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INTRODUCTION 

 

The aim to this paper is to assess Kyrgyz Republic and Tajikistan's attempts towards 
global integration in a comparative perspective. Both countries have made a significant attempt 
towards international integration, although the speed of integration varies between the 
countries. For instance, Kyrgyz Republic has been a fast reformer, while the reform process has 
been relatively slow in Tajikistan. Despite this, both countries face a numerous development 
challenges. The lessons learnt from these countries can provide useful policy insight to other 
countries developing Central Asia.  

Kyrgyz Republic 

Trade Policy Regime 

Kyrgyz Republic is one of the most open economies in the region. It has reduced tariffs 
and subsidies, privatized state-owned enterprises (SOEs) and liberalized investment policies. 
Despite being a non-market economy for 70 years, these reforms enabled the Republic to 
become the first CIS country to join the WTO in 1998. After gaining the WTO membership it 
has further simplified its tariff structure and reduced tariff rates. The average tariff rates fell 
from 9.3 % in 1999 to 5.1% by 2002, a tariff rate similar to that of the developed world. Table 
3.1 compares overall restrictiveness of trade policy in 15 BOR countries which shows that 
among the CIS countries both Kyrgyz Republic and Tajikistan have' one of the least 
restrictive trade regimes in the region. 

 



CSU Research Output 
http://researchoutput.csu.edu.au3 

Table 3.1: A Comparative Perspective of Trade Restrictiveness in BOR Countries 1999 
and 2002 

 

 
1999 

 

2002 

 

 
Average 

Tariff 

Overall 

Rating/l 

Average

Tariff 

Overall 

Rating /1 

Armenia 3.7 1.0 4.0 1.0 

Azerbaijan 12.0 5.0 10.8 2.0 

Belarus 12.6 8.0 12.2 8.0 

Estonia 0.0 1.0 3.1 1.0 

Georgia 10.0 2.0 10.9 2.0 

Kazakhstan 7.8 4.0 7.8 4.0 

Kyrgyz Republic 9.2 1.0 5.1 1.0 

Latvia 5.3 1.0 4.3 1.0 

Lithuania 4.5 1.0 5.3 1.0 

Moldova 8.9 1.0 6.9 1.0 

Tajikistan 12.6 5.0 5.0 5.0 

Turkmenistan 8.0 1.0 8.0 1.0 

Ukraine 0.5 7.0 0 7.0 

Uzbekistan 14.7 5.0 12.7 5.0 

 29.0 10.0 15.3 10.0 

 

/1. The overall rating consists of a l0-point scale which weighs a country's simple 
average tariff and the extent of non-tariff barriers. Countries with a scale of 1 to 4 
are considered to have broadly open trade regimes. A rating of 5 or 6 indicates 
moderate trade restrictions. Countries with ratings of 7 to 10 are considered to have 
restrictive trade regimes. 

Source: International Monetary Fund (IMF), (2000; 2003). 

 

As shown in Table 3.1, Kyrgyzstan has one of the lowest import tariffs in the region 
and import tariffs and duties are not a barrier to trade. However, cross-border customs 
formalities, customs valuation and inspection process are time consuming and frustrating 
which act as a tax on international trade. 

Kyrgyz Republic has bilateral trade agreements with seven countries. These include 
the USA (1992), Mongolia (1992), Kazakhstan, Moldova (1996), Russian Federation 
(1993), Ukraine (1998) and Uzbekistan (1998). It is a member of the Eurasia Economic 
Community (EURASEC), the Central Asia Economic Union (CAEU) and Shanghai Co-
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operation Organization (SCO). It has also gained the membership of the Economic Co-
operation Organization (ECO) as well as the UN Special Program for the Economies of Central 
Asia (SPECA) and the Central Asia Forum (CAF). It is the first country in Central Asia to join 
the WTO. 

Financial and Banking Sector Reform 
In an attempt to open up the economy, Kyrgyzstan adopted the banking law in 1991 and 

adopted a unified exchange rate regime in 1993. In the same year Kyrgyz introduced its owned 
currency (som). To reverse the shortage of foreign exchange, the-government relaxed 
restrictions on foreign exchange transactions and introduced a market based exchange rate 
regime in 1995. In the same year,-its currency was made fully convertible for current account 
transactions. Presently, there are no restrictions in foreign exchange transactions. 

