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Getting prepped for a new market
Welcome to Uzbekistan! Eager to turn
into a market economy, the country that
shares borders with all other Central Asian states, is growing at a head spinning
pace. Hundreds of state-owned assets
are on sale, among them top banks and
corporates, and international investors
will be able to engage themselves in some
of the once protected gems.
GIS Press visited Tashkent, the green, hospitable capital, to collect the latest news
and gossip from the financial market. Although we are not yet offering GIS services
on the ground due to legal restrictions, we
wanted to prepare our readers for what
is going to come soon. A massive wave of
privatizations via IPOs and SPOs is to be
expected next year, for which the framework is being created right now. Thus, we
look forward to playing an important role
in shaping a sizable securities market.
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During our research trip, we certainly
paid the Central Securities Depositary
a visit. General Director Sherali Abdujabbarov announced that the foreign
nominee concept is around the corner
and emphasized that his top-equipped
team has the systems in place to service
international market users.
We are delighted to feature an exclusive interview with Wiebke Schlömer, IFC’s
Regional Director for Europe and Central Asia, in this publication. Setting out
IFC’s considerable investment in the local
economy, she expressed high expectations
in the country’s future.
Kind regards,
Bettina Janoschek
Head of Global Investor Services Sales,
RM & Market Intelligence
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UZBEKISTAN
Where the action is
The Economist magazine named
Uzbekistan the country of the year
2020. Rightly so! The Central Asian
country is transforming into an open
market economy and its dynamics is
overwhelming.
Uzbekistan might be one of the few countries in the world to report economic
growth for 2020. According to estimates
of the International Monetary Fund, the
GDP of Uzbekistan has the potential of
growing by 5% in 2021, despite the impact
of the pandemic. At the same time, the
current account deficit will only marginally rise to 6.5% of GDP.
The resounding success of the recent
placements of Eurobonds by the government and large state-owned banks in
both USD and local currency has firmly
put Uzbekistan on the maps of the global
investor community, and International Financial Institutions have started to provide long-term financing.
The government has proven to be serious about its plans to open the formerly

planned economy and strengthen it by
pushing for capital market development
and inviting international investors. An
apt cabinet under President Shavkat Mirziyoyev is busy setting new standards,
ranging from upgrading the legal framework all the way to a change in mindset.
The IFIs were assigned to assisting major
tasks, such as the EBRD for ramping up
the capital market and the IFC to drive
forth the privatization of large stateowned companies.
Privatization highlights
The long-scheduled sale of state-ownedassets has been given another boost only
in April, when a new Presidential order
defined 15 leading companies and banks
to go public within only one year. A huge
task, given most companies are still following traditional approaches.

Not all state property will end up in foreign
hands, though. There are local investment
funds and affluent individuals, which are
expected to engage themselves too. As a
matter of fact, they do already play a role
in the equity market because some sectors including banks have been reserved
for domestic shareholders so far. This is
good news, since a healthy capital market
will always encompass a fair share of national funds.
Divine dividends
The scarce liquidity of the banking sector
in Uzbekistan, which did not tap the capital market until recently, has been a big
obstacle for lending. Since their financing
capabilities have been dependent on deposits, banks needed to attract their clientele with stellar interest rates. Adding
to this the population’s historically grown
distrust in bank products, they offer deposits with annuities of over 20%.
But Uzbekistan is not only heaven for savers; the dividends on stocks are equally
eyewatering, sometimes reaching 85% of
a company’s net profit.
Stock market set to expand
With an annual turnover of USD 58 mn in
2020 in the secondary market, the equity
market of Uzbekistan is still small. 10% of
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the equity is free float due to earlier privatizations, and another 30% are “real”
free float. However, trading usually takes
place through packages of shares changing their owners via direct deals arranged by banks.
Out of the 120 listed joint stock companies, only a good dozen are liquid. It is
worth noticing that the UCI (Uzbekistan
Equity Market Index) calculated by the
Stock Exchange encompasses all quoted
stocks, which does not make it a purposeful benchmark. In reaction to that, investment professionals have created independent indices, such as the EqRe Blue, to
deliver a clearer picture of what is going
on.
The corporate bond market with a turnover of USD 40 mn p.a. is even tinier. It is
completely detached from the government bond market, which is operated by
the Currency Exchange with its own regulatory framework that, among other,
excludes foreigners. What they both
still have in common is the absence of a
secondary market worth mentioning.
There are nearly no foreign investors active on the capital market of Uzbekistan,
which has to do with legal and infrastructural restrictions. But all this is going to
look different very soon!
Capital markets development
upgraded
The Tashkent Stock Exchange’s building
on busy Mustakillik Avenue hosts a number of broker and investment companies
as well as the Central Securities Depository. Moreover, it used to be the headquarter of the Capital Markets Development
Agency, which was recently resolved and
re-established as Capital Markets Development Department of the Ministry of
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RBI as a promotor

