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1.  Introduction 
 
In accordance with the EBRD Public Information Policy (PIP), an invitation to 
comment on the new Strategy for Uzbekistan, along with a Management Note on the 
issues to be addressed in the strategy, were posted on the Bank’s website on 22 April 
2005.  The public was invited to submit comments, based on the Note and the 
previous strategy already on the website, no later than 10 June 2005. 
 
Eight comments related to the EBRD’s mandate in Uzbekistan were received. 
 
As required by the Public Information Policy, these comments were examined by the 
relevant Banking teams and Management and responses have been provided in Staff 
Responses to Public Comments on Uzbekistan Strategy which becomes an addendum 
to the Uzbekistan Strategy.  The addendum will be discussed along with the strategy 
at a Board Workshop in advance of the Board discussion, scheduled for 13 July 
2005. 
 

 3



2.  EBRD Management Note 
 
Invitation to comment on the Bank’s Country Strategy Review for Uzbekistan 
 
The EBRD has started work on revising its Strategy for Uzbekistan.  Comments are 
invited to help the Bank in revising its Strategy.  Any comments should be submitted 
to the Bank no later than 10 June 2005 so that they can be taken into account.  The 
current Strategy and its Update – which has been available on the EBRD website since 
February 2003 and April 2004 respectively – are attached as a basis on which to 
comment.  
 
The first Article of the Agreement Establishing the Bank states that “the purpose of the 
Bank shall be to foster the transition towards open, market-orientated economies and 
to promote private and entrepreneurial initiative in the Central and Eastern European 
countries committed to and applying the principles of multiparty democracy, pluralism 
and market economics”.  
 
In order to achieve these objectives, the Bank primarily provides finance for 
investment projects, with a special focus on the private sector, carefully selecting 
projects that promote transition, by: 
• creating, expanding and improving markets; 
• establishing and strengthening institutions, laws and policies that support markets; 

and 
• facilitating adoption of market-orientated skills and sound business practices.  
 
In addition, every Bank project is examined for its environmental impact; the EBRD 
puts special emphasis on projects that are orientated towards environmental 
improvements and energy efficiency.  
 
The Bank’s Strategy was developed to support Uzbekistan’s transition to a market-
based economy and to facilitate sustainable growth.  The strategic priorities for the 
Bank in Uzbekistan were therefore identified as:  
 
• Focusing on the private sector, particularly on small and medium-sized enterprises 

that can help advance the processes of economic and political development, as well 
as on support for foreign direct investment to the extent made possible by the 
business environment.  Supporting an acceleration of privatisation in Uzbekistan.   

 
• Enhancing regional cooperation.  Improving trade and transit corridors and 

cooperation to effectively manage water and energy interdependencies are 
priorities.  Cross-border infrastructure projects of mutual benefit to Uzbekistan and 
neighbouring countries.   

 
• Municipal and environmental infrastructure projects, in cases where there is the 

potential to achieve material transition impact and social benefits, and where the 
risks to achieving these impacts can be managed effectively. 

 
Reflecting the above strategy, the Bank’s operations over the past two years have been 
in private sector manufacturing, municipal infrastructure, and SME/MSE credit lines 
as well as trade finance support through financial institutions.  In this period, the Bank 
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signed ten projects for EUR 41.7 million.  Currently the Bank is working on a 
Regional Power Transmission project, consistent with the priority placed on cross-
border infrastructure projects. 
 
The Bank now plans to develop a new Strategy that will provide guidance for EBRD 
activities in Uzbekistan, while identifying the main challenges which the Bank should 
attempt to address.  The Strategy cannot address all of the development issues faced 
and must necessarily be selective in identifying issues where the Bank has the 
mandate, experience and ability to provide constructive support. 
 
In order to prepare the new Strategy for Uzbekistan, it would be useful for the Bank to 
receive comments on the business, economic and political environment as it relates to 
the Bank’s operational priorities and activities in the following areas: 

 

1.  Comments on the benchmarks established in the previous strategy 
 
2. Comments on social, political and environmental issues 

 
3. Issues related to the business environment and private sector development  

This would include issues concerning (i) the legal environment (the 
implementation and enforcement of laws); (ii) the regulatory environment for 
enterprises (such as issues related to establishing new businesses, taxation, 
trade protection, tariff and price-setting mechanisms, etc.); and (iii) the 
functioning and efficiency of public administration.  We seek your views on 
how serious these issues are for businesses and how you think the EBRD could 
help to overcome them. 

 
4. Comments on the financial system 

This would include issues concerning: (i) the development of the banking 
sector; (ii) the availability of funds; (iii) the development of the non-banking 
financial sector (pension funds, insurance, leasing companies, mortgage 
lenders); and (iv) the development of the capital markets. 
  

5. Issues related to infrastructure needs and development 
This would include development needs in (i) power and energy; (ii) municipal 
and environmental infrastructure; (iii) energy efficiency; and (iv) transport; 
with particular attention given to issues relating to regulatory environment, 
restructuring, corporatisation, tariff reform, public-private partnerships and 
environmental improvements. 
 