Kyrgyzstan has allowed foreign banks to operate in the country since 1992. As a result, the 
number of foreign banks has increased from one in 1992 to five by the end of 1990s, making 
the total number of commercial banks 23 in the county by 1999. These banks operate along 
with domestic commercial banks (1999). There has been a significant fall in the asset share of 
state-owned banks since the mid -1990s, indicating increasing autonomy in the banking sector. 
By 1999, the asset share of state-owned banks had fallen to about 21% from 77% in 1994: 
(Table 3.2). As a part of banking sector reform, domestic credit to loss making banks has been 
significantly tighten since the mid 1990s. As a result, domestic credit to such enterprises has 
been reduced to 12.5% of GDP in 1995 to 5.1% by 1999. 

Privatization of Public Enterprises 
Privatization of public enterprises has proceeded in three stages. Small scale enterprises 

were privatized in the first stage which was completed by the mid 1990s. In the second stage, 
medium scale enterprises were privatized, which were completed by late 1990s. Privatization of 
large scale enterprises is currently under way, but progress has been slow. This is reflected by 
the lower index of large scale privatization (EBRD index) compared to the index of small scale 
privatization (Table 3.3). The index for small scale privatization reached 4 as compared to 3 for 
large scale enterprises by 1999. There has been a significant rise in the share of private sector in 
GDP, which rose from 15% of GDP in 1991 to 60% by the late 1990s. However, despite 
growing importance of private sector in the economy, privatization revenue remains very small 
in Kyrgyzstan. By 1999, revenue from privatization remained below 2% of GDP, despite 
significant privatization (Table 3.3). This, might be due to the fact that in most cases enterprises 
were sold at much lower prices than the market prices as most privatized enterprises appears to 
have been bought by employees. 

In an attempt to ensure enough liquidity in the economy, the Government has: fully 
liberalized interest rates since the mid 1990s. However, accessing banking sector credit remains 
a major problem for small and medium enterprises. 

Table 3.4 provides information on the number of privatized enterprises during 1993 to 
1999. Most of these enterprises are trade and catering (1,916), followed by communal services 
(1,907) and manufacturing (529). 

Although privatization has transferred the ownership structure, these enterprises have not 
gone through a major restructuring. With the exception of agricultural farms, there have not 
been any significant improvements in productivity particularly in manufacturing, trade and 
catering. 
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Foreign Investment 
In an attempt to attract foreign investment Kyrgyzstan has liberalized its policy regime. 

Foreign investors are also offered several fiscal incentives. For instance, foreign investors 
enjoy tax holidays between 2 to 5 years depending on the sector they invest in Export-
oriented industries tend to get income tax holidays for a longer period. Foreign firms are also 
allowed to repatriate 100% of their profit and there are no restrictions as to the foreign share 
holding. Despite these incentives, foreign investment remains very low and has been highly' 
fluctuating. For example, foreign direct investments (FDI) rose sharply after Kyrgyzstan 
gained WTO membership and fell since the early 2000. FDI which' reached US$96 million in 
1995 fell to US$5 million in 2002 and US$17 million in 2003. Among the CIS countries, 
Kyrgyzstan is the second least popular destination for foreign investment after Tajikistan (per 
capita foreign investment was less than US$5 in 2001). Tables 3.5 and 3.6 present FDI by 
activity and their sources. 
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Table 3.2: Key Indicators of Banking Sector in Kyrgyzstan 

 1991 1992 1993 1994 1995 1996 1997 1998 1999 

Number of banks (which are foreign owned) 10(0) 15 (1) 28(l) 18(3) 18(3) 18(3) 20(3) 23 (6) 23 (5)

Asset share of state-owned banks          

(in per cent) 98.8 na na 77.3 69.7 5.0 8.0 7.1 21.4 

Bad loans (in ' 
per cent of total loans) 10.0 na na 92.3 72.0 26.1 7.5 0.2 6.4 

Domestic credit to enterprises          

(in per cent of GDP) na na na na 12.5 8.7 3.5 5.3 5.1 

Stock market capitalization          

(in per cent of GDP) z na na na na na 0.3 3.2 23.7 Na 

EBRD index of banking sector reform 1.0 1.0 1.0 2.0 2.0 2.0 2.7 2.7 2.3 

EBRD index of reform of non-banking          

financial institutions 1.0 1.0 1.0 1.0 1.7 2.0 2.0 2.0 2.0 
 

Notes: 

1.  In 1998 all bad loans in the banking system were transferred to a special bank managed by NBKR. The data reported by 
the central bank are likely to exclude these bad loans. 

