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Foreword

In early 2021, the OECD published a report assessing the legal environment for business in Central Asia
with targeted recommendations for each of the countries of the region based on a set of reform priorities
identified in work with Central Asia governments in 2019-2020. This work has been conducted against the
backdrop of multiple shocks with widespread effects on the economies and societies of the region,
including the COVID-19 pandemic and Russia’s full-scale invasion of Ukraine, reinforcing the need to
engage in structural reforms to increase resilience.

Improving the Legal Environment for Business and Investment in Central Asia - Progress Report is a
continuation of the work carried out by the Eurasia Division of the OECD’s Global Relations and
Cooperation Directorate since 2020. The European Union provided financial support for this work through
the OECD policy component of its Central Asia Invest programme.

The purpose of the report is to assess progress made by the governments of Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan in implementing the recommendations made in 2020. Despite
recent reforms across the region, particularly in streamlining legislation and digitalising government
services — the business environment in Central Asia remains challenging, largely due to gaps between de
jure frameworks and de facto implementation and an uneven playing field between private firms and State-
Owned Enterprises.

The analysis considered the effect of the COVID-19 pandemic and the disruption caused by Russia’s war
in Ukraine on the ability of the governments to implement the initial recommendations. In particular, the
OECD assessment integrates three main dimensions: (i) a measure of implementation progress based on
the reforms agreed upon with the government in 2020; (ii) an assessment of the drivers for implementation
gaps; and (iii) an assessment of new challenges and priority areas for policy action.

The report comprises an overview section followed by five country-specific chapters. Each chapter
presents a detailed analysis of the progress made in each priority area, indicating remaining room for
improvements, and providing indicative policy recommendations to further improve the legal environment
for business and investment in Central Asia.
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Executive summary

Central Asia has proven relatively resilient to recent shocks

Recent economic shocks, including the COVID-19 pandemic and Russia’s large-scale aggression
against Ukraine, and their effects, such as closed Chinese borders and the disruptions of global
value chains, have affected the economies of Central Asia in a milder way than expected. Despite
the region’s large economic dependence on its two large neighbours, the five Central Asian states have
so far shown great resilience to the economic headwinds: remittances registered record-high figures in
2022, national currencies quickly rebounded to pre-war levels after an initial drop, trade significantly
increased and an influx of skilled workers from Russia boosted demand for services and hospitality.
However, as the medium-term effects of the sanctions against Russia, the global cost-of-living crisis, and
China’s economic slowdown have started to unfold, Central Asia faces lingering uncertainty. The aftermath
of these developments could also further impede income convergence with OECD and EU economies,
which had already started to slow in the aftermath of the global financial crisis. Meeting these challenges
requires addressing remaining gaps in the business and investment climate, foregrounding the need for
long-term reforms to encourage investment and private sector development.

This report assesses progress made in improving the legal environment for
business and investment

This report presents an updated analysis of the work carried out by the OECD in 2019-2020 along
several crucial dimensions of the legal environment for a healthy business climate: the legal and
regulatory framework for investment; tax regulations; land legislation; registration procedures; contract
enforcement and dispute settlement; the operational environment for firms; trade facilitation, expropriation
regimes; exit mechanisms; and public-private dialogue. Each priority area identified in each country in the
initial report was updated following the monitoring.

Unleashing the potential of private sector development in Central Asia requires the stability and
transparency of the legal environment for business as well as improved regulations. The
implementation of predictable rules, the creation of a level-playing field between private firms and state-
owned enterprises (SOEs) and a competitive environment are cornerstones to encourage companies to
invest and grow in the region.

Implementation gaps and interpretation issues remain problematic

Many of the essential components of the business environment mentioned above are already in
place at different levels in the region, but legislative gaps, inconsistencies and implementation
challenges remain. The report finds that, while great strides have been made in areas such as digitalising
government services and streamlining business procedures, governments’ efforts to undertake structural
reforms have remained uneven and have been further impeded by the impact of external shocks requiring
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short-term responses. Issues most frequently mentioned by the private sector relate to the uneven
implementation of de jure provisions, as well as disagreements related to the interpretation of the law, as
is often seen, for instance, in tax policy. In addition, the need for the governments to ease the strain on
public finances following afore-mentioned shocks has sometimes prevailed over the desire to ease the
fiscal burden on firms.

Addressing the gaps highlighted in the report can help the region adapt to
unprecedented environmental, social, and economic challenges

Filling the gaps in the legal environment for business will help increase the region’s resilience to
future shocks. The risks associated with climate change have significantly increased in Central Asia,
whilst inflationary pressures have downside effects on purchasing power and social stability. Implementing
structural reforms to make the business environment more conducive to entrepreneurship and private
sector development could help achieve the overarching goals of energy security, climate resilience and
social inclusion and, more generally, unleash sustainable and inclusive growth over the long term. The
governments of the region have committed themselves to a wide range of needed structural reforms.
Delivering on these commitments will prove daunting but can lay the foundations for more resilient and
inclusive economies and societies.
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1 Setting the scene

In the recovery path from the COVID-19 pandemic, Central Asia has shown
unexpected resilience to the new economic headwinds brought by Russia’s
invasion of Ukraine. While governments moved rapidly to respond to the
shocks of pandemic and war and improved elements of the business
environment, structural reforms in the region are advancing more slowly.
More effective implementation, heightened public-private dialogue and
increased transparency in policymaking could lay the foundations for a
more robust and healthy business environment.
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The region has not been spared the consecutive economic shocks resulting from
the COVID-19 pandemic and the effects of Russia’s war in Ukraine

The economic effects of the pandemic exacerbated fundamental structural weaknesses
across the countries of Central Asia

The COVID-19 pandemic was arguably the biggest economic shock hitting post-independence
Central Asia. Beyond its human toll, the pandemic created both demand and supply shocks. Domestic
and external demand fell, production and trade flows were disrupted, and financial conditions tightened
(IMF, 2020;1;). Oil exporters like Kazakhstan and Turkmenistan faced the additional shock of plummeting
oil prices due to decreased global demand. Economic policy responses consisted of temporary fiscal
measures to support vulnerable households and small businesses. Liquidity support, concessional lending
to banks and loan repayment deferrals served to support the private sector. However, limited fiscal space
and weak transmission mechanisms for monetary policy highlighted the cost of insufficient structural reform
efforts across the region, against the backdrop of declining effectiveness of traditional drivers of growth —
the export of surplus labour and extractive goods — before the pandemic (OECD, 20212)).

Figure 1.1. Economic growth in Central Asia

a) Real GDP growth rate (2015-2022) b) GDP per capita convergence with OECD members
--------- Kazakhstan --=---- Kyrgyz Republic (PPP, 2000-2022)
- Tajikistan ~ =me-eeee- Turkmenistan Kazakhstan ——— Kyrgyz Republic
--------- Uzbekistan OECD average Tajikistan Turkmenistan
Central Asia average Uzbekistan
12% 70%
10%
8% | 80%
6% 50% |
4%
2% | 40%
0% 30% |
ook
4% b 20%

6%
8%

-10% 0%
2015 2016 2017 2018 2019 2020 2021 2022 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

10%

Note: Panel b) shows countries’ GDP per capita (in purchasing power parity) as a share of OECD members’ average GDP per capita (PPP).
Source: (IMF, 20233)

The economies of Central Asia still managed to recover rather rapidly following the phase-out of
lockdowns. Cyclical factors, namely the normalisation of domestic activities, higher commodity prices and
recovering remittances, allowed the region to expand again (EBRD, 20214). However, strained public
finances and higher debt levels resulting from large stimulus packages and reduced tax collection left the
region vulnerable to potential economic shocks. Russia’s war in Ukraine, in particular, was expected to
have profound negative spill over effects given the region’s trade, investment, energy and labour
dependence on Russia.

This resilience has not, however, reversed the slowdown in trend rates of growth and convergence
with higher income countries, particularly OECD member countries. Having progressed rapidly since
2000, the convergence progress began to decelerate in 2013 (Figure 1.1). Apart from Kazakhstan, all
countries of the region remain below the 50% of the OECD average GDP per capita at purchasing-power
parity terms (PPP). Resuming income convergence requires policies to facilitate a shift in growth models
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for the region, by increasing productivity in sectors generating the most employment and expanding the
size of the formal sector, where wages and productivity have been growing.

The region has withstood the effects of Russia’s war in Ukraine so far, but long-term
risks to growth remain

Russia’s full-scall invasion of Ukraine in February 2022 did not derail the region’s post-COVID
recovery. On the contrary, across most of the region, growth was supported by an important boost to
consumption driven by government spending, more demand for services, high remittance inflows, and real
public sector wage increases (OECD, 2022j5). The region also experienced a 20% increase in trade with
Russia in 2022 (Foreign Affairs, 2023g)), as it filled the void created by Western firms’ withdrawal from the
Russian market. It also increased exports to the rest of the world, as Central Asia played a new role of a
transit platform between their northern neighbour and Europe and started to diversify trade links. Inflation
has gradually slowed down thanks to a decrease in international food and energy prices, restrictive
monetary policy, and fiscal reforms (IMF, 20237)

However, GDP growth is expected to decelerate to 4.6% in 2023 and 4.2% in 2024 in the Caucasus
and Central Asia region, reflecting an attenuation of the initial positive spill overs from the war in
Ukraine (IMF, 20237;). Remittance inflows are already showing a normalisation of their trend. For instance,
remittances in Uzbekistan recorded a 21.2% year-on-year decrease in the first half of 2023 to reach 5.2
billion USD (Central Bank of Uzbekistan, 2023g)), reflecting a return to the usual level of financial inflows.
Agriculture and gold production are expected to soften in Kyrgyzstan, Tajikistan and Uzbekistan (IMF,
20237). Yet, a high degree of uncertainty still weighs on this forecast. On the one hand, a sharper-than-
expected contraction of the Russian economy, sustained inflation and climate-related disasters could
negatively affect growth. On the other hand, good harvests, trade, and investment diversion, as well as a
continued influx of highly skilled migrants and foreign exchange could further boost demand and increase
productivity growth in the region (IMF, 2023g)).

The longer-term outlook is uncertain. China’s economic slowdown may hit the region’s exports and
investment inflows, but deflation could mean a drop in the cost of goods imported into Central Asia and
could contribute to decelerating inflation. Looking at the European Union, the impact of clouded economic
perspectives could be mitigated by the EU’s need to diversify its energy supplies and its increased trade
with Central Asia. Central Asia energy and raw material supplies to the EU have already been on the rise
since the beginning of Russia’s full-scale invasion of Ukraine. Climate change is another concern which
requires concerted, regional-level effort to palliate more frequent droughts, extreme weather and energy
supply disruptions.

Whilst the economies of the region are expected to continue growing, the current fragmented and
volatile context requires governments to accelerate structural reforms in order to support growth
and increase resilience. In that regard, achieving the goals of inclusive and resilient economies will
require full engagement from the private sector, alongside other structural policies to improve trade
facilitation, ramp up diversification, and increase resilience to climate change. Within this context, the
OECD has been providing policy advice and support to the region to help the latter advance reforms
supporting the development of the private sector, and ultimately of local economies.
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The OECD first assessed the legal environment for business and investment in
Central Asia in 2020

In 2020, the OECD offered targeted advice to Central Asian governments on improving
the legal environment for business

The OECD report on Improving the Legal Environment for Business and Investment in Central Asia
provided targeted advice and identified priority reforms for the governments of Central Asia to
improve the legal environment for business, tailored to the particularities of each economy. The
analysis allowed the OECD to both ascertain the key legal and regulatory barriers to private sector
development and investment in Central Asia and to disseminate a number of OECD instruments for the
first time in the countries of the region.
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Box 1.1. Description of the OECD’s methodology and assessment of the legal environment for
business in Central Asia (2019-2020)

Defining the legal environment for business

Given its multidimensional nature, establishing a common understanding of the legal environment for
business is a contentious endeavour. For the Improving the Legal Environment for Business in Central
Asia project, the “legal environment” encompasses policy, administrative, regulatory, and other legal
areas that govern and affect businesses, investment and operations. Leveraging OECD instruments,
such as the Policy Framework for Investment, the SME Policy Index, the Trade Facilitation Indicators,
and the OECD FDI Regulatory Restrictiveness Index, the project examined ten dimensions for analysis:
the legal and regulatory frameworks for investment; tax regulations; land legislation; registration
procedures; contract enforcement and dispute settlement; the operational environment for business;
trade facilitation; expropriation regimes; exit mechanisms; and public-private dialogue.

OECD methodology
The 2020 report was built on two complementary components:

e Two questionnaires focused on the ten dimensions noted above were circulated to the
governments of participating countries and representatives of the private sector, respectively.
The input was collected and analysed by staff at the OECD.

e The OECD organised a series of private- and public-sector consultations. In particular, the
project organised a workshop in each of the project countries, as well as roundtable meetings
with local and international entrepreneurs in each of the countries and at business associations
in Paris, and held bilateral meetings with individual policymakers, entrepreneurs, and investors
from or active in the region.

Policy support

On the basis of the data collection and analysis conducted, as well as on consultations with
governments and with the private sector, the OECD identified three key reform priorities for each
country. These priorities took into account the de jure legal environment for business and the de facto
operational reality for firms, domestic and international. The OECD has been careful to reflect ongoing
reform processes in each country, as well as the activities of donors and other international
organisations active in the region.

In 2020 and 2021, the OECD worked with the Central Asia governments on the identified reform
priorities, continuing the OECD’s deepening co-operation with a dynamic region through a series of
capacity-building exercises with each country focusing on the priorities identified. In addition, a regional
two-day event focussing on contract enforcement was organised in 2020, gathering policymakers from
the region, academics and international experts for experience sharing.

Source: (OECD, 2020;10)).

IMPROVING THE LEGAL ENVIRONMENT FOR BUSINESS AND INVESTMENT IN CENTRAL ASIA © OECD 2023



16 |

The original report identified significant gaps between de jure protections and the de
facto operational environment for firms

Table 1.1. Top challenges identified in the legal environment for business and investment in

Central Asia in 2020
| Kazakhstan | Kyrgyzstan | Tajikistan

Operational

environment for firms
Implement consistently
and thoroughly the new
code for entrepreneurs

Legal and regulatory
framework for
investment

Improve dispute
settlement for all
businesses operating in
the country

Trade facilitation
Enhance trade facilitation
and improve cooperation
between agencies
involved in export
procedures

Operational
environment for firms
Streamline the legal
environment for
entrepreneurs and small
businesses, especially
legislation and service
delivery

Contract enforcement
Ensure transparent fair
and efficient contract
enforcement for
businesses

Taxation

Simplify the tax code and
tax administration for
companies of all sizes

Legal and regulatory
framework for
investment

Ensure the
implementation of existing
laws for investment and
entrepreneurial activity,
and improve the
accessibility of necessary
information

Contract enforcement
Improve the enforcement
of contracts and arbitral
decisions in domestic
courts

Taxation

Make tax administration
simpler, more consistent
and more transparent

Legal and regulatory
framework for
investment

Enforce, streamline, and
publish all legislation on
investment on the Ministry
of Justice’s legal database
to ensure transparency

Operational
environment for firms
Develop a simplified
targeted legal framework
and support for SMEs and
small entrepreneurs

Business registration
Streamline business
registration and licensing,
and introduce a one-stop-
shop

Legal and regulatory
framework for
investment

Ensure proper
implementation of the new
investment law and
remove sectoral
restrictions

Operational
environment for firms
Streamline and
consolidate business-
related legislation and
licenses for domestic firms
and entrepreneurs
Taxation

Ensure changes to tax
requirements are
predictable, and improve
tax administration for
small firms

Source: (OECD, 2020(10y).

The OECD assessed progress made and new challenges arising in the legal
environment for business in Central Asia since 2020

The report finds improvements in the operational environment for business driven by
digitalisation, a streamlining of procedures, and adaptation to economic shocks

Efforts to streamline the operational environment have eased the administrative burden on

firms

Most countries of the region have made significant progress in digitalising and simplifying the
provision of government services. In particular, countries implemented measures to streamline the
number of licenses and permits required to operate a business, a welcome step mentioned by interviewees
during the fact-finding process (Box 1.2). These efforts have also translated into intensified regional
integration, as several countries implemented digital trade and customs procedures. For instance,
Kazakhstan introduced an electronic queue system, allowing trucks to register at the desired date and time
of the border crossings with China, Turkmenistan, and Uzbekistan (Zakon.kz, 202311)). OECD
interviewees reported easier border crossing between Kyrgyzstan and Uzbekistan. Intra-regional trade
increased by 73.4% between 2018 and 2022, from 5.8 billion USD to 10 billion USD (The Astana Times,
2023112)).
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Governments swiftly reacted in the face of a challenging global economic context

In the face of the COVID-19 context, governments managed to rapidly adapt in a volatile context.
Restrictive monetary policies and higher reserve requirements contained inflation and excess liquidity
(IMF, 20239)). Fiscal policy, benefitting from increased remittances (through increased consumption),
focussed on measures to support businesses affected by supply chain disruptions, increased costs, and
lockdown, and measures to secure food and energy supplies, ensure price stability and increased
agriculture output. The vacuum created by the withdrawal of Western firms from the Russian market
created new export opportunities for Central Asian firms (EBRD, 2023y13)). Efforts to diversify trade routes
through the Middle and Southern Corridors have helped mitigate to some extent disruptions along the
Northern Corridor going through Russia (OECD, 20225)).

However, deeper reforms are taking time to materialise

Recent economic disruptions have hindered governments’ efforts to advance more profound
reforms. The prevalence of the state in the economy and the lack of competitive neutrality remain
roadblocks to the creation of a level playing field between state-owned enterprises (SOEs) and the private
sector. The investment framework is still challenging, due to perceived risks of indirect expropriation and
opaque privatisation and public procurement processes. Strains on public finances have led to undue
pressures on businesses to pay taxes early or to wait for long periods to receive VAT returns.

Weak implementation remains a key challenge for firms across the region

An issue already identified in the initial OECD report relates to the implementation of legal
provisions. Whilst the formal statutory conditions for businesses may somewhat guarantee the freedom
to do business, the de facto operational environment remains complicated, changeable, and often opaque.
This is demonstrated in the unpredictability of tax systems, and divergences in statutory interpretation.
With regards to investment, whilst the framework is quite open, as shown by the region’s performance in
the OECD'’s FDI Regulatory Restrictiveness Index, its application remains problematic for foreign investors,
which continue to struggle with the challenges of transparency in public procurement, information
availability, corruption and the prevalence of the state in the economy through SOEs.

Whilst public-private dialogue has been improving across the region, regulations are subject to
frequent changes and the private sector is often given little notice to implement changes. Frequent
changes, such as in tax policy, with little time for firms to adapt, result in implementation challenges, risks
of noncompliance and fines. The rapidity of changes also poses difficulties for ministries and government
agencies to integrate updates into processes and harmonise interpretation. An issue frequently raised by
firms relates to the lack of agreement within the public administration on the interpretation of primary and
secondary legislation. Firms have often found themselves faced with conflicting instructions from different
government agencies and civil servants.

The lack of transparency around decision-making and incentive allocation also creates a roadblock
to firms’ voluntary compliance with the law. Governments have started to rely on regulatory impact
assessment (RIA) to assess the positive and negative effects of proposed and existing regulations and
make policymaking evidence based. However, firms have reported that the results of such RIAs are not
always integrated into policy and that RIAs are sometimes carried out with predetermined policy objectives,
which influence the outcome of the RIAs. This reduces the effectiveness of the exercise and does not
encourage compliance, as firms are not convinced of the expected positive effects of conducting RIAs on
the operational environment. In addition, the reported existence of sometimes unpublished or unavailable
decrees granting favourable conditions to SOEs, such as tax breaks and preferential lending conditions,
distorts competition and further discourages compliance with legal provisions.
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The 2023 assessment of progress made since 2020 has allowed to update and fine-tune
the recommendations for each country of the region

Box 1.2. Description of the OECD methodology for the 2023 monitoring of the legal environment
for business and investment in Central Asia

OECD methodology

The monitoring exercise relied on several tools:
e a matrix table of the 2019-2020 recommendations with preliminary desk research to tentatively
identify areas of progress in each country of the region;
e a series of written questionnaires circulated to the five governments of Central Asia;

e a series of fact-finding online interviews with private sector and international organisation
representatives in the region;

e open access quantitative data;

e in-person working group meetings in each country of the region to discuss the preliminary
findings and give the opportunity for government and private stakeholders to complement and/or
comment on the analysis.

Note: For further details on the methodology, please refer to Annex A of the report

The table below summarises progress made along the priority reform areas identified in the 2020
report for each of the five countries of the region, before delving into each country’s individual
assessment. It also provides updated recommendations per country. Going forward, the final chapter of
the report suggests revised overarching policy recommendations for the region to lay the foundations for
the development of a vibrant and inclusive private sector. Overall, the assessment finds that reforms have
been initiated to digitalise public services, facilitate trade, reduce the number of redundant procedures and
improve fiscal policy, however, gaps remain in the implementation and interpretation of the text. Tax

administration has also been mentioned as particularly problematic by private sector interviewees.

Table 1.2. Overview of reform implementation

Kazakhstan

Operational
environment for firms
Regulation became more
transparent and equitable,
but implementation lags
behind and complexities
remain

Contract enforcement
Judicial and  dispute
resolution reforms have
been advanced in priority
by the government, but
contract enforcement and
dispute resolution continue
to be perceived as a major
challenge for businesses

Kyrgyzstan
Operational
environment for firms
The government's
digitalisation efforts have
begun to bear fruit, but
further streamlining of
business-related
legislation and predictable
enforcement are needed

Contract enforcement
The judicial system is
evolving, but further steps
to ensure predictable, fair
and effective enforcement
of treaties would be
preferable

Legal and regulatory
framework for
investment

The investment framework
has seen some progress,
yet restrictions and
uncertainties still need
addressing

Contract enforcement
The legal framework for
businesses has registered
some improvements,
dispute resolution
mechanisms need
strengthening

Turkmenistan
Legal and regulatory
framework for
investment
The government has
increased communication
about changes in the law,
but reform efforts seem to
have slowed down due to
the COVID-19 pandemic
Operational
environment for firms
The post-pandemic period
has provided some relief
to businesses, but the
business environment
remains difficult to
navigate

Uzbekistan
Legal and regulatory
framework for
investment
Significant reforms to
increase investor
protection rights were
undertaken but a lack of
transparency remains

Operational
environment for firms
The streamlining of
procedures and legislation
has made significant
progress, yet the pace of
reforms creates
implementation
challenges, and land and
property rights remain an
issue
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Kazakhstan
Trade facilitation
The trade regulatory
framework improved,
especially with
digitalisation and for IP
rights, but implementation
lags and  regulatory

Kyrgyzstan
Taxation

New amendments to the
Tax Code aimed at
creating conditions to
level the playing field for
businesses, but tax
administration and policy

Tajikistan

' Taxation

Fiscal policy
developments have
reduced the tax burden on
firms; however, tax
administration remains the
most contentious issue

Turkmenistan

Business registration
The government has
revised and simplified
some procedures for
business registration and
licensing, but procedures
are still paper-based and

Uzbekistan
Taxation
Fiscal policy
developments have
reduced the tax and
administrative burden on
firms; however, tax
administration remains the

barriers to services trade = remain complex and mentioned by firms cumbersome most contentious issue
remain unpredictable mentioned by firms

Source: OECD analysis (2023).
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z Kazakhstan

Kazakhstan has worked to diversify its economy in post-pandemic recovery.
Progress has been made in reforming the legal and regulatory framework for
investment, digitalising administrative procedures and services for SMEs,
and levelling the playing field with SOEs. However, gaps remain in
investment in the non-oil sector and productivity growth, while the regional
context might durably weigh on Kazakhstan’s growth prospects. The COVID-
19 pandemic and Russia’s war in Ukraine exacerbated long-standing and
structural issues holding back private-sector development, in particular
persisting state presence in the economy, inconsistent regulatory
enforcement and dispute settlement, and lacking trade facilitation measures.

