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corruption. The country’s fiscal and monetary figures have been
negatively affected, as Uzbekistan entered a transition period due to the
ongoing liberalization of the economy. However, we expect the economy
to stabilize, as the government is engaged in coordinating the fiscal and
monetary policy.
On the positive ground, short- and long-term debt levels continue to be
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creditworthiness. The future development of the ratings will largely
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Ongoing FX and monetary policy reforms. In order to improve foreign
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moving from a fixed exchange rate to a managed float scheme, removing
capital controls and maintaining an independent monetary policy. These
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measures contributed to the unification of the FX market and the
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elimination of the associated economic distortion, allowing private firms
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negotiating loan terms and setting FX transaction commissions. The
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reform is expected to improve business environment, attract additional
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FDI, and as a result, facilitate job creation and economic growth.
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FX liberalization, the Central Bank of Uzbekistan (CBU) has increased the
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refinancing rate from 9% to 14% in June 2017. However, this did not
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prevent inflation rate from rising up to 18,9% in 2017, as it picked up due
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to the pass-through effects of FX liberalization (see graph 1). In 2018, we
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In order to contain credit expansion and inflation pressures prior to the

expect inflation to stay rather high at 16,9%, hence monetary policy is
likely to remain restrained in the course of the year.
In line with the 2017-2021 monetary policy reforms, the CBU plans to
gradually switch from FX to inflation rate targeting, allowing the national
currency to trade freely in the next two to three years while maintaining a
managed float in the meantime. Additionally, the CBU has recently started
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reporting to the parliament directly, and is expected to gain further
independence, which is essential for the monetary policy’s transition to

Graph 1: Inflation vs exchange rate dynamic

inflation targeting. Ultimately, monetary policy effectiveness will largely
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the country’s main trade partners). This contributed to create buffers,
which prevented a sharp contraction of output as GDP growth rate
remained positive in 2016 at 7,8%, only 0,1p.p. below the 2015 figure.
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Source: RAEX (Europe) calculations based on data from the IMF and CBU

Growth is likely to be weaker at around 5,3% in 2017 following the
adjustments to the recent UZS devaluation and we expect this figure to

Graph 2: Fiscal balance vs real GDP growth

stay at around 5% in 2018 in spite of a solid domestic demand and the
economic recovery of Uzbekistan’s main trading partners (see graph 2).
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around 1,3% of GDP (see graph 2) as the government is planning to
restrain fiscal expenditure and collect additional revenue from improved
tax administration and increased commodity prices in the course of the

Fiscal balance, % of GDP (rhs)

year. In 2018, a number of deep structural reforms are likely to take place

Real GDP growth y-o-y, %

as the government is urged by international organizations to improve the

Source: RAEX (Europe) calculations based on data from the IMF

institutional stance of the country. One of the major revisions would be
done in the tax legislation which impedes the creation of specialized

Graph 3: Government debt dynamics
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standing at around 24,5% of GDP and 77,5% of budget revenues in 2017

General government debt, % of GDP

(see graph 3). Short-term debt remains historically low at around 1% of
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GDP and 3,2% of budget revenues. This, combined with a substantial

Source: RAEX (Europe) calculations based on data from the IMF

1 A turnover tax is similar to VAT, with the difference that it taxes intermediate and possibly capital goods. It is an indirect tax, typically

on an ad valorem basis, applicable to a production process or stage.
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amount of FX reserves at more than 90x of short-term debt, reflects the
reduced credit risks of the country.

Graph 4: Financial sector dynamics
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Job creation is one of the key drivers of economic development for
Uzbekistan, as the amount of working-age population has been increasing
rapidly in the past two decades. The government, therefore, would need
to use this demographic window of opportunity and continue financing
internal production and infrastructure projects for which additional
sovereign debt financing will be required. Hence, Uzbekistan is planning
to issue its first Eurobond in 2018, which is designed to set a benchmark
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to corporate entities, making them more willing for international
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fundraising and expanding their businesses.
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Financial sector depends on government finance. The recent FX

Source: RAEX (Europe) calculations based on data from the IMF and CBU

liberalization resulted in a sharp increase in bank’s assets and private
credit volumes relative to GDP by around 24,6p.p. and 17,9p.p. to around

Graph 5: Banking sector structure
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remain a concern and may lead to vulnerabilities.
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Nevertheless, according the CBU, the sector stays solid and well-buffered
with NPLs at 1,2% of total loans and capital to assets ratio at 12,4% in

Source: RAEX (Europe) calculations based on data from the CBU

2017 (see graph 6). Banks have received liquidity and capitalization
support prior to the FX liberalization reform in the mid-2017 and are

Graph 6: Banking sector indicators

expected to be supported further if difficulties arise.
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Institutional development and credit climate Despite the recent steps
towards greater transparency, institutional development remains limited

remains one of the most undeveloped countries amongst the CCA peers 2
as shown by the low level of GDP per capita, estimated at USD 6 910 in
2017, and an HDI index of 0,59 in 2016 (see graph 7).

Here Caucasus and Central Asia (CCA) oil exporters: Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan.
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The newly elected president, Shavkat Mirziyoyev, seems to favor
economic and structural reforms aimed at attracting international

GDP per capita (USD th)

Graph 7: Development matrix CCA oil exporters
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Source: RAEX (Europe) calculations based on data from the IMF and UN

reforms along the 2017-2021 development strategy of the country.
Fighting poverty and unemployment, especially within the young
population, will be one of the top priorities for the government, as it may,
among other things, help to prevent possible protests and radicalization,
hence foster essential stability of the political regime.
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