Finance, where it reports to First Deputy
Minister of Finance and former investment banker Odilbek Isakov.

Raiffeisen Bank International,
jointly with its subsidiary Raiffeisenbank Russia, has been an
important market player from the
early days of the country’s opening
through their involvement in Eurobond placements and loan syndications for banks and corporates.

Market participants have welcomed this
move, since this new proximity to the
decision makers will give the market development a push. They appreciate the
Ministry’s openness for dialogue and its
desire to change.

RBI Global Investor Services is
waiting in the wings to launch
their services in Uzbekistan. So far,
foreign custodians have not been
permitted, as much as foreign
investors were de-facto excluded
from the market. A new legislation
expected to come into force before summer, will allow RBI’s clients
to expand to Uzbekistan.

After all, such a transformation is a oncein-a-lifetime opportunity in the history of
a country, which ideally will not destroy
but bring value to its population.
Evgenia Klimova
Head of GIS Russia
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Helping companies grow
and innovate
Wiebke Schlömer, the International Finance Corporation’s Regional Director Europe and Central Asia, talked to GIS Press
about Uzbekistan's importance to the World Bank Group entity. Its meaningful engagement in the evolving economy is aimed
at improving the living conditions of the population as well as at sustainable development.

Ms. Schlömer, what makes Uzbekistan
so important for IFC?
Uzbekistan is a unique country. In addition to its rich cultural heritage and diverse
landscape, the country has a distinctive
history—of opening up its economy and
initiating its transition to a market economy almost 30 years after the other
former Soviet republics. The ongoing reform process, which started in early 2017,
is quickly changing people’s lives. Further,
businesses face fewer obstacles—such as
restrictive foreign exchange and foreign
trade regulations—that constrain their
ability to thrive and grow.

novate, thereby creating jobs, bolstering
infrastructure—especially power systems—and supporting Uzbekistan’s goal
of becoming a middle-income country.

Amid ongoing reforms, the world is watching Uzbekistan closely. This is because
everybody stands to benefit once this former Silk Road state is more open and integrated into the regional and global economy. A vibrant and competitive market
economy in Uzbekistan will also help Central Asia and the wider region to be more
prosperous and stable, creating more and
better jobs for millions of young people.

However, the government needs to continue focusing on critical areas, which include reducing the state’s role in the economy, developing infrastructure, boosting
technology-enabled services, and improving the investment climate further,
among others. In alignment with these
concerted efforts, we are helping the
government put in place and implement
pro-business reforms for private sector
development in the country. We are also
working to bring in expertise, know-how,
and private investors in key sectors of the
economy. Eventually, these endeavors will
help create jobs, eliminate poverty, and
boost prosperity, while ensuring sustainable growth.

We, at IFC, welcome these wide-ranging
reforms to boost Uzbekistan’s economy.
We are committed to continue supporting
the reform agenda by expanding our activities in the country. As a member of the
World Bank Group, our goal in Uzbekistan
is to help end poverty and create opportunity by supporting the development of
the private sector with a combination of
investments and advisory services. Our
aim is to help companies grow and in-
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In which way will the local economy
benefit from your activities?
A series of market-oriented reforms in Uzbekistan is drawing the attention of foreign investors. In addition to significant
liberalization of the foreign exchange
regime, measures are in place to improve
the business and investment climate, demonopolize state-controlled sectors, and
open up the previously isolated economy.

How sizable is the IFC’s involvement
in Uzbekistan?
As of May, IFC had roughly USD 160 mn in
investment commitments in Uzbekistan.

