companies. 
 
To help reduce dollarisation and develop local currency capital markets, the 
Bank will continue to provide local currency credit lines to eligible partner banks and 
MFIs under the Local Currency Lending Programme for ETCs, subject to the 
authorities’ continued commitment to implement policies aimed at reducing 
dollarisation and further developing interbank and government securities markets, as 
described in the Memorandum of Understanding signed with the authorities in 2011.  
 
Policy Dialogue 
 
Policy dialogue in the financial sector will focus on supporting measures to improve 
governance in the banking system with a view to restraining directed lending practices 
and state interference. Moreover, the Bank will continue its engagement within the 
LCY Initiative to promote local currency lending and local money and capital market 
development. Tajikistan is one of the countries that can benefit from the Bank’s new 
TC to improve inflation targeting and strengthen monetary and regulatory policies in 
support of the use of local currency. 
 
3.3.2 Corporate Sector 
 
Sectoral challenges 
 
 Developing and diversifying the agricultural sector. The sector remains highly 

dependent on cotton, following the history of forced cotton growing. Increasing 
diversification and productivity is needed to make incomes and employment less 
vulnerable to international price shocks and could also help to improve food 
security, particularly in light of recent food price hikes and food shortages. One of 
the main constraints to agricultural diversification is the lack of finance, but other 
factors are incomplete implementation of the Freedom to Farm Act, lack of know-
how, obsolete machinery, and unreliable electricity provision. 

 Developing local private enterprises and improving frameworks for markets. 
The private sector in Tajikistan has been growing gradually, but remains small and 
informal, reflecting formal and informal administrative barriers. A major 
impediment to growth is the overly complex tax system in combination with a 
burdensome tax administration.  

 
Bank’s operational response 
 
To develop and diversify the agricultural sector the Bank will continue to finance 
agriculture through suitable local partner institutions under the Tajik Agricultural 
Financing Facility (TAFF). To strengthen the sector, the Bank will give new emphasis 
to providing technical cooperation to help restore value chains, transfer know-how, 
and attract investments into food processing, including FDI. The Bank will explore 
the potential to increase value chain financing in cooperation with international 
donors. 
 
To develop local private enterprises the Bank focus on supporting private firms in 
agribusiness. In order not to expose local corporates to undue foreign exchange risk, 
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the Bank will provide long-term local currency loans to the extent possible. If banking 
sector reform progresses, the Bank will be better positioned to increase the use of the 
Medium sized Cofinancing Facility (MCFF) with selected banks so as to incentivise 
commercial banks to increase corporate lending. Subordinated mezzanine capital with 
own capital features could be provided where appropriate. The Bank will continue to 
be selective in the corporate sector, seeing the greatest potential in tourism and 
property, and, subject to transparency and compliance with EBRD policies, in mining. 
In cooperation with the EU and other donors, the Bank will develop co-financing and 
risk-sharing mechanisms to improve the access to finance primarily for businesses 
involved in the agri-industry.  
 
The Bank will also support the growth and competitiveness of the MSME sector 
through the Small Business Support programme by combining advice and mentoring 
at the enterprise level with the development of a sustainable infrastructure of business 
advisory services at the market level. An Accounting Improvement Programme that 
aims to increase financial literacy among private enterprises will be used to improve 
Tajik businesses access to finance, including financing from the Bank. 
 
Policy dialogue 
 
The main policy dialogue in this area will be focused on improving the business 
environment. Special attention will be given to simplifying the tax system, eliminating 
areas of double taxation and improving tax administration so as to reduce the costs of 
tax compliance and giving firms incentives to become more transparent. Enhanced 
transparency in turn could enable the Bank to increase its lending to Tajik corporates 
and allow those firms to access more long term credit at lower costs. To increase the 
private sector involvement in government led projects, if conditions permit the Bank 
will provide advice on Public Private Partnerships (PPP). The Bank will also increase 
the efficiency of the Consultative Council on Improving the Investment Climate. 
Acceleration of reform in this area would enable the Bank to provide TC support for 
the implementation of agreed reform measures, in coordination with other 
development partners, including the IMF, World Bank, ADB and the EU. 
 
The Bank will also support the introduction of the Better Cotton Initiative (BCI) in 
Tajikistan. The BCI will aim at improving working conditions of cotton field workers, 
support crop rotation and environmentally friendly practices and increase yield and 
reduce production costs. 
 
3.3.3 Infrastructure Development 
 
Sectoral challenges 
 
 Improving access to basic public services as a precondition for 

commercialisation. Access to basic public utilities remains poor and there is an 
urgent need to improve the availability, reliability and quality of water supply, 
solid waste, and urban transport. The water sector is characterised by high water 
losses and unreliable supply to the consumer; poorly managed solid waste has led 
to respiratory and other illnesses; and the quality of urban transport is low creating 
a large informal and unregulated public transport segment. Improving these basic 
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services is a precondition for improving tariff levels and collection rates, which in 
turn will help achieve operational and financial sustainability of these utilities. 

 Strengthening governance and the institutional capacity of public utilities 
and regulators. Public tendering and contracting procedures suffer from a lack of 
competitiveness and transparency, creating opportunities for corruption in public 
procurement. Contractual arrangements between owners (government or cities) 
and service providers need to be developed, possibly under an outcome-based or 
performance-based structure in the future. Regulatory functions remain weak and 
need to be improved to ensure the commercial viability of public utilities. Tajik 
government bodies and public institutions suffer from insufficient institutional 
capacity and know-how to advance Tajikistan’s significant unfinished reform 
agenda without external assistance. 

 Improving transport networks by developing effective institutional 
mechanisms. Transport infrastructure in Tajikistan is generally in a critical 
state and this in turn is constraining economic growth. In recent years, a number 
of roads have been constructed and reconstructed with the help of international 
donors, but the management of the road network needs to become more efficient. 
In particular, road maintenance has been under-funded resulting in the premature 
failure of much of the network. This is in part the result of the lack of progress 
with the adoption of commercial principles to guide the management of the sector. 

 
Bank’s operational response 
 
To improve access to basic public services as a precondition for 
commercialisation, the Bank will aim to further replicate the success of the Khujand 
Water Project signed in 2004, which set a successful precedent for water sector 
reform. The project demonstrated that service improvement by itself improves the 
willingness to pay and therefore sets the stage for moving towards full cost recovery 
and proceeding with commercialisation. Since 2009, the Bank has rolled out the water 
programme to 15 cities and aims during the strategy period to add another eight, 
which would then cover all secondary cities in the country with more than 20,000 
inhabitants. The Bank will broaden its cooperation with existing municipal clients, 
and support other municipal services, such as solid waste, wastewater treatment and 
urban transport. Given debt sustainability constraints, any municipal infrastructure 
loans will be supported by co-financing grants and will be pursued where the scope 
for reform is high, while recognising that affordability constraints limit the scope for 
increasing tariffs. 
 
To improve transport networks by developing effective institutional mechanisms, 
it is essential to rehabilitate existing transport infrastructure and also to invest in 
selected new infrastructure projects which provide high economic returns. In parallel, 
institutional and financial reform is required to create sustainable development in the 
sector. The Bank will give priority to road and urban transport sectors, provided that 
the authorities demonstrate a commitment to proceed with sector reform, particularly 
by increasing the effectiveness with which scarce funds are utilised and the adoption 
of a more commercial approach to the management of the sector. In urban transport, 
the quality of services could be improved through public service contracts between 
cities and service providers and by commercialising and restructuring urban transport 
companies. Within theses two sub-sectors, the Bank will give priority to rehabilitation 
and upgrading of existing transport infrastructure and will focus on those 
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projects which support institutional reform and increased private sector involvement. 
Substantial progress with road reform would make it possible for the Bank to assist 
the Tajik authorities with additional TCs and consider financing new road projects, 
subject to sovereign debt capacity constraints. High priority projects in other transport 
sectors which demonstrate good economic returns and are accompanied by 
appropriate institutional reform will also be considered. 
 
Policy dialogue 
 
To strengthen governance and the institutional capacity of public utilities and 
regulators, the Bank will conduct policy dialogue with the aim of creating a reform 
environment that could enable the Bank to increase its activities in this area, while 
pairing its investments with major TC support to advance reform and ensure 
implementation of its public sector operations. The Bank will act as a catalyst for 
raising grant funding from donors. 
 
The Bank’s water rehabilitation programme has an integrated approach with a series 
of similar transactions designed to address multiple transition objectives such as tariff 
methodology, improvement of collection rates, introduction of public service 
agreements, development of a water sector strategy, and stakeholder participation 
programmes. Stakeholder participation programmes will be a standard feature in the 
Bank’s municipal water supply projects. The programmes aim to smooth the progress 
of tariff reform and promote responsible use of water. The EBRD will also explore 
possibilities for deploying its energy and water audit programme in Tajikistan. 
 
3.3.4 Energy security and energy efficiency 
 
Sectoral challenges 
 
 Increasing commercialisation of the energy sector. Energy shortages are a 

major impediment to doing business; the country relies on neighbouring 
countries to meet its domestic demand. The existing hydropower infrastructure 
suffers from prolonged underinvestment and inefficiency. While electricity tariffs 
have risen significantly over the past few years, they do still not fully cover 
operating and maintenance costs, in particular for the state aluminium company 
TALCO. Collection rates are low, especially from budget entities and state-
owned enterprises, and losses are relatively high. Commercialisation followed by 
effective unbundling is essential if there is to be prospect of future market-based 
development of this sector. Establishment of an independent regulator with 
sufficient resources and powers to improve network regulation such that tariffs 
achieve cost recovery levels in the foreseeable future would be a significant step 
forward. 