 

The Bank will take into account all comments received.  A summary of these, with 
staff responses, will be posted on the website following Board approval of the new 
Strategy.  The Country Strategy is, however, a Bank document and the responsibility 
for its contents remains with the Bank.  
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3.  Comments Received and Staff Responses  
 
Most of the comments received raise similar issues - the Country’s compliance with 
Article1 of the Agreement Establishing the Bank, human rights conditions in 
Uzbekistan, the Bank's reaction to events in Andijan in May 2005 and curtailment of the 
Bank's activities based on human rights and democracy concerns.  In order to avoid 
repetitions, one Staff Response to all those related issues was prepared and is presented 
below.  Other issues are addressed individually in response to specific comments. 
 
Staff Response to Article 1 Related Issues. 
 
The Bank has been seriously concerned with Uzbekistan's implementation of the 
principles of Article 1 of the Agreement Establishing the Bank for a number of years.  
In 2003 the Bank qualified Uzbekistan's progress towards democracy and a market 
economy as being slow and characterised by setbacks.  A year later the Bank reviewed 
economic and political progress in Uzbekistan again and concluded that the overall 
impact of the reform efforts has been very limited.  Based on this assessment, the Bank 
limited its activities to private sector operations and a limited number of public sector 
projects aimed at promoting cross-border regional activities or directly benefiting the 
population of Uzbekistan. 
 
Through its widely-known benchmark approach, the Bank urged the Uzbek authorities 
to take critical steps towards the political and economic reforms aimed at putting the 
country on a path of sustained progress towards market orientation, a multi-party 
democracy, open, pluralistic society, rule of law and respect for human rights.  In the 
political field, for example, the Bank stressed the need for greater political openness of 
the system, freedom of the media, free functioning of civil society groups and 
substantial improvement of the country's human rights record, including measures to 
eliminate systematic torture.  The message of greater economic openness was also at the 
heart of the economic conditionality. 
 
There has been no improvement in Uzbekistan's political environment since then.  
Moreover, the indiscriminate use of force against civilians in Andijan in May 2005 is a 
cause for serious concern for the Bank, as publicly stated by the Bank's President.  
Andijan reflected the lack of progress in opening up the country's economic and 
political system which resulted in a tragedy.  The international community has strongly 
urged the Government of Uzbekistan to allow an independent international investigation 
of the violence in and around Andijan.  There is no doubt that the non-acceptance of 
such an investigation by the Uzbek authorities would be an important factor among the 
comprehensive set of economic and political factors which will form the basis for the 
Board of Directors forthcoming assessment of the situation, which is due in July.  All 
contributions made by the local and international NGOs, individuals and other 
organisations will be included in the Board's documentation as evidence assisting the 
Board to make an informed decision. 
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3.1. Comment from an Uzbek citizen 
 
3.1.1 Comment 
 
With ref. to your web site: ebrd.com: 
 
Effectively after Business bank collapse it is time to revise your strategy.  What a pity. 
 
3.1.2 Staff Response 
 
The Bank prepares a strategy for each country of operation every two years.  The last 
Country Strategy for Uzbekistan was adopted in 2003; therefore the next Strategy is 
scheduled for 2005. 
 
The withdrawal of Business Bank’s licence at a time when the Bank was considering 
taking an equity stake, as well as the events that led to it, were carefully analysed.  
The main conclusions of this analysis can be found in Section 1.3.4 of the strategy, 
which presents Lessons Learned.  We believe that confidence in the banking sector 
was damaged and that the opaque and unpredictable manner in which banking 
regulations are being applied hamper the development of private banks. 
 
The results of this analysis were used to make an assessment of the current situation 
of the banking sector (Section 1.2. (i)) and formulate the Bank’s strategy in the 
financial sector (Section 3.2.5). 
 
3.2 Comments from a private consultant 
 
3.2.1 Comment  
 
The current situation in Uzbekistan is governed by one key fact: until the economy is 
improved and people start seeing greater well-being and economic freedoms, the 
current instability will only intensify. 
 
Uzbekistan is in the classic scenario of a run-up to a large-scale violent uprising.  
President Karimov will increasingly recognise that in order to maintain control of the 
country he has no alternative but to take measures that relieve the economic hardships 
of the people.  
 
This presents a major shift in the strategic context and an opportunity for the EBRD.  
Although the Uzbek government is no closer to the ideological basis of the EBRD’s 
agenda, it is by necessity aligned with actions that allow for some creation and 
redistribution of wealth outside the circles of power. 
 
We therefore suggest that the EBRD Uzbekistan strategy be primarily based on policy 
support to the Uzbek government, in order to improve the material position and 
economically empower ordinary people, particularly in the regions. 
 