2.  The listing of the state energy company, Kyrgzenergo, accounts for the large increase in capitalization 
in 1998. Source: EBRD (2000). 
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Table 3.3: Key indicators of Privatization in Kyrgyzstan 
 

 1991 1992 1993 1994 1995 1996 1997 1998 1999 

Privatization revenues 0.0 0.0 0.2 0.6 0.9 1.3 1.4 1.6 1.9 

(cumulative, in per cent of GDP)          

Private sector share in GDP (in per cent) 15.0 20.0 25.0 30.0 40.0 50.0 60.0 60.0 60.0 

EBRD index of small-scale privatization 1.0 2.0 3.0 4.0 4.0 4.0 4.0 4.0 4.0 

EBRD index of large-scale privatization 1.0 2.0 2.0 3.0 3.0 3.0 3.0 3.0 3.0 

Source: EBRD (2000) 
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Table 3.4: Kyrgyz Republic: Number of Privatized Units by Economic Sectors 
 1993* 1994 1995 1996 1997 1998 1999 Total* 

Total 4428 702 703 327 177 175 146 6658 

Manufacturing . 259 57 137 23 46 3 4 529 

Light manufacturing 42 6 9 1 - 1 1 60 
Food manufacturing 77 31 87 4 - 1 1 201 
Machinery and metal rolling 56 3 9 1 2 - - 71 
Construction materials 37 5 14 2 2 - - 60 
Others 47 12 18 15 42 1 2 137 
Agriculture 235 84 22 10 1 1 3 356 
Construction 223 76 74 39 5 15 23 455 
Transport 82 21 33 7 14 4 4 165 
Communal services 1811 37 19 15 6 16 3 1907 
Trade and catering 1626 123 50 87 15 11 4 1916 
Supplies - 12 30 6 59 2 2 111 
Public utilities - 24 31 23 8 36 28 150 
Health care, sports and social security - 174 170 7 - 6 23 380 
Education - 7 2 2 3 7 3 24 
Culture and Arts - 4 6 7 3 7 10 37 
Science and scientific research - 1 - - - - - 1 
Others 192 82 129 101 16 67 39 626 

* cumulative
Source: Kyrgyz Republic official website         
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Table 3.5: FDI in Kyrgyz Republic by Types of Activity (in '000 US$) 
 
 1998 1999 2000 2001 2002 2003 

Total 136301.2 108562.1 89607.9 90088.5 115666.1 146955.5 

Agriculture, hunting and forestry 299.9 620.3 40.8 130.1 805.3 2009.9 

Mining industry 1627.8 4005.1 4607.6 4320.7 5058.2 12285.4 
Manufacturing industry 27873.9 55732.4 44026.0 50897.4 52802.4 73164.4 
Production and distribution of energy, gas and water 68.5 0.1   31.5 322.6 
Construction 21198.6 11647.0 4670.3 129.3 2166.7 5037.7 
Trade and repair of motor vehicles, household       
appliances and articles of personal use 58868.4 15488.5 14686.9 23267.3 19737.8 22626.9 
Hotels and restaurants 998.7 130.4 10587.5 6962.6 4812.0 1960.6 
Transport and communication 8131.7 794.6 3078.5 2309.2 7954.8 4670.4 
Financial activity 5375.3 1663.7 1560.3 469.5 6005.6 3960.5 
Real estate operations and rent services 11633.8 18083.4 5600.1 1377.3 13171.7 3544.8 
Government management      1393.5 
Education 58.7 45.4 72.6 80.1 2612.2 9325.0 
Health care and social services 128.6 71.5 0.5 14.9 6.3 5317.6 
Housing, social and personal services 37.3 279.7 676.8 130.1 501.6 1336.2 

 
 
Source: Kyrgyz Republic official website 
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Table 3.6: Sources of FD1(°000 US$) 
 