 Improving energy efficiency and climate resilience. Tajikistan continues to be 
very energy intensive. Low tariffs do not provide incentives to use energy 
efficiently and to invest in renewable energy (RE) projects. No energy efficiency 
law, policies or agencies are in place. Remaining challenges include the 
establishment of a legal and institutional framework and economic incentives for 
on-grid RE projects and support decentralised, off-grid private RE projects, in 
particular substitutes for wood-fired installations. Hydropower in Tajikistan is 
highly sensitive to climate variability and change. 
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 Creating the conditions for private sector involvement in energy. Regulations 
for private sector involvement and competition remain underdeveloped. There 
have been attempts, although limited in scale, to privatise the energy sector and 
transfer its operation to private operators in the Eastern region of Pamir with the 
support of the Aga Kahn Fund and IFC. Absence of an independent regulator and 
regulations allowing for third party access to the grid on commercial terms are 
the main obstacles for enhanced private sector participation. 

 
Bank’s operational response 
 
To increase commercialisation of the energy sector, the Bank will continue to 
selectively finance the rehabilitation of the energy sector infrastructure, and will 
support energy efficiency measures at Barki Tojik, subject to satisfactory progress 
with restructuring and with covenanted reform. Investment priorities will be 
coordinated with state authorities and other IFIs and donors. Jointly with other donors, 
the Bank will aim to tackle the problem of arrears in state owned enterprises. A plan 
will be developed to gradually increase electricity tariffs to cost recovery levels, 
strengthen the regulatory framework, improve corporate governance and business 
conduct through the introduction of IFRS reporting, implementing a pilot accounting 
and billing unit in Khujand and improve debt collections, payment and losses. The 
adoption of further reforms in this key sector, in particular the creation of an 
independent energy sector regulator, would help to unlock significant EBRD 
investments and TC funding in the sector. The Bank will act catalyst to mobilise grant 
and loan co-financing from sources otherwise not available to Tajikistan. 
 
To improve energy efficiency and climate resilience, the Bank is working in 
partnership with Barki Tojik and Tajik Hydromet (the state hydro-meteorological 
service) on improving the climate resilience of the hydro power sector. The 
Rehabilitation of Kairakkum Hydro Power Plant project will be the pilot case in 
connection with which the Bank will carry out analytical work on how to make the 
Tajik hydro power sector more resilient to climate change. 
 
To create the conditions for private sector involvement in energy, the Bank will 
consider supporting small private sector generation investments should the authorities 
develop the appropriate regulatory framework. 
 
Policy dialogue 
 
The Bank will continue to provide TC to improve regulations for private sector 
involvement in projects in the hydro-electricity generation sector. The Bank will 
through its Legal Transition Team offer technical advice and TC for the creation of an 
independent energy sector regulator, should the authorities choose to adopt such 
reforms. As a new entrant in the power sector, the EBRD works with the ADB, the 
World Bank and selected bilateral donors on the restructuring of Barki Tojik and on 
strengthening the regulatory environment and to ensure that there is a consistent 
approach to energy sector reform in the country. Both individually and through the 
regular meetings between the DCC and the Government, the Bank will engage in high 
level policy dialogue. Given the complexity of the sector and the involvement of 
multiple donors, an integrated approach will be pursued.  
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3.4. Environmental and Social Implications of Bank’s Proposed Activities 
 
The Bank’s Environmental and Social Policy and Performance Requirements apply to 
all projects carried out in Tajikistan. It will be important to identify any vulnerable 
populations that may be disproportionately affected by the projects and to ensure that 
stakeholder engagement activities include any marginalised groups, particularly with 
regard to tariff affordability. Health and safety is also an important consideration for 
all projects and the Bank will work with clients and sponsors to promote the 
development of an appropriate safety culture. 
 
Tajikistan acceded to the Aarhus Convention (UNECE Convention on Access to 
Environmental Information, Public Participation in Decision-Making and Access to 
Justice in Environmental Matters) in 2001, and EBRD has integrated stakeholder 
identification, information, and consultation requirements into projects, consistent 
with the relevant aspects of the Convention. In particular, the emphasis on municipal 
projects has included the development of public information and participation 
measures as part of the technical cooperation initiatives to inform and educate people 
about water quality and conservation. 
 
Sustainable water management is a priority for Tajikistan, and in 2011 they worked 
with the European Union (EU Water Initiative) on first steps towards an Integrated 
Water Resource Management (IWRM) national policy, along with UNECE, UNDP, 
and donors. The goals of the Government of Tajikistan to develop a National Water 
Sector Strategy and to cooperate with bordering Kyrgyzstan and Afghanistan will be 
taken into account, where relevant, in EBRD’s efforts with municipal water and 
hydropower projects.  
 
Climate change adaptation 
 
Tajikistan is one of the most climate-vulnerable countries in the EBRD region, as its 
hydrology is dominated by glacial rivers. Climate change is expected to have a range 
of impacts on water resources. Sectors such as water infrastructure, hydropower and 
agriculture are especially vulnerable to climate change. The hydropower sector is 
vulnerable to hydrological and reservoir management variability, which may 
exacerbate existing problems with winter energy supply. EBRD will seek 
opportunities for investments that improve the climate change resilience of climate-
sensitive sectors such as water infrastructure and hydropower. EBRD intends to 
pursue the use of climate financing mechanisms such as the Climate Investment 
Funds (CIF) and the Global Environment Facility (GEF), as well as co-financing with 
other IFIs or donors, especially for adaptation to climate change, reducing GHG 
emissions through resource/energy efficiency, and use of Best Available Technology 
(BAT) equipment. 
 
Gender 
 
In the context of the implementation of the EBRD’s Gender Action Plan, the Bank 
will endeavour to support women's entrepreneurship mainly through Financial 
Institutions projects that increase access to finance for women-owned and women-
managed MSMEs, and address barriers that impede access to credit, in particular in 
rural areas. The efforts will include the offer of training to loan officers and 
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developing programmes to increase the number of women loan officers. The Bank 
will also work on identifying and encouraging clients to adopt gender balanced 
approaches in their human resources policies and practices in the areas of staff 
recruitment, retention, promotion and work-life balance. The Bank will continue to 
promote gender equality through the implementation of MEI projects where 
appropriate. 
 
For a more detailed assessment of gender issues see Annex 8. 
 
4. ACCESS TO CAPITAL 
 
4.1. Private sources of capital  
 
The fragility of the banking sector and lack of liquidity seriously limits access to 
finance. Commercial loans to the real sector are short-term, mostly below one year, 
and with high real interest rates that make loan financing unsuitable for operations 
other than trading. A majority of the loans are made in, or tied to, foreign currency, 
which exposes Tajik businesses to undue foreign exchange risk.  
 
Access to international commercial capital markets is virtually non-existent due to 
perceived political risk and weak corporate and banking sectors. A commercial 
private equity sector is yet to develop; to date the Tajik-Kazakh Fund, part owned by 
the Kazakh Sovereign Wealth Fund SamrukKazyna, is the only equity fund operating 
in Tajikistan. 
 
4.2. MDB finance and collaboration with other IFIs and multilateral donors 
 
Coordination among IFIs and donors in Tajikistan is strong. The Development 
Coordination Council (DCC) plays a key role as a forum for policy discussion among 
donors and between donors and the Government. Key issues are the investment 
climate, transparency and corporate governance of state-owned enterprises, energy, 
agriculture and water. The Bank, together with the other IFIs and development 
partners, plays an active role in the implementation of the country’s National 
Development Strategy and Poverty Reduction Strategy. In collaboration with the IMF 
and the World Bank, the Bank is supporting the policy reforms to reduce dollarisation, 
develop local capital markets and strengthen the banking sector. 
 
In November 2009, twelve major donors signed a Joint Country Partnership Strategy 
(JCPS), which has served as a roadmap for further reform in the country. The JCPS 
has three main objectives: (i) to affirm the partners’ commitment to support 
Tajikistan’s development goals as set forth in its National Development Strategy and 
Poverty Reduction Strategy; (ii) to outline a shared vision of effective coordination of 
the JCPS partners’ resources; and (iii) to define measures and benchmarks to achieve 
agreed development goals. The cooperation with donors and other IFIs has culminated 
in co-financing of several important infrastructure projects as mentioned above. 
 
The EBRD has acted as a catalyst to mobilise grant and long-term loan co-financing 
from donors and other IFIs, increasing Tajikistan’s access to capital. The Bank has 
mobilised grant co-financing from organisations including Switzerland’s SECO, EU’s 
Investment Facility for Central Asia (IFCA), the Global Environmental Fund (GEF) 
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and the ADB. Cooperation with the EU/IFCA plays a central role in supporting the 
Bank’s involvement in energy and MEI projects. Expanded cooperation with the EU 
is also envisaged for the development of agribusiness. Given Tajikistan’s extensive 
transition challenges and affordability constraints, and in order to meet the IMF 
requirement for a 35 per cent grant element for public sector loans, a very high 
reliance on grants is expected to continue throughout the 2012-2015 strategy period. 
 