Once the process is started, it will progressively lead to the emergence of a civil 
society and an irreversible momentum toward freedom. 
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We propose the following points for the EBRD’s Uzbekistan strategy 
 
• Discontinue new public sector investments, on the principle that such investments 

ultimately only serve to provide funding for a fundamentally kleptocratic and 
repressive regime 

 
• Continue limited private sector investment, particularly credit programmes for 

small businesses, taking great care that the selection process does not involve the 
government 

 
• Focus EBRD activity on a constructive policy dialogue, working with the Uzbek 

government on a very focused economic agenda with the objective of reforms that 
will improve the lives of the people and empower them economically, e.g.: 
- Improve the business environment for small businesses, which represent an 

increasing source of livelihood for more and more people (key actions here 
would be liberalising trade and lifting trade restrictions and restrictions on 
access to cash and reducing the potential for harassment by administration and 
tax officials); 

- Improve economic conditions for farmers by lifting restrictions on types of 
crops and on mandatory transactions (e.g. buying of grains and fertilisers, 
selling of the harvest); 

- Ensure more economic dividends flow down to ordinary people by reigning in 
the power elite’s greed and closing specific profiteering mechanisms (this will 
be one of the more politically difficult things for the government to do); 

- Address corruption, in particular by systematically removing opportunities for 
corruption, creating transparency on regulations and processes, implementing 
effective channels for complaint and fairly punishing offenders  

 
3.2.2  Staff Response  
 
Development of the private sector, especially SMEs, is the main priority of the 
Strategy, while policy dialogue with the government is another strategic priority, as 
can be seen in the President’s Recommendation and in Section 3.1.3. In the current 
strategy the focus will be on private sector only with no new public sector projects; in 
addition, the Bank will not participate in private projects which are linked with the 
Government or Government officials. 
 
In order to support development of the private sector in countries which, like 
Uzbekistan, are at an early stage of transition to the market economy (“Early 
Transition Countries” or “ETCs”) a special set of investment instruments was 
developed in the Bank; these instruments include: the Direct Lending Facility, 
allowing the Bank to provide financing, even on an unsecured basis, starting from 
EUR 0.5 million; the Direct Investment Facility, allowing equity investments also 
starting from EUR 0.5 million; and also the Medium Size Co-Financing Facility, 
allowing private banks to overcome restrictions caused by the small size of their own 
capital and increase financing to SMEs.  Beside this, the Bank is developing its micro 
lending portfolio and using all other instruments, including the Trade Facilitation 
Programme.  These instruments are complemented by a whole range of consulting 

 8



services offered under the TAM/BAS programmes, as described in more detail in 
Section 3.2.1. 
 
While the Bank may decide to inform the government of some, especially significant, 
private sector projects in order to discuss some of their features, it has to be 
emphasised that the Government does not participate in the selection and evaluation 
process of projects in the private sector.  In common with all the Bank’s other 
countries of operations, however, Uzbekistan is represented on the Bank’s Board of 
Directors and therefore has some involvement in the approval process. 
 
3.3 Comment from a private consultant 
 
3.3.1 Comment  
 
The government of Uzbekistan does not come even remotely close to meeting the 
criteria for collaboration laid out in article 1 of the EBRD articles of association, in 
the areas of multiparty democracy and pluralism. 
 
The EBRD has a moral and legal obligation to respect its own charter and cease doing 
business with the government in Uzbekistan. 
 
3.3.2 Staff Response  
 
In the current strategy period, the Bank will not undertake new public sector projects 
and will not participate in private projects which are linked with the government or 
government officials.  For more details regarding Article 1 issues, please see Staff 
Response to Article 1 Related Issues above.  Regarding the Bank’s scope of operations, 
please refer also to the staff response for 3.2 and 3.6. 
 
3.4 Comment from the Environmental Justice Foundation (EJF) 
 
3.4.1 Comment 
 
We note that Article 1 of the Agreement establishing the European Bank for 
Reconstruction and Development (EBRD) states that the purpose of the EBRD is “to 
foster the transition towards open market-orientated economies and to promote 
private and entrepreneurial initiative in the central and eastern European countries”. 
The EBRD is also charged with the promotion “in the full range of its activities 
environmentally sound and sustainable development”.  As this submission 
demonstrates, at this time, we do not believe that the EBRD’s engagement and 
presence in Uzbekistan is resulting in material changes towards the attainment of 
these goals.  
 
The EBRD demonstrated a pioneering approach in the 2003 Strategy for Uzbekistan 
by including 7 benchmarks (Annex 1) by which Uzbekistan’s progress towards 
“multi-party democracy and a market economy” could be measured.  The EBRD 
added that, “Should no progress be made in these areas, the scope for new 
investments in Uzbekistan during the strategy period, both in the private and public 
sector, will be limited.  Only through economic and political reforms can Uzbekistan 
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hope to unlock its economic potential, which will in turn allow the Bank to mobilize 
additional financial support for the country.” 
 
Such actions are to applauded, however we are concerned that the EBRD remains 
engaged in Uzbekistan despite the lack of any tangible and measurable progress 
towards these stated and agreed aims.  Two years since approval of the strategy, it is 
clear that the government of Uzbekistan is failing to address the EBRD benchmarks. 
Our concerns are summarised thus:  
 

• Uzbekistan has failed to enhance the relevant principles necessary for a 
meaningful democratic system, such as freedom of expression, association and 
assembly.  

• NGOs, registered or otherwise, encounter invasive levels of state interference 
which jeopardize their effectiveness; 

• Uzbekistan has singly failed to implement UN recommendations on torture; 
• Despite superficial reform, the Uzbek state still holds a monopoly on 

agricultural procurement; 
• The business environment in Uzbekistan remains restrictive and is a deterrent 

to both domestic and foreign investors. 
 