This chapter assesses progress and remaining challenges for Kazakhstan in
implementing reforms to improve the operational environment for business,
contract enforcement, and trade facilitation, and concludes with six policy
recommendations.
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Table 2.1. Summary of priority reform implementation and updated recommendations

2020 2023
C.hallt-z.n.ges Recommendations Implementation assessment Way forward
identified
Raise public sector capacity on
licensing and permits, especially
. at the local level
Operational

environment for
firms:
Implement
consistently and
thoroughly the
new code for
entrepreneurs

Contract
enforcement:
Improve dispute
settlement for all
businesses
operating in the
country

Trade facilitation:

Improve co-
ordination of
internal and

external customs
agencies

Review and rationalise licenses
and permits (e.g., environmental
permits)

Carry out an impact assessment
of the Entrepreneurial Code,
online one-stop shop and
streamlined licensing procedures
and use outcomes as a basis for
a public-private dialogue on
further steps

Further modernise and
guarantee the independence of
the judicial system

Promote alternative dispute
resolution mechanisms, continue
to expand capacity based on
international arbitration best
practices, ensure the
independence of ADR

Improve horizontal co-ordination
across and avoid overlapping
between public institutions

Train border officials and
develop interconnected transit
information systems

Harmonise customs documents
and requirements with other
countries of the region

Regulation became more
transparent and equitable

But implementation lags
because of capacity issues, and
complexities remain

Judicial and dispute resolution
reforms have been advanced in
priority by the government

But contract enforcement and
dispute resolution continue to be
perceived as a major challenge
for businesses

The trade regulatory framework
improved, especially with
digitalisation and for IP rights
But implementation lags and
regulatory barriers to services
trade remain

Stabilise business regulation
with a focus on analysing the
impact on SMEs

Raise firms’ awareness and
ability to cope with regulatory
changes

Keep improving the quality of
the court system by
monitoring the implementation
of judicial reforms

Improve domestic businesses’
awareness of and access to
available dispute resolution
tools

Set up an effective
institutional framework for
intellectual property rights
enforcement

Close the implementation gap
and improve access to trade-
related information for
businesses

Rationalise services trade
regulation and improve
regional co-operation to keep
trade flowing

Note: Orange — reform not initiated; Yellow — reform initiated/ being implemented; Green — reform close to completion/ completed.
Source: (OECD, 2020;1), OECD analysis (2023).
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Introduction

COVID-19 and Russia’s full-scale invasion of Ukraine have challenged the government in
maintaining reforms to sustain long-term growth

Continued reform efforts in Kazakhstan resulted in robust economic growth

Following the transition recession of the 1990s, Kazakhstan experienced growth from 2000 to 2022
driven largely by FDI inflows into the primary sector. While over this period, real gross domestic
product (GDP) grew at an average annual rate of 6% in (IMF, 20232), the trend rate of growth has been
declining over time. In particular, trend growth never recovered to previous levels following the two main
macroeconomic shocks of the past two decades (the Great Recession in 2008, the drop in global
commodity prices in 2014-15) (Figure 2.1).

Figure 2.1. Real GDP growth
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More needs to be done to strengthen productivity and investment growth in the non-extractive
sector, and private-sector development against the backdrop of the global push for
decarbonisation (OECD, 2023;3)). The declining trend rate of growth seems to indicate that, despite the
government’s efforts to diversify the economy, the dominant extractive-driven growth model is no longer
sufficient to sustain growth rates observed in previous decades, while convergence has stalled. In the
absence of alternative and diversified sources of output, especially in the non-oil private sector, inclusive
and sustainable growth will prove ever harder to achieve. In 2022 alone, 43% of new FDI inflows were
directed to the mining sector (Ministry of Foreign Affairs of the Republic of Kazakhstan, 20234;).The
government’s commitment to sustained reforms will be critical, in particular in relation to improving the
investment climate, raising the competitiveness of non-extractive sectors, limiting the role played by state-
owned enterprises (SOEs), and levelling the competitive playing field (OECD, 20175;; OECD, 2020p1).

The declining trend of growth has been largely driven by lower total factor productivity (TFP) and
labour productivity (IMF, 2022). The slowdown in labour productivity growth in particular has been
noticeable in non-extractive sectors, which account for around 80% of employment (OECD, 20233;) (World
Bank, 20217;). Labour productivity in these sectors stands around or below the national average, which
only accounts for 28% of the average of the three most productive sectors (mining, real estate and
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services) (OECD, 2023(3)). A reallocation of the workforce to higher value-added activities outside the
extractive sector would serve to enhance labour and TFP productivity but will require the creation of new
sectors and opportunities. It is nonetheless worth mentioning that Kazakh labour productivity as a
percentage of OECD average has been steadily increasing (Figure 1.2).

Figure 2.2. Labour productivity

Labour productivity growth (%, 2012-2022)
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The government focused on short-term policies in the context of COVID-19 and Russia’s
war in Ukraine

At the onset of the COVID-19 pandemic in Central Asia, Kazakhstan enjoyed a sound
macroeconomic environment with low unemployment (4.9%) and low debt (21% of GDP). As in other
countries of the region, the crisis had a severe impact on Kazakhstan’s economy, which recorded a
contraction of 2.6% in 2020 before a return to 4% growth in 2021, thanks to continued fiscal expansion,
strong consumer credit growth, and the relaxation of COVID-19 restrictions (World Bank, 20229;; OECD,
2021p10)).

The main impact of the COVID pandemic on the economy was the combination of a drop in
commodity prices and a severe hit to the country’s services sector. While the first reduced fiscal
space, the latter had a strong effect on employment across the country as the services sector, mainly
composed of SMEs, employed about 1.6m workers in retail trade, tourism, and catering alone. However,
the government moved rapidly to support the economy. It introduced foreign exchange controls for SOEs
to support the tenge, following a hike in the policy rate by the National Bank of Kazakhstan to limit domestic
inflation, and an anti-crisis package to cushion the economic impact of the pandemic on the national
economy by extending the social safety net to wage and unemployment subsidies provision, and dedicated
support measures for businesses (Box 2.1) (National Bank of Kazakhstan, 202011;). The pandemic
therefore highlighted the vulnerabilities in Kazakhstan’s economy caused by its reliance on external
demand for a narrow range of commodities. At the same time, the response to the crisis consumed
significant resources that might otherwise have been directed towards addressing these vulnerabilities
through reforms. There is therefore a need to ensure that policy is recentred on making those reforms to
support private sector development over the long-term.
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Box 2.1. Kazakhstan’s support to businesses during and after the COVID-19 pandemic

In mid-March 2020, Kazakhstan adopted an anti-crisis package, complemented in May 2020 by the
“Comprehensive Economic Growth Recovery Plan”, for a total amount of 14 billion USD (5.9 trillion
tenge), equivalent to 9% of GDP. Later during the year, additional tax breaks and local support as well
as additional measures to support SMEs were provided. According to official statistics, by early 2021,
more than 1.6 million people and 11.5 thousand SMEs had benefitted from a deferral of payments of
loans, and the provision of new preferential loans totalling USD 870 m (360 bn tenge). Some of the
main measures covered:

Support to workers and social assistance

e The National Fund of Social Security granted wage subsidies to employees of MSMEs on
unpaid leave, while employees who lost their jobs because of the confinement were
compensated at 40% of their former salary for up to six months.

Support to firms
e Firms with a drop in turnover above 40% received cash support up to 80% fixed costs, full
compensation was provided to firms forced to temporarily close due to the lockdown.

e Payments of VAT and payroll taxes were deferred, and several loan guarantee schemes were
set up to provide additional liquidity to firms. Public budget rules have been relaxed to
encourage frontloading of public consumption and payments to private firms.

e Subsidised lending was provided under the state programme “Economy of Simple Things” (KZT
1 trillion) to grant additional liquidity to businesses.

Source: (OECD, 202110)).

Kazakhstan has felt the economic and social effects of Russia’s invasion of Ukraine. Given its
geographic and economic proximity with Russia, Kazakhstan experienced significant turbulences. These
translated into currency depreciation, a significant influx of Russian citizens fleeing mobilisation, the
disruption of supply chains and inflation. On the positive side, the country benefitted from company
relocations following the introduction of sanctions against Russia and saw the value of its exports increase
as a result of a spike in commodity prices (ODI, 2022}12)).

Addressing long-term reforms is crucial for the economy to withstand current shocks and
adapt to the environmental challenge

Looking ahead, the need to pursue reform endeavours is more acute for the years ahead, as
significant downside risks remain due to persisting structural weaknesses, including, in particular,
sluggish productivity growth, as well as the twin effects of the war in Ukraine and the international sanctions
imposed on Russia, and the impacts of climate change (EBRD, 2022}13;; IMF, 2022(14;; OECD, 202215)).
While growth reached 3.2% in 2022 and is estimated to reach 4.3% in 2023, this trend is mainly supported
by higher oil prices, fiscal stimulus, and sustained recovery of private consumption (IMF, 20231¢)). In the
years ahead, new vulnerabilities could emerge from supply chain disruptions, risks of secondary sanctions
given Kazakhstan’s significant trade, investment, and migration linkages to Russia, and increased climate
stress (World Bank, 20229;; EBRD, 2022(17;; OECD, 2022}15)).
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The 2020 OECD report identified a need for improved implementation of reforms in three
priority areas

Operational environment for SMEs

The 2019-2020 OECD assessment found that Kazakhstan had improved the simplicity and
coherence of its business regulation. It highlighted the streamlining of legislations and administrative
procedures with the introduction of the Entrepreneurial Code (EC) (Box 2.2), the creation of Public Service
Centres (PSC) and sector-based self-regulatory organisations (SROs) supervising the implementation of
licensing procedures, the design of supportive strategies (Roadmap 2020), and the establishment of the
Entrepreneurship Support Fund DAMU.

However, businesses continued to report that the regulatory landscape was unpredictable and
complex to navigate, and that procedures were unevenly implemented across the country. As a
result, businesses were left subject to sometimes abusive practices, in particular in relation to licensing
procedures. This perception reflected the experience of both local businesses and international investors,
which in addition continued to face remaining restrictions in the legislation, such as exceptions to national
treatment in certain sectors, and restrictions to the employment of foreign staff and transfer of property
(OECD, 2020¢)).

Box 2.2. The Entrepreneurship Code of Kazakhstan

In October 2015, Kazakhstan introduced the Entrepreneurship Code (EC), consolidating the six pre-
existing entrepreneurship- and investment-related legal acts into a single document, harmonised with
the Civil Code to ensure consistency. Beyond its streamlining aspect, the EC also enacted a new
approach to state-business relations with the introduction of the principles of presumption of good faith
and mutual responsibility of state and business entities, as well as the principle that ambiguity in
legislation should be interpreted in favour of businesses.

The EC has since become the main legislation regulating all domestic and foreign business activities in
Kazakhstan (including investment) and includes among its main dispositions the codification of allowed
circumstances for unscheduled inspections, of in-court and alternative dispute resolution mechanisms,
as well as the role and supervision of the Business Ombudsman. However, relations between firms and
the customs agency, subsoil use and the licensing thereof, and the activities of the prosecutor’s office
remain outside its scope.

Source: Entrepreneurial Code of Kazakhstan, (OECD, 20201)).

Contract enforcement

De jure investors’ rights and property are explicitly guaranteed by the Civil Code and adjacent
legislation on investment and international investment agreements. Companies facing explicit or
implicit corruption attempts or other forms of unfair treatment can seek dispute resolution either in domestic
courts or international arbitration bodies. Efforts of the government have also focused on streamlining the
procedural efficiency of the court system, with the Astana City Court and the Supreme Court being the only
courts considering investment dispute cases, complemented by the creation of the Astana International
Financial Centre (AIFC). In addition, alternative dispute resolution mechanisms have been developed with
the establishment of protective and representative institutions such as the Investment Ombudsman, the
Commissioner for the Protection of Entrepreneurs’ Rights under the National Chamber of Entrepreneurs
Atameken (business ombudsman).
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However, concerns remained about the quality of judgments, and alternative dispute resolution
mechanisms remained underused. While international investors remained concerned with the quality of
judgments by the local courts, local businesses were mostly unaware of available dispute resolution tools,
and if aware, expressed concerns about their impartiality when adjudicating disputes with the state or state-
owned enterprises (SOEs) (OECD, 2020;1)).

Trade facilitation

Kazakhstan has been an active member of regional and international trade co-operation
institutions. The country is a member of the Eurasian Economic Union (EEU) and the Central Asia
Regional Economic Cooperation (CAREC), as well as the World Trade Organisation (WTQO). The
government has also been actively promoting regional connectivity with several reforms to automatise,
digitise and harmonise its customs procedures with those of neighbouring countries. However, the
country remains at the margins of international trade flows The pandemic and the effects on
international trade of Russia’s war in Ukraine highlighted that the country’s integration in global value
chains (GVCs) remains limited, as the country’s landlocked position is compounded by persisting hard and
soft infrastructure issues (OECD, 2023 forthcomingi1s); OECD, 2020;1;; OECD, 2023[3)).

Assessing implementation progress since 2020

The following sections provide an overview of implementation progress of the three priorities for
improving the legal environment for businesses identified in the 2019-2020 OECD analysis, and
suggest a way forward taking into account new priorities following the pandemic and the regional context.

Priority 1: Business regulation has become more transparent and equitable, but
reforms require thorough implementation

The gradual phasing out of COVID-19 support packages to businesses coincided with a
rethinking of business regulations

The COVID-19 crisis has had a strong negative effect on businesses: an estimated 300,000 SMEs
stopped working nation-wide in 2020 and many more firms reduced their operations. The pandemic
also exacerbated existing bottlenecks and issues in the regulatory framework governing daily business
operations (OECD, 2021(10]). As recovery took hold, the government gradually phased out support policies
that coincided with a renewal of business legislation, with a focus on relieving businesses of administrative
burdens, and further simplifying and digitalising state-business interactions.

Reforms have focussed on stabilising regulatory and inspection procedures

These reforms, adopted in December 2021, seem to reflect a change in the rationale of business
regulation towards a reduction of stringency, inspections and room for arbitrary action
(Government of Kazakhstan, 2021119)). On state involvement and stringency, Article 7 of the law introduces
the automation of risk assessment and management systems, with the aim to restrict the number of
inspections a given administration can carry out and limit business inspections only to cases of compliance
with permit requirements. The main procedural change pertains to the alignment of Kazakhstan’s risk
classification system to OECD standards with the introduction of a third step (medium risk) to the previous
binary system (high and low risk), and a ban on inspections motivated by reasons outside that scope. In
addition, the law provides a legal basis to delegate some additional supervisory prerogatives away from
the state to sectoral organisations, based on the outcomes of “market readiness analyses” for some
sectors. These changes are also related to the first ever regulatory impact assessment (RIA) carried out
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by the Ministry of National Economy, with the support of the Business Ombudsman. The review, which is
to be completed in 2024, covers all regulations, including technical ones, and has so far covered five
sectors representing 60% of all businesses. According to official data, at the time of writing, the assessment
had already resulted in a reduction of the number of permits (by 75%, from 1,115 to 287), of inspection
duration (from 30 to 15 days), direct supervisory functions of the state (from 544 to 379), and the
introduction of preventive control measures.

The new Environmental Code, introduced in January 2021, seems to bring Kazakhstan’s regulatory
framework for environmental management closer to OECD practices. While environmental permitting
and licensing has long been considered a key issue by businesses, the Code aims at regulating activities
of any individual or legal entity that could potentially have a negative impact on the environment, such as
carbon emissions or other forms of pollution, and introducing the best available technologies (BAT) in the
country as a basis for an integrated environmental permit framework, providing clarity for firms in the oil
and gas, mining and metallurgical, chemical and electric power industries, which are responsible for a large
share of pollution in the country (IEA, 202220)). Effects of these changes however need to be assessed in
practice.

Further progress in the digitalisation of public services has supported easing the
administrative burden for firms

The government’s digitalisation agenda has borne fruit. This has been particularly visible in e-
government and digital public service delivery, easing business-state interactions and lowering the costs
and time involved in accessing public services, especially for small firms (OECD, 2020;21;; Government of
Kazakhstan, 2020p22). A recent OECD survey finds that businesses are satisfied with the quality of online
service provision, such as licensing and permits for businesses (OECD, 20233). Beyond these, the
December 2021 law has renewed impetus to the digitalisation and simplification of key steps in the
business lifecycle, especially bankruptcy requirements. In addition, since 2020, the e-government platform
has increasingly been used to involve the business sector and individuals into discussions about regulatory
changes.

The government has also deployed efforts to support an even implementation of reforms

Reform efforts have also focussed on ensuring coherent implementation across the country and
the different levels of administration, and fair treatment among businesses. In early 2023, the
government introduced the “Registry of Mandatory Requirements” which lays out mandatory rules for
implementation of the law, with a focus on transparency and enforceability (mandatory publication of
legislative changes and introduction of a timespan to allow businesses to adapt), and certainty with the
publication of a closed list of claims for which inspection and sanction powers of public authorities apply.
The government has also aimed to increase the awareness and capabilities of the public administration on
regulatory requirements and changes. In 2022, civil servants and businesses also benefitted from training
sessions by Atameken, the National Chamber of Entrepreneurs, to acquaint them with the changes
introduced to the regulatory framework and ease implementation. Regarding fair treatment among
businesses, the law of 31 December 2021 has laid the ground for levelling the regulatory playing field
between private businesses and SOEs, while the government announced in early 2023 an SME-specific
policy to be integrated into the Concept of Small and Medium Businesses Development until 2030 by the
end of August 2023. Available information about the policy suggests that it will provide targeted tax, and
administrative incentives to support SME growth, while developing SME-FDI linkages, supplying contracts
between national SMEs and large SOEs, and adapting state support to regional development to fit SMEs’
needs.
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Implementation lags and complexities remain

The regulatory landscape remains very changeable, and firms struggle to keep pace with
reforms

Businesses report that uneven implementation remains a central impediment to the de facto
improvement of the environment in which they operate. In particular, the pace of regulatory reform
remains too high for businesses, especially small firms, to participate in public consultations and keep up
with new requirements. For instance, according to official data, the Tax Code adopted in 2017 was
amended 50 times between 2018 and 2022 (including 11 times in 2018, 18 in 2019, 9 in 2020, 7 in 2021,
and 5 in 2022), with changes affecting about one third of its articles. While these changes include
noticeable improvements, information about public consultations and changing regulatory requirements
has not become more accessible in recent years. Businesses interviewed by the OECD during the
assessment also report the persistence of perceived bias from some state authorities when conducting
RIAs, doing so with predetermined outcome in mind rather than grounding their decisions for streamlining
of regulations on the actual feedback of the private sector.

Business inspections remain a central issue in the operational environment for firms

Businesses also remain concerned about inspections. Despite recent improvements, their motives
have not yet been fully reformed. Moratoria on business inspections continue to remain the main support
measure for small businesses, and the moratorium adopted during the pandemic has been extended for
an additional year, until 2024. The moratorium seems to have been effective in limiting the number of
inspections, as official data suggest that there has been a marked decrease in the number of inspections
since 2019". However, this may in part reflect lower business activity during the pandemic as well.

The systematic use of moratoria on business inspections as a policy tool is at best a second-best
option and creates additional complexity for firms. Moratoria on inspections can lead to a
concentration of inspections on the periods right before and after their application, while not resolving the
issue of unpredictability and partiality of inspections. In the current context, it might even add further
uncertainty to the regulatory environment, as it remains unclear how the moratorium is articulated with the
new risk management system introduced under the December 2021 law, giving the impression to
businesses that the issue is still dealt with via exceptions in the regulatory framework rather than an actual
overhaul of inspections as outlined in the law. Businesses also report a non negligeable number of
unwarranted inspections, persisting excessive controls, and punitive inspections by some regulatory
authorities. While this could partly be attributable to a transition between the law’s adoption and its effective
implementation, businesses report an increase in de facto administrative barriers.

License requirements have been streamlined and mainly automated following regular regulatory
reviews, however new issues on the licensing system have appeared. While the complexity and
unpredictability of licensing requirements were a major concern reported by businesses to the OECD in
the 2020 report, early 2023, the permit system included a total of 345 permits and notifications, including
57 notifications of commencement or termination of activities which have been fully automated. This
corresponds to the removal of 39 permits and notifications since 2019. However, businesses report
concerns over sector-based self-regulatory organisations (SROs), which had been created in 2015 by the
EC to supervise the implementation of licensing procedures. If initially their development was seen as an
improvement to help businesses navigate licensing matters, businesses report that the de facto transfer of
oversight responsibilities from the state to SROs is weak, with a large part entrusted to Atameken,
equivalent to a state body. Businesses also reported that the development of SRO under its current form
could potentially have a detrimental effect on SMEs, as membership might not be affordable to them due
to high entry fees and absent regulation on methodologies to calculate associated costs, such as
contributions to the compensation fund, insurance amounts and premia.
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Box 2.3. Design of an Administrative Burden Index

Atameken is currently reviewing the Administrative Burden Index developed in 2020, which aims to
improve the implementation of the law applicable to businesses with a view to reduce the administrative
burden on firms. It will be based on statistical data from government agencies and the Committee on
Legal Statistics and Special Records of the General Prosecutor's Office of Kazakhstan, as well as on
the basis of survey indicators collected among businesses.

The Index will reflect the nature and attitude of the control and supervisory bodies. Preliminary index
indicators will include data on:

o effective implementation of the risk assessment system when conducting business inspections,
e reduction of repressiveness of control and supervisory activities (e.g., fine rate)
e registered administrative offenses against business entities,
e number of illegal inspections; etc.
The Administrative Burden Index will be made publicly available.

Source: OECD analysis from Atameken contribution

The pace of regulatory changes still needs to adapt to implementation capacities

The government should stabilise regulation through a systematic use of requlatory impact
assessments and improve the monitoring of reform implementation

Ensuring effective implementation of business regulation also requires stabilising it, introducing
only necessary changes, while publicising them to both public authorities and businesses. The
current pace of regulatory changes is a challenge to both businesses and public agencies’ capacities and
accountability. The government could introduce a more regular use of RIAs as a tool for ex ante and ex-
post evaluation, in direct collaboration with the private sector and its representatives, including Atameken
and its regional branches, as well as sectoral business associations, to identify remaining gaps or
redundancies in business legislation. Such RIAs could be carried out on a regular and predetermined
schedule, for instance once every two years, and their outcomes should feed into the policy process,
involving all concerned agencies to ensure a better understanding across the government of the rationale
for different policy and regulatory reforms for private sector development. Particular attention should be
paid to the impact of reforms on SMEs, and to the examination of how simplification or revisions may
address these issues. Lastly, there should be only limited exceptions to exemptions from RIAs (e.g., budget
laws, national security matters). Too many exceptions to the obligation to perform RIA can become an alibi
for administrations not to carry out the analysis (OECD, 2020j23)).

In parallel, the government could step up its efforts to ensure consistent implementation of reforms
by supporting the capacities of the public sector. For instance, the trainings of civil servants that were
initiated by Atameken in 2022 should be generalised at both national and regional levels and be carried
out directly by state authorities on a regular basis. Doing so may help ensure that civil servants are up to
date with regulatory changes and will be able to advise and support businesses in their adaptation
journeys. In parallel, the government should also prioritise the development of channels through which
firms can report instances of non-implementation, for instance in collaboration with the Business
Ombudsman or a dedicated section on the e-government website accompanied by the creation of cross-
agency steering body to provide oversight and guidance.
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The government should develop tools to raise firms’ awareness of and ability to cope with
regulatory changes

Beyond increased consultation with the private sector, the government can also help businesses
to better adapt to regulatory changes. For instance, more could be done to publicise new and revised
regulation, and develop support programmes to help firms, especially SMEs, adapt. All regulatory changes
should be widely publicised and regularly updated with latest legislative changes and made available to
the private sector through the publication of information on a dedicated page of the competent authority’s
website as well as on the websites of Atameken and sectoral business associations. Atameken could also
regularly update the website of the registry of issues. In a similar vein to trainings for civil servants, the
competent authorities should design and provide targeted outreach programmes and trainings to help
businesses, especially SMEs, adapt to new regulatory requirements. Such programmes should be
financed by the government and could be administered via Atameken and its regional branches or other
private sector organisations. Finally, public administrations should also develop a stronger culture of
remediation to encourage firms to adjust operations to remain in line with their regulatory requirements.
For instance, a predefined and widely publicised amount of time should be granted to businesses to adapt
to new legislation after its introduction and publication. During that period, relevant public authorities should
provide firms with explanatory documents and the opportunity to discuss these changes and their impact
on individual businesses with an individual from the authority.