IFC's current portfolio includes capital investments, credit lines and lines provided
to leading banks—Ipoteka Bank, Hamkorbank, and Ipak Yuli Bank—to cover trade
finance for small businesses as well as loans to the country’s large spinning enterprise, Indorama Kokand Textile, private
phosphate fertilizer producer Indorama
Kokand Fertilizers and Chemicals, and
the first private solar photo voltaic (PV)
plant, Nur Navoi Solar. In addition to these
investments, IFC provides advisory services, assisting the government in preparing state-owned banks for privatization,
transforming the cotton sector, modernizing the chemical industry, developing
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and diversifying the financial market,
and piloting public-private partnerships
(PPPs) in the renewable energy and health
sectors.
Going forward, we hope our portfolio will
grow significantly, reflecting the improved conditions for private sector participation in the economy.
Which sectors and business fields are
you aiming at?
In Uzbekistan, IFC focuses on four pillars: making markets work with emphasis on agribusiness, financial sector, and
chemicals industry; enhancing inclusion
through better health care and access to
finance; improving connectivity by trade
integration, private sector participation
in transport infrastructure, and de-monopolization in telecoms/information and
communication technologies; and finally
enhancing sustainability with focus on
energy and utilities.
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Together with the World Bank, we are
working to increase private sector participation in the economy. For example, we
are supporting the privatization program
in the banking and chemicals sectors. We
also stand ready to support the government in establishing a strong pipeline
of PPP projects for the country. There is
great potential across sectors including
power, transport, health, and education.
Of the states in Eurasia, Uzbekistan,
along with other Central Asian countries,
is among the most vulnerable to climate
change. Higher temperatures and lower
precipitation will increase water demand
and reduce water supply in future years.
Similarly, climate change is expected to
adversely affect the demand and supply
of energy. This is why we focus on supporting environmentally sustainable projects, such as renewable energy. As part
of providing transformation support to
Uzpromstroybank, for example, we are

building the bank’s capacity to become
the country’s first climate finance bank.
Another client, Indorama Kokand Fertilizers and Chemicals, used our loan to
make resource efficient improvements
in its production facilities. We plan to do
more on this front as sustainable development is one of our foremost priorities.
What does an IFC engagement
typically look like in the case of
Uzbekistan?
In a recent example, as a transaction adviser, IFC helped the Ministry of Investment and Foreign Trade and the Ministry
of Energy design and tender a PPP to develop a solar PV plant in the Navoi region. After a competitive tender process, in
October 2019, the contract was awarded
to Masdar Clean Energy of the United
Arab Emirates. The company bid to supply solar power at just 2.68 U.S. cents per
kilowatt hour, one of the lowest tariffs in
emerging markets.
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In addition, Masdar and IFC agreed on a
financing package, whereby IFC will be
providing long-term debt financing for
the construction and operation of the
plant. The package included loans of up to
USD 20 mn from IFC and up to USD 20 mn
from the Canada-IFC Blended Climate Finance Program, plus interest-rate swaps
from IFC for all of the debt. In addition, the
Asian Development Bank provided USD 20
mn in financing. The World Bank provided a USD 5.1 mn payment guarantee in
support of the newly established stateowned power utility, National Electric Grid
of Uzbekistan.
The electricity generated from the new
solar plant will be sold through a longterm contract to the National Electric Grid
of Uzbekistan. The project will increase
the installed power generation capacity
by 100 megawatts, powering more than
30,000 households and mobilizing nearly USD 110 mn private and commercial
capital financing. The project will have a
catalytic effect, opening new markets for
private investment and helping realize
the nation’s goal to increase the use of
renewable energy.

is expected to stimulate competition and
serve as a model for future privatizations
of state-owned chemical companies, drawing other investors.
And what about the the banking
sector, where state-owned banks
account for 85% of all assets?
Heavy involvement of the public sector
distorts markets, making it difficult for
Uzbekistan to address financing gaps in
key areas of development such as small
and medium enterprises, infrastructure,
and agriculture. The government is committed to reform the banking system and
build a strong domestic banking sector as
has been demonstrated by the recently
approved banking strategy.