International Monetary Fund 
 
The EBRD closely coordinates its activities with the local IMF office as well as with 
IMF consultation visits, with the emphasis on the coordination of support for reforms 
in the infrastructure sector as well as support for financial sector stability, local capital 
market development and deepening of financial intermediation. The EBRD used the 
IMF’s assessments for developing a Memorandum of Understanding between the 
EBRD and the authorities in the context of the ETC local currency lending 
programme, which was signed in May 2011. 
 
The fifth review under the Extended Credit Facility-supported arrangement was 
approved by the IMF Executive Board in January 2012, leading to a disbursement of 
SDR 13.045 million (about US$20.1 million), bringing total disbursements under the 
arrangement to an amount equivalent to SDR 91.4 million (about US$140.9 million). 
 
World Bank Group 
 
Tajikistan became a member of the International Development Association (IDA) in 
1993. Since 1996, IDA has provided more than $630 million in loans and grants to 
Tajikistan. Tajikistan’s active portfolio at the World Bank consists of 18 projects with 
net commitments of $228 million. The largest share of the portfolio is in agriculture 
and rural development (34%), followed by energy and water (29%), education (16%), 
economic policy and public sector (14% incl. budget support), and health (8%). 
 
Tajikistan became a member of IFC in 1994. Total IFC investments in Tajikistan to 
date are approximately $50 million, with the largest portfolio share in the financial 
markets sector (58%), followed by the real sector (29%) and infrastructure (13%). In 
the past two years, IFC has committed investments of more than $31 million in 10 
projects in banking, microfinance, hydro-power generation, and business services. In 
parallel, IFC spends about $3.5 million annually on advisory services to support 
activities related to the development of Tajikistan’s private sector. Multi-year 
advisory projects valued at $8 million have recently been added to IFC’s programme. 
 
Asian Development Bank (ADB) 
 
Tajikistan joined Asian Development Bank in 1998. Cumulatively ADB has approved 
$372.5 million in loans, $449.4 million in grants, and $35.4 million in technical 
assistance to support transport, energy, education, healthcare, agriculture and financial 
sectors. The transport sector accounts for the largest share of ADB assistance. The 
ADB also supports policy reforms to facilitate the transition to a market economy. In 
2010, ADB approved $40 million programme grant to help Tajikistan maintain key 
social expenditures such as social protection and social assistance to vulnerable 
groups. This was followed by another $45 million Grant to Strengthen Public 
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Resource Management in 2011 to help country increase public funding for social 
policies. Due to the country’s poverty level, all of ADB’s support is channelled 
through its concessional Asian Development Fund. Starting in 2008, Tajikistan was 
eligible for grants of up to 100 per cent of its ADF allocation until 2012. 
 
Tajikistan and ADB have agreed on a new Country Partnership Strategy (CPS) for 
2010-2014, which will advance Tajikistan’s drive to strengthen energy supplies and 
transport links and to develop a vibrant private sector to help the economy diversify. 
ADB’s programme in Tajikistan will continue supporting regional cooperation and 
the energy and transport sectors, while providing policy support for improving the 
investment climate. 
 
Islamic Development Bank (IDB) 
 
Tajikistan joined the IDB in 1996. 100 per cent of the IDB financing in Tajikistan is 
either concessional loan or grant-based (including Special Assistance projects). The 
country has received $64 million worth of credits from the body. The Bank provides 
financing to energy, health, education, drinking water supply, road rehabilitation, 
water resources management for agriculture, and business sectors in the country. 
Special Assistance projects in Tajikistan include relief assistance to Afghan refugees 
and construction and reconstruction of educational institutions in the country. 
 
European Union 
 
The total value of EU assistance disbursed to Tajikistan since 1992 is over €500 
million. Past assistance focused on humanitarian aid (ECHO), then on technical 
assistance (TACIS) to the government in key transition areas, and in favour of rural 
development and poverty reduction with NGO partners. EU support has been 
complemented by the European Initiative for Democracy and Human Rights 
(EIDHR). More recently, assistance has increasingly been through budget support and 
technical assistance, through the Exceptional Financial Assistance (EFA) and Food 
Security Programme (FSP), and now through DCI. Bilateral assistance has become 
more focused on three main sectors: Social Protection and Health, Public Finance 
Management, and Private Sector Development. 
 
Tajikistan also receives regional and thematic assistance in areas like border 
management and drug control (BOMCA/CADAP), education (TEMPUS, Erasmus 
Mundus), water/environment, human rights and democracy (EIDHR), non-State 
actors (NSA) and SME development (CA-Invest), and disaster preparedness (DIP-
ECHO). The EC also provides ad hoc support (such as in the aftermath of the energy 
crisis in 2008) and with the Global Food facility, from which Tajikistan will benefit in 
support to social safety nets and the development of agriculture. 
 
Cooperation with the EU, in particular the Investment Facility for Central Asia 
(IFCA), plays a central role supporting the Bank’s involvement in energy and MEI 
projects. Expanded cooperation with the EU is also envisaged in agribusiness, 
following an EU grant of EUR 5.2 million for TAFF II. 
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ANNEX 1 – POLITICAL ASSESSMENT 
 
Compliance with Article 1 
 
Tajikistan is making gradual progress towards implementation of the principles of 
Article 1 of the Agreement Establishing the Bank. Transition to multi-party 
democracy and political pluralism has been slow, with the last presidential election 
failing to meet international standards despite improvements compared to past 
elections. The government’s orientation toward the market economy has been uneven. 
 
Tajikistan has several political parties, including opposition parties, and a network of 
NGOs but development of genuine political pluralism remains a challenge. The 
Constitution establishes a system of separation of powers but in practice a strong 
executive dominates both legislature and judiciary.  
 
The lack of genuine political pluralism and an effective system of checks and balances 
creates an atmosphere which is not conducive to dissent, not only regarding the 
direction and pace of political reforms but also with regard to the key strategic 
economic decisions facing the country. 
 
Poverty and unemployment, combined with weak institutions, an ineffective judiciary 
and significant drug transit from neighbouring Afghanistan contribute to pervasive 
corruption and make improving public governance and alleviating poverty important 
priorities for the country. Further strengthening of the Tajik-Afghan border to prevent 
the potential spillover of instability from Afghanistan remains high on the 
government’s agenda as porous borders do not prevent infiltration of radical groups, 
capable of destabilising the situation at least in some parts of the country, as was the 
case in late 2010. 
 
These challenges are further exacerbated by lingering impact of the landlocked 
country’s dependence on external factors. Strained relations with neighbouring 
Uzbekistan over water, energy and transportation rights has a direct bearing on the 
country’s economic and social performance. 
 
Political accountability  
 
Soon after gaining independence in 1991, Tajikistan plunged into five years of 
devastating civil war, which only came to an end in 1997. The civil war cost the lives 
of nearly 60,000 people and resulted in significant losses to the economy.  
 
Nearly 15 years passed since the signing of the Peace Agreement in June 1997, which 
ended the civil war. The situation in the country has stabilised and immediate post-
conflict rehabilitation tasks have been replaced by the objectives of ensuring social 
and economic development of the country, which remains among the most 
impoverished countries in the post-Soviet area. 
 
The Constitution establishes the system of separation of legislative, executive and 
judicial branches of power but in practice the system of checks and balances is not 
effective and a strong executive dominates both legislature and judiciary. The 
country’s Constitution was amended to introduce a seven-year mandate for the 
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President and a bi-cameral structure of Parliament (Majlisi Oli), comprising the 
National Assembly or upper chamber (Majlisi Milli) and the Assembly of 
Representatives or lower chamber (Majlisi Namoyandagon). The latter has 63 
members directly elected for five years, while the upper chamber, representing 
regional interests, is indirectly elected. 
 
The last presidential election in 2006 brought another seven-year term in office for 
President Emomali Rahmon, who is entitled to contest another election at the end of 
his current term in office in 2013. The presidential election was monitored by the 
OSCE Office for Democratic Institutions and Human Rights (OSCE/ODIHR), which 
concluded that it did not fully test democratic practices in the country due to lack of 
genuine choice and meaningful pluralism. Despite the presence of several candidates, 
the presidential election was characterised by the marked absence of genuine 
competition. At the same time the election saw some improvement over previous 
polls. 
 
The 2010 parliamentary elections were the third-multiparty elections since the end of 
1992-1997 civil war. There are eight registered political parties in the country. The 
2010 election endorsed the dominant position of the governing People’s Democratic 
Party (PDP), which won 54 seats in a 63-member lower chamber; other parties 
represented in parliament include Agrarian Party, the Communist Party, the Islamic 
Renaissance Party and the Economic Reform Party (each party gaining two seats in 
parliament).  
 
The parliamentary elections did not meet many key international standards for 
democratic elections with serious irregularities reported on the Election Day such as 
high incidence of observed proxy voting. This happened despite the President’s stated 
aim to hold more democratic and transparent elections. 
 