Priority 2: Judicial capacity and independence registered some progress, but
dispute resolution tools can be further improved

Judicial and dispute resolution reforms have been a priority for the government

Recent judicial reform has focussed on strengthening judicial capacity and independence

In recent years, the government has focussed on increasing the trust of businesses in the judicial
system. Recent reforms aimed at improving the probity and skills of judges, the quality and coherence of
judgements, and businesses’ use of in- and out-of-court dispute resolution mechanisms. In particular, they
targeted a change of practice and improved implementation of the pre-existing well-developed legal
framework for contract enforcement and dispute settlement. Judicial reform has been advanced through
the Supreme Court’s “Seven Pillar Strategy” to select and retain competent judges and enhance training
on drafting judgements in accordance with international standards (OECD, 20201). Businesses
interviewed by the OECD report that the introduction of a new system of judicial recruitment and oversight
under the High Judicial Council, and decision templates to guide the process of drafting judgements and
increasing reliability have resulted in improved quality of court decisions. The Supreme Court and the
government have also attempted to tackle corruption by raising the salaries of judges and prosecuting and
dismissing senior judges involved in corruption cases. It however remains to be seen if those changes
appear to be systemic, as so far Kazakhstan has not displayed a major score improvement in the World
Justice Project index.

Advancing fair and accessible dispute resolution for businesses has become a priority for
the government

The government has also advanced a more general dispute resolution reform, by making it as a
priority means in business-state litigations and using it before pre-trial investigations. The adoption
of the new Administrative Procedure Code (APC) in 2020 reflects this changed approach by introducing
tools to provide individuals and businesses an equal opportunity with the state in the case of a dispute, as
well as requiring more transparent operations and decisions of administrative bodies (Box 2.4). In
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particular, the code introduced a hearing procedure and pre-trial dispute resolution dispositions, shifted
the burden of proof to the state body in case of disputes, and allowed courts to examine all circumstances
relevant to the case without limiting themselves to the evidence submitted by the parties. It is to be noted
that the law entered into force only one year after its adoption, to grant concerned institutions time to adapt
to the new framework and allow judges and officials to attend specialised trainings (ZOiS, 202124)).
Implementation of these reforms has also been entrusted to the chief justice of the Supreme Court and
seems to have enjoyed support from the public and businesses. However, the first rulings by the
administrative courts need to be assessed first to judge effectiveness.

Box 2.4. The Administrative Procedure Code of Kazakhstan

In his September 2019 Address to the People of Kazakhstan, President Tokayev pleaded for the
introduction of dispute resolution mechanisms in administrative justice to level the playing field between
individual and businesses, and the state in public law disputes. This led the government to shift towards
the “listening state” principle and adopt the Administrative Procedure Code of the Republic of
Kazakhstan (APC) in June 2020, which entered into force on 1 July 2021.

The new code is the first comprehensive legal document to regulate the country’s general administrative
law, referring to the state’s exercise of power, its interaction with its citizens, and the mechanisms
protecting and representing their interests. In particular, it allows for rule-of-law principles to be, for the
first time, regulated in ordinary legislation. The code:

e replaces and streamlines two previous laws, the Law on Administrative Procedures and the Law
on the Examination of Applications of Legal Entities and Individuals, as well as a part of the Civil
Procedural Code, which contained the procedure for appealing against the actions of state
bodies;

o codifies a set of rules for judicial proceedings in administrative courts such as the right of each
individual to file a complaint against the state (guarantee of legal protection), the protection of
this right - including the prohibition to deny an application or a complaint as well as applying
pressure to a plaintiff to drop his complaint, the right to a “legally competent” judge, the right to
be heard prior to any decision by an administrative court, and the introduction of the
proportionality principle; and

e introduces a three-tier judicial system for administrative complaints, with the opportunity to
appeal against first-instance decisions as well as an ultimate to the Supreme Court. As for first
instance, the Code stipulates that they should be formed by specialised judges or by chambers
of specialised judges and plans to establish independent specialised administrative courts.

Source: (Government of Kazakhstan, 2020ps)).

A Constitutional Court was re-established in 2022 and started work on 1 January 2023, with the
explicit aim of better enforcing and communicating on individual and business rights. Both can
indeed directly bring an appeal case to the court (Government of Kazakhstan, 20232¢)). Furthermore, the
Ombudsman also received the right toa direct referral on matters concerning the rights enshrined in the
constitution. Among them, “the right to freedom of entrepreneurial activity” guaranteed by article 26(4)
stands out as particularly relevant for businesses.

Since its inception in 2016, the Business Ombudsman has played an active role in dispute
resolution. The handling of out-of-court dispute settlement, in particular in relation to unfair treatment by
government authorities, has met some success and received positive assessment by businesses
according to official sources.
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Similarly, tax administration and state audits have been reformed to be more supportive of
business rights. A presumption of good faith of the taxpayer has been introduced in the Tax Code, and,
following an initiative of Atameken, the appeal mechanism against the results of state audits has been
improved by prohibiting the opening of a criminal case against an entrepreneur until all avenues of appeal
against the results of a state audit have been exhausted in civil proceedings. It has been proposed to
extend the results of inspections of all control and supervisory bodies as well. Finally, in July 2021,
e-Otinish, an online platform and mobile app was created to receive and process appeals of individuals
against any government body, to facilitate the appeals to and the filing of a lawsuit, to decrease the
duplication of appeals and to increase their speed of processing. According to official data, for the first 15
months of operation (as of September 2022), the app received more than 2 million appeals, representing
a six-fold increase of online appeals and appeals mainly directed towards the Presidential Administration,
AlmatySu (Almaty city water supply), akimats, and the Prosecutor General's Office, with 700 thousand
unique users across the country (Government of Kazakhstan, 202327)).

Despite improvements, contract enforcement and dispute resolution continue to be
perceived as a major challenge for businesses

Businesses continue to raise concerns related to contract enforcement and dispute resolution,
particularly in terms of the predictability and impartiality of decisions. This has been confirmed by a
recent OECD survey where, when asked which reforms they considered most important for the
government to pursue, over half of respondents (55%) suggested reforms to improve transparency in the
justice system and effective contract enforcement (OECD, 20233;). Businesses’ concern about a remaining
gap between their de facto experience and the de jure provisions that ought to protect them cover mainly
two issues: the existence of a two-tiered judicial system between international and domestic firms, and a
persisting perception of court bias in favour of authorities in cases of business-state (or SOE) disputes.

Dispute resolution reforms need to be inclusive

The creation of the AIFC in 2018 was a major step towards the improvement of Kazakhstan’s
investment attractiveness. The Centre’s work has helped improve the predictability of contract
enforcement for large international investors and the AIFC’s International Arbitration Centre (IAC) has been
successful in establishing itself as an important arbitration hub, not only for Kazakhstan but for Central
Asia as a whole (OECD, 2020;1;; OECD, 2023(3)).

However, this development is rather an exception in the legal landscape, bearing the risk of
creating a two-tiered justice system for businesses. While the AIFC offers arbitration by highly
competent common law judges, the high costs associated to its procedures, as well as English being the
main working language, have caused the centre to be considered by many smaller domestic businesses
an exceptional justice intended only for foreign investors without benefits for local entrepreneurs. For
domestic businesses, besides the reforms led by the Supreme Court, efforts to improve the functioning of
administrative courts have essentially focussed on increased cooperation among judicial bodies, but
asymmetry of information issues have largely been left unaddressed, with a non-negligible share of
businesses not being informed about their existence or the procedures they might benefit from. Advancing
contract enforcement and predictability for domestic businesses is not only an important step for domestic
private sector growth, but can also add to investment attractiveness, as it improves the daily operations of
potential domestic suppliers and clients for large international businesses (OECD, 20233)).

Dispute resolution can sometimes lack impatrtiality

A perception of bias in favour of authorities in disputes between businesses and state bodies also
continues to prevail among businesses. This perception stands out as official numbers suggest that the
reform of the APC has resulted in more rulings in favour of businesses. This seems to be particularly the
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case for disputes on tax matters for which in the first half of 2022 about 55% of rulings were in favour of
businesses, compared to an average of 15% before the entry into force of the code. This difference
between numbers and businesses’ perception might therefore reflect other litigation topics such as land
relations, public procurement and subsidies, which, according to a recent review of business complaints
against authorities carried out by Atameken and regional business chambers, are the most common issues
for business complaints against authorities in the country.

The automation of procedures has created new barriers for businesses, in particular in relation to
tax and public procurement matters, while court procedures are not perceived to be supportive of
businesses in these cases. For instance, tax notifications and inclusion in the register of unfair
participants in public procurement are generated automatically. If businesses are to challenge these in
court, practice shows that the latter tend to rule based on the automated notification of decisions’ findings
rather than the businesses’ explanations or newly provided documents. Businesses have also raised the
concern that administrative sanctions remain outside of the scope of the APC so far, being governed by
the Code on Administrative Infractions, which might leave room for interpretation.

The absence of specialised judges weakens the protection of intellectual property rights

Finally, at the intersection of both issues lies a gap in specialised courts for intellectual property
(IP) rights protection and the absence of clearly defined responsibilities and functions for the
public organisations that have a role in IPR-related disputes. Despite an extensive regulatory
framework for IP protection (enshrined in the Civil Code, the Law on Patents, and the Law on Copyrights
and Neighbouring Rights and recently amended in June 2022), businesses indeed report a significant
number of contentious decisions (Government of Kazakhstan, 2022p2). Discontent is particularly
expressed in relation to procedural aspects such as the lack of specific qualification of judges, a great
variability in the interpretation of laws, the lack of qualified experts for expertise and the high cost of their
services.

More support to domestic businesses’ use of dispute resolution tools, and an improved
protection of intellectual property rights are required for better contract enforcement

The government should pursue its efforts to improve the quality of the court system

The government should closely monitor and assess the implementation of the new rules on judicial
independence and continue to improve them. The reforms conducted in recent years have contributed
to the development of a more independent court system of better quality. However, avoiding a hasty
implementation is key to ensure that the changes are properly understood by judicial institutions and that
the framework designed by renewed rules is properly applied. Therefore, the government should consider
conducting trainings for the judges to build the required institutional capacity. It must be noted that, since
some provisions have a delayed implementation (e.g., acquiring applicability only from the 1 January 2024)
and that changes always require some time to produce tangible results, it remains for now difficult to assess
the effectiveness of the implementation of the reforms.

The government must also ensure that the provisions stated in the law are effectively enforced
during the conduct of administrative proceedings by the courts. As per today’s situation, businesses’
perception of a persisting bias of court rulings in favour of the State, especially in relation to land rights,
public procurement, and subsidies, might be attributable to a lack of awareness of the rights the new APC
grants to them. Addressing this would require the government to improve businesses’ knowledge of the
functioning of administrative courts.
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The government should improve domestic businesses’ awareness of available alternative
dispute resolution tools

In parallel to increasing the independence of the court system, the government should develop
awareness-raising and outreach campaigns about the availability and functioning of other
processes for dispute resolution. As for now, it seems that businesses remain unaware of available
alternative dispute resolution tools, as well as time, cost, process and benefits to be expected from these
procedures (OECD, 20233)). Therefore, the government should share resources, alongside information
about the court system, about available processes for dispute resolution including out-of-court and
alternative dispute resolution tools.

Targeted outreach campaigns could be developed in co-operation with the Business Ombudsman,
Atameken, regional business chambers and sectoral business associations. The goal for them would
be to identify their members’ most recurrent procedural complaints, as well as their main gaps in terms of
procedural knowledge. Based on this, the government could develop targeted outreach media campaigns
(dedicated website or page on the institution’s website, explanatory leaflets, and videos, etc.), implemented
or relayed by the business associations2. The latter could also regularly organise online or in-person
training sessions on the most common procedural issues faced by their members, inviting representatives
of the competent dispute resolution bodies. On a related matter, the government should also ensure that
IAC best arbitration practices are shared with domestic courts to contribute to the creation of a wider
arbitration culture in Kazakhstan.

The government should set up an effective institutional framework for intellectual property
rights enforcement

Effectively protecting IPR in Kazakhstan requires building the technical expertise of judges. A focus
on building the technical expertise of judges, in particular for patent enforcement, in civil and criminal courts
can support the effective protection of IPR and advance Kazakhstan’s ambitions to support innovation. As
a first step, developing IP expertise in these courts would require creating specialist IP benches within
them and allow courts to call on a third-party institution with IP expertise, such as the National Institute of
Intellectual Property, or inviting “friends of the court” (amicus curiae) briefs to express their views on a
given issue in a dispute. In parallel, judges with a representative level of expertise in the relevant areas for
IPR disputes should be appointed where possible, while ensuring that all judges having to deal with IP
matters are provided with mandatory continuing education and training opportunities and encouraged to
engage in exchanges with international IP courts to allow them to keep abreast of the rapid evolution of IP
law and related legal concepts and developments. Finally, courts should be encouraged to publish IP case
decisions on online databases both to improve transparency of judicial processes and to build precedents
other judges might draw upon (Gurgula, Padamczyk and Shemtov, 202229}; de Werra, 201930)).

Priority 3: Trade procedures have become more accessible and protective of IP
rights, but restrictions to trade remain in the services sector

Kazakhstan has improved the regulatory framework, with a focus on digitalisation of
procedures and intellectual property rights

Developing international trade has been a longstanding priority of Kazakhstan’s government to
support the diversification agenda for its economy, against the backdrop of the country’s
landlocked position. The government has been actively developing an open and fair regulatory
framework, which culminated in the country’s accession to the WTO in 2015, and it has been deepening
its regional integration through its membership in the Eurasian Customs Union (Belarus-Kazakhstan-
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Russia) and then the Eurasian Economic Union (EEU), as well as in the Central Asia Regional Economic
Cooperation (CAREC). Since 2017, the country has been constantly improving its trade facilitation
framework, with a strong focus on improving the transparency and predictability of trade-related
information, through the streamlining of documentation requirements and processes, an increased role of
digital tools, and improved internal border agency co-operation (Box 2.5) (OECD, 2023(3)).

Kazakhstan launched several online trade portals and single windows and reformed the Customs
Code to favour digitalisation of border procedures. For instance, the Single Window for Export-Import
Operations, the Kazakhstan Trade Portal, the Trade Facilitation Information Portal, as well as the
Automated System of Customs and Tax Authorities (ASTANA-1) customs border portal, provide firms e-
permits, information, references, and documents related to exports (Atameken, 201931;; OECD, 2023
forthcomingy1g)). In particular, the introduction of ASTANA-1, compliant with the WTO, European Union and
UNCTAD Customs standards, in January 2020, has been an important step to bring down the time and
cost of trade by allowing fully automated customs procedures and the harmonisation and digitisation of all
customs- and trade-related documentation. In 2021, reforms to the Customs Code further advanced the
digitalisation of procedures, by allowing applications for a preliminary electronic classification of goods
from the State Revenue Committee which reduced by half (from 20 to 10 working days) the review period
for classification of goods (Government of Kazakhstan, 2021;32). Additional reforms include the
introduction of a new risk management system for on-site audits, increasing the number of cases when
customs declarants are not accountable under the Administrative Violations Code, as well as the
authorisation for foreign individuals and businesses to import and declare goods at a port of entry without
the support of domestic customs brokers. However, business report that in practice, foreign individuals
and businesses may still need domestic customs brokers in order to file electronic customs declarations,
due to customs software compatibility issues (U.S. Department of Commerce, 2022;33)).

Finally, Kazakhstan has also been successful in developing a legal framework more protective of
intellectual property rights in relation to international trade. In particular, a new law adopted in June
2022, and accompanied by a Roadmap, has introduced a series of protections such as geographical
indications and appellations of origin, a system of short-term protection of unregistered industrial designs,
and an opposition system for trademarks, as well as clarification of qualification requirements for patent
attorneys (Government of Kazakhstan, 20222g)). If these amendments may open up new opportunities for
domestic producers to enter global markets, their implementation and effect on businesses have yet to be
assessed.
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Box 2.5. Kazakhstan's performance in the OECD Trade Facilitation Indicators

The 2022 TFls database highlights that Kazakhstan has consistently improved its performance since 2017
across all areas covered by the TFIs. Areas where improvements are most notable concern making trade-
related information available, advance rulings, simplification and harmonisation of trade-related
documents, automation and streamlining of border procedures, as well as domestic border agency co-
operation.

Figure 2.3. Kazakhstan’s trade facilitation performance since 2017

a) Evolution of TFls (2017-2022) & b) Regional comparison (2022)
K

Kazakhstan
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Central Asia
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Legend: A - Information availability, B - Involvement of the trade community, C - Advance rulings, D - Appeal procedures, E - Fees and charges,
F - Documents, G - Automation, H - Procedures, | - Internal border agency co-operation, J - External border agency co-operation, K - Governance
and impartiality.

Note: 2 is the maximum score. Central Asia includes information for Kazakhstan, Kyrgyzstan, Tajikistan, and Uzbekistan.

Source: (OECD, 2023;34))

Kazakhstan also performs above the TFls average for the group of upper-middle income economies in
many areas relating to transparency and predictability (involvement of the trade community, advance
rulings, appeal procedures, fees and charges) as well as the automation of border procedures). Fees and
charges and advance rulings are also areas where Kazakhstan is on par or above the average
performance in the OECD area.

The 2022 TFlIs database also reveals Kazakhstan as the overall top performer in Central Asia. It performs
better than the other economies in the region covered by the database (Kyrgyz Republic, Tajikistan,
Uzbekistan) in the majority of the TFls areas, except for information availability and governance and
impartiality.

Implementation lags behind for trade facilitation and regulatory barriers to services
trade remain

Implementation and access to trade-related information remain an issue for businesses

Despite these de jure improvements, firms continue to report persisting cumbersome trade
procedures and unpredictable implementation. In a recent OECD survey, over a third of respondents
indicated that improvements to trade and customs regulation should be a government priority, while only
3% said that major progress had been made in this area over the past five years (OECD, 2023;3)). It seems
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that the implementation gap arises mainly from an entanglement of policies and lack of information about
regulatory and legislative changes on the side of businesses and implementing agencies, which leave
room for varying interpretations.

Information is fragmented across several platforms. The coexistence of several online trade portals,
ranging from information provision to registration of online procedures, also serves to complicate firms’
access to information, especially for the smallest among them, which limits the reach of these tools and
reforms.

Arbitrary interpretation of the Customs Code by customs officials is most frequently cited in
relation to transit declarations and the non-use of electronic queuing. For instance, the US
Department of Commerce reports that so-called transaction passports for goods clearance can vary in
nature, ranging from document procurements to bank transfers, and represent a significant barrier to trade
(U.S. Department of Commerce, 202233). Similarly, online pre-declarations are not always functional, and
are sometimes duplicated by paper procedures at border ports. Customs processing can also remain costly
and cumbersome due to an absence of priority procedures, for instance for perishable goods despite the
relevant example of the “green corridors” implemented during the pandemic, or because of targeted
requirements, such as the one applicable to equipment and spare parts imported to implement an
investment project, which need to be placed in a temporary storage warehouse operated by a customs-
licensee pending clearance (OECD, 202110;; U.S. Department of Commerce, 2022;33)).

Regulatory batrriers to services trade remain an impediment for both domestic and
international firms

Despite a relatively open overall regulatory framework for investment, restrictions remain in crucial
sectors necessary for the broader competitiveness of the economy, especially services trade. The
OECD Services Trade Restrictiveness Index (STRI) reveals that Kazakhstan is the seventh most restrictive
of the 50 economies covered by the index, even if services trade restrictions have been somewhat relaxed
in recent years following the country’s WTO accession (OECD, 2023(3)). Investors face more restrictions in
relation to trade and investment than in most OECD and non-OECD countries, particularly in relation to
work permitting issues for foreign nationals looking to provide short-term services, the maintenance of
foreign investment screening mechanisms, limited access to public procurement for foreign service
suppliers, and restrictions on the acquisition of land and real estate by foreigners (OECD, 2022;3s)).

Among the most heavily regulated service sectors are the ones in logistics and related services.
This weighs negatively on the operational environment for both domestic and international firms, in
particular on their ability to deepen regional integration and engage in international trade by integrating
regional and global value chains. This issue is even more important in the current context, where the
country will have to open new trade routes and diversify its exporting partners to successfully navigate the
tensions arising from sanctions on Russia and associated trade blocs of which Kazakhstan is a member
(OECD, 202215)).
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Figure 2.4. OECD Services Trade Restrictiveness Index: Kazakhstan (2022)
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Note: The maximum score 1 represents the highest level of regulation, often in relation to a total State monopoly, which is for instance the case
for rail freight transport in Kazakhstan.
Source: (OECD, 2022;35)).

Further improving trade facilitation requires additional progress on implementation of
reforms and the easing of regulatory barriers to services trade

The government should focus on closing the implementation gap and improving access to
trade-related information for businesses

On the trade facilitation front, the government should more actively and systematically involve the
trade and business community. Closing the remaining implementation gap will help Kazakhstan’s firms
engage more in international trade, and the government to continue deepening regional integration (OECD,
2023 forthcomingj1sg)). In particular, the government should develop institutional feedback mechanisms in
the form of regular meetings to discuss implementation issues in relation to customs procedures and
regulatory and legislative changes. Online reporting tools or regular surveys could also be developed and
channelled through Atameken, regional and sectoral business associations. Finally, the government could
also establish an inter-governmental steering committee, for instance under the authority of the Ministry of
Trade and Integration (MTI), monitoring implementation of trade-related decisions, or a joint working group
between businesses, customs, and state administration to decrease barriers at customs.

However, these tools will only be effective if businesses are better aware of trade-related
information, decisions, and legislation. To do so, the government should develop outreach tools such
as improved publication of applicable legislation on the website of relevant authorities (key among which
QazTrade, the MTI and the Customs authorities), as well as harmonise the several existing trade portals.
This information can be complemented by thematic interactive pages for businesses, and the development
of online and physical enquiry points. Finally, as regards legislative and regulatory changes, the
government could introduce systematic notice-and-comment procedures that are communicated about
using the most relevant channels to reach concerned businesses (for instance through Atameken).

IMPROVING THE LEGAL ENVIRONMENT FOR BUSINESS AND INVESTMENT IN CENTRAL ASIA © OECD 2023



40 |

The government should also rationalise services trade regulation and improve regional

cooperation to keep trade flowing

On the business and investment climate front, the government should continue liberalising
services trade regulation. Keeping trade flowing, developing new trade routes and joining new regional
and global value chains are an important challenge for landlocked Kazakhstan in a context of mounting
regional and international tensions. The government therefore should focus on rationalising regulation in
logistics and related services sectors and aligning it with regional neighbours and its international
commitments under the WTO. Similarly, the government should continue advancing effective regional
integration by developing interconnected transit information systems with other countries in the region and

harmonising customs documents and requirements.
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Notes

' Data varies between sources: according to Atameken, between 2019 and 2021 the total number of
business inspections has decreased almost 4 times or by 74.6% (from 128 364 to 32 566 inspections),
and by 9 times for SMEs (from 93,175 inspections to 10,127); according to the Prosecutor General's Office,
the number of inspections for SMEs decreased, by 7 times (from 64,009 to 9,335) between 2019 and 2020,
and 6 times between 2019 and 2021 (10,127).