We believe that the EBRD must seize this opportunity to develop a strategy for the 
future that has a clear vision and means for implementation by focusing on civil 
society.  However, we note that the consultation process has not been transparent and 
we are not aware of any notification or consultation with Uzbek representatives of 
civil society organisations or opposition parties.  We urge the EBRD to extend the 
consultation process to encapsulate the views of Uzbek civil society representations.  
 
During the EBRD period of the strategy review process, the events at Andijan 
unfolded.  It is our contention that the EBRD must therefore critically review 
engagement in Uzbekistan and the direct outcomes for Uzbekistan’s population of 26 
million people who are suffering massive economic deprivations and widespread 
human rights violations.  
 
We therefore recommend, under the logic of the EBRD Strategy, that the Bank now 
limit the scope for new investments in Uzbekistan and reviews current investments to 
ensure that these are demonstrably in line with the EBRD’s stated mandate.  
 
Cotton and the Karimov Regime 
 
The situation in Uzbekistan as regards human rights, civil liberties and individual 
freedoms remains severely compromised by a regime which demonstrates no desire 
for reform.  Uzbekistan’s climate of grievous human rights abuses jeopardises foreign 
investment.  Equally, lack of foreign investment compounds Uzbekistan’s failure to 
reform.  We feel that it is the duty of the EBRD to work actively to promote human 
rights within Uzbekistan: both in the interests of the 26 million citizens denied 
freedom and democracy by the Karimov dictatorship and with a view to ‘fostering the 
transition towards open market-orientated economies’. 
 
However, in the 2003 Strategy document, the EBRD states that “financing for larger 
private investments will concentrate on enterprises with sufficient export 
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capacity…these opportunities are most likely to be in the improved primary 
processing of raw materials for which there are standardised international markets, 
such as metals and textiles and where Uzbekistan can make use of its cheap labour 
costs to achieve international competitiveness.”  The production of cotton to serve the 
export-oriented textile sector relies heavily on child and bonded labour and is causing 
massive environmental degradation (as noted in the 2003 Strategy).  The cotton 
harvest is largely hand-picked and the burden is shouldered by children who are paid 
little or nothing for their labour.  
 
The strategy continues (p.27), “Since the 2002 harvest, collective and private farms 
are now entitled to sell 50 per cent of the cotton and wheat harvest outside the state 
procurement system at free auctions.  State procurement prices have also been raised 
to around 70 per cent of the world market level.”  In reality, farms are given quotas 
which are difficult to meet – there is simply no surplus to be sold at a free auction.  
Farmers are paid late – if at all – and these monies do not reflect a fair price for their 
cotton, and certainly not 70 per cent of the world market level.   
 
The Karimov regime is strongly dependent upon cotton production and maintains a 
monopoly on the sale of cotton, with well-connected individuals – at all levels – 
believed to benefit most from the trade.  For the EBRD to invest in the production of a 
product (i.e. cotton textiles) that is intrinsically linked to such widespread abuses in 
the procurement chain is untenable and in clear and direct conflict with the stated 
aims of the organisation.  
 
Recommendations 
 

1. The EBRD must recognise that large scale investments, such as the Zarafshan 
Newmont gold project, do nothing to promote Uzbekistan’s transition towards 
‘multi-party democracy and a market economy’ as they serve to generate 
profits for the Karimov regime.  These monies are used not to accommodate 
market reform, but to consolidate the mounting restrictions placed upon 
democracy and free enterprise.  In the interest of market reform, the EBRD 
should suspend all loans to ventures, wholly or partly owned by the Uzbek 
state, or by individuals associated with the Karimov regime.  

2. The EBRD must urgently re-assess its support for investment in critical 
infrastructure.  Whilst it may be desirable, in the interests of enhancing private 
enterprise, to improve communications and transportation networks, the 
EBRD must take into account of the human rights abuses inherent in loan 
repayment.  Up to 60% of the state’s hard currency earnings derive from 
cotton revenues: cotton production has bound 3 million rural Uzbeks into 
chronic poverty and involves the systematic use of child labour.  Given that 
cotton production serves to create a closed economic climate contrary to the 
interests of private enterprise, the net effect of EBRD loans aimed at 
enhancing critical infrastructure may indeed destabilise private investment 
rather than promote it.  Should the EBRD grant further monies for investment 
in critical infrastructure, it must require the Uzbek state to demonstrate that 
monies repaid are not generated at the expense of further human rights abuses, 
or that they derive from activities which serve to erode the environment for 
private enterprise. 
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3. The EBRD must re-think its commitment to the Bursel Tashkent Textile 
company.  Not only does the project generate funds for the Uzbek regime, but 
it compounds existing problems associated with Uzbek cotton production.  It 
is untenable that any institution with a “commitment to the fundamental 
principles of… respect for human rights,” should use its money to help those 
seeking to generate profit from the processing of Uzbek cotton.  The EBRD 
must use its influence to push for much needed agricultural reform, rather than 
use its money to consolidate human misery.  

4. No further loans should be issued to any projects involving Uzbek cotton.  The 
EBRD should make amends for its existing investment in Bursel and ensure 
due diligence for private sector investments and enhanced transparency.  The 
EBRD must reject lending to private sector projects that directly or indirectly 
benefit leading members of the Uzbek government or their families.  