The rule of law  
 
Tajikistan has adopted a number of positive measures to improve the situation with 
the rule of law and protection of human rights in the country. These measures 
included the establishment of the Human Rights Ombudsman Institution and the 
adoption of the new Criminal Procedure Code which transferred the right to issue 
arrest warrants from the prosecutor’s office to courts and significantly strengthened 
the role of defence in the criminal process. 
 
Despite these measures, judiciary is not independent and corruption continues to 
hamper the reform process. Executive branch remains influential in the selection and 
appointment procedures for judges and corruption, assisted by low salaries of judges, 
is an impediment for the effective functioning of the judiciary. 
 
Corruption is a serious issue affecting all layers of the country’s society. According to 
Transparency International’s Corruption Perception Index (CPI), in 2010 Tajikistan 
was ranked 154th out of 178 countries; for comparison, Kazakhstan is at 105, while 
the immediate neighbour of the country - Uzbekistan – is even closer to the bottom of 
the scale at 172 (sharing this ranking with Turkmenistan).  
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The Council of Justice, which is involved in the process of appointment of judges 
remains a part of the executive branch. The prosecutor’s office continues to exercise a 
supervisory function over the courts and legality of the courts’ decisions.  
 
Other areas of judicial reform which require further improvement are related to the 
lack of precise mechanism to consider the lawfulness and the validity of the arrest by 
the courts as well as the absence of mechanism for the prevention of juvenile 
delinquency. Despite long years of negotiations, the International Committee of the 
Red Cross (ICRC) is not granted access to penal institutions. 
 
Notwithstanding improvements in the legislative framework, implementation of the 
adopted laws is weak. Judicial reform should be given a high priority as only effective 
system of the rule of law could contribute to sustainable economic growth, alleviation 
of widespread poverty and protection of civil and political rights of the citizens. 
 
Civil and human rights 
 
Civil and human rights are regulated and protected by Constitution, national laws and 
international legal instruments recognised by Tajikistan. The country ratified all major 
international human rights conventions, including the International Covenant on Civil 
and Political Rights and the Optional Protocol to this Covenant.  
 
Despite being a party to the main international human rights instruments, the 
government’s record in the field of human rights remains poor, according to 
specialised international observers. Despite some positive steps undertaken by the 
authorities, the reported cases of violations of human rights are ranging from elections 
and media to religious liberty and women’s rights.  
 
The range of human rights problems of the country, identified by local and 
international human rights organisations, included the torture and abuse of detainees 
by security forces; the denial of the right to a fair trial; restrictions on freedoms of 
speech, press, association and religion, harassment of non-governmental organisations 
and violence and discrimination against women. 
 
Television is the main source of political information in Tajikistan. The major 
television broadcasters are state-funded and are promoting government policies 
without offering opportunities for a genuine exchange of opinions and a diverse range 
of views. The country has a relatively pluralistic print media but their reach is affected 
by low circulation and delivery problems outside urban centres. Most newspapers 
have only one issue per week. While there is a gradual increase of internet use, its 
impact is still limited. The OSCE Representative on Freedom of Media urged the 
Tajik authorities to reform the criminal defamation legislation in order to prevent 
imprisonment of journalists.  
 
The October 2011 Universal Periodic Review (UPR), conducted in accordance with 
the procedures established by the UN Human Rights Council, assessed progress made 
by Tajikistan in the field of human rights and made recommendations aimed at full 
implementation of the commitments undertaken by the country under the international 
human rights instruments. 
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ANNEX 2 – ASSESSMENT OF TRANSITION CHALLENGES 
 
The table and the supporting text below provide an overall assessment of Transition 
Challenges by sector, based on Transition Report 2010. There are two separate scores 
for each sector, rating market structures and market-supporting institutions. Scores 
range from negligible to large. 
 

Sectors Market Structure 
Market-supporting 

institutions 
Industry, Commerce and Agribusiness     

Agribusiness Medium Large 
Manufacturing and Services Large Large 
Real Estate Large Large 
Telecommunications Large Large 

Energy     
Natural Resources Large Large 
Sustainable energy Large Large 
Power Large Large 

Infrastructure     
Waste and wastewater Large Large 
Urban transport Large Large 
Roads Large Large 
Railways Large Large 

Financial Institutions     
Banking  Large Large 
Insurance and financial services Large Large 
MSME Large Large 
Private equity Large Large 
Capital Markets Large Large 

 
Agribusiness 
Market structure: Medium 
Market institutions: Large 
 
Tajikistan has liberalised most agricultural commodity and input prices with the 
recent progress in cotton sector price liberalisation. In 2007 the Government passed a 
decree to address distortions in cotton production allowing farmers to choose the 
crops they grow. Implementation of this reform has however been slow and the main 
priority remains legislative changes to establish full transferability of land-user rights. 
The cotton debt resolution strategy adopted in June 2009 removed a major bottleneck 
for advancing reforms in the sector by writing off debt owed by cotton farmers. 
Facilitating access to finance and eliminating government interference remain the key 
challenges to improve efficiency in the agricultural sector and stimulate further 
diversification, which could help to reduce the country’s vulnerability to international 
commodity price shocks and to improve food security. 
 
Manufacturing and Services 
Market structure: Large 
Market institutions: Large 
 
There has been very limited progress to date in improving market institutions and 
market structure. The state still controls a number of large enterprises in 
manufacturing that are classified as strategically important. Large state-owned 
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industrial enterprises not only account for a large share of GDP, but in some cases 
they also have a monopoly, limiting competitive pressures. The lack of transparency 
in these companies is a serious hindrance to attracting new investments. At 
Addressing barriers for establishing new enterprises also remains a key challenge.  
 
Real estate 
Market structure: Large 
Market institutions: Large 
 
The property and tourism sector entered its first significant growth phase in 
2004/2005. However, most development has been of a residential nature, and a 
significant lack of modern commercial property remains a challenge. The challenge in 
the sector is therefore to support the development of buildings with international 
quality and ensure the adoption of best practices. Substantial progress was made in the 
area of secured transactions and registration of immovable property. A new law on 
pledge of movable assets was introduced and, in April 2008, a new mortgage law was 
passed, facilitating mortgage lending. However, the mortgage market is still in its 
infancy, and the operation of the movable collateral registry was suspended in early 
2011 due to technical problems. Enforcement of the regulatory framework for 
property development is weak and the abuse of property rights remains widespread. 
Gaps in the development of modern primary and secondary legislation supporting 
sustainable real estate are large, and public awareness of sustainability issues is low. 
 
Telecommunication 
Market structure: Large 
Market institutions: Large 
 
The telecoms regulator is part of the Ministry of Transport and Communication, and 
there has been much political manoeuvring about which entity will exercise 
responsibility for approval of tariffs. The incumbent fixed-line operator, Tajiktelecom, 
is 95 per cent owned by the state. It continues to have a monopoly in fixed-line 
services. Although fixed line penetration remains low (5%) due to geographical 
factors, there has been an impressive growth in mobile penetration which crossed the 
50 per cent mark in 2009. There are now five main mobile network operators, and 3G 
networks are available. Internet penetration is very low, and broadband is virtually 
non-existent. The first WiMAX network was launched by Babilon-T in 2007.  
 
Natural Resources 
Market structure: Large 
Market institutions: Large 
 
The key natural resources in Tajikistan are silver and gold deposits. The country is 
also the leading producer in Central Asia of lead and zinc, and has also some uranium 
resources. The vast majority of the oil and gas consumed is imported, mostly from 
Uzbekistan. The sector is largely unreformed and the extraction of natural resources 
remains under strict state control. Competition is limited and there is some foreign 
involvement in the sector, although in the form of joint ventures with the state. The 
coal-mining sector is still controlled by the State Committee for Industry. The national 
oil company, Tajikneftegaz, handles oil exploration, drilling, and production. In 2007, 
the Tajik government gave its approval to Russian energy giant Gazprom to undertake 
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oil and gas exploration activities. Distribution of natural and liquefied gas is carried 
out by the national gas company TajikGas, while import and distribution of oil 
products are carried out by the State Company Tajiknefteproduct. Market supporting 
institutions and policies are weak. Licensing procedures are still complex and greater 
clarity is needed on the policy and regulatory frameworks under which the sector 
operates. Transparency and corporate governance remain poor and payment discipline 
weak. 
 
Sustainable Energy 
Market structure: Large 
Market institutions: Large 
 
The country continues to be very energy intensive. A rather generic energy 
conservation law was passed in 2004, but tariffs are low, still not cost reflective and 
do not include environmental costs. Therefore price signals do not provide incentives 
to use energy efficiently and to invest in RES projects. No energy efficiency law, 
policies or agencies are in place. The country relies heavily on large scale HPP for 
power generation, but an enabling framework to attract independent private investors 
to develop small hydro or other renewable potential is missing. The use of wood for 
heating and power generation leads to the destruction of fragile woodland ecosystems 
on the mountainous slopes, which increases mudslides, soil wash-off, and eventually 
desertification. Indigenous research capacity for decentralised small renewable 
projects is emerging and some installations are being tested in the field. Tajikistan has 
approved a general renewable energy strategy in 2007, but no specific programmes or 
incentives for RE implementation are in place. UNFCC and Kyoto protocol have been 
ratified, but no climate policies or CDM project activities are in place. Remaining 
challenges include the establishment of a legal and institutional framework and 
economic incentives for RE projects, in particular substitutes for wood-fired 
installations. Further increases in energy tariffs to provide incentives for a more 
efficient use of energy are also needed. 
 