2 For instance, in Montenegro, the Council of Europe in collaboration with the Centre for Alternative Dispute
Resolution has developed such outreach programmes, combining targeted media campaigns with training
sessions to increase awareness about alternative dispute resolution procedures in the country (Council of
Europe, 2022;39)).
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Kyrgyzstan

This chapter assesses progress in implementing the three priority reforms
identified in 2020, namely streamlining legislation, simplifying the tax code
and tax administration and ensuring predictable contract enforcement. It
takes into account action to support business activity and economic growth
during and after the COVID pandemic and in response to Russia’s war in
Ukraine. Since 2020, the government has been taking measures to
encourage business formalisation, facilitate interactions between the
administration and firms through digitalisation, and provide tax incentives in
priority sectors, such as tourism, high technologies, and creative industries.
The chapter concludes with a series of policy recommendations.
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Table 3.1. Summary of priority reform implementation and updated recommendations

2020 2023
Challenges Recommendations Implementation assessments Way forward
identified
> Create physical and online one-stop- > The government's digitalisation Ensure consistent implementation of
Streamline shops for SME access to regulatory efforts have begun to bear fruit, reforms, in relation to digitalisation

business-related
legislation and
ensure predictable
enforcement

Simplify the tax
code and tax
administration

Ensure predictable,
fair, and efficient
contract
enforcement

information

» Streamline and digitalise license and
permit processes

> Legislative consolidation and
streamlining

» Further tax stabilisation is needed for
business development as well as
more support for the business
community to comply with the
legislation

> Revising tax regimes for small firms
to address possible disincentives to
their growth

» Improving the digitalization of the tax
administration and increasing the
uptake of e-filing

» Further improve the justice and ADR
systems

» Consider becoming a party of the
ICSID Convention to provide an
additional arbitration option to
investors

» Strengthen the development of
activities of the Business
Ombudsman using good practices
on transparency and efficient claim
process

but further streamlining of
business-related legislation and
predictable enforcement are
needed

> New amendments to the Tax
Code, aimed at creating conditions
to level the playing field for
businesses, but tax administration
and policy remain complex and
unpredictable

» The judicial system is evolving, but
further steps to ensure predictable,
fair, and effective enforcement of
treaties would be preferable

and business inspections

Develop tools to raise firms’
awareness of and ability to cope
with regulatory changes

Simplify the tax system by
developing a long-term strategy and
paying attention to implementation
challenges

Close the implementation gap by
developing a client-oriented
approach

Strengthen the general dispute
resolution system to increase quality
of justice, clarity of proceedings and
business confidence

Resume the functioning and
independence of the Business
Ombudsman Institute

Source: (OECD, 2021(1)), OECD analysis (2023).
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Introduction

The economy has so far withstood the shocks of COVID-19 and Russia’s invasion of
Ukraine

Kyrgyzstan has recorded average annual growth of 3.9% since the beginning of the 215t century,
driven mainly by the export of gold and remittance inflows from migrant workers. However, this
growth has not been uniform over time and the average rate hides two distinct trends in the development
of the economy: from 2000 to 2013, growth was unsteady and fluctuated between 0% and 11%; from 2014
to 2019, less variability was observed (except during the pandemic) and the growth rate stabilised at
around 4.2% (Figure 3.1). The COVID-19 pandemic disrupted this relative stability based on remittances
and trade and GDP contracted by 8.6% in 2020, the biggest drop in Central Asia (IMF, 2023).
Nonetheless, the economy quickly recovered from the crisis and showed a certain resilience, despite the
war in Ukraine and the sanctions against Russia, as growth reached 3.7% in 2021 and 7% in 2022 (EBRD,
2023;3)).

Figure 3.1. Kyrgyzstan's real GDP growth (2000-2022)
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Remittances from labour migrants remain an important growth driver, particularly supporting
household consumption. Between 2010 and 2019, they amounted to 29.2% of GDP on average (World
Bank, 20234), with approximately 80% originating from Russia (Central Bank of Russia, 2023(5)). Such a
dependency on Russia’s needs for migrant labour increases Kyrgyzstan’s vulnerability, as shown during
the 2014-15 crisis and the commodity shock’s impact on Russia’s economy (Figure 3.2). More recently
with the beginning of the war in Ukraine, remittances dropped, but not as abruptly as during the COVID-
19 pandemic. Going forward, the impact of sanctions on Russia’s economy could have a long-lasting effect
on remittances inflows, and therefore negatively affect demand in Kyrgyzstan in the medium term, as there
has been a decreasing trend in inflows since late 2022.
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Figure 3.2. Inflows of remittances made through the money transfer system (2010-2023)
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Note: Remittances made through the money transfer system are not exactly equal to total remittances, but account for a large enough share to
infer on consequences of economic shocks on inflows.
Source: (National Bank of Kyrgyzstan, 2023(s))

In 2020, the COVID-19 pandemic shook the economy, and the government implemented anti-crisis
measures. Public debt rose to 68% of GDP that year, the som depreciated by 19% against the US dollar,
and inflation began rising, reaching 14.5% in April 2022 and 16.2% in February 2023 (National Statistical
Committee of the Kyrgyz Republic, 20237), driven by high global food and fuel prices (also as a
consequence of the war in Ukraine due to supply chains disruptions). The government immediately
restricted travel and trade in the country, hampering regional flows of people and goods, and drastically
reducing economic activity. The closure of the border with China in 2020 led to a decrease in imports
(Figure 3.3) as China is the main foreign supplier of the Kyrgyz economy. Remittances fell sharply but
quickly recovered. Yet, the economy recovered relatively quickly and reached its 2019 GDP level in 2022,
thanks to economic growth in 2021 and 2022, driven by trade (rebound in exports in 2021), agriculture and
gold production.

The war in Ukraine disrupted the economy and considerably changed Kyrgyzstan’s trade patterns.
Historically, Kyrgyzstan mainly exports gold, which accounted for 49.2% of total exports on average
between 2015 and 2021 (Observatory for Economic Complexity, 2023g)), in particular to Europe. During
the same period, 53.8% of total imports came from China (mostly textiles) while 18.3% came from Russia
(mostly oil). However, in 2022, because of the war in Ukraine, the structure of trade reversed (Figure 3.3).
Both for imports and exports, the ratio of CIS/non-CIS countries inverted, meaning that Kyrgyzstan now
exports more to CIS countries than to other countries, and imports more from non-CIS countries than from
other countries. At the same time, imports from China, already high in the past, skyrocketed after the
pandemic and reached record-high levels in 2023.
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Figure 3.3. Recent developments of Kyrgyz trade
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Source: (National Statistical Committee of the Kyrgyz Republic, 2023;9)) (General Administration of Customs People's Republic of China, 202310

In 2022, a record number of companies with foreign participation were registered in Kyrgyzstan.
The number of new companies with non-residents of the Kyrgyz Republic that were registered or re-
registered in 2022 was 2,609, almost twice as many as in 2021. At the same time, 771 more companies
with foreign participation were registered in January-March 2023 (Data Insider, 202311)). This increase is
likely due to the significant inflow of Russian entrepreneurs resettling in Kyrgyzstan.

To help the government strengthen the business environment and create conditions to level the
playing field between firms, the OECD conducted research in 2019-20 into the legal environment for
business and pointed to the need for further structural reforms in three policy domains: the operational
environment for businesses, the tax system and contract enforcement.

The 2020 OECD report identified a need for improved implementation of reforms in three
priority areas

Streamline business-related legislation and ensure predictable enforcement

(OECD, 20211)) found that the number of licenses remained significant, and the licensing process
itself had been complicated by the limited digitalisation of most procedures and the lack of a
consolidated one-stop shop (OSS) for entrepreneurs. The government has worked to shift licenses
and permits into an online format, supported by the Tunduk platform. Overall, it was recommended to
consider codifying key regulations, permits and licenses, as was done in other Central Asian countries.
For the SMEs in the country, business inspections also remained an important problem, with businesses
calling for a moratorium on inspections during the pandemic their only relief.
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Simplify the tax code and tax administration

In 2020, the tax system had already undergone significant reform since 2018 in order to modernise
tax administration and harmonise the burden between businesses of all sizes. Whilst the government
reduced the burden on businesses by postponing by six months the submission of tax declarations for
businesses and removing tax penalties and sanctions, the tax system remained complicated and
unpredictable. A simplified regime and patent system for small businesses supported entrepreneurs, but
they have also discouraged businesses from growing and shifting to the normal regime. It was
recommended to consider revising both regimes to incentivise businesses to grow. Additionally,
digitalisation of the tax administration can be used as one of the ways to improve transparency and lower
compliance costs for firms.

Ensure predictable, fair, and efficient contract enforcement

Procedures for dispute settlement for all investors, including SMEs and foreign investors, were
clearly set out in the Civil Procedure Code, the Law on Investment and model law on international
commercial arbitration of UNICTRAL. The Law on Arbitration Courts recognises alternative dispute
resolution (ADR) mechanisms. Moreover, with the help of several donors, an International Arbitration Court
was created.

However, the 2020 assessment found that the government had not established specialised
economic courts, which made contract enforcement difficult and expensive for businesses. In
addition, 95% tax disputes in courts were settled in favour of the authorities due to the lack of independence
of the courts (OECD, 20211;). This problem was exacerbated by the low rate of digitalisation and constant
changes in priorities regarding the development of court system.

To support the protection of business rights it was recommended to further strengthen the Business
Ombudsman (BO) by the use of good practices on transparency and efficient claim process, and through
the establishment of a mechanism to present the results of the work of BO to the Prime Minister and the
Cabinet.

Assessing implementation progress since 2020

Since 2020, Kyrgyzstan’s reform efforts have mainly focused on advancing the digitalisation of
public services and tax collection. Data digitisation is underway, the “Tunduk” portal has been launched,
the principle of "single window" in interaction with business is being applied. Yet according to business
associations and SME representatives who participated in the assessment process, the business
environment has not been improving. There have even been some setbacks. After the pandemic, the
government has had less fiscal room for manoeuvre, including for adequate support of business, while a
deterioration of communication between the government and businesses did not contribute to a more
targeted use of already limited funds. As a result, measures taken by the state in the field of taxation and
business regulation have brought mixed results, and there remains much to do to ensure predictable, fair,
and efficient contact enforcement.

The following sections of this chapter provide an overview of Kyrgyzstan’s progress with respect to the
three priorities identified in 2020, and suggest ways forward, taking into account new priorities following
the pandemic and the changed regional context (Table 3.1).
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Priority 1: Digitalisation efforts have begun to bear fruit, but further streamlining
of legislation and predictable enforcement are needed

Increased digitalisation of procedures has eased the administrative burden for firms

The government has established a one-stop shop to simplify business procedures

Positive changes can be observed in the operational environment for SMEs. By Order of the Cabinet
of Ministers, in November 2021 the first one-stop shop (OSS) for entrepreneurs started to function in
Bishkek. OSS have opened in Osh and Osh region since April 2023. This allows entrepreneurs to register
their businesses, obtain licenses and permits and submit tax declarations in one place. In addition to the
Tax Service, the OSS offer services from the Ministry of Justice, the Ministry of Transport, the Department
of Precious Metals, the Financial Market Regulation and Supervision Service, services related to foreign
trade and others (State Tax Service under the Ministry of Finance of the Kyrgyz Republic, 202112).
Moreover, the OSS provide entrepreneurs with consulting support through call centres.

“Tunduk” platform also continues to support the digitalisation of licensing and
government services

Since 2020, in order to improve the quality of public services provided electronically, the state
enterprise "Tunduk” has begun modernising the state portal of electronic services. New databases
and information systems of governmental bodies are being integrated into it. Digital tools, such as a cloud-
based electronic signatures or biometric passports, are now being used to access electronic services, the
former being issued free of charge at public service centres. In addition, the mobile version of the
application is now available, where services can be accessed online through a mobile device. The portal
is accessible throughout the country, including in the regions remote from the capital. Within the framework
of the development and implementation of the State Portal of Electronic Services, as well as to improve
the quality of state and municipal services, "Tunduk" trained 120 employees and 83 managers of 50
government agencies to work on the new portal.

New enforcement mechanisms have started to function

Since 2021, the Business Protection Advisory Council has been created in partnership with the
Business Ombudsman. It is chaired by the Attorney General, and the work of the Advisory Council is
aimed at protecting the rights of entrepreneurs and investors, as well as at creating conditions for the
development of businesses in the Kyrgyz Republic. Since its inception, the Prosecutor General's Office
has worked with the business community and the OSCE Programme Office in Bishkek to develop new
tools to protect businesses. In particular, the automated information system "Registration of inspections of
business entities" was created to enable the registration of business inspections in an electronic format.
Also, with the support of the Council, a mobile application "Protection of Business" was developed, which
is aimed at eliminating unwarranted interference of law enforcement and tax authorities in business
activities. Going forward, the Council plans to include all types of tax control in the list of inspections
registered by prosecutors, as well as to work on ways to prevent the initiation of criminal cases on issues
to be resolved with civil and administrative orders, and to fight smuggling.
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Deteriorating business consultations and hasty implementation create complexity and
unpredictability for firms

Businesses lack awareness of regulatory changes and opportunities to participate in
policy consultations

The government is making efforts in the area of licensing, but they are not always carried out on
the basis of public consultations with businesses nor are Regulatory Impact Analysis (RIAs)
conducted. In 2022, a new draft law regulating public participation in the law-making process was
published, reducing the review period for bills from 30 days to no less than 15 days (Jogorku Kenesh of
the Kyrgyz Republic, 202213)). Such a reduction gives little time for businesses to get acquainted with, and
provide comments on, draft laws. In addition, businesses have expressed concern about licensing
decisions that were made without conducting a RIAs. Results of some regulatory impact assessments
have not been considered in making a final decision, such as in the case of the creation of a state monopoly
on ethyl alcohol production, which businesses opposed, arguing that it contradicts several existing laws,
as well as international agreements in the field of competition, consumer protection, and investment.

Recently, there have been normative acts adopted without conducting an analysis of their regulatory
impact. The legislative drafters refer to numerous exceptions to the rules, including that under conditions
of force majeure, RIA is not carried out.

Business inspections are a key issue for implementation

Despite numerous moratoria on inspections, implementation issues remain a major concern for
businesses. A three-year moratorium on inspections of business entities ended in 2021 and a temporary
one was introduced in 2022, to run until December 2023. It is, however, difficult to say to what extent such
measures are stimulating for businesses, as the latter are still subject to unscheduled inspections.
Businesses have indeed repeatedly expressed concerns about the growth of inspections and the growing
involvement of the prosecutor's office in tax policy. During the 2021 moratorium, the Law on Inspections
only applied to scheduled inspections, which allowed state inspectors to conduct unplanned inspections,
as well as tax audits. Since 2021, in addition to the State Tax Service, the Prosecutor's Office has the
mandate to initiate scheduled and unscheduled tax inspections and other verification activities.

The frequent revision of legislation on inspections does not reduce the number of supervisory
bodies, but in some cases increases it. In 2021, the State Inspectorate of Environmental and Technical
Safety was restructured and its functions were transferred to sixteen different controlling bodies, which has
sometimes resulted in a duplication of mandates: four government agencies are now responsible for
environmental inspections (International Finance Corporation, 202114). Thus, the increase in the number
of inspections is mainly a problem of an overlap of functions across government agencies, with more than
800 different administrative procedures overseen by 25 government bodies (International Finance
Corporation, 2021(14)).

Incomplete digitalisation requires a doubling of procedures in person

The number of licenses and permits that can be obtained online remains limited. The government
has identified the optimisation and digitalisation of licensing and permits as one of the goals of the National
Development Programme through 2026. By order of the government in 2021, a single electronic registry
of permits was created. The latest available information states that only about 10 out of 190 licenses and
permits can be obtained online (Ministry of Economy and Commerce of Kyrgyz Republic, 2022}15)).
Weakness in promoting digitalisation may be due to lack of ownership among the government and the
absence of a unified strategy for the digitalisation of public service provision. According to business
associations, most of the services still require personal contact, which counteracts the state's efforts to
reduce time spent dealing with administrative issues.

IMPROVING THE LEGAL ENVIRONMENT FOR BUSINESS AND INVESTMENT IN CENTRAL ASIA © OECD 2023



|53

Further improving the operational environment for firms requires consistent
implementation and better involvement of the private sector in the regulatory process

The government should focus on ensuring consistent implementation of reforms, in
particular in relation to digitalisation and inspections

The priority should be set on significantly accelerating the digitalisation of all licensing and permits
and widening the network of OSS for entrepreneurs in the country, especially in remote areas. The
digitalisation of licenses and permits for SMEs could help reduce their exposure to excessive red tape,
given their limited capacity to deal with public authorities’ differing opinions or interpretations of regulations
when compared to large domestic or international businesses. The OECD indeed finds that administrative
compliance costs per employee in some countries can be at least over five times higher for the smallest
SMEs than for the largest companies (OECD, 2021p1e)). OSS for entrepreneurs, which now operate in
Bishkek, Osh and Osh region, should be rolled out across the country and strive to become the single point
for all services for businesses, including licensing.

It would be useful for the government as a whole to monitor the implementation of regulations and
policies and evaluate their effectiveness on an ongoing basis. Capacity building needs to be pursued
through training of civil servants on changes in regulation, with on-the-job learning when possible. Some
training in evaluation methods is useful for most staff members involved in policy or regulatory areas, since
it can enhance their ability to identify and take into account various impacts and help avoid unintended
consequences (OECD, 2020p17). For instance, in Kazakhstan, in 2022 the National Chamber of
Entrepreneurs Atameken together with the Ministry of National Economy conducted a series of trainings
of civil servants on the changes introduced to the regulatory framework. In parallel, the government should
also develop effective channels for firms on cases of non-compliance, for example ona dedicated section
of Tunduk’s website, as well as a process for the authorised body to review these appeals on an ongoing
basis.

Attention should be paid to conducting a functional analysis of government agencies before
restructuring, with the aim of reducing and optimising the number of inspecting bodies. Ultimately,
the government could consider reducing the number of inspection bodies and review the scope of their
competences. As a result of the latest restructuring, the number of inspecting bodies has increased, which
is a worrying factor for entrepreneurs. Strengthening the capacity of risk-based approaches in all areas of
inspections, including tax controls, could help reduce the number of inspections and optimise the resources
required for it. Moreover, there is need for the development of an online system for inspections which will
be transparent so that business can access information regarding planned inspections.

The government should develop tools to raise firms’ awareness of and ability to cope
with regulatory changes

Communication and consultation channels with the private sector could be improved by better
publicising consultations and regulatory changes to businesses and business associations, for
instance through a dedicated page of the websites of the competent authority and sectoral
business associations. As deterioration of trust was one of the main concerns reported during OECD
interviews with entrepreneurs and business associations in Kyrgyzstan, the government should pay special
attention to involving SMEs in major regulatory changes. Engaging business associations and firms in a
systematic and planned way can rebuild trust in the review process and give a sense of "ownership" of the
outcomes. When allocating resources for public consultations, it is suggested to take into account the
experience of OECD countries, which shows that the extent of consultation is generally greater in the later
than the earlier stages of regulatory development, although the number of countries engaging with
stakeholders at an early stage has increased (OECD, 20181s)).
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Competent authorities should also train and inform firms about new regulatory requirements and digital
skills through outreach programmes and targeted and thematic trainings. OSS could provide a platform for
the trainings for the SMEs. Moreover, government officials should actively participate in the events
organised by international donors and international organisations who provide specific trainings for
business, for example trainings for women entrepreneurs organised by the EBRD.

Priority 2. New amendments to the Tax Code level the playing field for
businesses, but tax policy and administration remain complex and unpredictable

The government has taken steps to simplify the Tax Code and tax administration

Since the original OECD report in 2021, major changes have been made to the country's Tax Code.
Positive aspects of the changes in the Tax Code (in force from January 2022) include better VAT offset
and returns, digitalisation, and tax breaks for the green economy and several other sectors. At the time of
writing, new amendments to the Tax Code have been introduced, which aim to further improve the
conditions to level the playing field for businesses and reduce the shadow component of the economy. It
seems that negotiations and consultations with the business community have borne fruit and some of the
wishes of the business community have been reflected in the amendments (International Business Council,
2023p19)). For instance, among other important proposals of the International Business Council, the
proposal for the exemption of the maintenance of cash registers from VAT services was adopted.
Additionally, tax rates were reduced for tourist services to 2-4% (from 4-6%) and public catering
(restaurants and cafes) to 2-6% (from 8%) to support the tourism sector. Several VAT exemptions were
introduced on the purchase of equipment for tax administration purposes (cash registers, POS-terminals,
devices with a software cash register with a built-in receipt printer, which is required by law).

Together with changes in the tax rates the government has also improved some aspects
of tax administration

Electronic filing has been introduced to facilitate tax administration. A "single window" for taxpayers
began operations in 2021 and is available in 52 tax authorities and four service centres, including the
Taxpayers Service Centre in Bishkek (Ministry of Economy and Commerce of the Kyrgyz Republic,
2023201). This service has significantly reduced the time citizens require to fulfil their tax obligations and
has also reduced physical contact between taxpayers and tax officials, which helps reduce corruption risks.
According to those procedures, individual entrepreneurs, including those working by patent (- a document
attesting that the company benefits from the simplified taxation system, provided its revenue does not
exceed 8 million soms), must file declarations only electronically through a personal account on the website
of the State Tax Service.

In accordance with the changes in tax regulations several projects are under implementation to
improve the efficiency and digitalisation of the tax administration. With the assistance of the World
Bank until 2025, the State Tax Service will be actively working on operational development, including the
automation of business processes to improve the efficiency of tax administration and reduce the
compliance burden on taxpayers (The World Bank, 202021}). Today there are six information systems in
Kyrgyzstan for tax procedures: electronic invoices; a system of control over the movement of goods
imported from the Eurasian Economic Union countries; labelling of goods; electronic completion of bills of
lading; electronic cash registers, and e-patent, which allows users to generate a combined patent and
insurance form. A special tax regime for e-commerce activities has also been introduced.

Attempts have also been made to support businesses and move from a punitive to a preventive
approach to tax administration. This approach is welcomed by entrepreneurs, but at the same time more
comprehensive explanatory work is required.

IMPROVING THE LEGAL ENVIRONMENT FOR BUSINESS AND INVESTMENT IN CENTRAL ASIA © OECD 2023



| 55

Box 3.1. Recent changes in the tax policy of the Kyrgyz Republic

The most recent amendments to the Tax Code were made on 3 April, 2023. Overall, the law provides
for several measures to support businesses and investors by introducing special tax regimes and
exemptions. For example:

e To support small enterprises, it provides for an extension of the single tax-based regime without
a limitation on revenue (previously up to 30 million soms, around 300k EUR), which will
contribute to the expansion of activities without the need to "split the business" in order to remain
in a special tax regime; an indefinite tax exemption for small entrepreneurs with annual revenues
up to 8 million soms who fulfil requirements to use cash registers as a stimulus to formalise their
activities; and the establishment of 0.1% tax for entrepreneurs in the markets, whose annual
turnover does not exceed 100 million soms.

e It also introduced a reduction of the single tax rate for trade from 4% for cash payment and 2%
for cashless payment to: 0,5% - with annual turnover up to 30.0 million soms; 1% - with the
turnover from 30 million soms to 50 million soms.

e Residents of newly created Creative Industries Park are granted a special tax regime (in 2023
and 2024 - 0,5%, in 2025 and 2026 - 1%, from 2027 - 2%), while residents of the High
Technologies Park are exempt from the payment of "Reverse VAT".

e The new amendments also introduced remedies such as the postponement of the introduction
of penalties for failure to use electronic waybills until 1 January 2024; to address issues with
cash registers and insufficient preparation of businesses to use them, the law also provides for
a reduction in fines:

o for the first offense - a warning,
o for the second - 500 soms for individuals and 5 thousand soms for legal entities, and

o for the subsequent - 3 thousand soms for individuals and 13 thousand soms for legal
entities.

Finally, if fines are paid within 30 days, the amount due is reduced by 70%.

In addition, the Code provides for the granting of exceptional tax provisions through ad-hoc investment
agreements concluded between the Cabinet of Ministers and investors. However, such a measure
might in practice add complexity and unpredictability to the tax system as it prevents the establishment
of a level-playing field among firms and reduces incentives for the government to review the general
tax framework for investors.

The business community is pressing for the introduction of measures to stimulate the non-cash
circulation of money, to encourage the use of preventive measures over punitive ones; to exclude
double liability for the non-use of invoices; and to adopt a classifier of products by type of economic
activity for further differentiated regulation.

Source: (Ministry of Economy and Commerce of the Kyrgyz Republic, 2023 20))

Fiscal policy has focused on digitalising services and providing incentives to the digital
sector

To stimulate the inflow of highly skilled workers in the digital economy, the Digital Nomad project
is being implemented in the country until the end of 2023. This status allows IT specialist “nomads” to
be exempted from residence registration and from obtaining work permits. Such specialists also receive a
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personal individual number that allows them to carry out business activities for up to 12 months. The special
status can be granted to those working in software development, information technology, export of media
arts, including digital arts, animation, etc. from Armenia, Azerbaijan, Belarus, Kazakhstan, Moldova, and
the Russian Federation. This status has already been granted to more than 1 000 citizens. If the digital
nomads register in the High Technology Park, they are subject to a special favourable tax regime.

Tax policy and administration policy remain complex and unpredictable for firms

The amendments to the Tax Code have increased implementation challenges for SMEs
in particular

As the government has repeatedly stressed, one of the main purpose of changes to the tax
legislation is to widen the tax base and encourage private sector formalisation. In 2019, about 24%
of firms surveyed reported informality as the top constraint to the development of their business, and 39%
ranked it as a major constraint. While informality has decreased over time (from approximately 42% of
GDP in 1993 to 24% in 2017) (World Bank Group, 202122;), the informal labour market still employs 71.8%
of workers in such sectors as trade and services and construction (Friedrich-Ebert-Stiftung, 202123)).
According to OECD interviewees, businesses are not optimistic about recent changes in tax legislation,
which provide for lower rates, but do not provide incentives and measures to encourage entrepreneurs to
formalise, as the different tax regimes do not decrease the complexity of navigating the tax administration.