5. The EBRD places great emphasis on its ‘intensive policy dialogue with the 
Uzbek government’.  Yet the failure of the Karimov regime to provide material 
reforms aimed at promoting a positive investment environment underline the 
need for a firmer approach.  The EBRD is the major investor in Central Asia 
and one of the largest investors in Uzbekistan.  This gives the bank substantial 
leverage in promoting market reform.  We recommend that the EBRD be more 
aggressive in its approach.  Public condemnation of the failings of 
Uzbekistan’s government would be highly desirable. 

6. The EBRD must maintain active and direct communication channels with 
Uzbek NGOs; whether they are officially registered or otherwise.  By 
engaging with grass-roots elements the EBRD can position itself alongside 
those actively working to promote civil society.  If the bank is to continue its 
involvement in Uzbekistan it must look for new avenues to promote human 
rights and democracy and to respond swiftly to repressive measures.  Further 
support to Uzbekistan should be linked to conditionalities that will lead to the 
promotion of civil society groups and a free and independent media.  
Similarly, the EBRD must develop its in-country capacity to monitor and 
assess active progress towards meeting benchmarks.  

7. In establishing future benchmarks by which to judge performance, the bank 
must set targets on the environment.  At present the biggest ecological issue is 
the disappearance of the Aral Sea.  Chronic over-irrigation by the Uzbek 
cotton sector has been a major contributory factor:  Uzbekistan consumes over 
50% of all renewable Central Asian water resources.  

 
Annex 1: Benchmarks and summary analysis of the failure of the Uzbek 
government to achieve progress in human rights and democratization: 
 
Benchmark 1 
Ensure greater political openness of the system and freedom of the media.  The 
assessment of the situation in this area by the OSCE Representative of Freedom of 
Media would be an important factor in measuring actual progress made by the 
country; 
 

• According to the OSCE ‘Republic of Uzbekistan Parliamentary Elections’ 
report, the 26 December 2004 election of Deputies to the Oliy Majlis fell 
“significantly short of OSCE commitments and other international standards 
for democratic elections”.  The same report states that, “Authorities failed to 
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ensure a pluralistic, competitive and transparent election,’ and that, 
‘Fundamental freedoms in Uzbekistan remain severely restricted, and the 
relevant principles necessary for a meaningful democratic election process, 
such as freedom of expression, association and assembly, were not respected”. 

 
Benchmark 2 
Open up the political processes to a variety of interests.  Registration and free 
functioning of independent local NGOs, including those involved in the area of rule of 
law and protection of human rights, would be an essential element of this process; 
 

• In February 2005, the U.S. Department of State published a report stating that 
a number of local human rights groups, such as the HRSU, and the Mothers 
Against the Death Penalty and Torture, continued to be denied government 
registration.  The same report explained that these groups have difficulty 
renting offices or conducting financial transactions and could not open bank 
accounts, making it difficult to receive funds from abroad.  Furthermore, 
police and security forces continue to harass domestic human rights activists.  

 
Benchmark 3 
Improve the country’s human rights record.  This involves cooperation by the 
authorities in implementation of the recommendations to be made in March 2003 by 
the UN Commission on Human Rights based on the report of the UN Special 
Rapporteur on Torture 
 

• Despite making promises to do so, Uzbekistan’s government has failed to 
produce a plan to implement the specific and clear recommendations of the 
U.N. Special Rapporteur on torture.  A recent report by Human Rights Watch 
states, “The government has made no visible progress on ending the use of 
torture in practice and only minimal progress on implementing the 
recommendations made by the U.N. Special Rapporteur on torture after his 
visit to Uzbekistan in 2002.  Torture and ill-treatment remain pervasive 
throughout the Uzbek criminal justice system, and occur with near-total 
impunity.” 

 
Benchmark 4 
Further progress in eliminating remaining foreign exchange distortions and the 
achievement of current account convertibility, as well as the implementation of the 
recently adopted measures to liberalise state procurement in agriculture; 
 

• Uzbekistan has single-handedly failed to reform state procurement in 
agriculture.  A recent report by International Crisis Group analyses the present 
situation with regard to cotton: the country’s major agricultural export.  “In 
theory, Uzbekistan has been gradually liberalising the Soviet-era cotton 
industry structure, breaking up state and collective farms and de-monopolising 
the buying process.  In practice almost nothing has changed for the average 
farmer since the Soviet period.”  The report goes on to explain that although 
the government has theoretically increased the prices paid to farmers under the 
system of state compulsory purchase, farmers reported that they did not 
experience price increases, and that the procurement prices are largely 
symbolic. 
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Benchmark 5 
Opening of the economy to effective competition, including through the elimination 
of discriminatory barriers against foreign trade, improving conditions for entry of 
domestic businesses and protecting their property rights, acceleration of privatisation 
through the sale of at least a few large enterprises and determined efforts to attract 
more FDI. 
 

• The Uzbek government has made no real progress in fostering economic 
conditions favourable to investment.  This point was outlined in the 2004 
EBRD Annual Review (published May 2005) which explained: “In 
Uzbekistan negligible progress was made in structural reforms during the 
year….the restrictive business environment is a deterrent both to domestic and 
foreign investors”.   