 1995 1996 1997 1998 1999 2000 2001 2002 2003 

Total 95926.4 153059.5 86343.1 136301.2 108562.1 89607.9 90088.5 115666.1 146955.5
of which:          
outside C is 95543.2 151732.5 84195.0 129810.4 102757.9 76539.3 83734.3 89551.3 119408.7
Australia - - 84.7 269.1 429.4 401.6 79.9 5829.2 201.0 
Afghanistan 1.0 137.0 251.8 248.0 33.4 7.6 50.0 31.4 743.3 
Bahamas - 4.0 600.8 48.8 - 60.0 290.0 2.8 - 
Great Britain 7.5 577.0 13352.5 20878.9 26121.3 6078.7 1626.6 2542.5 1973.0 
Germany 106.3 740.5 1264.4 1940.6 15574.3 9515.1 22401.7 8977.4 5981.8 
Israel 164.6 104.0 75.2 97.6 4.2 73.4 44.0 179.6 163.3 
India 24.7 49.3 1073.5 2038.2 900.8 1055.7 486.6 695.0 776.2 
Indonesia 16.7 88.3 76.9 749.0 168.0 141.5 1507.7 803.2 392.9 
Ireland 147.5 782.4 694.6 186.8 44.8 870.6 1.8 51.3 33.7 
Italy 10.8 760.4 1942.7 3745.6 3937.7 559.3 0.1 564.7 423.0 
Canada 91811.7 126507.7 31402.0 8527.4 4868.3 6756.9 12984.4 12730.0 31121.2 
Cyprus 17.8 540.7 72.6 58.5 11.6 753.0 557.8 961.3 1826.3 
China 154.6 346.4 274.3 1886.0 1093.5 891.3 2488.1 8538.5 14644.2 
Republic of Korea 2.1 - 343.1 13930.3 759.8 61.6 3916.7 7679.4 7217.1 
Cuba 165.8 267.1 - - 0.3 14.5 6.6 - 9.1 
Lithuania 0.4 0.3 - 434.8 134.3 5.4 0.4 75.1 173.3 
Liechtenstein - 300.0 - 650.6 - 20.6 - - 345.0 
Malaysia - 124.0 2505.0 1694.5 90.0 2964.8 188.9 -  
Netherlands 0.1 365.3 19.4 221.4 30.1 .9199.8 1716.4 1116.1 2505.0 
United Arab Emirates - 1.3 15.5 59.6 783.3 583.5 846.1 1138.6 6822.4 
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Table 3.6: (Continued) 
 1995 1996 1997 1998 1999 2000 2001 2002 2003 

Total 95926.4 153059.5 86343.1 136301.2 108562.1 89607.9 90088.5 115666.1 146955.5
of which:          
outside CIS 95543.2 151732.5 84195.0 129810.4 102757.9 76539.3 83734.3 89551.3 119408.7
Seychelles - - 79.1 262.9 - - - - - 
Pakistan 3.0 19.3 151.1 342.0 167.9 56.3 34.2 43.8 67.7 
Poland - 2.2 19.3 211.1 28.8 10.0 - 210.9 468.4 
United States 230.9 4318.2 10007.4 32523.3 19154.3 23577.6 17502.2 20144.1 9881.9 

`Turkey 559.3 10927.3 17569.2 15436.0 23253.0 12129.8 16334.9 13439.4 25280.6 
Switzerland 2004.7 3959.3 1215.9 2962.4 3283.1 429.2 295.4 356.1 3958.6 
Japan 4.0 113.0 514.1 9750.7 167.1 14.1 3.6 - 0.1 
CIS 383.2 1327.0 2148.1 6490.8 5804.2 13068.6 6354.2 26114.8 27546.8 
Azerbaijan - - - 6.6 - - 3.6 - - 
Armenia - 0.4 - - - - - - - 
Belarus 0.6 3.9 - 20.3 - 479.1 160.0 569.9 1152.3 
Georgia - 3.9 9.2 - 0.6 0.3 - - 51.0 
Kazakhstan 85.3 320.9 1234.0 4434.1 1309.5 210.4 1475 6309.6 13242.4 
Republic of Moldova - 0.2 0.1 - - - - - 46.1 
Russian Federation 263 773.4 688.9 1323.1 1505.2 5426.0 3020.7 17094.7 11125.6 
Tajikistan - - 4.8 144.9 187.0 275.1 450.4 1645.7 273.4 
Turkmenistan - 5.0 5.3 - 2517.7 6576.3 38.1 - 71.5 
Uzbekistan 34.3 190.4 203.1 532.3 222.4 91.4 1206.4 286.4 991.0 
Ukraine - 28.9 2.7 29.5 61.8 10.0 - 208.5 593.5 

