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Abstract

The trade regime currently in place in Uzbekistan supports the development of
import-substituting industries and hinders the development of export-oriented
industries. Consequently, primary commodities continue to dominate the
country’s merchandise exports. The rapid expansion of merchandise exports in
2001-2010 was due mostly to the rise in world prices of primary commodities.
The expansion of imports was to a large degree on account of increases in
imports of intermediate and capital goods for import-substituting industries.
Trade surpluses were achieved through high taxes on imports and rationing of
foreign exchange. Significant shifts occurred in the geographic distribution of
trade. The share of the EU in both exports and imports decreased, and Russia
overtook the EU as Uzbekistan’s top trading partner. The share of China in both
exports and imports increased considerably. The share of the Central Asian
countries in exports fell significantly, while their share in imports rose modestly.
Exports to Afghanistan surged, but imports from Afghanistan remained small.
This suggests that there is a lot of scope for expanding economic cooperation
between Uzbekistan and other Central Asian countries as well as between
Uzbekistan and Afghanistan.
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1. Introduction

Uzbekistan is situated in the heart of Central Asia. It borders all the other four Central Asian
(CA) countries (Kazakhstan, Kyrgyz Republic, Tajikistan and Turkmenistan), as well as Af-
ghanistan. It is the most populous of the CA countries and has the second largest economy in
the region, after Kazakhstan’s. Accordingly, the trade regime (policies, regulations and proce-
dures affecting exports and imports) and trade developments in Uzbekistan have a consider-
able impact on economic activity in the other CA countries and significant implications for
regional economic cooperation in Central Asia.

The existing literature on the trade regime and trade developments in Uzbekistan is
fragmented and largely outdated.’ This paper seeks to provide an up-to-date and com-
prehensive review of the trade regime and trade developments in Uzbekistan using the
most recent available data. It pays particular attention to Uzbekistan’s trade with other
CA countries and Afghanistan, and highlights major policy-related, regulatory and pro-
cedural barriers to exports from and imports to Uzbekistan. The purpose of the paper is
to help improve the trade regime in Uzbekistan and promote regional economic coopera-
tion in Central Asia.

The rest of the paper is organized as follows. Section 2 discusses the Government of Uz-
bekistan’s development priorities that have shaped the country’s trade regime. It then
reviews key elements of the current trade regime, including quantitative restrictions,
licensing, trade taxes, tax privileges pertinent to trade, exchange rate arrangements, free
trade agreements, and export and import procedures. Using official data from the State
Committee of the Republic of Uzbekistan on Statistics, Section 3 describes recent trade
developments, including growth of exports and imports in 2001-2011 and changes in
the composition and geographic distribution of exports and imports between 2000 and
2010. Section 4 presents conclusions, including an assessment of the extent to which
Uzbekistan’s trade regime has served the government’s development priorities.

! The World Bank (1999) analyzes Uzbekistan’s trade regime as of 1999 and the country’s trade performance
in 1993-1998. The United Nations Economic and Social for Asia and the Pacific (UN-ESCAP) (2004) reviews
the trade facilitation framework that was in place in Uzbekistan in 2004. The Asian Development Bank
(2006) reviews trade developments in Azerbaijan, Kazakhstan, Kyrgyz Republic, Tajikistan and Uzbekistan
from 1999-2004 and barriers to trade in Central Asia, including those related to Uzbekistan’s trade policy
in 2005. The World Bank (2007) discusses cross-border trade among countries that are members of the
Central Asia Regional Economic Cooperation (CAREC) Program, including Uzbekistan. Pomfret (2007)
reviews quantitative trade restrictions in CAREC member countries. The World Bank (2010) provides
some information about Uzbekistan’s import regime as of 2009 and trade outcomes for 2007-2009 and
the first half of 2009. Mogilevskii (2012) provides an overview of the trade environment and recent trade
developments in Afghanistan and CA countries, including Uzbekistan.



2. Trade regime

Uzbekistan’s trade regime has, to a considerable degree, been shaped by the government’s

development priorities that were formulated in the 1990s and include the following:

e Achieve economic independence by reducing imports, developing import-substituting
industries, and ensuring adequate domestic supply of essential goods, including energy
and food products;

e Introduce new technologies and modernize domestic industries;

e Develop export potential and increase international reserves;

e Diversify the composition of exports away from primary commodities towards high val-
ue-added finished goods; and

e Pursue mutually beneficial economic cooperation with other countries without falling
into the sphere of influence of any country.?

Accordingly, the trade regime accords a high level of protection to import-substituting indus-
tries and restricts exports of food and other products to ensure their adequate supply in the
domestic market. There are tax privileges for import-substituting industries and exporters of
manufactured products. It is relatively easy to import capital goods, especially for state-spon-
sored investment projects, but imports of consumer goods considered to be non-essential face
high barriers. Uzbekistan has not been enthusiastic about regional economic integration ar-
rangements that are dominated (or perceived to be dominated) by a particular country.

2.1. Quantitative restrictions and licensing

Like other countries, Uzbekistan prohibits or licenses exports and/or imports of certain
goods (such as weapons and radioactive substances) to protect national security, public
health and the environment. Uzbekistan also prohibits or licenses exports of a number of
consumer and intermediate goods, including grains, flour, meat, sugar, vegetable oil, hides,
and silkworm cocoons, to ensure their availability in the domestic market at relatively low
prices. As a major producer and exporter of gold, Uzbekistan licenses exports of precious
metals and stones and products made of them to ensure that its gold exports do not lead to a
slump in the world price of gold. Imports of precious metals and stones and products made
of them are licensed to control capital outflows.