 
EJF also considers that institutional corruption, at the most senior levels, within the 
Uzbek government restricts opportunities for economic reform.  
 
Benchmark 6 
Adoption and first steps of implementation of a banking sector reform programme, 
moving towards fully market-based allocation of credit and providing the basis of 
privatisation of the main state banks. 
 
Benchmark 7 
Evident progress in adjusting tariffs in public utilities towards cost recovery levels, 
most importantly in the energy sector. 
 
3.4.2  Staff Response 
 
We appreciate the analysis of the benchmarks, which we took into account while 
formulating our assessment.  Regarding scope of the Bank’s activities, please refer to 
Staff Response to Article 1 Related Issues as well as staff responses for 3.2 and 3.6. 
 
In the current strategy the Bank’s focus is on supporting private sector only, especially 
SMEs, as described in more detail in comment 3.2.2 above.  The purpose of this effort is 
to enhance the transition of Uzbekistan towards market economy.  Foreign Direct 
Investments (“FDI”) have proved to be one of the most important tools in supporting 
transition to a market economy.  The textile industry remains one of the very few areas 
which still provide the opportunity for FDI in Uzbekistan. 
 
The international community and the Bank cannot ignore the fact that cotton is one of 
the (if not the) most important natural resource for the countries in this region and 
Uzbekistan is one of the world’s biggest producers and exporters of cotton, yet only 
about 28 per cent of its cotton is processed domestically.  The rest is exported 
unprocessed, representing a big loss of potential earnings for the country.  Textile 
projects transforming raw cotton into value added finished products therefore 
increases foreign exchange earnings which may help stabilise cotton production at 
current levels (or even to reduce it) for environmental, health and social reasons 
without reducing the income to the country.  
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In light of the above, we consider Bursel Tashkent Textile a good project; it will 
employ, at full capacity, about 2,000 people, with more than 1000 already employed 
and being trained.  The plant is of the highest international standards and the 
Company has strict standards on employment of anyone under the age of 18 and is in 
full compliance with the International Labour Organisation (ILO) Child Labour 
Convention 182.  Nevertheless, we will continue to monitor not only the financial 
performance of the plant, but also all social and environmental implications, as 
indicated in your comments.  
 
The Bank has developed internal procedures regarding integrity and background checks 
of investors and managers involved in projects financed by the Bank, as well as 
transparency requirements, and applies them in all its countries of operations, not only 
in Uzbekistan.  The purpose of these checks includes the establishment of beneficial 
ownership of investor companies and the source of funds used in the project.  The Bank 
works hard to ensure that the checks are performed in line with best international 
practice. 
 
The policy dialogue with the government remains another of the Bank’s priorities; we 
actively seek opportunities to discuss economic, political, social and environmental 
issues, including those listed in the benchmarks.  The Bank will continue to monitor 
progress in those areas and welcomes comments from foreign and local NGOs, which 
will help the Bank to properly assess the situation. 
 
3.5 Comment from the advocacy association ‘May 13 Campaign: For Freedom, 
Human Rights and Justice in Uzbekistan’ 
 
3.5.1 Comment 
 
After the events in Andijan of 13 May 2005 in which hundreds or perhaps thousands 
of innocent civilians were killed by armed military and police forces this principled 
position of EBRD has been proved right and it is currently being joined by other 
European and international institutions, including the European Parliament which on 
9 June 2005 called for an independent international inquiry into the terrible events of 
Andijan. 
 
We therefore call on the EBRD: 
 
1. To support an independent international inquiry into the terrible events of Andijan 
and to facilitate the necessary conditions for an independent international 
investigation of the events to take place. 
 
2. To maintain its policy of not providing financial support to the Uzbek Government 
and government-owned enterprises and institutions until it starts genuine reforms. 
 
3. Not to cut but to reinforce its support to genuinely independent civil society groups 
in Uzbekistan. 
 
4. To continue raising the issues of political, economic and social reforms with the 
Uzbek authorities.  Key demands should include the freedom of association, freedom 
of speech and fair trials. 
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5. To work to improve the economic conditions of ordinary people in Uzbekistan, for 
example by: 
 
a) attempting to influence Uzbek government policy so that the business environment 
for small businesses improves, since small businesses represent an increasing source 
of livelihood for increasing numbers of people (key actions here could include lifting 
restrictions on access to cash and reducing the potential for harassment by 
administration and tax officials); 
 
b) attempting to influence Uzbek government policy so that economic conditions for 
farmers are improved by lifting restrictions on types of crops and on mandatory 
transactions. 
 
6. To highlight to the Uzbek government the need to ensure that more economic 
dividends flow down to ordinary people by reigning in the greed and corruption of 
those in power. 
 
7. To denounce the abuse of human rights in Uzbekistan and the ongoing corruption 
of the Uzbek government. 
 
8. To increase support to the new Kyrgyz democracy, and especially to the southern 
regions of Kyrgyzstan in order to demonstrate to the Uzbek government that the 
democratic process can lead to economic progress and will be rewarded by 
international financial institutions.  (We note with alarm that the Kyrgyz government 
is currently under political and financial pressure to return Uzbek refugees, at least 
500 of whom are particularly vulnerable because they are in refugee camps close to 
the border.  Support from the international community at this time may play a crucial 
role in keeping these people safe.) 
 