Thus, despite several changes aimed at helping SMEs, small businesses face uncertainties and
difficulties in adapting to the changes, which sometimes entails additional financial costs. The main
obstacle relates to the lack of awareness of entrepreneurs and the lack of explanatory work on changes
introduced. Changes to the Tax Code have been adopted without the broad participation of business and
have lacked awareness-raising initiatives to facilitate implementation. For example, the mandatory
introduction of cash registers for small businesses starting 2022 came as a surprise as it was immediately
implemented and caused additional, unforeseen expenses for many businesses.

Businesses remain unaware of digital tax administration tools, while the implementation
of reforms remains incomplete and sometimes inconsistent

Digitalisation, which should simplify the interaction of businesses with the tax authorities, is
sometimes seen as a burdensome procedure, according to firms interviewed by the OECD". Existing
systems present difficulties for some taxpayers due to the duplication of information in different systems,
as well as a lack of awareness of entrepreneurs about their existence and ways of use. As of 1 January
2023, the paper patent system was eliminated, and patents can only be received electronically via personal
accounts on the State Tax Service portal. However, due to limited promotion efforts and lack of
understanding of their tax obligations in the season of tax returns, many still come to the tax office in
person. Tax officers must issue electronic patents to them via their computers. In addition, businesses still
come to submit declarations in paper form due to insufficient information during the declaration period,
except in some regions where there is no means of submission other than paper. The mobile application
of the State Tax Service, which has the function of submitting tax declarations in the app experiences
frequent disruptions and is underused, probably also due to a low awareness of the population about its
benefits.

The administration still lacks a client-oriented approach when dealing with businesses

OECD interviewees report a persisting lack of client-oriented approach and transparency from the
tax authorities. The Ministry of Finance and National Statistical Committee do not publish publicly
available reporting on state budget expenditures and provide incomplete information on their websites (US
Department of State, 202224)). Another important concern relates to the interpretation of tax law and its
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application. With the introduction of the new Tax Code in 2022, the Ministry of Economy and Commerce
has been instructed to provide written explanations of the application of the Tax Code and tax legislation
in general. Such a function is binding on tax officials, but in practice, the absence of an elaborated
methodology to ensure uniform interpretation of the text has resulted in the issuing of various, and
sometimes conflicting, directives by the tax authorities.

Further improving the tax system requires a long-term vision and greater attention to
taxpayers’ concerns

Simplify the tax system by developing a long-term strategy

Further development of the tax system requires the drafting of a single policy document, which will
set out the basic principles and objectives of the country's tax policy. Numerous changes in the Tax
Code made in recent years have created confusion. The basic concepts and principles of the tax system
are not formulated within the framework of state policy and are often adjusted for political and economic
reasons. Despite the fact that the Strategy for the Development of the Tax Service under the Ministry of
Finance for 2023-2025 indicates plans for the development of tax administration, it is insufficient, because
the development of the tax system involves many other government agencies and it is necessary to have
a common strategy for all (Ministry of Finance of the Kyrgyz Republic, 202225)). Therefore, it is important
to have a document with a five to ten-year horizon setting out the main directions for tax reform. Moreover,
in designing a long-term strategy, it is important to be clear on communication and engagement objectives.
Such objectives are also helpful to evaluate the outcomes of the strategy. They could include objectives
such as improving taxpayers’ understanding, building trust in the tax system, and making it easier to comply
with (OECD, 20232¢)).

The government should better communicate changes to the Tax Code to reduce implementation
challenges for entrepreneurs. Tax administrations may review the various available channels and their
effectiveness, alone or in combination, at reaching the SME population and/or relevant sub-sectors. This
could also include consideration of those in the SME segment that do not have online access or do not
want to use it (OECD, 2023261). Among tools for the awareness-raising, text messages could be used in
Kyrgyzstan, as mobile penetration in the country, even in the remote regions, is high and smartphones are
the only technology some small firms have. Thus, short texts or recorded messages can be effective in
garnering attention. It should not be overused, as it can cause frustration with some customers being
susceptible to risks from fraudsters. For example, tax authorities in Uzbekistan have already been using
social media such as a Telegram to relay information to SMEs. But at the same time, classic explanatory
channels of communication, like the State Tax Service’s website and call centres, should remain the main
source for more in-depth information on specific topics and, if necessary, provide links to other sources.

Close the implementation gap by developing a client-oriented approach

Improving the client-oriented approach when dealing with businesses can contribute to a better
implementation of reforms. Given the size of the informal sector, the authorities should design targeted
programmes to change behaviours and widen the tax base. Raising awareness of the societal benefits of
public spending enabled by tax is an aspect to consider. In several countries, the targets of campaigns for
formalisation are not informal businesses, but rather their customers. The aim is to change their behaviour
by demanding tax receipts, thereby compelling sellers to adapt. When people avoid buying goods from the
informal sector, sellers start to comply with tax laws (OECD, 202127;). A case in point is the introduction of
a cashback system in Uzbekistan through the Soliq application, which has proved very useful in increasing
the number of formal businesses (see chapter on Uzbekistan). Other campaigns could aim at incentivising
customers to adopt desirable behaviours such as collecting receipts to receive tax deductions or participate
in lotteries.
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The tax authorities should conduct extensive consultations with the business community prior to
developing changes to tax legislation. Preliminary consultations should become systematic, with the
government providing full information on the additional net costs and burdens on taxpayers as a result of
the changes. In order to receive the greatest number of comments, documents should be published with
explanations if the language is too complex. Moreover, it is important to test new fiscal tools in a pilot phase
for SMEs before implementation (e.g., cash registers). It is also important in this regard to provide ICT
trainings for small entrepreneurs, especially in the markets (bazaars) taking into account the importance
of their practicality and efficiency.

Finally, the government should introduce mandatory regulatory impact assessment (RIA) of new
tax regulations, with a focus on the expected impact on SMEs. Thus, mandatory RIAs could be part
of a comprehensive long-term tax strategy. It is worth keeping in mind that RIA alone will never be
successful in improving the quality of regulation, unless coupled with additional regulatory reform tools
such as the use of consultation, the adoption of a “policy cycle” approach with the use of monitoring and
ex-post evaluation alongside regular reviews of existing legislation (OECD, 2020y2s)).

Priority 3. The judicial system is evolving, but further steps are needed to ensure
predictable, fair and effective enforcement of treaties

The government has introduced some reforms to the judicial system

To improve the quality of justice and create easy access to it for citizens, a system of remote
proceedings in the Supreme Court of the Kyrgyz Republic will be introduced. Such a measure aims
to remotely consider criminal, civil, economic, and administrative cases using technical means of
communication, electronic proceedings, as well as simplified (written) consideration of cases in the court
of cassation.

In 2022, one of the decisive steps in reforming the judiciary was the rotation of judges for the first
time in the history of the country. Judges from the southern regions were rotated to and from the
northern regions of Kyrgyzstan at the level of district, city and oblast judges. The rotation of judges is
expected to promote independence from political pressure from certain institutions of power, especially the
prosecutor's office and national security bodies (Supreme Court of the Kyrgyz Republic, 202229)).

In a move to improve the investment climate, in 2022, the new Tax Code created arbitration courts
where tax disputes with the government can be resolved, rather than in a trial court. Previously,
almost 90 percent of tax cases were decided in favour of the state under the trial court system. The hope
of the arbitration court system is that it will be more independent and allow for disputes to be resolved
faster (US Department of State, 202224)).

Economic and non-economic cases are now treated separately in courts

The resolution of economic disputes from inter-district courts was transferred to the jurisdiction
of district and city courts in 2020. Inter-district courts, which have become administrative courts as a
result of these changes, will only deal with administrative cases. Such changes aim to contribute to a more
efficient resolution of economic disputes, as the courts have become "closer" to the population and to
businesses with increased specialisation of courts. In general, the reform is aimed at optimising the
functioning of the judicial system. It provides for the elimination of the practice of unjustified return of cases
for a new trial and simplifies the procedure for the consideration of applications for actions of bailiffs. Recent
changes in the Tax Code introduced the consideration of individual tax disputes by the arbitration court,
while previously tax legal relations were regulated only by the tax authorities and the judiciary.
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However, the judicial system remains a key obstacle for business development and
investment

A justice system reform remains pending, while businesses suffer from undue pressures
from some judicial bodies

Despite some attempts to reform the judicial system, it is difficult to trace the systematic nature of
these changes. The long-awaited reform of the judiciary, one of the 2026 priorities of the National
Development Programme of the Kyrgyz Republic is still pending. Despite the announced plans of the
government, including the creation of a single investigative body combining the functions of investigation
carried out by the relevant departments of the Ministry of Internal Affairs, the Prosecutor General's Office,
and the State Committee for National Security, several problems in the process of interaction between
business and law enforcement agencies remain unresolved. Businesses still report the unjustified initiation
of pre-trial proceedings, subsequently terminated for lack of evidence, and unjustified seizures of property
and the refusal to return it. The unlawful dissemination of information that discredits the reputation of
businessmen, numerous arrests of entrepreneurs and the refusal of alternative measures of accountability
and non-transparency of procedures carried out by law enforcement bodies do not increase trust between
the government and business (Business Ombudsman Institute of the Kyrgyz Republic, 202330).

Businesses, especially SMEs, remain poorly aware of available dispute resolution tools

SMEs have limited awareness of mediation or arbitration mechanisms. Despite the EBRD project to
develop mediation, the latter remains popular for civil cases but not for commercial disputes (Anadolu
Agency, 202231)). Instead of mediation, SMEs prefer to use arbitration mechanisms, which are more costly.
Changes concerning the consideration of individual tax disputes by the arbitration court became one of the
positive innovations of the Tax Code, but businesses are not satisfied with the remaining provision on the
consideration of complaints against territorial bodies of the State Tax Service. Thus, they are being
transferred to the central office of the State Tax Service. This is an inefficient mechanism, which contributes
to a conflict of interest. Instead, it could be useful to centralise all tax-related appeals in the the Ministry of
Economy and Commerce and consider them by a collegial mechanism with the participation of government
agencies, business representatives and the expert community in a transparent way. For example, in
Kazakhstan, in July 2021, e-Otinish, an online platform and mobile app was created to receive and process
appeals of individuals against any government body (see chapter on Kazakhstan).

Further improving contract enforcement requires increasing trust in the judicial system
through more dialogue and openness to innovation

Strengthen the general dispute resolution system to increase quality of justice, clarity of
proceedings and business confidence

Introducing a clear distinction of cases in the courts to level out the categorisation of economic
cases as general cases, could be a first step preceding the establishment of economic courts.
Despite the government's attempt to segregate cases by court level, businesses still mostly resort to
arbitration courts. It is therefore difficult to assess the effect of this reform on entrepreneurs.

The decriminalisation of economic cases in Kyrgyzstan requires introducing a transparent hearing
procedure and pre-trial dispute resolution dispositions. The gradual decriminalisation of economic
affairs could be implemented following the example of neighbouring Kazakhstan. For instance, the new
Administrative Procedure Code of Kazakhstan shifted the burden of proof to the state body in disputes and
allowed courts to examine all circumstances relevant to the case without limiting themselves to the
evidence submitted by the parties.
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In parallel with judicial reforms, the State needs to work on strengthening the dispute resolution
system as a whole. Business confidence in arbitration courts is growing, which is a good sign, and this
momentum should be used to stimulate this trend by developing clear methodologies describing which
cases can be heard where. At the same time, it is proposed to develop mechanisms to encourage the use
of existing and proven effective mediation and arbitration institutions.

In the light of recent developments regarding the BO, the government should maintain
the functioning and independence of the BO

The government should re-establish the Business Ombudsman Institute. Given the role of the BO in
building a dialogue between businesses and the State, as well as in helping business to understand the
law and build cases in the courts, the BO office could be rebuilt as a part of existing business chambers
(e.g., Kazakhstan, Uzbekistan). At the same time, it is vital that the independence and impartiality of the
office is balanced through the law and source of funding.

Secondly, to maintain a relationship of trust with business it is important to preserve the existing
roles of the BO in governmental advisory bodies. As it was indicated by the BO itself, the Business
Protection Advisory Council aims to build an effective mechanism for interaction between the state and the
business community in protecting the rights of entrepreneurs and investors, whereas the Monitoring group
under the Supreme Court is a good initiative in bringing the voices of the business community in reforming
the judicial system and law enforcement practice. These platforms have played an important role for
businesses in many aspects.
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Notes

1 See Annex A
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4 Tajikistan

This chapter focuses on Tajikistan’s achievements and remaining challenges
in the three areas of reforms identified in 2020, namely the investment
framework, the enforcement of contracts and arbitral decisions in domestic
courts, and tax administration. Taking into account the impact of the
international context on the country’s economy, the chapter offers a series of
policy recommendations.
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Table 4.1. Summary of priority reform implementation and updated recommendations

2020 2023
Challenges Recommendations Implementation assessment Way forward

identified
Legal and Improve the implementation of The investment framework has Strengthen the investment
regulatory the investment law seen some progress thanks to framework
framework for Lift remaining sectoral trade facilitation efforts and more Relax restrictions on land
investment: restrictions communication access
Ensure the Improve access to business- and Yet, restrictions and Improve access to financing
implementation investment-related legislation uncertainties still need and capital
of laws on Clarify legislation to increase addressing
investment and protection against indirect
Improve access expropriation
to information
Contract Ensure the systematic The legal framework for Strengthen judiciary
enforcement: enforcement of international businesses has registered some independence
Improve the arbitration awards improvements Simplify the arbitral process
enforcement of Create a Business Ombudsman Dispute resolution mechanisms

contracts and
arbitral decisions

Improve the quality and
independence of domestic courts

need strengthening

in domestic

courts

Taxation Stabilise tax policy with the Fiscal policy developments have Address interpretation and
Make tax passing of the new Tax Code reduced the tax burden on firms implementation issues
administration Improve tax administration for However, tax administration Work on improving relations
simpler, more SMEs remains the most contentious between the Tax Committee

consistent and
more transparent

Complete the full digitalisation of
tax procedures

Enhance the VAT regime and
VAT rebate system

issue mentioned by firms

and the taxpayers
Review tax incentives

Source: (OECD, 20211)), OECD analysis (2023).
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Introduction

Tajikistan has weathered the economic storms of COVID-19 pandemic and Russia’s war
in Ukraine fairly well

Since the beginning of the 21t century, real GDP has grown at an average annual rate of 7.6%,
mainly driven by the extraction of minerals and metals, and supported by remittances inflows from
labour migrants. Tajikistan has recorded the highest growth in Central Asia since 2016 and is the only
country apart from Uzbekistan where growth remained positive during the pandemic in 2020. Growth
slowed from 7.4% in 2019 to 4.4% the following year, due to worldwide and regional mobility restrictions
drastically reducing economic activity. It appears that the war in Ukraine has had minimal impact on the
economy so far: real GDP grew by 8% in 2022 (Figure 4.1). On the contrary, Tajikistan received large
financial inflows through remittances and maintained low inflation. As of May 2023, annual inflation stood
at 2.4%, which represents the lowest rate among all Central Asia countries (EBRD, 2023;2)).

Figure 4.1. Real GDP growth (2000-2022)
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Source: (IMF, 20233)

Surprisingly, trade is one of the factors responsible for the country’s post-COVID recovery. In 2020,
total exports jumped 20%: exports to Europe almost tripled due to increased metals demand, offsetting the
fall in exports to every other part of the world, including CIS countries (-36%) and the rest of Asia (-18%).
Then, in 2021, exports increased by 53% with the reopening of Asian borders. At the same time, it appears
that imports were not heavily disturbed by the pandemic, as total imports only decreased by 6% between
2019 and 2020, almost entirely due to lower imports from China according to OECD computation based
on data from (National Bank of Tajikistan, 20234)). In 2022, export volumes normalised following COVID-
19 with substantial inventory sales of precious metals from the preceding two years (World Bank, 20235)).

Like the pandemic, the war in Ukraine has disturbed geographical trade patterns. In aggregate, it
seems that the conflict did not have any effect on trade: in 2021, total exports amounted to USD 2.15
billion, while, in 2022, they amounted to USD 2.14 billion. However, geographical patterns changed.
Exports were reoriented towards Asia, as exports to Europe dropped by 48% in 2022, offset by a 32%
increase in exports to CIS countries and a 131% rise in exports to China. Moreover, imports increased by
23%, driven by Russia and China. This positive evolution of imports actually increased the trade deficit, as
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imports are now 2.5 higher than exports (OECD computation based on data from (National Bank of
Tajikistan, 20234))).

Annual inflation has been decreasing since the pandemic and recently reached record low levels,
unlike elsewhere in Central Asia. In early 2020, inflation peaked at 10.6% due to the restrictions related
to the COVID-19 (Figure 4.2), hampering the supply of goods and foodstuffs. Indeed, the increase in food
prices was responsible for more than 80% of total inflation. The National Bank of Tajikistan implemented
restrictive monetary policies and eventually managed to contain this sudden increase in prices.

If the war in Ukraine provoked a regional inflation shock, the situation in Tajikistan remained almost
unchanged. Following a brief uptick in inflation, in the longer run, the decreasing inflationary trend was
maintained: a restrictive monetary policy has enabled the country to contain inflationary pressures, while
the rise in the costs of food and fuel imports appears to have been offset in the first half of 2022 by a
stronger somoni and the release of strategic food reserves (IMF, 2023). In addition, the banking sector
benefited from a significant increase in liquidity and fee-based earnings (IMF, 2023¢)). In May 2023, annual
inflation reached 2.4%, far below other countries in the region.

Figure 4.2. Monthly and annual inflation in Tajikistan (2017-2023)
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Remittances from labour migrants amounted to 28.7% of GDP between 2016 and 2021. Remittance
inflows support private consumption, being a major driver of growth in the country, and are responsible for
the reduction of poverty, as a large majority is used for food and basic needs. Around 85% of remittances
originate from Russia; indeed, Russia reported 850,000 Tajik migrants with valid work permits at the end
of June 2022. The increase in external labour demand in Russia as a consequence of the war in Ukraine
has resulted in remittances rising to a record high value of 51% of GDP for 2022 (USD 5.2 billion). Tajikistan
is the only Central Asia country for which net migration to Russia was positive that year. The appreciation
of the ruble against the somoni also contributed to this rise. Finally, new employment opportunities for
migrants arose on the Russian labour market due to war mobilisation and the departure of some Western
companies and their staff. However, this increase in remittances is likely to be temporary; normalisation is
expected in 2023, also because the value of the ruble against the somoni is regaining its pre-war level
(The World Bank, 2023s)) (ROSSTAT, 2023g)).
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The structure of trade shows Tajikistan’s limited economic diversification and complexity. On the
one hand, the country exports a limited number of raw resources: mineral products represented 28% of
total exports between 2016 and 2021, while gold accounted for 25% and non-precious metals for 22%.
Over the same period, the range of imports was slightly broader and mostly composed of machines (23%),
metals and minerals (22%), food (17%), textiles (10%) and chemicals (8%). Nonetheless, Tajikistan’s trade
turnover almost doubled during the last decade: total exports and imports respectively increased by 80%
and 94% between 2010 and 2022. Export growth was mostly driven by gold, metals and mineral product
sales, as well as textiles to a lesser extent. CIS countries (especially Kazakhstan and Russia) remain the
main partners (58% of exports and 35% of imports in 2022), but Europe (24% of exports) and China (17%
of exports and imports) still play major roles in Tajikistan’s trade (OECD computation based on data from
(National Bank of Tajikistan, 20234).

This reliance on migrant remittances, an undiversified production and export base, and the
country’s high risk of debt distress make Tajikistan highly vulnerable to external shocks.
Considering the important share of remittances from Russia, inflows are dependent on the state of the
Russian labour market, and also influenced by the value of the local currency against the ruble. If 1 RUB
was equal to 0.146 TJS in February 2022, the ruble’s value increased by 38% by May 2022, when it peaked
at 0.202 TJS. However, since then, the value of the ruble has dropped, to reach 0.121 TJS in July 2023.
Therefore, everything else being equal, the amount of remittances going to Tajikistan would have
fluctuated by +/- 40% only because of the foreign exchange market. Massive arrivals of Tajik citizens in
Russia counterbalanced the depreciation of the ruble, as the number of migrant workers entering Russia
from Tajikistan rose by 40% in the first quarter of 2023 compared to same period of the previous year.
Going forward, it is uncertain to what degree Tajikistan will remain unscathed by Russia’s reduced
economic activity, the falling ruble and the migration trends. Furthermore, even if the volume of external
debt decreased from 63.5% of GDP in 2021 to 49.0% in 2022, the country is still considered to be at high
risk of debt distress due to the repayment of Eurobond in 2025-2027 (The World Bank, 2023g)).

Figure 4.3. FDI inflows in Tajikistan and Central Asia (2000-2021, % of GDP)
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After a significant FDI decline in 2020, FDI started recovering in 2021 and the country managed to
strengthen its position in 2022 with the mining sector leading investment inflows (Figure 4.3).
Between 2010 and 2020, 48.3% of total FDI inflows were directed to the mining and quarrying sector, while
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18.7% were directed to manufacturing and 12.2% to transport and warehousing. The remaining 20% of
FDI inflows on this period mostly concerned construction, finance and agriculture (National Bank of
Tajikistan, 202311;). When looking at the evolution of the distribution of inflows, we observe a large increase
in the mining and quarrying sector (from 29% of total inflows in 2015 to 68% in 2020), compensated by a
major decline in manufacturing (from 45% to 4% between 2015-2020). Tajikistan benefits from a major
investor, China, contributing to 55% of total inflows this last decade, up to 75% for some years. CIS
countries represented only 13.2% of FDI inflows on the same period, with Russia accounting for 11.4%.

Box 4.1. Measures implemented by the government to support businesses during COVID-19

To keep firms afloat, policymakers extended business liquidity and credit lines via designated funds and
commercial banks. Countries also advocated bank loan repayment deferral. Taxation has been another
significant policy lever, within the frameworks of which deferring tax declarations, deferring payments,
halting audits, and/or exempting corporations from social obligations have been implemented. Lastly,
business inspection moratoria have been also implemented in the country.

Additionally, under the COVID-19 Active Response Plan and Expenditure Support Program (CARES),
the government of Tajikistan received a USD 50 million grant from the Asian Development Bank (ADB)
for the implementation of the countercyclical package of actions.

e Health sector measures for COVID-19 country preparedness and response implemented

e Increased social assistance and food security measures implemented

e Enhanced support for business entities and measures to safeguard employment implemented
To assist business entities and employees, the following steps were planned: (i) tax breaks for 40,000
micro, small and medium enterprises (MSMESs), (ii) moratorium on business inspections, including tax
audits, until the program was completed, and (iii) concessional loans to MSMEs, 24% of which were
owned by women. As a result, tax breaks were awarded in part; a suspension on business inspections

was enforced for a shorter period than expected; and the issuance of concessional loans to MSMEs
reached only around 17% of the amount planned by the end of the program.

Source: (Asian Development Bank, 2023;12;) (OECD, 2021p13))

The OECD has been working with Tajikistan to improve the business and investment
climate

To help the government improve the business and investment environment and create enabling
conditions for private sector development, the OECD conducted research in 2019-2020 in the legal
environment for business and pointed to the need for more structural reforms in three policy domains,
namely the investment framework, contract enforcement and tax administration (OECD, 20211)).

Implementation of existing laws for investment and entrepreneurial activity

The initial OECD assessment noted that Tajikistan had built a relatively solid legislative framework
for business and investment activity, with the introduction in 2016 of a new investment law (IL) that
outlines key provisions for, and protection afforded to, foreign and domestic investors. In particular,
the IL provides numerous guarantees, such as equality of foreign and domestic investors before the law,
guarantees from direct expropriation, provisions for compensation for indirect expropriation, and access to
freely convertible currency, among others (OECD, 2021p). Tajikistan’s FDI regime is open and non-
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discriminatory in principle, with the country’s score in the OECD FDI Regulatory Restrictiveness Index
close to the average for non-OECD countries, and in line with regional peers.

However, several areas for concern remained for foreign investors. While Tajikistan’s FDI regime is
relatively open, some restrictions persisted in relation to land use rights, which are limited to long-term
leases, and sectors such as agriculture and forestry, media, and financial and legal services, which are
among the industries where legal limitations remain significantly more restrictive than in OECD countries.
Lastly, indirect expropriation was identified as a roadblock to investment, especially as the method of
calculation of compensation was not clearly defined (OECD, 20211)).