In 2016, the government approached IFC
to facilitate the pre-privatization preparations of selected state-owned banks.
IFC has been working with Ipoteka Bank
since 2017, providing advisory services
to help with its pre-privatization. IFC’s
advisory intervention has resulted in important shifts at Ipoteka Bank, with the
bank’s pre-privatization process already
becoming a best-practice model for other
state-owned banks slated for privatization. Last year, IFC provided a pre-privatization loan equivalent of up to USD 35 mn
in Uzbek soum to Ipoteka Bank to expand
its financing to SMEs in Uzbekistan. The
financing also helps incentivize Ipoteka
Bank’s full commercialization and privatization.

What are your expectations regarding
the privatization process?
Today, state-owned enterprises generate
more than half of Uzbekistan’s gross domestic product. The government needs to
consistently continue privatization while
initiating private sector enabling reforms.
Our investment and involvement aim to
support this movement and boost private sector participation by advising the
government on the privatization process
and bringing in reputable investors.
In the chemical sector, for example, we
provided a loan of USD 12.5 mn last year to
Indorama Kokand Fertilizers and Chemicals to help modernize its fertilizer plant
in the city of Kokand. As the first majorityowned private investment in the fertilizer market in Uzbekistan, the company
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Engineering the market reform
Sherali Abdujabbarov, General Director of the Central Securities Depository of Uzbekistan, has great news. The foreign
nominee concept is about to be introduced, paving the way for international investments. Mr. Abdujabbarov presented
introduced his state-of-the-art organization to GIS Press.
Mr. Abdujabbarov, all eyes are on
Uzbekistan’s issuance activity. There
are sizable IPOs on the horizon and
foreign investors will be invited to
participate.
In light of the upcoming transactions, we
welcome Raiffeisen Bank International’s
plans to expand to Uzbekistan’s securities
market. We at the Central Securities Depositary are looking forward to a fruitful
cooperation in the field of securities settlement.
What has prevented foreign
custodians from covering Uzbekistan
up to now?
Well, there have been a number of hurdles for them, ranging from legislation to
technology. The respective laws, for example the capital markets codex and the
protection of shareholder rights, did not
comply with foreign market practices until now. Moreover, cross-border relations
require special software solutions, which
were also missing. However, I am happy
to confirm that all of this is about to be
solved.
My most important message is that the
foreign nominee concept will be introduced in Uzbekistan shortly. Soon, large
custodian banks, investment banks or asset management companies will be able
to open safekeeping accounts with the
CSD. While the legal framework is being
worked out, will have already initiated our
works on upgrading our IT infrastructure
and processes for the foreign nominee
accounts.
When do you expect the new legislation to be in place?
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We hope that the amendments will be
adopted by June or July. By then, we will
be ready to offer leading custodian banks
such as Raiffeisen Bank to open accounts
for their clients at the CSD.
Where will all the upcoming IPOs or
SPOs of state-owned companies be
listed?
The government’s plan is to list 15 leading
companies within a short period of time.
In the initial stages, they will be quoted at
the Tashkent Stock Exchange. However,
further down the road they might seek for
a listing abroad as well.
What is your view on the reorganization of the Capital Market Development
Agency?
All tasks and powers of the former Agency are now with the Ministry of Finance,
which I deem good news for the market.
Such a set-up may differ from many other
countries, where the regulation is carried
out by an independent body, however, I
believe that the market requires a determined approach in its developing stage.
Once it is well-established and functioning, we may have a new, independent
authority.
The President’s recent order to
reorganize the market authority
came with a three-year program to
develop the capital market. Can you
share some details, please?
A main goal is to boost the market volume to 5% of Uzbekistan’s GDP from 0.3%
currently. Moreover, the amount of issuers as well as the number of types of
securities should be increased. The implementation of modern corporate gover-