3.5.2 Staff Response 
 
The Bank’s focus will be on supporting the private sector only, especially SMEs, as 
described in more detail in comments 3.2.4 and 3.3.2. 
 
The policy dialogue with the Government remains another of the Bank’s priorities; we 
actively seek opportunities to discuss economic, political, social and environmental 
issues, including those listed in the benchmarks. 
 
The Bank established a new country strategy for the Kyrgyz Republic in October 2004.  
The key operational objectives are (i) to foster the private sector, (ii) to strengthen the 
financial sector, (iii) to support essential infrastructure, and (iv) to conduct policy 
dialogue.  Based on this strategy, the Bank has been actively working with the Kyrgyz 
Government to support its economic and political transition.     
 
All other issues are addressed in the Staff Response to Article 1 Related Issues and Staff 
Response for 3.2. 
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3.6 Comment from Human Rights Watch 
 
3.6.1 Comment 
 
We write in advance of your upcoming country strategy review for Uzbekistan, to 
urge you to ensure that the new strategy accurately reflect the Uzbek government’s 
failure to meet the human rights benchmarks set in the Bank’s 2003 strategy for the 
country, and that this failure carry real consequences for the Bank’s relationship with 
the country.  
 
Even before the May 13 Andijan massacre and its aftermath, it was abundantly clear 
that the Uzbek government had failed to implement the necessary reforms in the three 
areas identified by the EBRD – greater political openness and freedom of the media; 
registration and free functioning of independent civil society groups; and 
implementation of the recommendations of the United Nations (U.N.) Special 
Rapporteur on torture following his November 2002 country visit to Uzbekistan.  In 
fact, in the past year the government’s human rights record further deteriorated in a 
number of respects.  
 
The government has continued to deny registration to independent political parties, 
and deprived them of the opportunity to participate in the December 2004 
parliamentary elections.  Although by law unaffiliated candidates could run through 
so-called initiative groups, in practice, independent candidates faced intimidation, 
harassment, and other serious obstacles obtaining registration, and few ultimately ran.  
The government also refused to allow independent observers at polling stations.  
Although five registered political parties participated in the elections, all of them 
publicly supported the policies of the president, offering voters no real choice.  The 
climate for media freedom, meanwhile, has worsened further in the past year, marked 
by denials of accreditation, intimidation and harassment of journalists, and arbitrary 
lawsuits against journalists, editors, and media outlets for criminal libel or purported 
violations of tax and registration regulations. 
 
In the wake of the Andijan massacre, Uzbek authorities imposed a strict clampdown 
on media coverage of the events, effectively banning journalists from entering the city 
and taking harsh measures, including intimidation, confiscation of materials, and 
threats against those who tried to report openly on the events.  With foreign 
journalists denied access to Andijan and Uzbek media strictly censored, local stringers 
and Andijan-based human rights defenders became the most important source of 
information for the outside world.  Many of them witnessed the events, dared to speak 
out publicly about them, and have faced serious consequences as a result.  Some have 
had to flee the country after receiving death threats following the publication of their 
reports.  Authorities have arrested at least ten human rights defenders and opposition 
activists in Andijan and other cities on trumped-up charges.  Others have been beaten 
by unknown assailants, threatened by local authorities, and placed under house arrest.  
In Tashkent and Jizzakh, in central Uzbekistan, numerous human rights activists have 
been questioned about the events in Andijan and threatened with arrest or criminal 
charges should they engage in demonstrations or other public activities.  On May 31, 
a coalition of Uzbek rights defenders turned to the international community with a 
plea for help, stating that persecution of Uzbek human rights activists and opposition 
members had increased since the Andijan events. 
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But the environment for Uzbekistan’s nascent civil society grew increasingly hostile 
well before the Andijan events, which many have attributed to the popular uprising in 
Georgia.  Authorities persisted in their refusal to register any independent human 
rights organizations, tightened restrictions on local and international nongovernmental 
organizations, harassed and arbitrarily detained human rights defenders, and broke up 
peaceful demonstrations. Defenders have also suffered physical assaults by unknown 
perpetrators presumably induced by the police and the security services. The 
government continued to use the law on psychiatry to silence and persecute human 
rights activists.  
 
As a result of this growing pressure, independent groups faced more difficulties in 
documenting and reporting on human rights and other problems facing Uzbekistan, or 
in calling for government accountability.  While information provided by civil society 
groups has traditionally filled the void left by the absence of a free press, the new 
growing restrictions have enabled authorities to increasingly control information and 
government claims of progress in implementing reforms such as combating torture 
and improving prison conditions have become significantly more difficult to verify 
with independent sources.  As noted above, in the post-Andijan context, this trend of 
increasing pressure and harassment has grown to dramatic proportions, and there is 
reason to fear that the intensified government crackdown on human rights defenders 
and other perceived critics already under way will be followed by further harsh 
restrictions placed on the population as a whole. 
 