Enforcement of contracts and arbitral decisions in domestic courts

Investors report that Tajikistan’s courts have at times failed to implement foreign arbitral awards
and rulings, sending a negative signal to prospective foreign investors, despite the country having ratified
other international and bilateral treaties and conventions such as the Recognition and Enforcement of
Foreign Arbitral Awards Convention (the New York Convention). In addition, Tajikistan is not yet a member
of the International Centre for the Settlement of Investment disputes (ICSID) Convention. Investors have
also complained about the lack of transparency of dispute settlement decisions. It was recommended in
the OECD 2021 report to create a business ombudsman to independently represent the views and rights
of businesses and support out-of-court dispute settlement and develop alternative dispute resolution
mechanisms which have not been common practice for business case resolution.

Tax administration

Tax rates in Tajikistan were the highest in Central Asia, resulting in a large fiscal burden on firms.
In addition, the complexity of the tax administration has made compliance costs high (OECD, 20211;). Both
domestic and international firms have reported difficulties in accessing information on taxation, further
challenging reporting. Finally, out-of-cycle inspections from the side of the tax administration were
identified by businesses as another major challenge. A new Tax Code was in the drafting process at the
time of writing the OECD 2020 report to address those issues and is discussed in further detail below.

Assessing progress since 2020

The following sections provide an overview of implementation progress of the three priorities for improving
the legal environment for businesses identified in the 2020 OECD report and suggest a way forward taking
into account new priorities following the pandemic and the regional context (Table 4.1).

Priority 1: The investment framework has improved, but there is a need to further
soften existing restrictions

The government has taken steps to improve the business and investment environment

An online platform developed in testing mode provides access to information on investment
and entrepreneurial activity

The government undertook measures to improve access to information on investment-related
legislation. A website now provides access to legislation, decrees, and regulations in the Tajik and
Russian languages (Ministry of Justice of the Republic of Tajikistan, 202314;). The website also includes
information on the regulatory impact assessment and legislative process developments of draft laws and
other legal acts, as well as a register of such drafts (UNCTAD, 2023[15). An online platform was also
developed by the State Committee on Investment and State Poverty Management (SCIPSM) in test mode
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to give access to information to both international and local investors and entrepreneurs. The platform was
developed (i) to automate the process of coordination of inspections between inspection bodies, (ii) to co-
ordinate the planning of inspections among those bodies, (iii) to prevent the repetition of inspections, (iv)
to ensure the non-admission of violation of terms of inspection of business entities and the use of data for
risk assessment in each sector, (v) to control compliance with the law in inspections and analysis results
and (vi) to use the data to feed into sectoral risk analysis. The roll-out of the platform across the government
is however still pending.

Greater trade and investment links have improved the investment climate in recent years

Several developments demonstrate efforts to streamline investment policies and processes. There
are in theory no restrictions on foreign ownership or control of firms and no sector-specific restrictions that
prevent market access (Lloyd's Bank, 2023p6), and opportunities in the energy, agribusiness, food
processing, tourism, textiles, and mining sectors have been identified as promising. In 2021, authorities
continued moving towards compliance on intellectual property rights protections (US Department of State,
2022117)).

A physical one-stop-shop was established to serve those trying to create a business, obtain
construction permits and access to electricity, register property, and other procedures for free. The
number of registering structures was lowered from four to one, and the registration time was reduced from
forty-nine days to five days (UNCTAD, 202315). The announcement in December 2022 of fresh
negotiations on an enhanced partnership and co-operation agreement with the European Union bodes
well for investment prospects (Economist Intelligence Unit, 20231g)), as it should improve access to the EU
market for goods originating from Tajikistan.

Tajikistan has consistently improved its overall trade facilitation performance since 2017
(Figure 4.4), which has contributed to enhancing the country’s investment attractiveness. Notable
improvements took place in the areas of information availability, involvement of the trade community, fees
and charges, simplification of trade documents, automation, streamlining of border processes, and border
agency co-operation. Compared to the average performance of the Central Asia region, Tajikistan has a
strong performance in the involvement of the trade community, streamlining of fees and charges,
simplification of trade documents, automation, streamlining of border processes, border agency co-
operation, and governance and impartiality. A trade portal was launched in 2019 and continues to be
developed with step-by-step procedures for export, import and transit, including information on trade
partners, local producers with their contacts, regulations related to trade, processing procedures in the
customs territory re-import, re-import, temporary importation, temporary export and special customs
procedures. The Trade Portal also provides access to five tools to analyse the international market.
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Figure 4.4. Tajikistan in the OECD Trade Facilitations Indicators (2017-2022)
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The legislative framework for investment still creates hurdles for foreign investors

Foreign investors still face registration, property, land, and capital restrictions

While Tajikistan has an investment law, it does not specify the list of sectors and activities in which
FDI is prohibited or permitted subject to conditions. The IL does not clearly define entry restrictions
for foreign investment, nor does it clarify what constitutes national interest considerations, which can limit
or prohibit foreign investments (UNCTAD, 2023151). A negative list can therefore sometimes help clarify
restricted areas for FDI.

When registering their business, foreign investors must go through a lengthy process. Despite
provisions of the IL which guarantee non-discrimination and equal rights between domestic and foreign
investors, the latter must manoeuvre through a more arduous process to obtain licences. A single-window
business registration system was created in 2019, which the Tax Committee is responsible for, but
companies must also register with the Social Protection Agency, the Statistics Agency, the Ministry of
Labour, Migration, and Employment, the Sanitary-Epidemiological Service at the Ministry of Health, and
with local authorities and municipal services. In theory, registering a business should not take more than
five business days, but in practice it can take several weeks or even months (US Department of State,
2022[17)). The procedure for closing a business remains complex and can take more than six months.

Foreign real estate ownership is allowed but restricted, as notaries require foreign investors to obtain
approval from the Ministry of Justice to certify a real estate transaction (U.S. Department of State, 2023}19)).
Security services may have a veto right for business activities in certain regions, and access to agricultural
land is not allowed to foreign investors, despite the fact that agriculture is a prioritised sector for
investments. Land ownership is not possible, as all land belongs to the State according to domestic law.
Foreign investors and companies may be granted land-use rights for fifty years, while Tajik individuals and
entities may have indefinite land-use rights. If leaseholders do not use land in accordance with the purpose
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of their lease, the authorities can revoke the lease rights (US Department of State, 2022;17;). Compensation
is foreseen but usually only covers the market price of the factory but not that of the land.

Investors also face convertibility issues and restrictions on capital movement. All trade must be
conducted in local currency, and hard currency cannot be withdrawn. According to the IL, foreign investors
are guaranteed the right to transfer their income in foreign currency outside of Tajikistan, but OECD
interviewees reported that, once profit is generated, a company needs to wait for several months to have
it converted or transferred, and any transfer above 20k USD requires an approval from the National Bank
of Tajikistan, if that transfer is considered as capital movement. The online form to request such a transfer
has been reported not to work.

Finally, the absence of distinction between shareholder remuneration and re-investment means
that the tax authorities tax the whole amount of dividends. Such a practice removes incentives for
investors to reinvest proceeds. Providing incentives for reinvestment can induce reinvestments of amounts
higher than in the absence of the tax incentive.

Access to information remains challenging

Presidential decrees, legislation, government orders, instructions, ministerial memos, and
regulations are not always easily accessible to the public. To receive up-to-date legal and regulatory
information, businesspeople and investors may need to purchase access to Adliya, a commercial legal
database. Some unpublished regulations have been found to contradict other state structures’ regulations,
while draft laws and regulations are rarely published for public consultation (US Department of State,
20221171). OECD interviewees were not aware of the existence of the online platform for investors, and
updates to the website have been reported as irregular (OECD, 202220)).

Indirect expropriation risks persist

While the IL guarantees protection for direct expropriation, the government can indirectly
expropriate property as per the terms of the IL (article 14), the law on privatisation, the civil code,
and the criminal code. As a result, expropriation risk is still present in Tajikistan. OECD interviewees
have reported that the de facto primacy of the security, customs and tax laws over the IL adds uncertainty
with regards the protection of investment projects. This has prompted some investors to ask to conclude
investment contracts under common law rather than in domestic legislation to secure their investments.

Further improving investment attractiveness requires to strengthen the investment
framework, relax restrictions on land access and diversify sources of financing

Clarifications in the investment legislation and framework would give investors greater
certainty

The hierarchy and content of the IL could be improved. Clarifying the hierarchy of the IL with other
laws would reduce the level of uncertainty associated with indirect expropriation risks. In addition, the IL
could contain a publicly available negative list with sufficient details on the sectors involved to clarify
authorised and prohibited areas for FDI. The list could enumerate all the sectors, activities or areas where
i) foreign investors cannot invest, ii) can only invest up to a certain percentage of equity, or iii) can only
invest after going through a special screening or approval process. All other activities not explicitly
mentioned in the list should be considered as automatically open to FDI.

A streamlining of establishment procedures could also be considered. Most procedures involving
foreign businesses still need to be conducted in person and could be made available online. The one-stop-
shop for investors should be effectively implemented, including its e-version, and information should be
regularly updated. This streamlining could also involve devolving more powers to institutions dealing with
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investments: the SCISPM’s and Tajinvest’s respective roles in designing and implementing investment
policy and promoting and facilitating investment should be strengthened (UNCTAD, 202315)).

Restrictions on land and property access could be relaxed

Current restrictions on land rights represent a significant barrier to investment. If the introduction of
private property in land is not under consideration, the government could ensure that the alienability of
land use rights is extended to foreign entities, as it is already the case for Tajik individuals and legal
persons. In the same vein, the government could undertake measures to guarantee equal access to
property ownership between local and foreign firms by ensuring that procedures to access property are
the same for both. The provision on compensation in case of indirect expropriation should also be reviewed
to include not only the market price of the factory or other assets but also that of the land.

Funding and capital constraints should be addressed

The government could consider easing restrictions on access to finance and withdrawal of capital.
In particular, it could support the development of a wider array of financial instruments to foster private
investment. A limited range of financial products is currently offered to SMEs, which mostly rely on debt
instruments such as commercial bank loans or microfinance (ADB, 201921;). Developing new financial
instruments allowing access to equity investment, such as convertible loans, venture funding, factoring,
and leasing could be considered, which would allow to address high collateral requirements, prohibitive
interest rates, and the short tenors currently offered by traditional commercial loans. The government is
currently working on a new venture capital funding law which should unlock new funding opportunities for
start-ups. In addition, facilitating money transfers outside of the country would reassure foreign investors
that they can reallocate profits as they see fit, as hard currency deposited in a Tajik bank account is difficult
to withdraw, despite the fact that there are no legal limits on money transfers (US Department of State,
2022117)).

Priority 2: The judicial system has become more transparent, but the dispute
resolution mechanisms need strengthening and simplification

The legal framework for businesses has registered some improvements

The government has taken steps to improve judicial transparency

In June 2021, the government adopted the law “On Access to Information on the Activities in the
Courts” to increase the transparency and openness of judicial proceedings. The law aims to improve
public access to information about the activities of the courts through the appointment of dedicated staff in
charge of public relations and the creation of court websites. The latter provide the opportunity for citizens
to access a schedule of appointments, hearing dates, and email addresses of the judges and
representatives of the Supreme Economic Court and to read about court decisions. An e-case
management system was created for parties to a case to access court notices online. Press conferences
with the media are planned on a bi-annual basis to take stock of the activity of economic courts.

Pre-trial dispute resolution is being developed especially in tax-related disputes

OECD interviewees have mentioned the Tax Committee’s and Ministry of Finance’s endeavours to
foster dialogue and resolve disputes with the business community. In particular, the Tax Committee
created an independent Council of Pre-trial Dispute Settlement, which serves as an advisory body to
consider tax disputes between the taxpayer and the tax authority and review complaints from taxpayers.
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This advisory council is formed of representatives from the justice, financial, business support and tax
government agencies and ministries, as well as of independent consultants. Following a pre-trial review of
the taxpayer’s complaint, the Council issues a recommendation submitted for the relevant state body to
make a decision. Such a Council can serve as an alternative dispute resolution mechanism to solve
taxpayers’ and tax authorities’ litigation cases.

Dispute resolution mechanisms need further strengthening

The creation of a Business Ombudsman has been delayed

The government had undertaken to create a business ombudsman, but this ambition has not yet
been realised. First discussions about its establishment were included in the Midterm Development
Programme of the country for 2021-2025, with implementation planned for 2022.The process is, however,
still at the level of discussion, and it is considered to transfer the business ombudsman’s functions to the
Commissioner for Human Rights. A Business Ombudsman with oversight for inspection agencies and
regulations would provide a strong public-private dialogue mechanism and could play an important role in
dispute settlement (OECD, 2021p1;). Ensuring the independence of such an institution could be met
following the example of Kyrgyzstan, through the appointment of a foreign citizen.

Judges are perceived to lack independence

Parties seeking dispute resolution submit their claims to economic courts. However, firms have
reported a lack of independence in decision-making, lengthy delays of court decisions and a cumbersome
process, which act as deterrents to reliance on the judiciary. OECD interviewees and (U.S. Department of
State, 202319)) state that outcomes tend to favour the government, and decisions are not always made
publicly available. It remains to be seen if the new law on access to information will change this.

Commitments to international conventions are not always followed

Tajikistan is signatory to several bilateral and international conventions on dispute settlements,
but domestic courts do not always enforce or recognise their rulings (US Department of State,
2022p17)). For instance, the country ratified the New York Convention on the recognition and enforcement
of foreign arbitral awards and acceded to the Convention in 2012 but several arbitral awards have been
overturned. OECD interviewees have also mentioned disputes related to double taxation issues. Whilst
Tajikistan has signed several agreements to avoid the issue of double taxation, tax authorities still require
firms to pay taxes in Tajikistan notwithstanding provisions agreed upon in those agreements.

Improving contract enforcement requires strengthening judicial independence and
simplifying the arbitral process

More judicial independence will lead to greater confidence in the courts

Strengthening the independence of the courts would help improve the impartiality of court
decisions and businesses’ trust in the judiciary. Judges should be free of influence and pressures that
could affect the way they perform their duties. Efficient and impartial institutions for the administration
justice, the predictability of legal outcomes, the protection of property rights and the maintenance of stability
are indeed preconditions for a supportive investment environment, as a functioning justice system
contributes to firms making longer-term investment decisions (OECD, 202122;). In practical terms,
measures to ensure the independence and accountability of the judiciary could include publishing objective
criteria for the appointment of judges based on merit and qualifications, the security and irremovable
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character of their tenure and the random allocation of cases to minimise corruption risks (ENCJ, 201423)),
(OECD, 201824)).

Formal reporting mechanisms can support judicial independence and accountability

Reporting is a key aspect of the transparency and accountability of the judicial system. Formal
reporting mechanisms on issues such as case disposals, timeliness, case duration, appeal waiting times
and other aspects of the quality of the judicial process should be created through regular reporting
structures and a database on the performance of the judicial system along these aspects. Data would allow
observers to analyse the performance of justice procedures and understand where efforts should be
focused. The reporting should be periodically published and could include a benchmark of the different
courts to foster emulation (ENCJ, 2014p23). An independent body such as a Business Ombudsman,
involving business associations and representatives, could also report cases of non-implementation or
mis-implementation of the law.

Simplifications in the arbitral process can reduce costs associated with dispute resolution

The government could consider introducing simplified procedures to offer legal and judicial
services proportionate to SMEs’ cases. There are currently no specialist courts to hear disputes relating
to land or intellectual property rights, nor are there small-claims courts. Small claim courts can provide
tailored and fast-track procedures proportionate to the amount of money at issue. Such courts improve
access to justice for SMEs as they free up court time and financial resources and contribute to judicial
efficiency (OECD, 2017251). Robust small claims procedures usually limit the role of lawyers to reduce the
cost of legal representation, require smaller court fees associated with filing the claim, and restrict the use
of expert assessments and oral witness testimony as expenses for collecting evidence can be time-
consuming and expensive for the litigants (World Bank, 202126]). Specialist courts focusing on land or
property rights could also be created to reduce the number of cases pending before the main first-instance
court and lead to shorter resolution times.

Alternative dispute resolution mechanisms such as mediation, negotiation and arbitration for
international investors can also be further developed to settle disputes outside of the courtroom and
reduce the strain on the judiciary. The creation of a Mediation Centre and of the Council of Pre-trial Dispute
Settlement to resolve tax disputes are already positive steps in that direction. The project of a law on
mediation could also be resumed.

Priority 3: Tax administration has benefitted from digitalisation and more public-
private dialogue, but interpretation issues need addressing

Tajikistan adopted a new Tax Code in 2022

Tajikistan adopted a new Tax Code in January 2022 with the aim of promoting socio-economic
development and strengthening public finances through the reduction of tax evasion and the easing of the
tax burden on firms. The new version of the Tax Code states that it is based on the principles of legality,
obligation, cooperation of tax authorities with the taxpayer, fairness, unity of the tax system, and
transparency. Key changes to the code include the introduction of chapters on transfer pricing and tax
monitoring, the creation of a tax avoidance commission and of a Council for Pre-Trial Dispute Resolution,
the use of electronic fiscal receipts, virtual cash registers, and an e-marking system to track goods imported
into Tajikistan, the provision of independent assistance to taxpayers by tax consultants, and tax monitoring
based on voluntary requests from taxpayers whose turnover is higher than 15 million TJS (about 1.25
million EUR). The new code also foresees the development of risk assessment criteria to determine the
different levels of non-compliance risks, with KPIs associated with the system. The tax system was
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simplified through a reduction of the number of taxes from ten to seven, and several amendments and
additions were made to account for the issue of bad tax debts and their writing-off. Tax exemptions for the
mining sector were gradually phased out, and a rise in the income tax rate for mining businesses supported
an increase in tax revenue (Economist Intelligence Unit, 20231g)) (IMF, 2023j5)). The Tax Committee
reported that the amount of tax collected for 2022 exceeded the target by almost 600 million TJS (around
55 million USD).

Box 4.2. Key rate changes of Tajikistan’s 2022 Tax Code

The rates of several taxes were reduced or reviewed:

e the VAT rate was reduced from 18% to 15% and is expected to be reduced to 13% as of January
of 2027;

e a flat rate for the income tax of 12% was introduced and replaced the degressive income tax
system (8% to 12%);

e income tax was kept at 13% for companies producing goods;
e income tax was reduced from 23% to 20% for financial institutions and telecom companies;
e income tax for other companies was reduced from 23% to 18%; and
e social taxes were reduced from 25% to 20%;
The road user’s tax and excise tax were withdrawn.

Source: Tax Committee of the Republic of Tajikistan (2023)

The Tax Committee has been actively engaging with the private sector on the Code’s
changes

OECD interviewees praised the proactiveness of the Tax Committee in collecting feedback, sharing
drafts of the new Tax Code, and integrating the private sector’'s comments in the last version of the
Code. Following its adoption, the Tax Committee was mindful of communicating the changes of the Code
to the private sector, with a focus on SMEs. Tax authority specialists organised offline and online seminars
with taxpayers, domestic and foreign investors, and diplomatic missions to explain the new provisions of
the Tax Code (how to submit requests for tax returns, issues of land, real estate and vehicles valuation,
etc.) and provide the opportunity to engage in Q&A sessions. A dedicated page on the Tax Code providing
the latest updates was created on Telegram and Viber, TV programmes were brought to a wide audience
through the Tojikiston and Safina channels, 150 thousand text messages were sent to citizens, and
taxpayers can now submit questions and complaints on the Tax Committee’s website. A call centre can
also be contacted on a daily basis. Tax administrators provide support to citizens and businesses looking
to pay their taxes on the publicly accessible terminals in cities. Written appeals have become much less
frequent, as taxpayers can now submit their cases by phone, email or on their personal account.

Compliance monitoring is increasingly grounded on risk-based approaches

The Tax Committee, together with the SCISPM, developed criteria to assess the level of risk of
taxpayers’ activities and non-compliance, differentiated by company size. The level of risk may be
defined as low, medium or high. A taxpayer falling under a high risk is contacted by an authorised state
body online on the personal account to remedy the situation. The new Tax Code stipulates new provisions
on tax monitoring, where a taxpayer earning more than 15 million TJS can, on a voluntary basis, agree
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with the tax authorities on exemptions on in-house controls and tax audits for a period of one year.
Improvements in monitoring have resulted in a decrease in the share of tax audits in proportion to the
number of tax entities: if in 2018 2.8% of businesses were audited, this figure decreased to 1% in 2021.

Positive changes in compliance and appeals trend can be noticed

According to the Tax Committee, the reduction of the type and the rate of taxes has resulted in a
lower burden on the taxpayers, which has had a positive impact on compliance and the reduction of the
shadow economy. Tax administration was also enhanced thanks to the reduction of the costs and time
spent by taxpayers filing tax returns. The introduction of the concept of ultimate recipient of income (or
beneficiary) and strides in the implementation of international treaties have improved tax relations with
non-residents receiving income from Tajikistan. Combined, these developments resulted in a decrease in
the number of taxpayers’ appeals in 2022.

A wide range of tax services is available digitally

The Tax Committee has intensified its efforts to digitalise tax administration, which has been
positively received by firms. Satisfaction with the ongoing digitalisation of the tax services has been
reported by firms interviewed by the OECD. Since 2020, the Tax Committee has developed and
implemented more than 80 e-services. Companies can register online on the Tax Committee’s website.
Among concrete examples of available e-services, one can mention the “Andozi Man” ("My Tax”)
application, which can be used both by citizens and entrepreneurs to fulfil tax obligations and interact with
the tax authorities. More than ten e-services are currently available on the app, such as information about
the activity of the Tax Committee, the submission of e-documents for verification, inspection authorities’
addresses, a tax calculator, the Tax Code, the taxpayer’s identification number, tax payments made, etc.
The Tax Committee and the State Savings Bank Amonatbank developed a tax payment functionality on
the Amonatmobile application. Taxpayers can also pay real estate, land and vehicle taxes on the Tax
Committee’s website. The procedure to register as a VAT payer can be done through an online application
form in a few minutes. All this has increased the number of taxpayers who file their tax returns
electronically. During 2022, the number of taxpayers who filed their tax returns electronically increased by
more than 6.5 thousand. According to the Tax Committee, the total volume of transactions carried out
using cash registers increased by 28% in 2022 compared with 2021. In general, smoother and easier
interactions between tax authorities and taxpayers have resulted in improvements in tax administration.

However, challenges related to interpretation, implementation and administration remain

Frequent legislation changes and varying interpretations create implementation challenges

Businesses have expressed concerns about the lack of harmonised interpretation of the Code
across the government, which adds confusion to the implementation of the law. They reported an
added layer of complexity related to unclear formulations and conflicting interpretations of specific clauses
among different offices of the tax administration itself. Whilst large foreign firms may have the in-house
capacity and leverage to resolve these issues with the tax authorities, SMEs may not be able to do so.
Overall, the lack of clarity of certain clauses of the Code has significantly challenged the government’s
objective to simplify tax policy with the introduction of the new text.

Unplanned inspections and early tax payment requests have been mentioned as roadblocks
to tax compliance

Firms have also complained about the frequency of tax inspections. A moratorium on inspections
was implemented in 2022 considering the instability of the international context and to let taxpayers adapt
to the new code. However, the retroactivity of the inspection period was increased from five to six years to
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account for the absence of checks in 2022, meaning that checks for 2022 will still take place retroactively.
In addition, while tax inspections can apply on business activity of the five previous years, in case of
irregularities, tax authorities can further investigate tax compliance in the ten previous years and calculate
the sum due on that past ten-year period, applying interest and penalties amounting to double the tax
payment due. Such a measure does not encourage firms outside the tax base to start paying taxes and
hampers the government’s efforts to reduce the size of the shadow economy. Cashless firms paying taxes
online do not understand why they are still subject to cameral inspections.

Payments are sometimes requested or refunded outside of the scope of application of the text.
Firms have reported that the tax administration attempts to make them fit under different articles of the
code to request several tax payments which should not apply (e.g., mining companies) or to proceed with
advance tax payments. On the other hand, VAT refunds have been subject to delays, which can take one
year. Delays have resulted in firms declaring additional other income to benefit from an indirect tax
deduction corresponding to the VAT return amount due, while some OECD interviewees increased their
prices following the withdrawal of the VAT incentive which allowed offsetting. Some importers reported to
illegally bring goods in Tajikistan do not pay VAT and transfer VAT payment obligations to their retailers.