Although cotton is not on the list of goods subject to export licensing, only state-owned trad-
ing companies under the Ministry of Foreign Economic Relations, Investments and Trade
(MFERIT) are allowed to export it. One reason for this is that the government wants to avoid
a repeat of the situation in the early 1990s when disordered exports of cotton fiber by farms
and private trading companies caused a sharp decline in the world price of cotton. Another
reason is that the government wants to have greater control over foreign exchange earnings
from exports of cotton fiber.

2 Karimov (1998)



The law on protective measures and antidumping and countervailing duties stipulates that
a quantitative restriction on the volume or the value of imports of any good can be imposed
if its imports cause, or threaten to cause, serious damage to the economy. However, such re-
strictions have never been imposed in practice.

2.2. Trade taxes

2.2.1. Export taxes

There are no explicit export taxes in Uzbekistan. However, an excise tax is levied on some goods,
such as natural gas, not only when they are sold in the domestic market, but also when they are
exported. Furthermore, most exports are effectively taxed through export proceeds surrender
requirements and overvalued exchange rates (Box 1). For example, the requirement that all
proceeds from cotton fiber exports be sold to the Central Bank of Uzbekistan (CBU) at the CBU
rate was tantamount to imposing a tax of approximately 25% on cotton fiber exports in 2011,
assuming the average annual equilibrium exchange rate was 2,300 Uzbekistan sums per US
dollar (US$),(as compared with the average annual CBU rate of 1,716 sums per US$ and the
average annual black market rate of 2,493 per US$). Under the same assumptions, the require-
ment that 50% of proceeds from some other exports be surrendered at commercial bank rates
was equivalent to levying a tax of roughly 13% on those exports in 2011.

Box 1. Exchange Rates in Uzbekistan
There are multiple exchange rates in Uzbekistan. The most significant for trade are:

¢ CBU exchange rate. This rate is set by the CBU and used for several purposes related to
trade. Trading companies of the Ministry of Foreign Economic Relations, Investments and
Trade (MFERIT) sell all foreign exchange proceeds from cotton fiber exports (excluding
foreign exchange expenses on exporting cotton fiber, such as transportation expenses)
to the CBU through commercial banks at the CBU rate. Accordingly, the prices at which
farms have to sell raw cotton to state-owned cotton ginning companies and the prices at
which the latter sell cotton fiber to MFERIT trading companies are based on the world
price of cotton fiber converted into sums at the CBU rate. Furthermore, taxes levied on
imported goods are computed in foreign exchange but paid in sums at the CBU rate.

¢ Commercial bank rates. These rates are close to the CBU rate and apply inter alia,
to mandatory sales of 50% of receipts from exports (except those of cotton fiber, ex-
ports of own products by micro and small firms, and some other exports) and sales of
foreign currency by commercial banks to importers.

¢ Black market exchange rates. Since purchasing foreign exchange from commercial
banks can be difficult, some importers buy foreign currency on the black market. Foreign
exchange for unofficial imports is also purchased on this market. The sources of supply of
foreign exchange on the black market include remittance inflows and unofficial exports.
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Uzbekistan officially introduced full convertibility of the sum for current international
transactions and effectively unified the CBU and black market rates in 2003 (Figure 1).
However, a significant spread between these rates reemerged in 2009 when the global
economic crisis reduced the supply of foreign currency in Uzbekistan. The spread wid-
ened to over 50% towards the end of 2011, an indication that purchasing foreign ex-
change from commercial banks became more difficult and informal imports increased.

Figure 1. End-of-Period CBU and Black Market Exchange Rates, 2000-2012
(Sums per USS)

3500
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1000 =

2000
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May-12

Source: Central Bank of Uzbekistan and the authors’ observations.

2.2.2. Import taxes

There are three types of import taxes in Uzbekistan: (i) customs duties on imports (hence-
forth referred to as tariffs); (ii) excise taxes that are levied on imported goods but not on
domestically produced goods or have higher rates for imported goods than for domesti-
cally produced goods, and (iii) the Road Fund tax on imported vehicles.? The country’s
legislation provides for antidumping and countervailing duties, but no such duties have
been imposed in practice.

There are five ad valorem tariff rates in the tariff schedule: 0%, 5%, 10%, 30% and 40%.
Many goods are subject to an ad valorem tariff or a specific tariff, whichever is greater. There
are also compound tariffs which are a combination of an ad valorem and a specific tariff. To
protect domestic producers, tariffs on many imported final goods, such as automobiles, fur-
niture and textile products, are quite high, while tariffs on raw materials, intermediate goods,
machinery and equipment are generally low. In what appears to be an internal inconsistency

3 Imports are also subject to the value-added tax. However, this tax is not an import tax because it is levied on both

imported and domestically produced goods and its rate does not vary depending on the origin of a product.
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in Uzbekistan’s trade regime, a non-zero tariff (which raises the domestic price of the taxable
commodity) is levied even on some goods whose exports are prohibited or licensed to keep
their domestic prices down (such as grains, flour, meat and sugar).

The tariff schedule applies to imports from countries to which Uzbekistan has granted most-
favoured-nation (MFN) status. There were 45 such countries as of 20 June 2012. Imports from
countries without MFN status and with which Uzbekistan has not signed a free trade agree-
ment, as well as imports of undetermined origin, are subject to MFN tariffs multiplied by two.

According to World Bank estimates, the simple average MFN tariff rate was 14.5% in 2009,
up from 11.0% in 2001 (Table 1). The applied weighted average tariff rate was 6.9% in
2009, up from 5.8% in 2001. The share of tariff peaks in the tariff schedule increased from
31.0% in 2001 to 33.6% in 2009.