 
Source: Kyrgyz Republic official website. 
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Tajikistan 

Trade Policy Regime 
Like Kyrgyz Republic, Tajikistan also has very low tariffs and it does not apply non-tariff 

measures to restrict imports. (Table 3.1) In an attempt to open up its economy, Tajikistan has 
applied for WTO membership on 29 May 2001. People of Tajikistan believe that the accession 
to WTO is an important step to create its image in international community as a credible nation 
for trade and investment. Tajikistan has made significant progress in reducing import tariffs. 
During 1999 to 2002, import tariffs fell by 60%. In May 2002 import tariffs were unified at 5%, 
with a few exceptions. According to the IMF, Tajikistan has moderate trade restrictions, 
scoring 5 out of 10 (Table 3.1).1 With the introduction of a unified tariff, imports of alcohol and 
tobacco products, cars, tyres and petroleum products also attract 20% excise duties. All imports 
are also charged a 20% vale added tax (VAT) and 0.15% customs service fees. There are no 
other official charges on imports. 

While Tajikistan has one of the liberal tariff regimes, time consuming administrative 
procedures tend to discourage international trade transactions. Also, customs and border 
formalities significantly discourage import competition and raises cost of exports. At customs, 
goods are checked manually as there are no automatic machines to scan and weigh the cargo. 
Pilferage and damage often occur in the loading and unloading process. This significantly 
increases the cost of international trade transactions. 

Unlike Kyrgyz Republic, Tajikistan does not have export restrictions nor does it encourage 
exports through export processing zones (EPZs). The government claims that its export policy 
is liberal and it does not see a need for EPZs to promote exports. There are no taxes or charges 
on exporters, except for a 0.15% customs service fee. All exporters are to be registered at the 
Ministry of State, Revenues and Duties (MSRD) to be entitled for VAT refunds under the duty 
drawback scheme. Under Article 58 to 67 of the Customs Code, VAT collected on imported 
inputs used by exporters are to be refunded once the evidence of exports is presented within 
two years at the MSRD. Tajikistan does not have export licensing or quota system, however, 
exporters of narcotics and medical drugs and arms need to obtain permission from the 
government. While these export policies appear to be liberal, exporters have to spend a 
significant amount of time in obtaining official documents for meeting customs formalities. For 
instance; exporters are required to obtain a Certificate of Consistency (from the Tajikstandart) 
to ensure that goods meet export standard and a Certificate of~ Origin has also to be obtained 
from the Chamber of Commerce. Also, they are required to submit export contract, export 
license (in the case of items requiring licensing) and the Deal Certificate issued by a 
commercial bank to the border customs office. In addition to the above formalities involved in 
obtaining offfciaa1 documents, both exporters and importers face substantial delays in the 
cross=: border formalities because goods are checked manually and shippers are required to fill 
in several forms at the entry and exit customs points. 

                                                           
1  The overall rating consists of a 10-point scale, which weighs a country's simple average tariff and the extent 

of non-tariff barriers. Countries with a scale of 1 to 4 are considered to have broadly open trade regimes. A 
rating of 5 or 6 indicates moderate trade restrictions. Countries with ratings of 7 to 10 are considered to have 
restrictive trade regimes. 
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Due to its land-locked position, any -thing imported into or exported from Tajikistan by 
road or rail has to pass through Uzbekistan, Kazakhstan . and, Tukmenistan 2Currently, 
Tajikistan's cargo passing through Uzbekistan requires 

to make an official deposit equal to 100% of the value of the consignment in US$' which, in 
principle, is refunded as soon as the cargo leaves the Uzbek's border.3 However, Tajik 
businessmen claim that there are problems in getting the deposit; back and often it is not paid in 
US dollars but in local currency. Since 2002 Uzbekistan has introduced a new restriction under 
which 82 Tajik export' commodities including mineral fertilizers, aluminium and chemical 
products require prior approval from the Uzbek government even to use its territories for 
exporting to third countries. The Uzbek government charges a service fee of 0.5% 0 of the 
value of the consignment. The Uzbek government claims that tight restrictions are exercised to 
prevent smuggling of imported goods and illegal drugs. Smuggling occurs due to differentiate 
tariffs between the countries.4 This is against the GATT Article V which outlines Freedom of 
Transit. Transit problems have significantly hindered trade and industrial development in 
Tajikistan. Like traders in Kyrgyz Republic, their counterparts in Tajikistan also face severe 
transit problems when goods are transported, by road due to transit permit, visa and other 
requirements. This significantly adds the cost of exports and imports. 