Despite several government documents describing steps it has taken in the area of 
torture reform, there has been no fundamental change in the systematic use of torture 
or in policies and practices that could effectively combat it. Authorities have persisted 
in their refusal to acknowledge the conclusions of the U.N. Special Rapporteur on 
Torture and have not taken any meaningful steps on two of the Rapporteur’s key 
recommendations – making a clear public statement condemning torture and declaring 
an end to the culture of impunity, and enacting legislation providing for and 
implementing habeas corpus (judicial review of detention).  The government’s 
National Action Plan on torture remains a general plan to implement the Convention 
Against Torture rather than one directly linked to the Special Rapporteur’s 
recommendations.  Overall, the actions contained in the Plan are vague and linked to 
unnecessarily attenuated timelines, focusing on roundtables and conferences rather 
than on implementation of concrete reforms.  
 
Moreover, the government’s own accounts on steps it has taken to comply with the 
Special Rapporteur’s recommendations reveal that in some cases, the action taken 
does not correspond to the Special Rapporteur’s recommendations at all.  In one 
document, for example, the government flags prison programs run by 
nongovernmental groups to teach macramé and hairdressing to prisoners and allow 
prisoners to stage musical performances as examples of progress on the 
recommendation calling for nongovernmental investigators to be permitted to monitor 
conditions of detention.  
 
The government’s failure to engage in meaningful reform in the area of combating 
torture is, however, perhaps most compellingly evidenced by the continuing serious, 
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credible allegations of torture by law enforcement officials during investigation, pre-
trial custody, and in prisons, and the accompanying unchanged culture of impunity. 
 
Human Rights Watch firmly believes that until meaningful reforms are forthcoming, 
the Bank should hold off on any investment that benefits the Uzbek government. 
Specifically, we recommend that the EBRD: 
 

• Stay firm on its reform demands, and continue its suspension of public sector 
investment until such time as the government makes credible progress toward 
meeting the benchmarks.  While exceptions could be made for projects that 
directly affect the health, education, and well-being of the general population, 
projects falling into these categories should be closely monitored to ensure 
that they serve their intended purpose.  

 
• Undertake a review of its entire portfolio on Uzbekistan with a priority on 

identifying private sector projects in which the government or particular 
government officials have a stake in order to suspend financing to those 
projects.  All future private sector projects should be subject to similar 
scrutiny.  

 
• Use the opportunity of its upcoming assessment of Uzbekistan to call on the 

Uzbek government to allow an independent, international investigation into 
the events of May 13 in Andijan and make the Uzbek government’s accepting 
and cooperating with such an investigation a specific benchmark in addition to 
those already set in the last strategy. 

 
In conclusion, we would like to stress the importance of the Bank publicly 
announcing each of the above policy decisions, regardless of whether all of them have 
consequences in practice.  Even in the absence of existing projects that would be 
affected by some of these decisions, spelling them out clearly and publicly carries a 
real symbolic significance and sends an important message to the Uzbek government 
and the international community as a whole about the Bank’s principled position on 
Uzbekistan, and, more broadly, on its seriousness about implementing its Article 1 
mandate.  
 
3.6.2 Staff response 
 
These comments on the human rights situation and political benchmarks, were taken 
into account while formulating our assessments for the new strategy.  Regarding Article 
1 issues, please see Staff Response to Article 1 Related Issues. 
 
The Bank will continue to support private sector investment and entrepreneurship to 
enhance the sector’s role in the economy; it will not be involved in new public sector 
projects or participate in private projects which are linked with the government or 
government officials, as described in more detail in comment 3.2.2.  The Bank has 
developed internal procedures regarding disclosure of beneficial owners, sources of 
funds and integrity checks, as discussed in more detail in response 3.3.2 above.  To 
prevent unwelcome changes to ownership during the lifetime of a project, the project 
documents usually allow the Bank to check potential new investors and veto those who 
are not acceptable to the Bank. 
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It is the Bank’s practice to closely and regularly monitor its projects; assessment of the 
performance, including in-depth analysis of how the original targets and goals are being 
achieved, is part of the monitoring process and is subject to periodical evaluation by the 
Project Evaluation Department. 
 
Regarding the benchmarks of the last country strategy, only limited progress was made 
in the two economic areas, while there was no progress or even deterioration in 
remaining areas.  More detailed analysis can be found in the Sections 2.1 and 2.2 of the 
current strategy.  In the current strategy the benchmarks were updated and the Bank will 
continue its close monitoring of progress towards them. 
 
3.7 Comment from the Open Society Institute, Eurasia Civil Society Watch Project  
 
The Bank received a draft report on Legal Profile of the Non-Profit Sector in Uzbekistan 
from the Open Society Institute.  As this report was not specifically addressed to the 
Bank and contained no recommendations or requests concerning the development of the 
Bank’s own Strategy for Uzbekistan, it is not considered appropriate to reproduce it 
within the context of the discussions on the Bank’s strategy for the forthcoming two 
years. 
 
3.8 Comment from The International Secretariat for Water 
 
The Bank received some material from the International Secretariat for Water about its 
involvement in Central Asia generally and Uzbekistan.  As this was not specifically 
addressed to the Bank and contained no recommendations or requests concerning the 
development of the Bank’s own Strategy for Uzbekistan, it is not considered appropriate 
to reproduce it within the context of the discussions on the Bank’s strategy for the 
forthcoming two years. 
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