Table 1. Average Tariff Rates and Share of Tariff Peaks in Tariff Schedule, 2001-2009 (%)

2001 2006 2007 2008 2009

Simple average MFN tariff rate 11.0 15.0 15.0 14.7 14.5
Weighted average MFN tariff rate 5.8 11.5 10.6 10.3 10.0
Simple average applied tariff rate 10.6 11.3 10.8 11.9 11.8
Weighted average applied tariff rate 5.8 7.3 6.6 6.6 6.9
Share of tariff peaks in the tariff schedule 31.0 35.4 32.0 34.0 33.6

Source: World Development Indicators online database

A distinctive feature of Uzbekistain’s trade regime is that some imports are subject to
excise taxes that are not charged on domestically produced goods, and there are excise
taxes with rates that differ depending on where the taxable goods are produced. For ex-
ample, furniture imports are subject to a 50% excise tax, while there is no excise tax on
domestically produced furniture (Table 2). The rate of the excise tax on certain jewelry
is 90% if it is imported and 25% if it is domestically produced. The rate of the excise
tax on automobiles produced by GM Uzbekistan is 29%. The excise tax rate on similar
cars manufactured in and/or imported from countries other than Russia and Ukraine
is US$2.5-7.2 per cubic centimeter of engine displacement and usually amounts to over
29% of the purchase price of an automobile. The rate of the excise tax on most new auto-
mobiles manufactured in, and imported from, Russia or Ukraine is 5%.

Table 2. Rates of Select Excise Taxes, 2012
(% unless otherwise indicated)

On Domestically

Goods On Imported Goods Produced Goods
Fresh apples, pears and quince 100.0 0.0
Juice (except citrus juice) 70.0, but no less than USS$1.0 per liter 0.0
Fresh meat 30.0 0.0
Frozen meat 70.0 0.0

Cheese 70.0 0.0
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On Domestically

Goods On Imported Goods Produced Goods
Sausages 50.0 0.0

Sugar 10.0 0.0
Furniture 50.0 0.0
Carpets 120.0 0.0
Certain types of clothing accessories 50.0 0.0
Audio, video recorders, players 45.0 0.0
Refrigerators 30.0 0.0
Certain jewelry 90.0 25.0
Certain categories of automobiles USS$2.5-7.2 per cubic centimeter of 29.0?

engine displacement or 5.0

1 The rate of the excise tax on automobiles that are similar to those produced by GM Uzbekistan but are
manufactured and/or imported from countries other than Russia and Ukraine varies from US$2.5 to
US$7.2 per cubic centimeter of engine displacement depending on the total volume of engine displacement
and on when the automobile was produced. The rate of the excise tax on new vehicles manufactured in,
and imported from, Russia or Ukraine (except specialized vehicles used for medical purposes) is 5%.

2 This is the rate of the excise tax on automobiles produced by GM Uzbekistan.

Source: Resolution of the President of the Republic of Uzbekistan No. I11-1675 dated 30 December 2011.

Excise taxes levied on imported goods but not on domestically produced goods are essen-
tially the same as tariffs. In the case of excise taxes charged on both imported and domesti-
cally produced goods, but have higher rates for imported than domestic goods, the difference
between the rate of a tax for imported goods and its rate for domestically produced goods
constitutes an implicit tax on imports.* In addition to a non-zero tariff, an import tax in the
form of an excise tax charged on imported goods but not on domestically produced goods is
levied on meat, sugar and other goods whose export are prohibited or require a license to
ensure their availability on the domestic market at relatively low prices.

There is also a Road Fund tax, which is charged on imported but not on domestically pro-
duced vehicles. The rate of the tax is 6% for automobiles and 20% for trucks. Vehicles pro-
duced in Russia and Ukraine are exempt from this tax. Hence, vehicles produced in other
countries are subject to all three import taxes, which often add up to over 100% of the pur-
chase price of an imported vehicle.

[t is worth noting that for many importers, the effective rates of import taxes are lower
than their nominal rates. The reason is that import taxes are computed in foreign ex-
change but are paid in sums at the CBU rate. For those importers that buy foreign ex-
change on the black market, the ratios of import tax payments to the customs value of
imported goods in sums at the black market rate are much lower than the nominal rates
of the import taxes.

*  Similarly, the difference between the two rates constitutes an implicit subsidy on imports in the case of
excise taxes that have lower rates for imported goods than for domestically produced goods.
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2.3. Tax privileges pertinent to trade

There are a number of tax privileges for exporters.® Notably, the rates of the profit and prop-
erty taxes are reduced by 30% for firms exporting 15-30% of their total output. The rates of
the profit and property taxes are reduced by half for firms exporting over 30% of their total
output. Textile firms selling at least 80% of their total output for hard currency are exempt
from the property tax. Most domestically produced goods subject to an excise tax are exempt
from this tax when they are exported.

Some imports are exempt from tariffs, excise taxes and/or the value added tax (VAT). In
particular, imports from countries with which Uzbekistan has a free trade agreement;
imports of equipment not produced in Uzbekistan and used in producing import-com-
peting goods; and imports of goods that are used as inputs for exports by firms regis-
tered in the Navai Free Industrial Economic Zone are exempt from tariffs. Imports of
equipment for scientific and innovative projects financed by foreign organizations on a
grant basis are exempt from excise taxes and VAT. Imports of equipment approved by the
government are exempt from VAT.

There are tax privileges for import-substitution industries as well. Profits from the produc-
tion of the goods included in the import-substitution program (called the localization pro-
gramme) are exempt from the profit tax. Buildings and equipment used in producing such
goods are exempt from the property tax.

2.4. Free trade agreements

Uzbekistan has bilateral free trade agreements with Azerbaijan, Armenia, Belarus, Georgia,
Kazakhstan, Kyrgyz Republic, Moldova, Russia, Ukraine and Tajikistan. These agreements are
implemented (at least partially), but have narrow coverage.