Republic of Tajikistan has trade relations with 80 countries. As of 2003, it has signed 
bilateral trade agreements with 28 countries, which include all CIS countries, except Georgia 
and 17 non-CIS countries. The non-CIS countries with whom it has the bilateral trade 
agreements are USA, Austria, Bulgaria, Hungary, Vietnam, India, China, Pakistan, Slovakia, 
Turkey, Czech Republic, Romania, Yugoslavia, Kuwait, Iran, Afghanistan and Syria. Under 
the bilateral 'trade agreements preferential access is granted to each other's market on most 
favoured nation (MFN) basis. While Tajikistan has preferential access to European and 
American markets for its exports of manufactured goods and agricultural products under the 
generalized system of preferences (GSP), she has not been able to fully utilize this privilege 
due to the weak infrastructure and the poor production base. 

Tajikistan is a member of EURASEC, which includes Belarus, Kyrgyz Republic, 
Kazakhstan and the Russian Federation. It was created in 2000 to promote trade and 
economic cooperation among the members within the framework of customs union. From the 
beginning it had agreed to remove all tariffs and non-tariff barriers among the members and 
keep external tariffs lower. However, very little progress has been made so far. EURASEC 
aims to have a common external tariff by 2010. Since 1999 it has joined Central Asia 
Economic Union (CAEU), which was formed by Kazakhstan, Kyrgyzstan and Uzbekistan in 

                                                           
2  Tajikistan's exports to and imports from Europe are done by railways through Iliychevsk port in 

Ukraine, which is about 5,000 km from Dushanbe. Anything it exports or imports has to go through 
Uzbekistan, Kazakhstan Turkemnistan and Russia. 

3  If a deposit is not paid, then a Customs Officer will accompany the cargo up to the exit border. An 
official fee is charged for this service. 

4  Nepal's experience is worth discussing here. Being a land-locked country, Nepal faced similar 
problems like many CIS countries until the early 1990s because its trade regime was more liberal than 
that of India This created an incentive for re-exporting of imported foreign goods from Nepal to India 
To prevent this, India exercised tight cross-border formalities, which hurt genuine exporters and 
importers. Following the opening up of the Indian economy in 1991 and harmonization of trade taxes 
between India and Nepal, the incentive for smuggling from Nepal to India vanished. Harmonization in, 
trade policy between the countries reduced cross-border formalities, customs clearance time and 
improved bilateral relations. (Further discussion can be found in Sharma 1999.) 
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1995. It aims to promote trade among members by removing barriers. In reality, however, it 
has not happened as Uzbekistan is reluctant to liberalize its trade regime and Tajikistan faces 
several problems in Transit in Uzbekistan. Tajikistan is also a member of the Shanghai 
Cooperative Organization (SCO), which includes Kazakhstan, Kyrgyz Republic, Uzbekistan, 
Russia and China. It was established to promote free trade and maintain security in the region. 
As yet, no progress has been made in these directions. Tajikistan can gain considerably from 
SCO once the rehabilitation of Silk Road is completed which will give a direct access to 
Chinese markets. Republic of Tajikistan is also a member of ECO, SPECA and CAF. 

Banking Sector Reform 
Following independence, several commercial banks were established by the State to 

support the transition to a market economy. As a result the number of commercial banks rose 
from one in the 1980s to 18 by the mid 1990's. However, they suffer from bad loans (higher 
non-performing loans) due to excessive government interventions. By 1999; shares of bad 
loans in total loans reached about 16% Table 3.7). Higher non-performing loans have 
significantly limited the lending ability of the banking sector and made its lending policy highly 
security driven. This has made access to banking sector loans difficult for small aria medium 
scale enterprises (SMEs) and poverty driven farmers. Also, loans are:±, granted only if 150% 
collateral security is provided which is extremely difficult for SMEs. Although significant 
reforms have taken place since the mid 19906; including deregulation of interest rates and 
permission for foreign commercial; banks to operate in the country, the sector still suffers from 
inefficiency. For example, commercial banks reliance on domestic debt is high and rising. By 
the end of 19906 credit absorbed by these enterprises were equal to 10% of GDP, (Table 3.7). 