Further improving the tax administration requires addressing implementation issues and
working on adopting a more client-oriented approach towards the taxpayers

Harmonising the interpretation of the Tax Code should be a priority area of work

Streamlining interpretation across the different areas of the government is a low-hanging fruit to
ease the tax burden on firms and improve the implementation of the Tax Code. Online reporting tools
or regular surveys could be developed and channelled through the Chamber of Commerce or regional and
sectoral business associations for firms to report cases of misinterpretation or lack of clarity on an
anonymous basis. More generally speaking, avoiding frequent changes to the law is an objective that
should be pursued by the authorities to increase tax compliance.

The Tax Committee should pursue its efforts to improve relations with the taxpayers

The Tax Committee has already worked to raise awareness on changes made and should pursue
endeavours for businesses to understand new provisions. Measures to do so include conducting
awareness-raising activities on an ongoing basis with businesses and other segments of society, to foster
the acquisition of tax knowledge and financial literacy. Firms should also have the possibility to appeal
conflicting interpretations of the law before an administrative judge. In parallel, tax authorities need to train
all staff to be informed of regulatory changes and communicate accurate information to businesses.

The Tax Committee should define a clear scope for inspections to decrease the administrative
burden on firms. Looking at the example of Kazakhstan (Government of Kazakhstan, 2021.27), the Tax
Committee and other relevant government agencies could define a short and clear list of cases where an
inspection should be performed. It could also introduce a clause on the responsibility of the administration
when conducting an inspection whereby any inspection conducted beyond the framework becomes illegal
and can be a motive for litigation by the firm concerned.

Digitalisation is another part of the Tax Committee’s agenda to support smoother interactions with
the taxpayers which can be further rolled out across the government. The Tax Committee mentioned
the importance of providing IT equipment, necessary software and technologies to other ministries and
agencies, as well as the processing of large volumes of data to achieve tax reform goals. This also requires
the development of a stable, high-speed, and accessible Internet across the regions as well to ensure
businesses in remote areas can access online tax services. Dushanbe-based agencies are expected to
switch to the cashless payment system SmartPay to ensure that the payment of all taxes, duties, fines,
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license and insurance fees, fees for utilities and other types of public services is performed in a non-cash

form (Asia Plus, 20232g)).
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5 Turkmenistan

This chapter focuses on Turkmenistan’s progress and challenges in
implementing the three priority reforms identified in 2020, namely the
implementation of the investment law and access to information for
investors; the streamlining of business registration and licensing, and the
creation of a one-stop shop; and the simplification of the operational
environment for firms. Taking into account the impact of the COVID-19
pandemic and that of Russia’s war in Ukraine, the chapter offers policy
recommendations to improve the legal environment for investors and
businesses.
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Table 5.1. Summary of priority reform implementation and updated recommendations

2020 2023

Challenges identified

Recommendations

Implementation
assessment

Way forward

Investment Improve availability of The government has »  Create an Investment
regulation: Ensure the legislation increased Promotion Agency (IPA)
enforcement of the Consolidate body of by- communication about »  Improve contract enforcement
Law on Investment laws changes in the law >  Review the legal framework to
and improve Streamline, consolidate Reform efforts seem to encourage domestic
information and publish all investment- have slowed down due to investment transactions
availability related legislation on the the COVID-19 pandemic
legal database of the
Ministry of Justice
Business registration: Create a one-stop shop for The government has »  Streamline the registration
Streamline business business registration revised and simplified process, clarifying the key
registration and Consolidate and some procedures for steps and timelines
licensing, and harmonise legislation for business registrationand >  Limit State interventions to
introduce a one-stop- licensing and permits licensing specified instances and create
shop Take into account Procedures are still an independent reporting
connectivity and capacity paper-based and mechanism through a
constraints cumbersome Business Ombudsman
»  Improve access to information
by regularly updating the
government’s websites
Operational Dedicate attention to the The post-pandemic »  Expand the range of available
environment for needs of SMEs when period has provided financial instruments
SMEs: simplify the simplifying the investment some relief to »  Expand digital infrastructure
operational regulatory framework businesses >  Capitalise on the Middle
environment Develop SME-targeted The business Corridor’s renewed interest to

public instruments
Create a Business
Ombudsman

environment remains
difficult to navigate

facilitate trade
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Introduction

Turkmenistan’s growth has been positive but on a declining trend

The oil and gas sector has been driving economic growth

Turkmenistan’s economic growth has been driven chiefly by the extractive sector. The government
has pursued an investment-led growth strategy underpinned by export promotion and import substitution
policies and directed concessional lending (IMF, 20192)). Foreign direct investment remains largely limited
to oil and gas extraction in the form of production-sharing agreements. Despite the government’s ambition
to diversify the FDI base, foreign exchange controls, the absence of property rights in land, and the
interference of the state in business matters have constrained such a diversification. The economy remains
dominated by state-owned monopolies, including in the oil and gas, electricity, cotton, telecommunication,
and manufacturing sectors (BTI Transformation Index, 20223;). Growth has been on a declining trend and
below double digits since 2012 on IMF estimates. Whilst these estimates significantly diverge with
government data, the latter informed the OECD of an upcoming Article IV consultation in 2024 during which
this issue should be discussed.

Figure 5.1. Real GDP growth (2000-2022)
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Source: (IMF, 2023y)

The economy was hit by COVID-19 but recovered in 2021

Whilst the government reported stable economic growth and no officially confirmed cases of
COVID-19, restrictions on international and domestic travel as well as the closing of some
businesses are reckoned to have resulted in negative growth in 2020. The economy quickly
rebounded in 2021 and surpassed its 2019 levels, with a robust recovery in exports, although abnormally
dry weather had a detrimental effect on agriculture and the production of staple goods (EIU, 2022;s)).

Reliance on exports to China has mitigated the trade disruptions caused by Russia’s war in
Ukraine

Turkmenistan has felt little impact from Russia’s full-scale invasion of Ukraine due to its limited
trade links with the two countries. It recorded growth of 1.6% in 2022 according to the IMF, driven by
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elevated global energy prices and higher-than-planned natural gas production and exports boosted by the
opening of one of the world’s largest gas fields, Galkanysh (EBRD, 2023j)). Turkmenistan has remained
highly reliant on gas exports to China, with the latter accounting for 74% of exports in value terms in 2022
(EIU, 2023[7)). Gas exports to China rose to USD 10 billion, a 51% year-on-year increase. Construction,
manufacturing, and services have been booming, while exports of tomatoes and footwear have also been
on the rise (ibid). Expansion was spurred by greater domestic mobility, the re-opening of borders, the
gradual resumption of international flights, increased trade and revitalised services in 2022 (ADB, 2023g)).

The war increased trade with and transit through the Middle and Southern Corridors

The war in Ukraine and traffic reductions along the Northern Corridor going through Russia have
led to a shift to alternative trade routes, increasing Turkmenistan’s trade with its neighbours. lts
strategic positioning along the Trans-Caspian International Transport Route (TITR) (also called the Middle
Corridor) and the Southern Corridor, connecting the region to the Indian Ocean via Iran, has made the
country an important trade node. The seaport of Turkmenbashi recorded a 2.5-fold increase in transit cargo
volumes in 2022 due to the increase in the transit of petroleum products, metals, machinery, food, spare
parts, chemical cargo, and construction materials. Turkmenistan also intensified trade relations with Iran
and operators have been more frequently using the road-based Southern Corridor to avoid bottlenecks
along the Middle Corridor (EBRD, 20239)).

However, seizing these opportunities will require Turkmenistan to diversify trade and boost
investment attraction and the competitiveness of its private sector

Looking ahead, significant downside risks, including a structural slowdown of China’s economy,
require Turkmenistan to conduct structural reforms to diversify its export base. The government
has yet to conduct structural reforms to improve its investment attractiveness, reduce the presence of the
state in the economy, increase data and government transparency and unleash private sector
development.

The OECD 2020 assessment had identified a need for improved implementation of
business- and investment-related legislation, a streamlining of processes for business
registration, and simplification of the operational environment for SMEs

Ensure enforcement of the Law on Investment and improve information availability

Turkmenistan’s Law on Investment (Lol) governs investment activity in the country and establishes
equal rights for investors, their main rights and duties, the procedures for state investment, and
protections against abrupt regulatory changes and expropriation. It also guarantees the investor’s
right to claim compensation and the principle of non-discrimination between domestic and foreign investors
and prevents officials and state bodies from interfering in investment activities except as provided by law
(OECD, 2021p)).

The Lol suffers from several weaknesses addressed in the initial assessment, chief among them are
unclear protection against direct and indirect expropriation (Art.22), the lack of definition for the amount or
method of compensation in case of expropriation, the unconsolidated body of laws governing investments,
and the fact that there are two separate investment laws for domestic and international firms, despite the
Lol stating that conditions for both should be the same. The OECD had recommended to enhance
investment legislation and consolidate it into one act to improve access to information and ensure
consistency and coherence (OECD, 2021;1)).

IMPROVING THE LEGAL ENVIRONMENT FOR BUSINESS AND INVESTMENT IN CENTRAL ASIA © OECD 2023



| 89

Streamline business registration and licensing, and introduce a one-stop-shop

The main obstacles to conducting business in Turkmenistan relate to long and complex
registration, licensing and taxation, with personal connections perceived to play an important role in
business success. Business registration is governed by outdated legislation and differs between domestic
and international businesses. De jure timelines to complete registration are not respected, with domestic
businesses reporting an average of six weeks for registration, and international businesses going through
an opaque, and altogether different, process involving the Interdepartmental Commission for Protection
from Economic Risks at the Agency for Protection from Economic Risks under the Ministry of Finance and
Economy (MFE) and the Ministry of Foreign Affairs (MFA). At the time of writing, there was no one-stop
shop (OSS) for business registration, although the MFE had initiated the development of a single-window
registration platform (OECD, 2021)).

The OECD recommended to remove redundant and cumbersome business registration and
licensing legislation, as part of a wider effort to simplify the investment-related regulatory framework and
to articulate a dedicated SME strategy. In particular, the development of a digital OSS to inform businesses
of all procedures, address requests and fulfil all procedures online was recommended, taking into account
connectivity constraints and low internet access in Turkmenistan. To improve public-private dialogue, the
OECD recommended the creation of a Business Ombudsman with oversight powers over inspection
agencies and regulations (OECD, 20211).

Simplify the operational environment for SMEs

Various forms of support to SMEs, including access to finance through state-owned banks,
technology, training, and internationalisation are guaranteed by the Law on State Support for Small
and Medium Enterprises (2009). The law also provides for simplified procedures for SMEs regarding
accounting, taxation, insurance and guarantees regarding regulatory stability, allowing them to apply
legislation for five years from the time of registration, regardless of any legislative changes that would lead
to prohibitions or restrictions on their activities. A National Development Plan for 2018-2024 was approved
to provide support to the development of SMEs, but its implementation remains to be assessed (OECD,
202111)).

In 2020, the OECD advised the creation of SME-targeted public instruments, for instance an
entrepreneurship fund such as DAMU in Kazakhstan or a dedicated service centre such as the Georgian
Innovation and Technology Agency to help SMEs and entrepreneurs access financing, infrastructure, and
legal assistance (OECD, 2021)).

Priority 1: Legislation can be accessed online, but endeavours to strengthen the
Law on Investment and improve contract enforcement would improve the
investment climate

The government has increased communication about changes in the law

OECD interviewees reported that access to information has improved through the publication of
laws, codes, and decrees on the Ministry of Justice’s official website, as well as communication on TV
and the radio (Ministry of Justice, 202310)). The Ministry has also been conducting seminars with
businesses on the topic of foreign investment. Latest amendments to the law date back to 2015, but some
terminology was recently clarified according to interviewees. The government is also considering the
drafting of a single act compiling provisions of foreign and domestic investment laws. As part of its
accession process to the WTO, Turkmenistan has committed to translating into English and Russian laws
related to trade and investment.
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Efforts to improve the investment framework are taking time to materialise

Information related to legislation and investment conditions is difficult to access

OECD interviewees nonetheless reported the difficulty of accessing information related to
legislation. Proposed laws and regulations are not generally published in draft form for public comment.
Laws have frequent references to bylaws that are not publicly available and are rarely translated into
English. Decrees are not categorised by subject, which makes it difficult to find relevant cross references.
There is no information available on whether the government conducts any quantitative analysis of the
impact of regulations, and regulations often appear to follow the government’s “try-and-see approach” to
addressing issues (U.S. Department of State, 202211)).

More generally, informational support to investors is not provided. Turkmenistan does not have an
investment promotion agency. It seems that the government could do more to incentivise foreign direct
investment outside the oil and gas industry. As a result, foreign companies spend significant time
conducting due diligence in Turkmenistan and can rely on a limited number of consultants to support them
with their prospecting on the ground, with limited information and studies on specific sectors or markets.

Underdeveloped legislation limits opportunities for investment

According to OECD interviewees, existing legislation requires that upon the registration of a new
business, the owner should declare a nominal capital figure, which cannot be amended. In case of
a later-stage acquisition, the real cost of the company cannot be reflected, which implies that the seller
cannot register a profit for his sale and must sell his company at the initial nominal figure. The law in place
therefore does not encourage a company to formally invest in another one, which has resulted in
investments taking place unofficially.

Contract enforcement remains an issue

Investment and commercial disputes involving Turkmenistan usually involve the non-payment of
debts, the non-delivery of goods or services, and contract renegotiations, with the government
justifying non-payment because of contract breach. Several cases of disputes between businesses and
the government have been caused by the latter's unwillingness to pay in freely convertible currency as
contractually required. Contracts can be entirely reviewed and reconsidered following a change in
leadership in the government agency that signed the contract, affecting profit distribution, management
responsibilities, and payment schedules (U.S. Department of State, 2022;11)).

Enhancing the investment framework requires improving access to information,
strengthening contract enforcement, and facilitating domestic investment

Create an Investment Promotion Agency

Turkmenistan should still consider the creation of an Investment Promotion Agency (IPA). Such an
agency can be a powerful means to attract FDI and maximise its benefits, in the context of a broadly sound
investment climate (OECD, 202012;). It can be used as a focal point in the institutional landscape to
facilitate the establishment of new investors in the country and can serve to promote the country as an
attractive investment destination, bring new investors, and help existing ones expand their activity. For
instance, the Government of Kazakhstan reported that Kazakh Invest supported the implementation of 57
projects worth over $3.8 billion in 2021 with the creation of about 5 thousand jobs. The IPA also organised
190 visits of foreign investors to the regions of Kazakhstan with visits to production sites, during which
negotiations were held with representatives of government agencies and local businesses (Kazakh Invest,
2022;13)).
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IPAs can also play an advocacy role within the government and provide inputs in investment policy design,
taking into account their field experience with foreign investors’ projects. In designing the agency’s role,
the government of Turkmenistan could consider selecting priority sectors, countries, and investment
projects. It should also ensure that the mandate of the institution is not too large and focuses on investment
promotion and facilitation. A clear strategy with well-identified priority sectors and key performance
indicators that would be outcome-oriented would optimise the agency’s role.

Improve contract enforcement

A first measure to consider includes the government’s meeting contract obligations
notwithstanding institutional changes. Effective systems of domestic commercial arbitration, mediation,
or conciliation matter to foreign investors, as high litigation costs and delays may discourage them from
investing in a jurisdiction (World Bank, 201914)). In addition, the authorities could adopt a series of good
practices to improve the quality, efficiency, and independence of the court system to reduce the time and
cost needed to resolve a commercial dispute. For instance, introducing case management systems can
improve record-keeping, reduce delays, and case backlogs. Case management intends to ensure the
timely and organised processing of cases from initial filing through final outcome. The Ministry of Justice
could introduce an electronic case management system by automating key components, such as access
to laws, regulations and case laws, access to forms, the generation of a hearing schedule, and access to
court orders and decisions (World Bank, 201914). This would serve to improve the transparency of dispute
resolution mechanisms.

Review the legal framework to encourage domestic investment transactions

The investment legislation should be reviewed and updated to support domestic investment. Such
a review should allow to perform an asset valuation based on the real value of the firm to be invested in.

Priority 2: Administrative procedures for business registration have been
revised, but business services could be further digitalised and harmonised
among domestic and foreign firms

The government has revised and simplified some procedures for business registration
and licensing

Several provisions were introduced by the government in 2022 and 2023 to ease administrative
procedures for firms. With regards to licensing, the number of required documents was reduced.
Information on how to register a business, registration fees, and an online payment option are now
available on the website of the Ministry of Finance and Economy. Whilst a one-stop-shop has not yet been
created, registration, licensing and tax procedures are all carried out by the Tax Department under the
MFE. A mobile application is currently being tested in demo mode by the Ministry to allow entrepreneurs
submit documents online. Customs procedures have also reportedly improved slightly (U.S. Department
of State, 2022(11)).

However, procedures are still paper-based and cumbersome

Business registration is based on a lengthy process

Obtaining licenses and authorisations is cumbersome, as these need to be renewed every two
years, an exception in the region. In specific sectors, licenses need to be renewed on a yearly basis,
while fees charged also differ depending on the industry. OECD interviewees reported that obtaining these
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licenses is particularly difficult for firms in the pharmaceutical and oil and gas sectors. Under Turkmen law,
all local and foreign entities operating in Turkmenistan are required to register with the Registration
Department under the MFE. Before the registration is granted, an inter-ministerial commission that includes
the Ministry of Foreign Affairs, the Agency for Protection from Economic Risks, law enforcement agencies,
and industry-specific ministries must approve it.

Business registration is even more difficult for non-domestic companies. Foreign companies face
an even stricter screening process, and encounter difficulties registering a local representative office. The
commission evaluates foreign companies based on their financial standing, work experience, reputation,
and perceived political and legal risks. Explanations are not provided when registration is denied (U.S.
Department of State, 2022}111).

While the Tax Committee has centralised registration, licensing, and tax payment procedures, as
well as contributions to social security, these remain paper based. OECD interviewees reported that
while the centralisation of procedures is a welcome step in principle, the Tax Committee has to handle
many tasks beyond tax administration, which results in long waiting times and offline queues. Interviewees
reported that the issuance of documents requires much more time than stated on paper and renewing a
licence for a domestic business can take up to ten days, as tax officers must deal with several other tasks.
The lack of online access to information also results in entrepreneurs relying on word-of-mouth to obtain
information on financial incentives, programmes and amounts of social contributions.

Bid submission procedures are complex

According to OECD interviewees, companies face several obstacles related to bid submission in
tenders. In the absence of digital procedures, interested organisations must submit originally stamped
documents, sometimes in sealed envelopes. As such, international companies which do not have a
representative office or a branch based in Turkmenistan are less likely to apply due to cumbersome
administrative procedures. Local companies wishing to bid must be registered members of the Union of
Industrialists and Entrepreneurs to participate in such tenders.

Firms remain subject to arbitrary interventions from the state

Investors complain that they have been discriminated against with excessive and arbitrary tax
examinations, license extension denials, and customs clearance and visa issuance obstacles (U.S.
Department of State, 2022;11)). In several cases, the government has insisted on maintaining a majority
interest in joint ventures (JV), which firms have been reluctant to accept because of differing business
cultures and conflicting management styles. Although there is no specific legislation requiring foreign
investors to receive government approval to divest, in practice they are expected to co-ordinate such
actions with the government. In addition, despite de jure equal treatment between domestic and foreign
firms, the latter reportedly face higher tax rates than local companies (U.S. Department of State, 2022;11)).

The government should further simplify business registration procedures, and level the
playing field between domestic and international firms

Streamline the registration process, clarifying the key steps and timelines

The authorities should clarify the key steps required for registration and licensing and provide
those services online, including information about fees, procedures, and expected delivery.
Announced waiting times for the obtention of documentation should, to the extent possible, be respected.
The government should also consider reviewing the requirement to renew licenses every two years, as
this is not a common practice and would significantly ease the administrative burden on firms and reduce
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stress on the public administration. Information could be published on the Ministry of Justice’s website as
well as on the website of the Union of Industrialists and Entrepreneurs in Turkmen, Russian and English.

Improve access to regulatory information by regularly updating the government’s websites

Legislation previously available in Russian has been fully translated into Turkmen, which is a
positive development since it has simplified navigation of the legal framework for local
entrepreneurs. The Ministry of Justice also provided a clarification on some terms of the legislation.
However, legislation should be more regularly updated online, and draft laws should be published for public
consultation and comment.

Define the scope of business inspections

To improve the predictability of the operational environment for businesses, the authorities should
define and restrict the number of inspections. Turkmenistan could take inspiration from Kazakhstan’s
Entrepreneurial Code, which codifies allowed instances of unscheduled inspections and bans inspections
motivated outside of the scope defined. The Law on the Ombudsman of Turkmenistan was adopted in
2016 and entered into force on 1 January 2017, but the office of the Business Ombudsman is still pending
creation according to the government. The creation of the Business Ombudsman can help receive
complaints from businesses about unfair treatment by public authorities, including repetitive audits or
inspections, unreasonable fines and penalties, or threats and acts of retaliation by government officials
(OECD, 2021p1). Such complains could be integrated into an independent reporting mechanism to the
authorities.

Priority 3: The operational environment for SMEs could be further boosted by
trade facilitation reforms and the provision of a wider array of financial products

The post-pandemic period has provided some relief to businesses

Foreign trade has resumed thanks to the re-opening of borders

OECD interviewees mentioned the reopening of borders following the COVID-19 pandemic as a
very positive development as it allowed firms to resume trade with their international partners.
Borders were closed from March 2020 to spring 2022. Recent developments also show that Turkmenistan
is increasingly integrating into regional trade. In August 2022, Turkmenistan agreed to jointly develop the
international north-south corridor running through its territory, improve bilateral trade and transport
connectivity, and simplify its visa regime (EBRD, 2023g). In addition, a new Trade Facilitation Portal was
launched by the Ministry of Trade and Foreign Economic Relations and the International Trade Centre
(ITC) in April 2023, to reduce the time and costs for trade across borders. The Portal guides businesses
through import, export, and transit requirements; gives access to agreements, laws, regulations, forms,
acts of inspections and other documents; as well as shares international trade statistics covering more
than 25 product groups, with a focus on the agrifood sector. It should help exporting SMEs have a better
access to information and support the government in its accession process to the World Trade
Organisation (WTO). In addition, Turkmenistan was added to the Info Trade Central Asia Gateway which
provides direct access to step-by-step guides on licenses, pre-clearance permits and clearance formalities
for most goods traded within, to and from Central Asia (Info Trade Central Asia Gateway, 202315)).
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Access to SME financing has registered some progress

Access to finance has also improved. Firms can borrow and save foreign currency in local bank
accounts, as credit lines are available in both Turkmen manat and in USD. Vneshekonombank provides
foreign currency loans guaranteed by the Islamic Development Bank (ISD). According to OECD
interviewees, an investment loan type of product is priced at an interest rate of about 5-6%, trade-related
loans at a 13%-interest rate. The number of required documents was also reviewed and streamlined, which
allows for a faster application process. According to the Union of Entrepreneurs and Industrialists, the state
programme on SME support for 2018-2024 has provided certain benefits to SMEs, such as land granted
free of charge for up to 100 years, preferential loans, tax breaks for agricultural producers, etc. Discussions
are ongoing to lift manat convertibility restrictions for products produced in free economic zones (FEZ)
(U.S. Department of State, 2022;11)).

However, the business environment remains difficult to navigate

Foreign currency controls and a limited array of public financing instruments restrict firms’
access to finance

The lack of suitable legislation for financial instruments, such as the absence of capital venture
funds, currency conversion, and dividend repatriation restrictions impede both domestic and
foreign investment. The spread between the official and black-market exchange rates remains distortive
and is being used as an import substitution subsidy, distorting competition and raising costs (EBRD,
2023pe)). Foreign investors can access Turkmen manats exclusively through equity loans from the EBRD
and the Turkmen-Turkish Bank, while domestic firms have restricted access to foreign currency beyond
foreign currency denominated loans. Despite their existence on paper, capital markets are not resorted to
in Turkmenistan, although the 1993 Law on Securities and Stock Exchanges outlines the main principles
for issuing, selling, and circulating securities. The 1999 Law on Joint Stock Societies further provides for
the issuance of common and preferred stock and bonds and convertible securities in Turkmenistan, but in
the absence of a stock exchange or investment company, there is no market for securities (U.S.
Department of State, 2022111)). The EBRD is currently working with local entrepreneurs to foster an early
community of private investors in the country, with a product called star venture for SMEs. However, the
infrastructure around it, such as an accelerator and business incubator, needs to be created.