Uzbekistan signed the 1994 agreement between the countries of the Commonwealth of In-
dependent States (CIS) to create a free trade area. However, this agreement was not imple-
mented for a variety of political, economic and technical reasons. In October 2011, eight CIS
countries entered into a new free trade agreement. Uzbekistan did not sign this agreement.

2.5. Export and import procedures
Uzbekistan’s export and import procedures are widely considered to be cumbersome. The

World Bank and International Finance Corporation (IFC) Doing Business 2011 and Doing
Business 2012 reports rank Uzbekistan 183rd out of 183 countries on ease of trading across

5 These tax privileges do not apply to exporters of raw materials (such as cotton fiber, natural gas and
metals) and trading companies exporting products of other firms. Moreover, exporters of raw materials
and trading companies exporting products of other firms get a value added tax (VAT) exemption, whereas
firms exporting products of own production pay VAT at a zero rate.
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borders (Table 3).® According to the Doing Business database, ten documents are required to
export from Uzbekistan and 11 are required to import to Uzbekistan.” By comparison, four
documents are required to export from and import to Singapore, and eight are required to
export from, and nine are required to import to, the Kyrgyz Republic. Additonally, the costs

to export and import have increased considerably. (See Table 3.)

Table 3. Trading Across Borders Indicators

2005 2006 2007 2008 2009
Ease of Trading rank

Exporting

Number of necessary documents 10 10 10 10 10
Time to export (days) 80 80 80 80 71
Cost to export (USS per container) 2,550 2,550 2,550 3,100 3,100
Importing

Number of necessary documents 11 11 11 11 11
Time to import (days) 104 104 104 104 92

Cost to import (USS per container) 4,050 4,050 4,050 4,600 4,600

Source: World Bank and International Finance Corporation,
Doing Business database, http://www.doing business.org

2010
183

10
71
3,150

11
92
4,650

2011
183

10
71
3,150

11
92
4,650

The time needed to export from and import to Uzbekistan has reduced over the past few years,
but still it remains quite long. The country’s land-locked location far away from major seaports
is one reasons for this, and why the cost of exporting from and importing to Uzbekistan is high.
The country’s cumbersome border crossing and customs clearance procedures are another
contributing factor. According to the Doing Business 2012 report, document preparation, cus-
toms clearance and technical control for exports took 36 days and cost US$450 in Uzbekistan
in 2011 per full 20 foot container. (Table 4). In comparison, the same procedures took two days
and cost US$166 in Singapore, and 26 days and cost US$410 in the Kyrgyz Republic.

Table 4. Breakdown of Time and Cost to Export and Import, 2011

Export Import
Time (days) Cost (USS) | Time (days) = Cost (USS)
Document preparation 32 250 50 250
Customs clearance and technical control 4 200 200
Ports and terminal handling 5 200 3 200
Inland transportation and handling 30 2500 31 4000
Total 71 3150 92 4650

Source: World Bank and International Finance Corporation (2011).

¢ The country rankings in Doing Business 2011 are based on data current as of 1 June 2010, and the rankings

in Doing Business 2012 are based on data current as of 1 June 2011.

7 There are inconsistencies between the World Bank/IFC data on documentation requirements for exports and
imports in Uzbekistan and whatis specified in local regulations. According to the regulation on documentation
requirements for customs clearance of exports and imports (dated 8 April 1998), up to eight documents are
required for customs clearance of exports and up to 11 are required for customs clearance of imports.
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The indicators included in Doing Business reports do not fully capture all administrative bar-
riers to exports and imports. One is the requirement that an exporter receives a 100% pre-
payment from the buyer, obtain a letter of credit from the buyer’s bank, or insure the export
contract against political and commercial risks before making the shipment.? Other barriers
to exports include long delays in obtaining a VAT refund and the fine imposed on exporters
for nonpayment or a late payment for exported goods or services by buyers.’

There are also registration and clearance requirements for import contracts. Every import
contract has to be registered with the importer’s bank and with customs. A large number of
documents have to be submitted to customs for registration of an import contract. Import
contracts financed from the state budget, financed though loans taken out or guaranteed by
the government, and those concluded by companies that are more than 50% state-owned
and do not have enough foreign exchange of their own to make the payments under the con-
tracts have to be cleared by the MFERIT before they can be registered by the importer’s bank.

2.6. Currency convertibility

Although Uzbekistan de jure introduced full convertibility of the national currency for cur-
rent international transactions on 15 October 2003, importers often experience long delays
in purchasing foreign exchange through official channels. This constitutes a major barrier for
imports and exports because equipment, raw materials, spare parts and other goods often
need to be imported to produce exportable goods.

3. Recent trade developments
3.1. Growth of trade

Exports from and imports to Uzbekistan expanded considerably in 2001-2011.2° According
to official statistics, exports of goods and services increased 4.6-fold from US$3.3 billion in
2000 to US$15.0 billion in 2011 (Figure 2).}' Imports of goods and services rose 3.6-fold,
from US$2.9 billion in 2000 to US$10.5 billion in 2011.?

Buyers often refuse to make a 100% prepayment or demand a substantial discount for making such a
prepayment. Exporters usually pay an insurance premium equal to 3-5% of the value of an export contract
to insure it against political and commercial risks.