Currently, there are 20 commercial_ banks in the country, of which three are foreign 
banks. Apart from traditional banking functions, these commercial banks also perform 
functions such as opening the letter of credits (LCs) and transferring money from Tajikistan to 
other countries by telegraphic transfer and/or bank cheques. Depending on the nature of 
services, banking fees vary from 0.5 to 2% of the transactions. Agroinvestbank has even 
introduced a credit card which is, accepted world-wide, although inside the country it is hardly 
accepted, as local businesses, including big hotels, do not know how to use it nor do they have 
the facility to use it. 

The banking sector has yet to be fully developed in Tajikistan. The business community 
feels that there are too many fees and charges in the banking system. As a result, most SMEs 
keep their liquidity in US dollars and at home rather than in the banking system. This has also 
limited the banking sector's lending ability. Recently three finance companies have emerged in 
the private sector. However, their services are available only to shareholders. As these finance 
companies grow, they may be able to extend their services to non-members. This is definitely a 
move to make the state dominated banking system more competitive. National Bank of 
Tajikistan, with the help of ADB, is developing the Micro Finance Institutions (MFIs) in 
various parts of the country, which will significantly improve the access to finance for SMEs. 
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TABLE 3.7: Key Indicators of the Banking Sector in Tajikistan 
 

 1991 1992 1993 1994 1995 1996 1997 1998 1999

Number of banks (of which foreign owned) 
10.0
(na) 10.0 

(na) 
15.0
(na)

17.0
(na)

18.0
(na)

23.0
(na)

28.0
(na0

20.0
(na)

20.0
(na)

Asset share of state-owned banks (in per cent) na na na na na 5.3 30.3 29.2 6.9 
Bad loans (in per cent of total loans) na na na  na  na 2.9 3.0 3.2 15.8
Domestic credit to enterprises (in per cent of GDP)1 na na na na na 4.0 4.8 7.7 10.0
Stock market capitalization (in per cent of GDP) na na  na na  na  na na na na 

EBRD index of banking sector reform 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 
EBRD index of reform of non-banking financial institutions 1.01 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

 

Note 1: data from IMF. Excludes special cotton financing from NBT. 

Source: EBRD (2002). 
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Foreign Exchange Regime 
Tajikistan had a tight exchange control regime until the end of 1999. Apart from the 

foreign exchange surrender requirements, the government introduced the foreign exchange duty 
on remittances in 1992. The foreign exchange surrender requirements acted as a tax on 
exporters because they had to sell their foreign exchange earnings at lower rates, which 
prompted under-invoicing of exports, while the foreign exchange duty encouraged unofficial 
inflows of foreign exchange. Both undermined the future of the banking system. In 1996, the 
government abolished the foreign exchange surrender requirements and adopted a unified 
exchange rate regime. In the same year the local currency was made fully convertible to all 
current account transactions. In early 2000, the foreign exchange duty was abolished. 
Currently, there are no restrictions in foreign exchange transactions. Although, local somoni is 
fully convertible, traders tend to keep their earnings in the American dollar. 

Privatization of Public Enterprises 

With the implementation of privatization program in the mid 1990's, the private 
sector share in GDP has increased gradually. Its share doubled within four years, from 15% of 
GDP in 1995 to 30% 1999. Similarly, revenue generated 

through the privatization increased from less than 2% of GDP to 4% in the same period 
(Table 3.8). Privatization program has encouraged the private sector's participation in small 
business and trading activities. 

In an attempt to deregulate agricultural market, monopoly of state trading corporations in 
the importation and distribution of agricultural input was abolished and the licensing 
requirement for agriculture trade was eliminated in the mid 1990s. Deregulation of agriculture 
input and output markets, together with the privatization of land and the deregulation of grain 
and bread prices, significantly boost up agricultural production, particularly wheat and cotton 
production, leading to an increase in exports. However, public sector still has a significant 
control in aluminium production, production and distribution of electricity, railways and road 
transport. Buses and trucks have been privatized, and their services have considerably 
improved, particularly the services of urban transportation. Most small enterprises were 
privatized by 2000 and over 50% of large enterprises have been privatized by 2002. 