Power 
Market structure: Large 
Market institutions: Large 
 
Limited progress has been made in unbundling generation, distribution and 
transmission functions. The sector is dominated by the vertically integrated, state-
owned holding Barki Tojik, which is also a de facto regulator operating with little 
financial transparency and not on commercial principles. The government approved a 
plan to restructure Barki Tojik by 2015, which would involve breaking down the 
company into three entities with separation of power generation, transmission and 
distribution. Market institutions and policies are weak. There is no separation between 
the Ministry of Energy’s policy-making and regulatory functions. Electricity tariffs 
are not at cost-recovery level, and large scale losses and non payment persist. Another 
key challenge is related to increasing disputes with neighbouring countries regarding 
the utilisation of water given that the country relies on hydropower generation and 
interconnection for 95 per cent of its electricity supply. The country’s vulnerability to 
weather changes, especially between winter and summer seasons, also poses a 
problem in the context of ambitious large scale HPP investment plans that the 
government is trying to promote with limited success 
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Water and wastewater 
Market structure: Large 
Market institutions: Large 
 
The reform process in the municipal sector has started but progress has been slow, and 
the sector remains at a very early stage of development. Control over local 
water/wastewater operations was transferred to municipalities in the 1990s, but was 
subsequently merged under the umbrella holding company KMK (with exceptions in 
large cities). Good progress was made in the Khujand area, as tariffs have been 
increased toward cost recovery (for commercial business consumers) and a service 
level agreement was developed. Other small cities lack institutional capacity/ 
capability. Significant transition challenges remain in the following areas: (i) 
improvements in regulation (e.g. development and application of the modern tariff 
methodology); (ii) development of contractual arrangements between the owner/ 
policymaker and the company; (iii) further increases of tariffs and collection rates; 
(iv) corporate restructuring and further commercialisation (including restoration of 
physical supply, reduced water losses and increased water quality); and (v) 
introduction of meters and meter-based billing. There are currently many small, 
unsustainable companies, and consolidation efforts should be made to enhance 
operational and financial sustainability.  
 
Urban Transport 
Market structure: Large 
Market institutions: Large 
 
In urban transport, generally the cities’ planning and regulatory capacity are 
underdeveloped. The sector suffers from underinvestment as there are no explicit 
public service contracts between cities and service providers (i.e. no explicit and 
transparent mechanisms for the cities to provide financial compensations to the 
operating companies in exchange for quality service delivery). Transition challenges 
remain significant and are identified in the following areas: (i) development of city-
wide urban transport policy; (ii) increase autonomy of publicly owned companies and 
development of contractual arrangements with the municipalities; (iii) 
commercialisation and restructuring of urban transport companies; (iv) improvements 
in quality of services and operational performances; (v) initiation of steps towards 
private sector participation; (vi) introduction of e-ticketing system and improvements 
in collection rates. 
 
Roads 
Market structure: Large 
Market institutions: Large 
 
The road sector remains largely unreformed in all aspects. Fuel levy is sufficiently 
high but the general budget allocates minimum funds to road maintenance. All road 
maintenance is conducted by state entities which lack sufficient equipment and 
construction materials. Road construction is conducted by the private sector in general 
under IFI-funded contracts, but there is yet little competition in the sector more 
generally. The first road concession started operations in 2010 but there were 
questions over transparency in the process and subsequent operations. The most 
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important (i.e. immediate) challenges are: (i) to establish commercial and sustainable 
institutional framework and (ii) to reform road user charges and its allocation to the 
road sector (mainly for maintenance). 
 
Railways 
Market structure: Large 
Market institutions: Large 
 
The railway system is fairly simple as there are very few networks (mainly for 
industrial use), and the sector has been suffering from blockages of traffic at the 
Uzbek border. The authorities own and operate the railways system. There have been 
limited reform efforts and governance/transparency is lagging behind regional peers. 
There are significant transition challenges remaining in almost all areas, but the 
priority should be given to the following areas: (i) establishment of the arms-length 
relationship between the government and railway management; (ii) increase financial 
and operational transparency; and (iii) establishment of the financial sustainability.  
 
Banking 
Market structure: Large 
Market institutions: Large 
 
The banking system remains fragile, reflecting the high exposure of the two largest 
banks (accounting for nearly 60 per cent of banking assets) to the cotton and state 
enterprise sectors, and heavy state interference, in particular through state-directed 
lending, substantial exchange rate depreciation, and tightening of liquidity through the 
forced sales of Roghun shares to the population. These events have led to a substantial 
increase in classified loans and a reduction in profitability and capitalisation. The 
asset to GDP ratio stands at only 25 per cent, and credit to the private sector is only 
around 15 per cent of GDP. There are 14 banks in the sector, four of which are 
foreign-owned and one is state-owned. The deposits to GDP ratio in December 2010 
stood at only 13 per cent, of which a large share belongs to government entities. 
Dollarisation remains high, with the proportion of foreign currency deposits at more 
than 60 per cent and lending at around 50 per cent at end 2010. 
 
Some progress on regulatory reforms has been made over the last few years: 
Tajikistan is in transition to full IFRS application. The NBT has incorporated Anti-
Money Laundering procedures in the banking regulations which oblige financial 
institutions to certain monitoring and reporting standards. Nevertheless, there are still 
significant challenges in establishing a modern regulatory framework and the capacity 
of the regulator needs strengthening. While the central bank has moved to tighten 
prudential requirements, further steps are needed to substantially reduce state 
interference, develop market-based mechanisms for agricultural financing, and 
improve the financial discipline of state-owned enterprises 
 
Insurance and other financial services  
Market structure: Large 
Market institutions: Large 
 
The regulatory and institutional framework for supervising the insurance sector is 
weak and outdated. The sector remains underdeveloped, with the insurance premia-to-
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GDP ratio at very low levels. State-owned insurance company enjoys monopoly 
privileges with respect to compulsory insurance. There are very few life and non-life 
insurance products available in Tajikistan. The skills in the sector are very limited. In 
terms of the pension sector, there are no private pension funds and Tajikistan is yet to 
become a member of IAIS. Also in the leasing sector, the penetration remains very 
low. As in the insurance sector, in the leasing sector an appropriate legal framework is 
still to be developed. 
 
Micro, Small and Medium-sized enterprises 
Market structure: Large 
Market institutions: Large 
 
MSMEs continue to have difficulties in accessing long-term finance, and this hampers 
their growth potential and competitiveness (this is a problem especially for farmers). 
High interest rates, short maturities and high collateral requirements limit MSMEs’ 
access to credit in particular. Less than a third of firms have access to bank loans, and 
about 23 per cent of firms perceive access to finance as a major obstacle to doing 
business, according to BEEPS 2009. The microfinance sector has nevertheless 
developed remarkably well in recent years, mainly because of micro-credit provided 
by NGOs. The EBRD’s Tajikistan Agricultural Financing Facility (TAFF) was set up 
in 2007 to provide small farmers with access to credit for the purchase of farming 
supplies, helping to free the farmers from historic ties with the cotton processing and 
marketing monopolies and thereby redefining the way agriculture is financed in 
Tajikistan. Leasing is being developed as a source of long term finance for MSMEs 
and “First Microfinance Bank” provided a good start to the development of micro 
leasing. The law regulating MFIs is under revision and it is important that the new law 
has provisions to allow MFIs to take deposits to ensure their long-term sustainability.  
 
Private equity  
Market structure: Large 
Market institutions: Large 
 
A commercial private equity sector is yet to develop and to date the country has 
attracted almost no interest from international private equity funds. There is only one 
country dedicated fund manager, and no regional fund managers that have Tajikistan 
in their portfolio scope. Capital available stands at an estimated 0.4 per cent of GDP, 
while there is no active capital in the country. Conformity with OECD’s Principles of 
Corporate Governance is low. A challenging business environment, limited 
investment opportunities and poor exit prospects further restrict growth of the sector. 
 
Capital markets  
Market structure: Large 
Market institutions: Large 
 
Securities market legislation is rudimentary and it requires significant improvement. 
The public equity market is underdeveloped, and government bond markets and 
money markets are virtually non- existent. 
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ANNEX 3 – LEGAL TRANSITION 
 
Overall assessment 
 
The Bank’s recent assessments of commercial and financial laws in Tajikistan reveal 
some persistent gaps in the country’s legislative framework. On the implementation 
side, there is a degree of uncertainty as to the judiciary’s ability to enforce contracts 
and protect investor rights generally. Sustained efforts by the Tajik authorities will be 
needed to upgrade commercial legislation and increase capacity in the judiciary. 
Through its Legal Transition Programme, the EBRD stands ready to assist Tajikistan 
in these efforts. Programme activities may include policy dialogue, legal assessment, 
and technical cooperation with the country’s authorities. Below is a review of legal 
developments in sectors crucial to the Bank’s investment strategy for Tajikistan, 
together, where applicable, with a summary of current or planned EBRD technical 
cooperation activities. 
 