9  The fine is equal to 10-100% of the amount paid late or not paid by buyers.

10 Henceforth, exports (imports) refer to the value of exports (imports) unless otherwise indicated.

11 By comparison, world exports of goods and services increased 2.8-fold between 2000 and 2011.

12 Official statistics most likely underestimate trade levels in Uzbekistan because substantial proportions of
exports and (especially) imports go unrecorded.
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Figure 2. Exports and Imports of Goods and Services, 2000-2011 (Billion USS)
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Source: The State Committee of the Republic of Uzbekistan on Statistics and authors’ computations

Trade in goods expanded faster than trade in services. While exports of goods increased 4.7-
fold, from US$2.8 billion in 2000 to US$13.3 in 2011, exports of services rose 3.9-fold, from
US$449.1 million to U$1.8 billion. Merchandise imports increased 3.7-fold, from US$2.7 bil-
lionin 2000 to US$10.0 billion in 2011, while imports of services rose 2.2-fold, from US$251.0
million to U$557.0 million.

Growth of trade was uneven over time. In particular, exports of goods grew by an impressive
average annual rate of 26.5% in 2003-2008, supported by devaluation of the national currency,
strong external demand and the rise in world commodity prices. Growth of merchandise imports
averaged 23.7% per annum during the same period, driven by strong domestic demand and the
rise in import prices. Growth of merchandise exports decelerated sharply in 2009 because of
the global economic crisis, weakened external demand and the fall in export prices. It acceler-
ated markedly in 2010-2011, as the world economy began to recover, external demand started
to strengthen, and export prices began to rise. Imports of goods declined in 2009-2010 due to
slower economic growth, reduced availability of foreign exchange, and lower import prices. Mer-
chandise imports increased in 2011 as economic activity picked up and import prices rose.

While the growth of exports was mostly on account of a rise in export prices, the expansion
of imports was largely driven by an increase in their volume. According to estimates of the
International Monetary Fund (IMF), the volume of Uzbekistan’s exports of goods and ser-
vices rose by a relatively modest 54.6% in 2001-2011, while the volume of its imports of
goods and services increased by 213.0% over the same period (Figure 3)."* Due to a rise in
export prices, exports of goods and services grew rapidly in 2010-2011, despite a decline
in their volume.

13 Duringthe pastdecade, prices of primary commodities, which account for alarge proportion of Uzbekistan’s

exports, rose much more than prices of manufactured products, which make up the bulk of Uzbekistan’s
imports. The index of primary commodity prices calculated by the IMF rose by 135.0% between 2000 and
2010. The Manufactures Unit Value Index (which is a composite index of prices of manufactured exports
from the 15 major developed and emerging economies to low- and middle-income economies) rose by
36.6% over the same period.
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Figure 3. Indexes of Volumes of Exports and Imports of Goods and Services (%), 2001-2011
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There was close positive correlation between the growth of exports and the growth of gross
domestic product (GDP), suggesting that exports were a major driving force of economic
growth. Annual growth of GDP picked up whenever the annual growth of exports acceler-
ated, except in 2011 (Figure 4). GDP growth slowed down whenever exports declined or
their growth decelerated. '*

Figure 4. Annual Growth of Gross Domestic Product, Exports and Imports (%), 2001-2011
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Source: World Economic Outlook database, The State Committee of
the Republic of Uzbekistan on Statistics and authors’ computations

14 Unfortunately, lack of data precludes more rigorous analysis of the relationship between exports and growth.
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Since demand for imports depends on the pace of domestic economic activity, there was
also a high correlation between growth of imports and GDP growth. Growth of imports ac-
celerated in 2003-2004 and in 2006-2007, when GDP growth picked up. Imports declined
or their growth decelerated in 2002, 2005 and 2009, when GDP growth slowed down.

The ratio of exports and imports to GDP, a measure of the openness of an economy to inter-
national trade, rose from 45.3% in 2000 to 74.1% in 2008, but fell to 56.9% in 2010. By this
measure, Uzbekistan has the least open economy of the five CA countries.

3.2. Composition of trade

3.2.1. Composition of merchandise exports

Some notable changes occurred in the commodity composition of Uzbekistan’s merchan-
dise exports in 2001-2010. With exports of cotton fiber increasing by a relatively mod-
est 75.3%, its share in exports of goods dropped from 31.9% in 2000 to 13.5% in 2010
(Figure 5). A rise in the export price of cotton fiber was partly offset by a decline in the
volume of its exports. The volume of exports of cotton fiber declined due to a combina-
tion of a decrease in cotton output and expansion of the domestic textile industry.

Figure 5. Composition of Merchandise Exports (%), 2000-2010
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Arise in exports prices, coupled with an increase in the volume of exports, resulted in a nine-
fold increase in exports of energy products (mostly consisting of natural gas). Accordingly,
the share of energy products in merchandise exports rose from 11.9% in 2000 to 25.4% in
2010. Natural gas replaced cotton fiber as the country’s top export product.

Exports of fresh fruit and vegetables also expanded considerably (almost 16-fold) owing to a
combination of higher export prices and greater volumes of exports. The share of fresh fruit
and vegetables in exports of goods rose from 2.5% in 2000 to 9.3% in 2010.
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Presumably due to variations in the volume of gold exports, the share of precious metals in
merchandise exports fluctuated substantially, and was at 23.7% in 2010, down from 25.1%
in 2000.

Primary commodities continued to dominate merchandise exports. The combined share of
cotton fiber, natural gas, gold and uranium in merchandise exports was 67.6% in 2010, only
slightly down from 68.6% in 2000.

The share of manufactured products in merchandise exports remained relatively small. The
share of automobiles in exports of goods rose from 2.2% in 2000 to 9.6% in 2006, mainly due
to strong demand in Russia. However, it declined to 2.2% in 2009 when the global economic
crisis weakened demand for cars in Russia and other export markets. Automobile exports
doubled and their share in merchandise exports rose to 4.1% in 2010, as the main destina-
tion countries began recovering from the global economic crisis. Exports of textile products
almost quadrupled in 2001-2010, but their share in exports of goods fell from 5.4% in 2000
to 5.0% in 2010.