nance principles is another important
pillar of the program.
Also, it includes the development of the
market infrastructure as well as its communication technologies.
All this goes along with the aim to ensure top qualification of the professionals
working in the market. As far as the population as a whole is concerned, there
are plans to improve its financial literacy.
I would like to point out that the timeframe of three years, including 2021
already, may sound very ambitious, but
it proves that the government really
aims at an efficient development of our
market.
What are the tasks for the CSD along
the lines of this program?
The major project is the introduction of
foreign access to treasury bonds and securities until 2022. As of now, international
investors are not permitted to buy any.
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Moreover, by 2023 government securities
shall be traded abroad. The plan is to take
them to leading stock exchanges such as
London, which will certainly involve the
CSD as the backbone. To this end, we will
establish strong relationships with Clearstream and Euroclear, which we plan to
open accounts with.
You were offering e-voting two years
ago already, when there was no pandemic in sight.
Yes, we were faster than many other
countries. The tool has been well accepted from the very beginning. So far it was
running based on a permission of the
regulator, but with the new legislation
coming up, it will be backed by the capital
markets law as well.
Can you please set out the split of
roles between the Uzbek Republican
Currency Exchange and the Republican
Stock Exchange Toshkent?
Different from other countries, we maintain two bourses in Uzbekistan. The Cur-

rency Exchange is the trading place for
government securities, while all corporate securities are listed on the Stock
Exchange. Eventually, they might be tied
closer together and brokers be licenced to
trading in both.
Currently, the CSD supports the Stock Exchange exclusively, but there are plans
to centralize all securities registered in
Uzbekistan here at the CSD. I consider it
crucial to run all activities through one
system.
In collaboration with the Central Bank
and other government bodies we follow
the recommendations of IOSCO, PFMI etc.,
which suggest performing securities settlement in one place. Moreover, it is in the
interest of international investors to have
a comfortable and flexible access to our
market.
All these tasks require a high level of
expertise.
We have an exquisite team of about 60 in-

ternationally oriented professionals, most
of whom are certified by the regulator. I
am proud to report that our highly skilled
IT experts have developed in-house our
state-of-the-art system architecture. We
put a high attention to our IT competencies because our business strategies ultimately rely on their developments. Our
next software releases will be an ISIN allocation program and a KYC system, all
made by the CSD, in August.
Moreover, we speak many foreign languages, not just English. You can address us
in Korean, for example.

About the CSD
The Central Securities Depositary of
Uzbekistan services 906,000 holders
of securities. Founded in 1999, it
has been a driver of modernization
of the domestic securities market.
Around 600 joint stock companies
with an equity capital of UZS 149 trn
(USD 13 mn) are registered at the
CSD, a vast majority thereof owned
by the state. 6.2% of the nominal
value are held by individuals.
Apart from the usual settlementrelated services, the CSD also
performs the registration of OTC
transactions, electronic voting and
advisory services.
It is regulated by the Ministry of
Finance. The State Assets Management Agency (UzSAMA) holds
100% in the CSD and 50% the Stock
Exchange.

GIS Press | May 2021

8

MARKET ROUNDUP

CROATIA

Mensur Hodžic, Head of GIS Croatia

CNB calls for climate awareness
At a meeting organized by the Croatian National Bank (CNB)
and the European Bank for Reconstruction and Development
(EBRD), Governor Boris Vujčić emphasized that central banks
need to understand the risks associated with climate change.
At the same time, they must ensure that participants in the
financial system are equally aware of these risks.
He warned that central banks should not be expected to be
leaders in the fight against climate change given that their
instruments are less effective in this case than the instruments available to the state.
A survey among Croatian banks on sustainability risks conducted by the CNB showed that while banks are aware of risks, they underestimate their exposure to them.
At the same time they sometimes overestimate the opportunities arising from the
transition to a low-carbon economy.

Spotlight news
Novak Djokovic and RBI sign
partnership
Serbian tennis star Novak Djokovic
and Raiffeisen Bank International
announced a partnership. Djokovic,
who has been holding the number
one position in tennis for the record time of 316 weeks, will be a
brand ambassador for RBI and its
subsidiaries in Central and Eastern Europe. Raiffeisen will also
support the recently established
Tennis Academy of Novak Djokovic
in Belgrade.

threats posed by climate change.

The term of the cooperation is
three years with the option to
prolong. The ﬁrst commercial was
recently ﬁlmed in Monte Carlo, the
residence of Novak Djokovic, and
will be launched in CEE soon.

Mensur Hodžic, Head of GIS Croatia

Novak Djokovic won 82 ATP-tournaments, among them 18 Grand
Slam tournaments.