Investment climate / private sector 
 
EBRD initiative to strengthen commercial courts 
 
Tajikistan's judiciary comprises courts of general jurisdiction, which hear most first 
instance applications including commercial matters, as well as separate Economic 
Courts, which function as appeal courts for commercial matters at regional and 
Supreme Court level. The judiciary is not well resourced, a fact manifested in low 
judicial salaries, poor infrastructure, limited technological support and virtually no 
system of access to judicial decisions. The Economic Courts do not have a keen 
specialisation in commercial matters, and training for judges in commercial law areas 
has been at best ad hoc.  
 
Accordingly, implementation of commercial laws by the courts in Tajikistan remains 
fraught with uncertainties and inefficiencies. This reality deters investors from 
participating in those countries’ markets for fear that they will not have effective 
recourse to the courts in the event of a dispute. The EBRD’s Judicial Decisions 
Assessment 2010, which studied commercial law decisions in the courts of selected 
CIS countries and Mongolia, found the quality and predictability of commercial law 
decisions in Tajikistan to be well below the regional average. Other indicators studied 
in the assessment, such as implementation of decisions and perceived impartiality of 
judges, also fared poorly. One conclusion to emerge from the assessment was that 
Tajik judges should receive practical, professionally-oriented commercial law 
training.  
 
Throughout 2010 the EBRD conducted policy dialogue with the Judicial Training 
Centre (JTC) and the Council of Justice of Tajikistan (COJ). This culminated in an 
official request for EBRD assistance to design a commercial law judicial training 
programme for Tajik judges. The Bank then started to work with the JTC and the COJ 
to conduct a formal analytical assessment of the training needs of judges hearing 
commercial cases, as well as the institutional support required by the JTC to meet 
these needs. The Bank recommended a 10 module course of training, together with a 
programme of institutional support to the JTC, regional apprenticeships for young 
judges with leadership potential, and a study on how to make judicial decisions 
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accessible to the public. A project to implement these recommendations commenced 
in October 2011.  
 
Whilst the challenges facing the Tajik judiciary are substantial, there is open 
recognition of this on the part of the authorities. In early 2011, the President of 
Tajikistan issued a decree on a Programme of Judicial – Legal Reform for 2011-13, 
which among other things identifies improvement of the judicial system and 
enhancing judicial capacity as key priorities for 2011. There is thus high level 
political support for judicial reform in the context of a broader reform agenda for the 
sector. Further, a conference on commercial law judicial capacity organised by EBRD 
in June 2011 was attended by judges from all over Tajikistan and the region, as well 
as by the business community, whose representatives felt free to express candid views 
about the current limitations of judicial capacity in commercial law. Such openness 
about the current problems bodes well for the success of the new project.  
 
Other improvements required to support private sector investments 
 
The framework for secured transactions, a crucial element for supporting SME 
lending and private sector financing in general, needs upgrading, although the 2006 
Law on Pledge of Movable Property (pledge law) and the 2008 Law on Mortgage did 
represent a considerable improvement to the former regime. 
 
The pledge law provides a comprehensive and modern system by which movable 
property can serve as collateral to secure a broad range of obligations, with a priority 
system based on registration, and which allows a broad range of means of 
enforcement (including out-of-court). Moreover, considerable efforts were made to 
implement the pledge law by creating a new register of pledges system fully 
centralised and electronic, which has been in operation since end of 2006. However, 
the registry of movable assets was suspended in early 2011 as a result of technical 
problems. Moreover, the legal system still contains features which are perceived as 
strongly limiting access to credit: 
 

- The law imposes to the parties a number of provisions which are unnecessary 
or may encourage litigation.  

- The law still contains a good deal of ambiguity on key features, such as the 
type of assets that can be used as collateral or the debt that can be secured.  

- The law provides a number of provisions which create uncertainty in lenders’ 
mind as to the outcome of the enforcement process.  

 
The World Bank, through its Europe and Central Asia Region, Financial and Private 
Sector Development Department, is currently running a project on ‘Improving Access 
to Credit Through Secured Transactions Reform’. The project has delivered a very 
comprehensive diagnostic report to the Tajik authorities. The corresponding legal 
reform project is expected to take place during 2012. 
 
In connection with the Bank’s investment strategy regarding financial institutions, it 
should be noted that the EBRD 2011 assessment on corporate governance of banks 
has highlighted a number of legislative recommendations for improving the 
governance of Tajik banks: 
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- The banking sector regulation should apply to state banks in the same manner 
as to private banks, including regarding governance structure, board 
composition, internal control mechanism and risk management, as well as 
remuneration systems and disclosure of information. 

- The law should require audit committees to include only supervisory board 
members, with the majority being independent and at least one with 
accounting/auditing experience.  

- The law should include a comprehensive framework for internal control 
systems in order to guide banks in setting up their internal mechanisms in a 
consistent order.  

 
The capital market legal framework is rather underdeveloped. There is no clearing 
and settlement system in the country, although the relevant legislation was adopted. 
The law on the books differs from the practice, not only that some of the concepts 
specified in the legislation have not been implemented by the regulators but there is a 
high level of discretion being applied, on a case by case basis, by the Tajik authorities. 
Tajikistan’s nascent banking sector faces numerous challenges: insufficient capital, 
limited banking services, mistrust and fallout from earlier banking system crises. 
Tajikistan is now included into the EBRD Local Capital Market and Local Currency 
Initiative, with the specific purpose of trying to encourage local currency lending. 
Apart from strengthening the banking sector, no action related to local capital market 
development is currently being considered, given the immaturity of the market. 
 
The law on insolvency, adopted in 2003 and amended in 2009, lacks many basic 
qualities recognised as essential to an effective and efficient insolvency system under 
international standards. The EBRD 2009 assessment has highlighted the uncertainty 
surrounding the commencement of insolvency proceedings as well as the effects of 
opening a case on secured creditors. The Insolvency Law also needs substantial 
reform to improve both the liquidation and the reorganisation processes.  
 
Infrastructure  
 
The Tajik concession law of 1997 contains some positive features. For example the 
law provides for notification to all participants of the tender results and for the right to 
challenge them. The law also provides for the registration of project agreements. The 
unilateral termination of an agreement by the Contracting Authority is limited to the 
event of misrepresentation by the concessionaire. There is a declaration of "non 
interference in economic activity of the concessionaire". However, the law is too 
superficial and vague as far as the majority of core areas are concerned. Its scope of 
application and definitions needs serious improvements to address the following 
problems: lack of definition of concession, discrimination against domestic investors, 
unclear concessionaire selection procedure, unclear grounds for "exceptional cases" 
for direct negotiations, and lack of rules regulating unsolicited proposals. In addition, 
the provisions governing project agreements are insufficient, and the application of 
international arbitration is restricted. The government’s initiative to revise the 
concession law with assistance from the IFC is welcome. 
 
The 2006 law on public procurement, originally based on the 1994 UNCITRAL 
Model Law, provides for basic features of public procurement policy but is inadequate 
when evaluated against current international standards. The law includes some 
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instruments promoting competition and transparency in procurements but does not 
provide sufficient regulation of public procurement processes. In particular, there are 
no negotiated procedures available for complex projects and there are no special 
policies for concession projects. The laws also allows for domestic preferences. There 
is no independent regulatory authority and the remedies body has not been 
established. Tajikistan is a target country under the EBRD-UNCITRAL Public 
Procurement Law Reform Initiative and will benefit from the Bank’s advice in that 
context, which may lead to a technical cooperation project in 2012 or thereafter. 
  
The telecommunications sector is governed by the Law on Communications, drafted 
in 2002 and subsequently amended in 2006 and 2008. At a high-level, the 2002 
communications law fails to meet the requirements of applicable best practice for the 
sector, generally understood to mean the World Trade Organisation (WTO) Reference 
Paper for Telecommunications. The Bank has, through its Legal Transition 
Programme, provided legal and regulatory reform support to the government during 
2002/3 and 2008/9 aimed at overhauling the legal, regulatory and institutional 
framework for the telecommunications sector to better harmonise it with proven best 
practice and address deficiencies. Comprehensive and detailed recommendations have 
been provided to the government in this respect but remain to be acted upon. 
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ANNEX 4 – SMALL BUSINESS SUPPORT 
 
The Small Business Support Team supports economic transition by achieving 
enterprise change in potentially viable micro, small and medium enterprises (MSMEs) 
and contributing to the development of a sustainable infrastructure of local business 
advisory services. This is achieved through two complementary programmes, the 
Enterprise Growth Programme (EGP), formerly the TurnAround Management 
Programme (TAM), and Business Advisory Services (BAS). 
 
Previous TAM experience 
 
TAM Tajikistan has been active since 1999 with €1.76 million of donor funding 
mobilised from a range of donors. 27 projects have been initiated with Tajik 
enterprises, implemented across over 12 various industry sectors. Out of those 
projects, a total of 7 projects are currently ongoing. Thus far, 16 projects have been 
evaluated after completion with 75 per cent rated as “highly successful” and 
“successful”, and 6 per cent “unsuccessful”. Out of 26 projects, only 3 projects were 
cancelled, due to a lack of management commitment.  
 
Two community projects have been carried out in Vorukh and Dushanbe region in 
Tajikistan. The aim of the TAM community projects is to support the overall 
economic development, foster social stability, promote employment opportunities and 
to improve living standards in regions by applying the TAM methodology to the 
poorest and most vulnerable regions of the early transition countries, and by 
empowering grassroots entrepreneurs. 
 