The expansion of merchandise exports in 2001-2010 was mostly on account of increases
in exports of primary commodities. The increase in exports of energy products contributed
93.7 percentage points, growth of exports of precious metals contributed 73.4 percentage
points and the expansion of exports of cotton fiber contributed 24 percentage points to the
315.1% growth of exports between 2000 and 2010. In comparison, the increase in exports of
automobiles contributed 14.7 percentage points.

3.2.2. Composition of merchandise imports

The commodity composition of Uzbekistan’s recorded merchandise imports reflects the pri-
oritization of imports in the allocation of foreign exchange through official channels. Since
machinery and equipment are given priority, they remained the largest category of recorded
imports of goods in 2001-2010, comprising 27.3% of recorded merchandise imports in 2010
(Figure 6). Means of transportation, metals and pharmaceutical products also made up sub-
stantial proportions of recorded imports of goods. The share of agricultural, food and energy
products in recorded merchandise imports fell from 17.9% in 2000 to 10.3% in 2004, before
rising to 19% in 2010 due in part to the rise in world food and energy prices. The share of
non-food consumer products, such as clothing and shoes, in recorded merchandise imports
remained small because they are given low priority in the allocation of foreign exchange
through official channels. However, these products account for the bulk of unrecorded im-
ports, for which foreign exchange is mostly bought on the black market, and their share in
total imports is larger than official statistics suggest.
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Figure 6. Composition of Merchandise Imports (%), 2000-2010
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3.2.3. Composition of exports of services

Transportation services remained the single largest category of exports of services in 2001-
2010, although their share in total exports of services fell during this period (Figure 7). Rail-
way, air and pipeline transport accounted for the bulk of exports of transportation services.
The share of tourism in exports of services surged from 7.5% in 2001 to 20.5% in 2010 in
part due to an annual meeting of the Board of Governors of the Asian Development Bank that
was held in Tashkent in 2010.

Figure 7. Composition of Exports of Services (%), 2000-2010
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3.2.4. Composition of imports of services
As with exports of services, transportation services were the single largest category of im-
ports of services in 2000-2010, accounting for 66% of imports of services in 2010 (Figure 8).
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While imports of rail transportation services decreased, imports of air transportation servic-
es increased. Businesses reduced the use of rail transport and increased the use of air trans-
port in cargo shipments because of delays associated with rail transportation. The share of
communication services in total imports of services declined from 6.8% in 2001 to 0.4% in
2010 due to the expansion of the domestic communication sector. Partly for the same reason
and also due to increased use of the Internet, the share of computer and information services
in imports of services rose from 0.3% in 2000 to 6.9% in 2010.

Figure 8. Composition of Imports of Services (%), 2000-2010
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3.3. Geographic Distribution of Trade

3.3.1. Geographic distribution of merchandise exports

Significant shifts occurred in the geographic distribution of Uzbekistan’s merchandise ex-
ports in 2001-2010. Exports of goods to Russia expanded almost eight-fold, and their share
in merchandise exports rose from 16.7% in 2000 to 32.6% in 2010 (Figure 9). Consequently,
Russia overtook the European Union (EU) as the main export market for goods. The expan-
sion of merchandise exports to Russia was driven by increases in exports of natural gas, auto-
mobiles and fresh fruit and vegetables, which accounted for over four-fifths of merchandise
exports to Russian in 2010. Exports of textile products to Russia also increased (albeit from
a low base), while exports of cotton fiber decreased.
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Figure 9. Geographic Distribution of Merchandise Exports (%), 2000-2010
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Exports of goods to China expanded almost 43-fold, and their share in merchandise exports
rose from 0.7% in 2000 to 7% in 2010, due mostly to increases in exports of cotton fiber and
uranium, which made up about four-fifths of exports of goods to China in 2010.

Merchandise exports to Turkey expanded by more than seven-fold, and their share in total
exports of goods rose from 3.3% in 2000 to 6.1% in 2010. This expansion was mainly due
to increases in exports of non-ferrous metals and cotton yarn, which comprised 89.6% of
exports of goods to Turkey in 2010.

While official statistics on exports to Bangladesh are not available, the IMF’s direction-of-
trade statistics indicate that exports of goods by Uzbekistan to Bangladesh expanded rapidly
in 2001-2010. Consequently, Bangladesh became one of the major destinations for merchan-
dise exports. The expansion of merchandise exports to Bangladesh was due chiefly to an
increase in exports of cotton fiber.

The share of the EU in merchandise exports dropped from 19% in 2000 to 3.7% in 2010.
Exports of goods to the EU declined not only relative to total merchandise exports, but
also in absolute terms. Increases in exports of refined oil products, uranium and cotton
yarn were more than offset by declines in exports of gold and cotton fiber. Gold, uranium,
refined oil products, cotton fiber and cotton yarn accounted for 71.3% of merchandise ex-
ports to the EU in 2010.

Although exports of goods to the other four CA countries more than doubled in 2001-2010,
their share in merchandise exports fell from 10.1% in 2000 to 9.2% in 2010 (Figure 10).%°
Exports of goods to Kazakhstan expanded more than nine-fold, mainly due to increases in
exports of natural gas and fresh fruit and vegetables, which made up 78.2% of merchandise

15 These and other official data on Uzbekistan’s trade with other CA countries need to be treated with caution,
due to the large proportion of unrecorded trade between Uzbekistan and other CA countries.
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exports to Kazakhstan in 2010. The share of exports to Kazakhstan in exports of goods rose
from 3.2% in 2000 to 7.2% 2010, and Kazakhstan replaced Tajikistan as the top destination
country in Central Asia for merchandise exports from Uzbekistan.