There has been, however, slow progress in privatizing electricity generation` and 
distribution, road and railways which are essential for trade and industrial' development. By 
early 2003, about 50% of manufacturing industries have been privatized. Despite this, 
production and exports of manufactured goods, textiles and garments in particular, have not 
increased. Most of these manufacturing industries were established during the Soviet regime 
and they need to be modernized, but due to the lack of finance, it has not been done. Also, poor 
business climate remains a major problem in the private sector development in Tajikistan as 
well as in other Central Asian countries. Brunetti et al. (2001) in a rating of 1 (lowest obstacles) 
to 22 (highest obstacles) found that the Central Asian countries scored 19, indicating the poor 
state of business climate for the private sector development. 
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Table 3.8. Key Indicators of Privatization in Tajikistan 

 1991 1992 1993 1994 1995 1996 1997 1998 1999

Share of small firms privatized (%) 1 0.4 10.5 11.4 15.8 20.9 29.9 39.7 56.9 75.3 

Private revenue (cumulative, in per cent of GDP) 0.0 0.7 0.9 1.1 1.5 1.6 2.1 2.8 4.0 

Private sector share in GDP (in per cent) 10.0 10.0 10.0 15.0 15.0 20.0 20.0 30.0 30.0 

EBRD index of small-scale privatization 1.0 2.0 2.0 2.0 2.0 2.0 2.3 3.0 3.0 

EBRD index of large-scale privatization 1.0 1.0 1.0 1.0 2.0 2.0 2.0 2.0 2.3 

Note: 1 data from State property Committee. According to the IMF, out of 6000 firms eligible around 5,500 were privatized by the mid 2000. 
Sour c e :  EBRD (2000). 
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Foreign Investment 
Despite opening up the economy, Tajikistan is the least popular destination for foreign 
investors among the CIS countries mainly due to the lack of appropriate business climate. 
Business climate is poor because of the inefficient institutions, infrastructure and red tape. Per 
capita foreign investment remains very low (less than US$2) and has not significantly 
increased until now. Foreign Investment Law offers several incentives as well as guarantees 
that such investment will not be nationalized. The Law allows foreign investors to purchase 
land and mines. Also, there are no restrictions as to the share of foreign holdings, and foreign 
investment is allowed in most sectors. Foreign investors are permitted to repatriate 100% of 
profits. Foreign investment in the form of intellectual property is protected by the Law (Article 
26 of the Foreign Investment Law).Tax holidays for foreign investment is one of the important 
provisions of the Foreign Investment Law (Article 18) which vary from 2 to 5 years, depending 
on the amount of investment. For example, foreign investment between US$100,000 to 
US$500,000 is exempt from profit tax for 2 years, while foreign investment of over US$5 
million is exempt from tax for 5 years. It appears that by offering tax concessions on the basis 
of capital investment, foreign investment policy has encouraged capital intensive rather than 
labour-intensive investment. Despite these reforms Tajikistan has not been able to attract a 
large number of investments due to weak enforcement of law and order, poor infrastructure, 
and transit and customs related problems. It is in this context, Tajikistan's integration to the rest 
of the world through the membership of WTO is important Gaining WTO membership is 
important for Tajikistan for several reasons (Drabek and Laird, 1997 and Michaloboulos, 
1998). Firstly, WTO membership improves domestic institutions and policies, leading to an 
improvement in Tajikistan's image as a credible nation for trade and investment. Secondly, 
WTO membership improves market access because about 90% of the world market exists 
among the WTO members. Being a member, Tajikistan will have unconditional market access 
on MFN basis. Thirdly, membership of WTO provides access to a powerful dispute settlement 
mechanism, which is otherwise difficult to access. Fourthly, it sends clear signals to potential 
investors and international financial institutions that the country is committed to liberalize. 
Since international financial institutions tide their loans with the level of liberalization, joining 
WTO, or even applying for its membership, can attract much needed development assistance. 

 

CONCLUSION 

Both Kyrgyz Republic and Tajikistan have very low tariffs and they do not apply non-tariff 
measures to restrict imports. Both have a liberal exchange rate regime and meet IMF Article 
VIII standards. There are no restrictions on currency, exchange. They are also the members of 
several regional organizations which are created to promote economic cooperation. Kyrgyzstan 
was the first country in region to obtain WTO membership, while Tajikistan applied for its 
membership on 29 May 2001, which is an important step to create its image as a credible 
nation. However, Tajikistan accession to WTO depends on several factors. These included 
development of market-based institutions, appropriate legal environment and simplication of 
cross-border formalities. The development of these will require both financial and technical 
resources, which Tajikistan lacks. International community can provide valuable help in this 
respect. 