Previous BAS experience 
 
Since 2007 BAS Tajikistan has received a total of €1.7 million in donor funding from 
a range of sources. This has been supplemented by €0.42 million in enterprise client 
contributions. As of end-2010, BAS Tajikistan had undertaken 206 projects engaging 
78 consultants. 25 per cent of assisted enterprises are located in rural areas, while the 
agribusiness and construction sectors are the most common sectors for BAS 
involvement. To date, 122 projects in Tajikistan have been evaluated, of which 77 per 
cent were rated successful or highly successful and 23 per cent satisfactory.  
 
In addition to supporting projects BAS also undertakes market development activities 
(MDAs) to develop the local consultancy market. BAS Tajikistan has undertaken 34 
market development activities. In addition, a joint initiative with the Food and 
Agriculture Organisation (FAO) to support small and medium-sized agribusiness 
companies in Tajikistan has been implemented with the overall objective of 
strengthening business development services to MSMEs operating in the agribusiness 
sector. As part of the joint efforts of FAO consultants and the BAS Tajikistan team, 
trainings for local consultants and entrepreneurs have been delivered, and nine BAS 
projects have been initiated. 
 
Continuation of EGP 
 
In light of the low level of development of the SME sector, business advisory from 
international experts is highly relevant for Tajikistan. The EGP has a large potential to 
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improve the living standards in local communities and to open up new business 
opportunities to tackle the high level of labour emigration. In particular the 
community project in agribusiness may support this objective. In line with the gradual 
expansion of overall economic activity, demand for EGP projects in sectors other than 
agribusiness is bound to increase. Diagnosing enterprise challenges and helping them 
to overcome them through implementing structural changes and transferring 
managerial skills are areas where EGP can play a significant role. Large-scale 
dissemination events devoted to illustrating success stories of enterprise turnaround 
will also be important for the development of the private enterprise sector.  
 
For 2012, the largest donor-funded programmes in Tajikistan are the EBRD Early 
Transition Countries Fund and Japan. The Programme is expected to expand further 
with the upcoming signing of the US SME Special Fund for Central Asia, which will 
target ~5 companies in Tajikistan. Additional funding may come on case-by-case 
basis from other bilateral agreements with donors.  
 
The EGP team in Tajikistan will carry out the following activities: 
 
 Approximately 4-9 EGP Projects. In light of the low level of development of the 

local consultancy market, business advisory from international experts is highly 
relevant in Tajikistan. Especially with its Community Projects in agribusiness, 
EGP has large potential to improve the living standards in local communities and 
open up new business opportunities to reduce the high rates of labour migration. 
But as the whole economy gradually expands, demand for EGP projects in 
sectors other than agribusiness is bound to increase. Diagnosing enterprise 
challenges and helping them overcome them through structural changes and 
transferring of managerial know-how, is an area where EGP can play a role. 
Large-scale dissemination events devoted to illustrating successful cases of 
enterprise turnaround will also be significant for the development of the private 
enterprise sector. 

 About 1-2 Sector Development Activities in order to convert and institutionalize 
individual EGP results into transition processes and showcase international best 
practices, which may be a requirement to fulfil under the US SME Special Fund, 
particularly to train businesses on standardizations. Two business matching trips 
to Japan are planned by the EGP team coordinator for a Tajik ice cream producer 
and a textile company. 

 
Continuation of BAS 
 
BAS has great potential to contribute to the transition in Tajikistan given the low level 
of sophistication of business operations. In addition the consultancy sector faces large 
transition challenges with a limited number of consultants and types of advisory on 
offer. The market is nascent and concentrated in the capital. The main advantage of 
BAS is its contribution to creating a viable infrastructure of business support by 
operating both on the demand and the supply side of the market. 
 
Providing direct assistance to small and medium sized enterprises by means of co-
financing consultancy services remains the central competence of the BAS 
programme. Grant differentiation by enterprise size, industry, regional location is not 
necessary at this stage due to the low development of the market and will therefore 
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only be applied with regard to types of advisory services in order to stimulate 
development of new services: Higher grants will be given to support more complex 
consultancy services, including those aiming to Introduce Quality Management and 
Certification, and to Improve Environmental Management. In light of the limited 
financial resources and willingness to pay of Tajik enterprises, however, the 
maximum grant will comprise up to 75 per cent of the total project cost. 
 
Owing to the still limited access to finance, BAS will aim at implementing a 
comprehensive accounting improvement programme supported by the TC Initiative. 
In addition, it will carry out a US-funded programme targeting export-oriented 
MSMEs in strategically important sectors and economic areas. 
 
In order for BAS to achieve a more systemic effect in terms of private sector 
development and the development of the consultancy market, it is crucial to combine 
the direct assistance at the enterprise level with the following market development 
activities: 
 
• Visibility and dissemination: Given the low level of awareness of the existence and 
benefits of business advisory services, BAS will continue its efforts in this area. 
 
• MSME and consultancy training: In order to develop the necessary capacity in the 
consultancy market, BAS will focus on marketing consulting services and 
consultant’s ethics trainings, and continue support of the core consultancy skills 
training as appropriate number of the new consultants will be enrolled in the 
programme to add to the quality of the BAS supported projects. In addition BAS will 
continue its regular seminars and round table with the MSMEs on specifics of 
different types of the consulting available on the market. 
 
• Support to, and development of, existing relevant local institutions and cooperation 
with other donor initiatives: In light of the number of donor initiatives currently 
present in Tajikistan, BAS will coordinate its programme with other donor-funded 
projects targeted towards private sector development. In addition, BAS will ready to 
support professional consolidation of consultants in the country if need will arise.  
 
Contribution to EBRD policy dialogue 
 
The analysis the business environment and identification of the main challenges of 
doing business further strengthens the EBRD’s policy dialogue toolkit. To allow the 
Tajik private enterprise sector to grow at its full potential, urgent reforms of the 
regulatory and institutional framework are necessary, in particularly in relation to 
regulations that discourage business growth. Given the prominence of the agribusiness 
sector, there is scope for agricultural policy reform. Moreover, increased public 
investments in education and health care are required to development and to reduce 
the high level of labour migration. Finally, by providing a clear picture of the support 
programmes available to MSMEs, the EBRD avoids duplication of international and 
national efforts devoted to the development of the sector and ensures that the private 
sector is not crowded out. 
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ANNEX 5 – TECHNICAL COOPERATION 
 
TC Commitments by Donor through EBRD, 2009-2011 
 

Donor TC Commitments (€) 
Austria               366,667  
Belgium                 75,000  
Climate Investment Funds               223,630  
Early Transition Countries Fund            6,144,593  
EBRD Shareholder Special Fund            3,907,956  
EBRD Water Fund            1,171,804  
European Commission            3,669,698  
Finland               122,492  
Japan               324,440  
Luxembourg               200,000  
Slovak Republic               266,000  
Switzerland            1,376,455  
Total 17,848,735 

 
TC Commitments by Sector through EBRD, 2009-2011 
 

Sector/Team TC Commitments (€) 
Agribusiness        26,961 
Enterprise Support       384,049 

SME 
Development* 

Small Business Support 
Programme (formerly 
TAM/BAS) 

2,380,047 

Environment Environment       298,580  
FI    5,436,659 Financial 

Institutions Small Business Finance    250,000 
Legal Transition Legal Transition 530,003 

Municipal and Environmental 
Infrastructure 

7,961,436 

Power and Energy 30,000 

Infrastructure 

Transport 266,000 
Other Other 285,000 
Total 17,848,735  

 
Note: Commitment values based on year end or period end data for each year. 
* This sector category encompasses direct assistance to SMEs and indirect assistance through policy 
dialogue between the EBRD, the authorities and commercial/business associations (e.g. Investment 
Councils) 
 
Technical Cooperation Funding Outlook 
 
Tajikistan remains the Bank’s poorest country of operations, with an extensive 
unfinished transition agenda. Furthermore, the country is facing challenges with low 
institutional capacity to implement reform and bank-financed projects. As a result, 
Tajikistan has a very high reliance on grants for technical assistance and grant co-
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financing to alleviate affordability constraints. This high reliance on grants is 
expected to continue throughout the 2012-2014 strategy period. 
 
In recognition of these challenges, Tajikistan will be a priority recipient of grant co-
financing and TC to alleviate the serious affordability constraints, in particular in rural 
areas, and to improve the institutional capacity to narrow the transition gaps and 
ensure timely implementation of Bank-financed projects. 
 
The EU funded Investment Facility for Central Asia (IFCA) will take an even more 
prominent role in providing technical assistance and investment grants for EBRD 
investments. Currently, investments into the environmental and energy sector are 
eligible. It is expected that from 2012 private sector development-related projects will 
also be eligible for grant support. Available grants amounts are Euro 20 million from 
the 2011 allocation and Euro 25 million from the 2012 allocation. These are overall 
amounts which will be divided among all implementing agencies including EBRD. 
Given the increasingly strategic role and funding strength of this facility EBRD will 
deepen this relationship accordingly. 
 
Another main source of grant financing will remain the EBRD administered ETC 
Fund. The ETC Fund will continue to absorb a variety of EBRD projects including 
TCs which are not directly linked to EBRD investments. As in recent years, it is 
expected that about Euro 2-3 million per year would be available for Tajikistan.  
 