Figure 10. Exports of Goods to Central Asian Countries (% of merchandise exports), 2000-2010
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Source: The State Committee of the Republic of Uzbekistan on Statistics and authors’ computations

Merchandise exports to the Kyrgyz Republic increased by 73.4%. Still, their share in exports of
goods declined from 1.7% in 2000 to 0.7% in 2010. Increases in exports of natural gas and fer-
tilizers were partly offset by decreases in exports of refined oil products and electricity. Natural
gas and fertilizers comprised 78.0% of merchandise exports to the Kyrgyz Republic in 2010.

Exports of goods to Tajikistan decreased by 38.5% in 2001-2010, and their share in merchan-
dise exports dropped from 3.3% in 2000 to 0.5% in 2010. A modest increase in exports of
natural gas was more than offset by discontinuation of exports of many other goods. Exports
of electricity remained roughly unchanged. Natural gas and electricity accounted for 94.6% of
exports of goods to Tajikistan in 2010.

Merchandise exports to Turkmenistan increased by 60.9% in 2001-2010, but their share in
exports of goods fell from 1.9% in 2000 to 0.7% in 2010. Increases in exports of fresh fruit and
vegetables, seeds, tobacco and construction materials were partly offset by declines in exports
of fertilizers and refined oil products and by the discontinuation of exports of crude oil. Fresh
fruit and vegetables, tobacco, construction materials, seeds and fertilizers made up about 70%
of merchandise exports to Turkmenistan in 2010.

Merchandise exports to Afghanistan rose from US$10.8 million (0.4% of exports of goods) in
2000 to US$594.9 million (5.1% of exports of goods) in 2010. Energy products and ferrous
metals comprised about three-fourths of merchandise exports to Afghanistan in 2010.

3.3.2. Geographic distribution of merchandise imports
Significant changes occurred in the geographic distribution of merchandise imports as well.
Imports of goods from Russia more than quadrupled, and their share in merchandise imports



24

rose from 15.7% in 2000 to 21.6% in 2010 (Figure 11). As a result, Russia overtook the EU as
the main import market for goods. The expansion of merchandise imports from Russia was
driven by increases in imports of wood, ferrous metals, machinery and equipment which ac-
counted for 63% of imports of goods from Russia in 2010.

Figure 11. Geographic Distribution of Merchandise Imports (%), 2000-2010
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Recorded imports of goods from China increased almost 18-fold, and their share in recorded
merchandise imports rose from 2.6% in 2000 to 14.3% in 2010. The expansion of recorded
merchandise imports from China was mainly due to increases in imports of machinery, equip-
ment, automobile components and spare parts, ferrous metals and plastics, which made up
more than two-thirds of recorded merchandise imports from China. The share of these goods
in actual merchandise imports from China was mostly likely smaller because consumer goods
comprise a substantial proportion of unrecorded imports from China.

Imports of goods from South Korea expanded more than five-fold in 2001-2010, and its share
in merchandise imports rose from 9.9% in 2000 to 16.4% in 2010. Consequently, South Ko-
rea became Uzbekistan’ssecond largest import market for goods. Imports of goods from South
Korea expanded primarily due to increases in imports of automobile components and spare
parts, machinery and equipment, which comprised more than four-fifths of merchandise im-
ports from South Korea in 2010.

Although imports of goods from the EU more than doubled in 2001-2010, their share in mer-
chandise imports decreased from 20.8% in 2000 to 15.3% in 2010. Pharmaceutical products,
machinery and equipment accounted for over half of imports of goods from the EU in 2010.
Imports of pharmaceutical products from the EU expanded 13-fold between 2000 and 2010,
and imports of machinery and equipment from the EU doubled over the same period.

Imports of goods from the other four CA countries more than tripled and their share in mer-
chandise imports rose from 12.1% in 2000 to 13.5% in 2010 (Figure 12). Kazakhstan re-
mained the top origin country in Central Asia for imports of goods. Merchandise imports
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from Kazakhstan more than quadrupled due mostly to increases in imports of energy prod-
ucts, flour and ferrous metals, which comprised more than three-fourth of merchandise im-
ports from Kazakhstan in 2010. Imports of goods from the Kyrgyz Republic decreased by
more than half. Increases in imports of construction materials, ferrous metals, machinery
and equipment were more than offset by a decline in imports of energy products (mostly
electricity). Ferrous metals, constructions materials, energy products, machinery and equip-
ment made up over four-fifths of merchandise imports from the Kyrgyz Republic in 2010.
Imports of goods from Tajikistan decreased by 33%. Increases in imports of aluminum and
construction materials were more than offset by the discontinuation of, or declines in, im-
ports of many other goods. Aluminum and construction materials accounted for about 98%
of merchandise imports from Tajikistan in 2010. Imports of goods from Turkmenistan in-
creased almost ten-fold chiefly due to an increase in imports of refined oil products, which
accounted for almost three-fourths of merchandise imports from Turkmenistan in 2010. Im-
ports of mechanical equipment, cooking oil and plastics also increased.

Figure 12. Imports of Goods from Central Asian Countries
(% of merchandise imports), 2000-2010

B Turkmenistan
[ Tajikistan

[0 Kyrgyz Republic
B Kazakhstan

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: The State Committee of the Republic of Uzbekistan on Statistics and authors’ computations

Imports of goods from Afghanistan rose from less than US$0.3 million in 2000 to US$2.7 mil-
lion in 2004, before falling to US$0.2 million in 2010. Their share in merchandise imports
stayed below 0.1%.