Our view
Banks and other ﬁnancial institutions need to incorporate climate risks into
their business strategies and make their businesses more resilient to the

MONTENEGRO

Montenegro and Sarajevo Stock Exchanges
to cooperate more closely
Montenegro Stock Exchange and Sarajevo Stock Exchange signed an agreement
on business and technical cooperation, which extends the existing collaboration
between the two stock exchanges.
Both Stock Exchanges will strive to initiate other joint projects, exchange their knowledge and experiences, harmonize stock exchange processes and regulations, and
explore new platforms and stock exchange services.
The Montenegro Stock Exchange, as the organizer of the capital market, has a significant role and responsibility, because it is expected to lead the further development
processes on the Montenegrin capital market.
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Banking on the Silk Road
The banking system of Uzbekistan, whose tradition is closely connected with its geographic position on a historic
trading route of global importance, went through many changes until it became the powerful link in the national
economy that it is today.
Strolling through the center of Tashkent,
having admired Amir Temur’s huge bronze statue and the smashing structure of
Hotel Uzbekistan, one passes by a low
but luxuriant building that once was the
Tashkent branch of the Russian State Imperial Bank. The Russian military had conquered the western part of Central Asia
in the 19th century in several steps and
organized it as Turkestan province with
Tashkent as a regional hub. Capitalism,
supported by an early banking system,
developed in this area up until the October Revolution of 1917.

The ancient building is now a branch of
Sanoat Qurilish Bank aka Uzpromstroybank, which was established in 1922 to
support the development of the country’s
economy. When Tashkent was devastated by an earthquake in 1966, it played a
crucial role in financing the reconstruction works.
Alert investors have already spotted SQB
on the list of the top state assets to be
privatized via the capital market soon.
This list is lead by the country’s largest
bank, the NBU (National Bank of the Re-

public of Uzbekistan for Foreign Economic Activity), not to be mistaken for the
Central Bank. The NBU, founded in 1991
to finance the government’s policies, has
been a crucial factor in carrying out economic reforms.
Independent banking since 1991
The year 1991 marked the independence
of Uzbekistan and the beginning of the
formation of a number of banks, which,
operating in a market economy, gradually
developed and adopted modern methods
of work. Most of them were state-owned.
The introduction of the national currency, the soum (UZS), in 1994, was an important milestone in the emergence of
an independent banking system and the
development of the economy as a whole.
The Central Bank became completely independent in its actions and thus could
further contribute to the creation of a
national monetary system using market
regulation instruments. From that time
on, the activities of the Central Bank have
been aimed at ensuring the stability of
the national currency.
Banking legislation was further improved in 1995. The new Law "On the Central
Bank of the Republic of Uzbekistan" not
only strengthened the legal foundations
of the banking system, but also clearly
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defined a new special status including
strong powers for the Central Bank. The
year after, the Law of the Republic of
Uzbekistan "On Banks and Banking Activities" was adopted, which specified
the legal aspects of the activities of the
second level of the banking system, i.e.,
commercial banks.

foreign exchange market.
In the early 2000s, Uzbekistan’s banking
sector served many purposes and trends:
small business initiatives, protection of
retail savings deposits, stimulation of
commercial banks' development, system
liberalization, a mortgage boom and the
breakthrough of universal banking.

The strategic reforms continued, with the
encouragement of private capital inflow
into the banking sector as one important
direction. This process intensified upon
the Presidential decree "On measures to
stimulate the creation of private commercial banks." It provided benefits for
opening banks with a share of capital of
individual investors of at least 50%.

Today banks are not yet playing a strong
enough role in financing private sector growth, which mainly has to do with
their lack of liquidity. However, initiated
by SQB last November and followed by

NBU and Ipoteka Bank, major banks have
started borrowing from the global capital markets. They were well received and
it seems the appetite for securities from
Uzbekistan is by far not satisfied.
Lyudmila Anufrieva
Network Manager, GIS Russia

Open for innovation
Around the same time, the financial institutions started to introduce information systems. While almost all calculations
were carried out during the workday until
1997, the adoption of the innovations and
new software allowed all settlements to
be transferred to automatic mode.
This modern system of interbank electronic payments also included a settlement
mechanism, which enabled commercial
banks to soon operate in accordance
with the Basel recommendations. Thanks
to a further liberalization of the foreign
exchange policy, Uzbekistan developed
and introduced a mechanism for trading
foreign currency in the over-the-counter
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