EBRD’s Shareholder Special Fund will remain an important complementary source to 
support EBRD projects especially when donor funding cannot be obtained or is not 
sufficient and another co-financing source is needed. 
 
Water projects in Tajikistan have benefited from the EBRD Water Fund which is 
currently supported by Finland and Norway, while it is anticipated that other donors 
will join in the future. Given the relatively small size of the Water Fund, about Euro 2 
million per year, Tajikistan will continue to receive some funds for technical 
assistance from this source.  
 
Regarding the support from bilateral donors, Swiss SECO has historically been and is 
expected to remain a major donor in the country. SECO is very much engaged with 
EBRD in water-related projects in the country and has consistently provided technical 
assistance and investment grants.  
 
Other bilateral donors such as Finland, Korea, Austria just to name a few will support 
on an ad-hoc basis individual projects. 
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ANNEX 6 – SELECTED ECONOMIC INDICATORS 
 
Tajikistan

2006 2007 2008 2009 2010 2011 2012

Estimate Projection

Output and expenditure
GDP 7.0 7.8 7.9 3.9 6.5 6.5 5.0
     Private consumption 5.7 5.4 5.1 4.9 4.7 na na
     Public consumption 1.2 1.2 1.2 1.2 1.2 na na
     Gross fixed capital formation 9.7 2.6 11.3 -8.1 -8.2 na na
     Exports of goods and services 6.4 -1.3 16.0 7.1 6.6 na na
     Imports of goods and services -4.3 1.7 17.6 7.7 7.1 na na
Industrial gross output 4.9 9.9 -4.0 -6.3 9.7 na na
Labour Market1

Gross average monthly earnings in economy (annual average) 39.1 40.4 41.8 22.8 28.7 na na
Real LCU wage growth 29.6 27.3 24.7 15.3 20.9 na na

Unemployment rate (end-year) 2.3 2.5 2.1 2.1 2.2 na na

Prices 
Consumer prices (annual average) 10.0 13.2 20.4 6.5 6.5 13.1 9.4
Consumer prices (end-year) 12.5 19.8 11.9 5.0 9.8 11.9 8.0

Fiscal Indicators
General government balance 1.7 -5.5 -5.1 -5.2 -3.0 -4.9 na
General government revenues 23.6 22.5 22.1 23.4 23.2 na na
General government expenditure 21.9 27.9 26.3 27.9 25.9 na na
General government debt 35.8 35.2 30.2 36.6 36.7 na na

Monetary and financial sectors
Broad money (M2, end-year) 53.5 37.3 38.7 33.1 23.5 na na
Credit to the private sector (end-year) 97.3 68.7 23.5 12.8 -33.2 na na

Non-performing loans ratio 1.2 0.8 2.4 45.8 8.1 na na

Interest and exchange rates2

Local currency deposit rate 0.8 0.8 1.0 1.1 1.1 na na
Foreign currency deposit rate 0.5 0.9 1.2 1.7 1.4 na na
Local currency lending rate 24.2 23.0 23.6 22.6 23.4 na na
Foreign currency lending rate 21.1 22.1 22.0 24.9 23.0 na na
Money market rate / Discount rate/ Policy rate 9.0 13.0 14.5 9.7 8.1 na na

Exchange rate (end-year) 3.43 3.46 3.45 4.37 4.40 na na
Exchange rate (annual average) 3.30 3.44 3.43 4.14 4.38 na na

External sector

Current account -2.8 -8.6 -7.6 -5.9 2.1 -3.6 na
Trade balance -35.1 -45.1 -53.0 -39.8 -35.6 -37.8 na
     Merchandise exports 12.4 10.4 8.9 8.2 10.2 12.1 na
     Merchandise imports -47.5 -55.4 -61.9 -47.9 -45.8 -49.9 na
Foreign direct investment, net 2.3 4.3 5.8 0.3 0.3 1.8 na
Gross reserves, excluding gold (end-year) 6.3 4.1 4.2 6.9 9.1 na na
External debt stock 30.8 30.2 26.7 34.0 34.4 na na
   Public external debt 27.4 27.6 29.2 34.0 34.4 na na
   Private external debt 3.4 2.5 1.2 2.4 na na na

Gross reserves, excluding gold (end-year) 3.6 3.5 4.3 4.4 4.5 na na

Memorandum items
Population (end-year, million) 7.1 7.2 7.4 7.5 7.7 7.900 na
GDP (in billions of Somonis) 9.3 12.8 17.6 20.6 24.7 31.4 na
GDP per capita (in US dollars) 398.0 514.5 696.3 661.0 733.9 na na
Share of industry in GDP (in per cent) 27.0 27.0 27.0 24.0 22.0 na na
Share of agriculture in GDP (in per cent) 25.0 22.0 25.0 22.0 21.0 na na
FDI (In million of US dollars), net 65.9 160.0 300.0 15.8 15.8 110.0 na
External debt - reserves (in US$ million) 688.8 968.2 1,154.7 1,346.6 1,429.1 na na
External debt/exports of goods and services (in per cent) 98.1 89.6 93.7 116.5 114.3 na na
Broad money (M2, end-year in per cent of GDP) 11.1 11.0 11.1 12.6 13.0 na na

2   Interest rates are annual average rates; deposit and lending                   

    interest rate are weighted average rates across different

    types of deposits and loans and across different maturities.

(Percentage change in real terms)

(Percentage change)

(In per cent of labour force)

(Percentage change)

(In per cent of GDP)

(Percentage change)

(in per cent of total loans)

(In per cent per annum, end-year)

(Somonis per US dollar)

(in per cent of GDP)

(In months of imports of goods and services)

(Denominations as indicated)

1   Figures do not include emigrant workers abroad.
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ANNEX 7 – GENDER EQUALITY 
 
According to the UNDP’s 2010 Human Development Index (HDI), Tajikistan is 
amongst the medium developed countries at 112th place. The HDI is comprised of 
three dimensions: health, education and decent standard of living. Between 1990 and 
2010, Tajikistan’s HDI value decreased from 0.592 to 0.580, decrease of 2 per cent or 
average annual decrease of about 0.1 per cent. The country ranks much better in terms 
of Gender Inequality Index, designed to reveal if the national human development 
achievements are eroded by gender inequality, than for its HDI. Once reproductive 
health, education, political and labour dimensions of gender equality are examined, 
the country ranks 65th globally. 
 
 Ranking (out of 169) Year 

Human Development Index 112 2010 

Gender Inequality Index 65 2008 

Source: UNDP Human Development Index 2010 
 
While some progress has been made in Tajikistan, women are still falling behind men 
when their participation in the labour market is examined. For example, according to the 
World Bank, in 2009 share of women in the labour force was 57 per cent compared to 78 
per cent for men, and the share of women employed in the non-agricultural sector as a 
percentage of total non-agricultural employment accounted for only 37 per cent in 2006. 
Women continue to earn approximately 40 per cent less than men in Tajikistan compared 
to average 15 per cent across the EU economies. 
 
Female labour force participation 
 

57% (78% 
men) 

2009

Gender Pay Gap  
 

40.3% 2008

Share of women in wage employment in the non-agricultural 
sector 

37.1% 2006

Source: UNECE Gender Statistics Database; Word Bank 2009 
 
Occupational segregation has been decreasing, although slowly. Women still tend to be 
clustered low-paid and low-status sectors, such as agriculture, wholesale and retail trade, 
health services and education where salaries are lower than in other spheres that are 
usually male-dominated including industry, construction, transport and communications.  
 
Another area where progress has not been that obvious in Tajikistan is women’s 
ownership rights, and their control over assets including land. This is especially relevant 
to the country where more than half of the population is rural. These entitlements provide 
women with economic security and incentives for taking economic risks that could lead 
to important economic returns. In addition to direct benefits that land and home 
ownership bring, they also have indirect economic benefits, such as, using land as 
collateral to improve women’s access to credit. 
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While 2004 amendments to the Land Reform Act strengthened women’s legal 
entitlements to land, women and men’s equal access to land continues to not be realized 
in practice. A number of factors such as the lack of awareness of their opportunities and 
of adequate information on registering and running businesses, and prevailing social 
attitudes concerning the role of women make women invisible in agriculture. For 
example, while according to the 2005 CEDAW Report for Tajikistan women made up 60-
70 per cent of farm workers, only 13 per cent of all farms were headed by them. Women 
entrepreneurs, as the same source informs, experience greater difficulties related to access 
to credit, agricultural equipment and other technical appliances, maintenance and all 
kinds of support. 
 
Women entrepreneurs beyond agribusiness sector have been facing similar challenges 
across the country. According to 2009 report of the International Finance Corporation 
(IFC), women run 36 per cent of individual enterprises and 16 per cent of small and 
medium companies, and they are owners of just over half of these firms. Low female 
ownership of firms has also been reported in the EBRD BEEPS survey for 2008-2009. 
39.6 per cent of firms within the sample that applied for a loan in the fiscal year 2007 
had a woman among its owners and 17 per cent of these firms were rejected for loans. 
Meanwhile, 59.7 per cent of firms that applied for loans had no female among owners 
and 15 per cent of these were rejected for loans. 