3.3.3. Geographic distribution of exports of services

The geographic distribution of trade in services is similar to the direction of merchandise
trade in part because transportation services related to trade in goods account for a large
proportion of trade in services. As Uzbekistan’s merchandise trade with Russia and China
expanded rapidly from 2001-2010, so did trade in services. The share of exports of services
to Russia in total exports of services rose from 9.9% in 2000 to 25.8% in 2010, and Russia
became the top export market for services (Figure 13). The share of exports of services to
China in total exports of services also increased considerably, albeit from a low base. Exports
of services to South Korea, EU and CA countries (as a group) increased in absolute terms, but
declined relative to total exports of services.
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Figure 13. Geographic Distribution of Exports of Services (%), 2000-2010
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The share of exports of services to the other CA countries in total exports of services de-
clined mostly because exports of services to Turkmenistan decreased sharply both in abso-
lute terms and as a proportion of total exports of services (Figure 14). Exports of services
to Turkmenistan declined sharply because Turkmenistan drastically curtailed using Uzbeki-
stan’s transport companies in 2001 and 2002 when relations between the two countries
deteriorated. Exports of services to the Kyrgyz Republic and Tajikistan declined relative to
total exports of services, mainly because merchandise trade with these countries contracted.
The only CA country to which exports of services increased both in absolute terms and as a
percent of total exports of services is Kazakhstan, due to the expansion of merchandise trade
with this country. For the same reason, exports of (mostly transportation) services to Af-
ghanistan increased from US$0.1 million (less than 0.1% of total exports of services) in 2000
to US$60.7 million (4.5% of total exports of services) in 2010.

Figure 14. Exports of Services to Central Asian Countries (% of exports of services), 2000-2010
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3.3.4. Geographic distribution of imports of services

As with exports of services, the share of Uzbekistan’s imports of services from Russia and
China in total imports of services increased in 2001-2010 on the back of rapid expansion of
merchandise trade with these countries. Russia, which accounted for 23.6% of total imports
of services in 2010, became the main import market for services (Figure 15). Although im-
ports of services from South Korea, EU and the CA countries (as a group) increased in abso-
lute terms, they decreased as a percent of total imports of services.

Figure 15. Geographic Distribution of Imports of Services (%), 2000-2010
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The share of imports of services from the other CA countries in total imports of services
declined due mostly to decreases in imports of services from the Kyrgyz Republic and Ta-
jikistan (Figure 16), because merchandise trade with these countries contracted. Imports of
services from Turkmenistan increased in absolute terms and remained roughly unchanged
as a proportion of total imports of services. At the same time, imports of services from Ka-
zakhstan increased both in absolute terms and relative to total imports of services owing to
the expansion of merchandise trade with this country. Imports of services from Afghanistan
remained negligible.
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Figure 16. Imports of Services from Central Asian Countries
(% total imports of services), 2000-2010
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4. Conclusions

The development priorities of the Government of Uzbekistan include import-substitution
and the promotion of exports of finished products with high value-added. Economic theory
and international experience suggest that it is not possible to pursue import-substitution
and export-promotion policies simultaneously. Those countries that try to do so usually end
up promoting the development of import-substituting industries and hindering the devel-
opment of export-oriented industries.*® This is precisely what appears to have happened in
Uzbekistan, as evidenced by the country’s trade regime and recent trade performance.

The trade regime currently in place in Uzbekistan supports the development of import-sub-
stituting industries through, inter alia, high import taxes on goods similar to those produced
by import-substituting industries, low import taxes on intermediate and capital goods, vari-
ous tax privileges, and relatively easy access to foreign exchange at overvalued exchange
rates. At the same time, the trade regime hinders the development of export-oriented indus-
tries (especially manufacturing) through restrictions on exports of a wide range of goods,
mandatory surrender of export proceeds at overvalued exchange rates, difficulties in import-
ing intermediate goods, and cumbersome export procedures.

Therefore, primary commodities, such as cotton fiber, natural gas, gold and uranium, con-
tinue to dominate Uzbekistan’s merchandise exports, and the share of manufactured prod-
ucts in total exports of goods remains small. The rapid expansion of merchandise exports
in 2001-2010 was due primarily to the rise in world prices of primary commodities. The
expansion of imports was largely due to increases in imports of intermediate and capital
goods for import-substituting industries. Trade surpluses were achieved through high taxes
on imports and rationing of foreign exchange, which had an adverse impact on economic
activity and living standards.

The trade regime has not helped Uzbekistan achieve food and energy self-sufficiency either.
Imports of food and energy products increased considerably in 2001-2010.

Significant changes occurred in the geographic distribution of Uzbekistan’s exports and im-
ports in recent years. Most notably, Russia overtook the EU as Uzbekistan’s top trading partner,
becoming the top export market and the top import market for Uzbekistan. The share of China
in both exports and imports increased considerably. South Korea became the second largest
origin country for imports. The share of the EU in both exports and imports decreased, as Uz-
bekistan redirected exports of cotton fiber from the EU to Russia, China and other Asian coun-
tries and reduced the proportion of machinery and equipment imported from the EU.

The share of other CA countries in exports fell significantly, while their share in imports rose
modestly. Trade with Kazakhstan increased, while trade with the Kyrgyz Republic, Tajikistan
and Turkmenistan declined.'” Exports to Afghanistan surged, but imports from Afghanistan
remained small. This suggests that there is a lot of scope for expanding economic cooperation
between Uzbekistan and other CA countries, as well as between Uzbekistan and Afghanistan.

16 World Bank.World Development Report 1987. (New York: Oxford University Press, 1987).
17 The share of CA countries in Uzbekistan’s exports and imports is most likely larger than official statistics
suggest because a large proportion of trade with neighbouring countries goes unrecorded.
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