Access to land remains restricted

Land is owned by the state. Whilst citizens have land rights, they cannot sell or mortgage land, and land
rights can be transferred only through inheritance. This restricts options for firms to use land as collateral,
and for the government to collect taxes on property. Foreign companies or individuals are permitted to
lease land for non-agricultural purposes, upon approval of the Cabinet of Ministers, which issues the
leases. There were no data available on the number of leases granted in 2021 or 2022 (U.S. Department
of State, 202211)).

Access to finance, digitalisation and trade facilitation are areas where the government
can pursue its efforts to improve the operational environment for businesses

Expand the range of available financial instruments

The banking system could be developed to offer a wider range of financial products available for
firms. The government has recently started talks with international organisations to develop a national
start-up ecosystem involving the development of venture capital funding with USAID. Other products such
as SME lines of credit for longer tenors, the provision of partial credit guarantees, or leasing could be
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provided to SMEs by financial institutions in Turkmenistan. Such products would allow firms to rely less on
their own funds and retained earnings to finance operations. At the macro-level, improving financial
inclusion can drive employment, productivity gains and tax collection (IMF, 2019j1¢)).

Expand digital infrastructure

Whilst interviewees mentioned that internet speed has slightly increased, it remains the world’s
slowest (0.77 Mbps) and the most expensive in Central Asia, at an average fixed broadband monthly
cost of USD 45.80 (Cable.co.uk, 202317]). An area for further improvement includes the development of
the digital infrastructure, as unreliable Internet access, slow download and upload speeds hinder business
development, especially in rural areas, which may not have access to the internet altogether. Such a
development should go together with the implementation of the government’s strategy for digital
transformation, which includes the development of e-government services. When upgrading its digital
infrastructure, policymakers should be mindful of inclusive access in rural areas, as digital access gaps
are strongly associated with gaps in productivity, scaling up, innovation and growth, which contribute to
inequalities among firms, and, in turn, people and places (OECD, 2022;1g)).

Capitalise on the Middle Corridor’s renewed interest to facilitate trade

Turkmenistan can seize the opportunity of the renewed interest in the Middle and Southern
Corridors to address transport and logistics bottlenecks, and attract investment in pipelines,
railways, roads, sea transport, and logistics infrastructure (EBRD, 2023(5). The opportunity to play a
more central role in serving trade between China, Iran, Central Asia, Turkiye and southern Europe could
lead to a gradual modernisation of the country’s transport networks and logistics capabilities, including
border management. The government should conduct trade facilitation reforms to reduce border crossing
times in tandem with an infrastructure development plan, to ensure that better infrastructure use can
capitalise on smoother trade procedures (OECD, forthcomingi1g)). Turkmenistan has started work with the
OECD to join the OECD Trade Facilitation Indicators database (OECD, forthcomingizq)).
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Uzbekistan

This chapter assesses progress made and challenges ahead in the three
priority areas for reform identified in 2020, namely the investment climate,
the operational environment for businesses, and taxation, considering the
impact of the pandemic and Russia’s war on Ukraine. Progress has been
made in particular in clarifying the regulatory framework for investment,
making the business environment easier to navigate for firms, and digitalising
tax services.
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Table 6.1. Summary of priority reform implementation and updated recommendations

2020 2023
Recommendations Implementation assessment

Challenges Way forward

identified

Legal framework

for investment:
Improve

implementation

of investment
legislation

Operational

environment for

SMEs:
Streamline
business
regulation

Taxation:
Improve
administration

tax

v

Ensure proper implementation of
the new investment law and
remove sectoral restrictions
Ensure consistent enforcement
of ICSID judgments

Continue to reduce the role of
the state in sectors where its
present has an indirect
discriminatory effect

Streamline and consolidate
legislation and licenses for firms
and entrepreneurs

Accelerate digitalisation of
procedure for all firms

Improve dispute resolution
including in local courts and
through ADR

Ensure predictability of changes
to tax requirements and improve
tax administration for SMEs
Complete the full digitalisation of
tax procedures

Streamline the tax code and
ensure its implementation

Significant reforms to increase
investor protection rights were
undertaken

But a lack of transparency
remains

The streamlining of procedures
and legislation has made
significant progress

Yet the pace of reforms creates
implementation challenges
Market competition is limited

Fiscal policy developments have
reduced the tax and
administrative burden on firms
However, tax administration
remains the most contentious
issue mentioned by firms

Provide additional guarantees
on the impartial treatment of
investment projects

Remove restrictions where
relevant and level the playing
field

Improve the dialogue with the
business community

Pursue reforms to increase
competition

Increase the transparency of
rulemaking

Address implementation
issues

Work on improving relations
between the Tax Committee
and the taxpayers

Review the incentive regime

Source: (OECD, 20211)), OECD analysis (2023).
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Introduction

Uzbekistan has shown resilience to the pandemic and war, but further structural reforms
will prove necessary to navigate a volatile environment

Reform have recently supported robust economic growth

Uzbekistan has registered sustained growth since the mid-1990s: following the transition recession of
1990-1995, Uzbekistan’s real GDP has grown at an average annual rate of 5.7%, from 1995 to 2022,
above the regional average of 5.3% (World Bank, 20232;). Growth during the early years of independence
was driven by the state-led distribution of resources and outputs among state-owned enterprises and the
export of commodities, especially gold (Brookings, 2022j3). Development relied on the use of natural
resources and physical capital, with little focus on productivity, efficiency and the employment and
development of human capital.

Uzbekistan’s economic transformation started in early 2017, when the country embarked on a wide-
ranging reform programme launching the transition to a more open and competitive economy
(World Bank, 20224;). The government’s initial efforts focused on liberalising the foreign exchange rate
and prices, increasing expenditures in the social sector, revamping the tax system and increasing fiscal
and debt transparency, with the aim of enabling the private sector to play a larger role in the economy and
to reduce that of the state. Whilst the COVID-19 pandemic has arguably been one of the deepest economic
shocks to hit Central Asia since independence (OECD, 20215)), Uzbekistan was one of the few countries
worldwide to avoid recession in 2020 (Figure 6.1).

Figure 6.1. Real GDP growth (2002-2022)
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Source: (IMF, 2023)

The COVID-19 pandemic and Russia’s war in Ukraine have shifted the government’s focus
to relief measures

Uzbekistan’s recent economic performance has been impressive, but the fundamentals of a market
economy are still being created. A low public debt-to-GDP ratio (although it has risen significantly in
recent years), significant inflows of remittances and high gold prices have allowed the country to mitigate
the impacts of the COVID-19 pandemic and the war (OECD, 2023;7;). However, these two shocks seem to
have also shifted the government’s focus to short-term relief and delayed more structural reforms to

IMPROVING THE LEGAL ENVIRONMENT FOR BUSINESS AND INVESTMENT IN CENTRAL ASIA © OECD 2023



1101

transform and reduce the size of the state in the economy. Privatisation and enterprise restructuring in
particular have slowed, limiting the effectiveness of other reforms to improve the business climate and to
create a level playing field for firms. Uzbekistan’s rate of new firm creation remains among the lowest
compared with regional and income-level peers (World Bank, 20224)), due to the misallocation of resources
towards less efficient firms and the lack of reward for firms with growth potential.

Table 6.2. Summary table of government support measures during the COVID-19 pandemic and at
the beginning of Russia’s war in Ukraine

Relief COvID-19 Beginning of Russia’s war in Ukraine
measures
Monetary base rate decrease from 16% to 15% base rate increase from 14% to 17% by the
policy in April 2020 and from 15% to 14% in National Bank of Uzbekistan,;
September 2020 to stimulate liquidity hire of international consultants by Uzbek
support banks to limit their operations with sanctioned
Russian banks and avoid the risk of
secondary sanctions;
. . deferred tax payments for up to 6 halt in non-priority public spending for the
Fiscal policy , e .
months granted to businesses; purchase of fixed assets and building repair;
tax benefits granted to the tourism extension of several temporary exemptions to
sector; fiscal rules and transportation tariff waivers
for food importers;
Household creation of an Anti-Crisis Fund introduction of more comprehensive
support endowed with UZS 10 trn (USD 1 bn) measures to support labour migrant workers
excise tax and customs duties were and their families;
set at zero for the import of 20 types increase in basic food stocks to prevent
of basic consumer goods; further price increases;
expanded funding for healthcare increase in land allocation and agricultural
increased the number of families with output targets to ensure food security;
children and low-income families
receiving social benefits;
Firm extension of loan repayment period allocation of additional funds to the State
support for the tourism and catering, transport Entrepreneurship Support Fund to increase

and logistics sectors;

provision of interest-free loans
through banks to industries most
exposed to the virus;

allocation of UZS 200 bn to the Public
Works Fund; and

allocation of UZS 500 bn to the State
Fund for Entrepreneurship Support to
assist business entities creating jobs.

loan repayment deferral by
businesses to commercial banks.

concessional lending;

allocation of an additional UZS 10Tn of
revolving loans for purchase of raw materials
and turnover increase;

introduction of work and visa programmes to
attract foreign IT specialists.

Source: (OECD, 2021;g)), (OECD, 2022;)
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Further structural reform is crucial for the economy to become more inclusive and resilient
to climate change

Maintaining reform momentum is essential to ensuring that the benefits of Uzbekistan’s economic
growth are more widely shared (World Bank, 20224)). In the current volatile environment, policymakers
should focus on market-oriented structural reforms, such as the privatisation of state-owned enterprises
(SOEs) and state-owned banks (SOBs), increasing competition and levelling the playing field for firms.
Reforms are needed to foster firm and job creation and absorb a rapidly expanding labour force, which
would ultimately serve to reduce vulnerabilities to external downswings in key external labour markets
(OECD, 2023;7). On the environmental front, continuing efforts to reduce the high levels of CO2 emissions
and energy should contribute to reducing the social cost of inefficiency and emissions: the OECD
Environment Directorate estimates that Uzbekistan has by far the highest level of premature deaths due
to particulate matter 2.5 (PM2.5) exposure in Central Asia (around 800 per 1,000,000 inhabitants) (OECD,
2022110)).

To help the government of Uzbekistan strengthen the business environment and create conditions
to level the playing field between firms, the OECD conducted research in 2019-2020 in the legal
environment for business that pointed to the importance of further structural reforms in three policy
domains, namely the investment framework, the operational environment for businesses and tax
administration (OECD, 2021y1)).

The OECD 2019-2020 research identified a need for improved implementation of
investment legislation, the legislative framework for businesses and tax administration

Implementation of investment legislation

The Law on Investment and Investments Activity (Lol) passed in 2019 has served to clarify the
investment framework by replacing obsolete legislation and systematising existing laws and by-
laws (OECD, 20211). It has also helped level the playing field for domestic and foreign investors, with a
de jure impartial granting of investment protections to both types of investors. However, the (OECD,
20211s)) report identifies the need to ensure enforcement of this new law and had also spotted several
loopholes in this new framework, including, among others, (i) the exclusion of numerous forms of
investments from the scope of the law, such as those under production-sharing agreements, concession
contracts, public-private partnerships (PPPs), and special economic zones (SEZs). It was also pointed out
that the legal hierarchy between laws governing these areas of activity and the Lol needed clarification to
improve certainty, especially regarding the SEZ laws’ interactions with national legislation. In addition, (i)
stabilisation guarantees granted to investors, stating that detrimental regulatory changes would not apply
for a period of ten years, appeared unfavourable to the government. Lastly, whilst Uzbekistan outperforms
the rest of the region when it comes to regulatory openness to foreign investment, (iii) some sectoral
restrictions, such as in the banking and business service sectors, could be re-evaluated.

Legislative consolidation for businesses

Reforms such as price liberalisation, the reduction of import tariffs, and foreign exchange
liberalisation have contributed to improving the business environment and fostering private-sector
development in Uzbekistan. However, the pace of legislative changes and their speedy enforcement has
created difficulties for the administration and for firms to implement and adapt on time. In addition, a critical
challenge identified in 2020 related to contradictions between primary and secondary legislation. It was
suggested to the government to adopt a single coherent piece of legislation that would supersede and
annul previous contradictory laws. Such legislation should also include a single, clear definition of SMEs
to adapt legislation to the reality of the economic landscape of the country. Finally, it was recommended
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to speed up the digitalisation of procedures and to publish the Business Ombudsman’s reports of
companies’ feedback to identify and address the most important bottlenecks.

Tax administration

Tax administration was identified as the most contentious issue for the private sector. Whilst several
tax rates were reduced in the new version of the Tax Code, frequent tax changes were highlighted as a
source of uncertainty for investors and businesses. A simplified regime was introduced for SMEs with a
turnover below 1 billion UZS (roughly 79,000 EUR), but it created significant challenges to the tax
administration when around 22,000 firms qualifying for the simplified regime registered under the standard
one. Overall, it was recommended to ensure changes were more predictable, to improve tax
administration, especially with regards to VAT refund, and to further digitalise tax procedures to reduce
face-to-face interactions and red tape.

Assessing progress since 2020

The following sections provide an overview of implementation progress of since 2020, and
suggest ways forward, taking into account new priorities following the pandemic and the changed
regional context (
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Table 4.1).

Priority 1: The investment climate has improved but efforts should be pursued to
create a level-playing field among investors

The government has prioritised investment dispute resolution reforms to improve the
investment climate

A review of the Lol is underway

Recent legal developments have contributed to improving the investment environment. The 2019
Lol helped increase transparency and predictability for investors, with a streamlining of the law. The
government has recently tasked itself to further review it with IFC support to provide additional clarity on
investor protections and treatment standards, to align its provisions more closely with international legal
frameworks and to address remaining ambiguous clauses (see above). Updating de jure provisions will
however need to go hand in hand with proper implementation and enforcement.

The Tashkent International Commercial Court is to be established

The government recently announced the creation of the Tashkent International Commercial Court,
with the aim of establishing a domestic court to settle international investment disputes (The
Tashkent Times, 2023p117). It will be part of the country’s court system, but will be independent in its
regulation and proceedings, and should serve as a trusted and neutral platform for investors to solve their
litigation cases with the government. The language spoken in the court and documentation will be English,
and judges will be selected internationally based on their track records in dealing with investment disputes.
International lawyers will be able to represent their clients and will be supported by locally registered
lawyers, giving opportunities for the local legal community to benefit from international peer-learning. Whilst
such an initiative is a positive development, the government should ensure regular exchanges of good
practice with national courts to avoid the creation of a two-tiered justice system. As seen in the case of the
AIFC Court in Kazakhstan, arbitration provided in English and the high costs associated with its procedures
have not always proven accessible to domestic entrepreneurs.

Uzbekistan is becoming more integrated in the global investment and trade community

Uzbekistan’s increased engagement with the international trade and investment community has
proved useful in boosting the country’s investment attractiveness. The creation of an annual foreign
investor platform for the government and foreign companies has served to discuss and address challenges
in the investment environment. In August 2021, the President chaired the first session of this platform with
investors and businesses. Uzbekistan’s adhesion to the EU’'s GSP+ Arrangement in 2021 has also
enhanced the country’s investment attractiveness, as it now benefits from more favourable trade
conditions. Domestic firms are eligible to a full removal of customs duties on two-thirds of tariffs lines when
exporting to the EU in a wide range of sectors. The joining of the GSP+ also reflects the country’s progress
in improving the business climate, the judicial system and labour conditions (UNCTAD, 202112)). Finally,
aligning the country’s trade regime with WTO requirements should also serve to reduce trade barriers and
further integrate Uzbekistan in regional and international trade.
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The competitive field remains distorted, and dispute resolution still needs strengthening

Further progress could be made to increase the transparency of public procurement and
privatisation

The creation of a transparent environment for investors is nonetheless taking time to materialise.
The selection process for large investment or privatisation projects is not always made on the basis of a
public tender due to the government’s desire to attract investment and the cumbersomeness of the public
procurement system. Capital flows are directed towards major export-oriented or import-substituting
industries, while investments in import-consuming projects generally see limited support from the
government (U.S. Department of State, 202213)). This also results in little investment in knowledge-
intensive sectors (World Bank, 2022[14).The government scrutinises investments, but there is no standard
screening mechanism in place to assess, authorise and condition FDI based on a range of clearly stated
criteria. This can challenge the creation of a level playing field and increase the risk of corruption, as firms
may need to negotiate individually the terms of the screening mechanism as well as special decrees to
obtain authorisations for investment projects. Such practices also disadvantage SMEs, which do not have
in-house capacity to address gaps in the law with ad-hoc agreements with the government.

The need for greater transparency also applies to investments in the privatisation process. The
government has announced an ambitious privatisation programme which plans to reduce the number of
SOEs by 75% by 2025. However, this effort seems to precede the spelling out of a rationale for privatisation
and the establishment of a strong legal foundation to pursue those objectives and create an attractive
investment framework (World Bank, 20224). In particular, the government has not thoroughly updated its
asset valuation law since 1992. Setting an appropriate firm valuation method requires the establishment
of specific criteria for the evaluation process in the context of competitive bidding, especially as valuing a
firm aways involves a certain degree of subjectivity. The valuation method would allow the government of
Uzbekistan to justify the share price it offers, ensure value for money and maintain a high quality of
privatisations. In some OECD countries such as France, ltaly, Poland, Spain and Tirkiye, valuation prior
to privatisation is mandated by law (OECD, 2019p15). Another gap identified in the investment legislation
relates to the persistence of restrictions on (i) private investment in SOE-dominated sectors, such as equity
restrictions - there is currently a 49% share limit in the charter capital of SOEs being opened to privatisation.
(i) capital movement transactions, as transfers of funds above 10,000 USD outside of Uzbekistan require
according to a Central Bank of Uzbekistan regulation, approval from the Cabinet of Ministers or the
President (Lex.uz, 20131g)).

The channelling of preferences and incentives distorts the level-playing field

There seems to be a gap between de jure equal treatment and de facto selected incentive allocation.
Current legislation states that equal opportunities should be granted to domestic and foreign investors
alike. Several incentives and benefits are nonetheless still given to legal entities involving private foreign
direct investment and specialising in manufacturing products and services, depending on the share of FDI,
and on a case-by-case basis. Tax breaks are granted in the form of exemption from land tax, property tax
and tax for the use of water resources under certain conditions, such as a minimum 15% foreign stake in
a legal entity. Such customs exemptions, subsidies and tax breaks offered according to the LOI, the Tax
Code and investment contracts, contradict other legislation, which states that the granting of opportunities
should be made equal between foreign and domestic investors. Conversely, protectionist measures to
support domestic production and limit foreign competition remain, such as a ban from the public
procurement process of a list of specified imported items, preferential access granted to SOEs to land,
infrastructure, credit, state support, contracts, and cheaper business establishment procedures for
domestic firms; which also contribute to distorting market entry.
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Statutory sectoral restrictions on foreign investment are few but not so clearly stated

Sectoral restrictions for foreign investment de facto remain, such as in agriculture, transport,
media and banking (Figure 6.2). For instance, land ownership in the agriculture sector is not allowed, but
leases can be granted to both domestic and foreign entities. While these are stated in legislation, they are
scattered across different laws, and can be issued by ministries or government agencies which could define
an up-to-date negative list of sector-specific restrictions on FDI while restrictions mentioned in the LOI
under a negative list are not publicly available (World Bank, 202214;). Similarly, market entry and
operational restrictions remain in some commercial sectors, such as aviation, chemicals, and telecoms.
SOEs’ persisting influence over regulation and policies in energy, transport and telecoms have contributed
to higher prices, less innovation, fewer services and lower quality (World Bank, 2022y4)).

Figure 6.2. OECD FDI Regulatory Restrictiveness Index for Uzbekistan (2020)
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Dispute resolution mechanisms are not fully aligned with international best practices and
commitments, despite the creation of the Tashkent International Arbitration Centre (TIAC)

Uzbekistan has not fully aligned its dispute settlement legislation with international treaties and
agreements. The country is a signatory to both the Convention on the Settlement of Investment Disputes
between States and Nationals of Other States and the United Nations Convention on the Recognition and
Enforcement of Foreign Arbitral Awards (New York Convention). However, it has not fully aligned its
procedural legislation with the latter. Old bilateral investment treaties are still in place, which include
ambiguous formulations that expose the country to a high risk in investor-state disputes (World Bank,
20221147), and may create complexities with the enforcement of arbitral awards in domestic courts (Dentons,
2023p17)).

Alternative dispute resolution mechanisms exist, including mediation and conciliation, and are
increasingly used in commercial disputes. The LOI introduced a dispute-resolution mechanism based
on four steps, where an investor may only seek to commence international arbitration proceedings against
the state if he has first attempted to resolve a dispute through negotiations, mediation and litigation in
Uzbek courts (OECD, 2021g)). However, the stage at which it is deemed impossible to resolve the dispute
following negotiations and mediation is not clearly defined. In the absence of clear investor grievance and
dispute resolution mechanisms, the government exposes itself to an immediate resort to international
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arbitration procedures, with significant cost and reputation implications. The Spanish company Maxam's
recent filing to an international arbitration court following an unresolved dispute with Uzkimyosanoat poses
a major test for the government’s efforts to attract Western FDI.

Levelling the playing field, more communication on existing restrictions and the
strengthening of dispute resolution mechanisms will enhance the investment climate

Additional measures should be taken to level the playing field among firms

Further transparency around the existing incentive regime should be provided. Detailed
communication around the criteria for, and the beneficiaries of, exemptions and breaks is lacking,
increasing the risk of corruption and capture by vested interests (World Bank, 20224)). Current practices
grant SOEs favourable access to inputs and regulatory preferences, impeding private sector market entry,
while individually negotiated resolutions provide large foreign investors more favourable terms than to
smaller ones. The government should publish in a more consistent manner a list of the beneficiaries of
such exemptions and consider performing a cost-benefit and impact analysis of the regime, given its
implications in terms of forgone public revenue. On that basis, it could decide whether to perpetuate the
system, and ground the granting of selected, clearly communicated preferences on sound economic
arguments. This would serve to increase the transparency of the investment environment, which would
have a positive effect on attracting and retaining FDI: only 15% of the OECD’s latest business climate
assessment survey respondents in Uzbekistan highlighted incentives and special services to foreign
investors as a main reason for doing business in the country (OECD, 20237), suggesting that incentives
only play a marginal role in an investor’s decision to set up activity in a country.

Explicit statutory restrictions on foreign investment could add clarity to the investment
framework

Whilst statutory restrictions are comparatively low in Uzbekistan, explicitly stating which sectors
are subject to FDI restrictions, and what the screening mechanisms are, would prove useful. At the
time of writing, such information did not seem to be available on the Investment Promotion Agency’s
website or in the LOI. Although not needed to be enshrined in a legal act, providing guidance in an
implementing regulation and on freely accessible online resources as to what considerations, including
restrictions, are taken into account when assessing an investment project would mitigate perceived risks
and increase investor confidence (OECD, 2017p1s). Beyond the immediate impact on inflows, the
government should also evaluate how these restrictions affect downstream industries and consumers.
Attention should also be paid to ensuring that the lifting of restrictions and privatisation do not result in
merely replacing public with private monopolies.

Involving foreign investors in SOB privatisation is a welcome initiative that should be pursued.
Notwithstanding the potential risks associated with foreign bank entry (increased vulnerability of an inter-
connected cross-border banking system to international financial crises) (IMF, 2000y19)), clarifying the bank
licensing environment and lifting restrictions on foreign investments in the financial sector and on the
establishment of foreign-owned banks would make it possible to expand the role banks can play as
financial intermediaries and increase competition in the financial sector. Studies show that a greater
presence of foreign banks in a banking system has a positive spillover effect on loan growth (EBRD,
2002;20)). Foreign banks can also spur innovation by increasing competitive pressure on the market and
introducing better technologies, skills and products, in a context where the government has expressed its
intent to privatise eight out of the twelve state-owned commercial banks by 2025, which would increase
the share of private banking assets from 15% to 60% of the total (World Bank, 2022p21;). The recent
privatisation and acquisition of Ipoteka Bank by Hungarian OTP Bank is a significant step in that regard
(OTP Group, 202222)).
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The government should consider lifting restrictions on the opening of branches of foreign legal
entities. Legislation does not explicitly prohibit the establishment of branches of foreign entities, but in
practice Uzbek authorities do not register such branches (EY, 202123;). Relaxing this provision would allow
foreign companies and banks to conduct operations in Uzbekistan.

Further align dispute resolution mechanisms with international best practices

The authorities should build awareness across the public administration of the international
commitments taken to ensure that domestic courts recognise and enforce decisions accordingly.
This would also serve to resolve the issue of conflicting interpretations of legislation which may arise
between government officials, attorneys, and judges. The Ministry of Justice could publish internal
guidelines and conduct trainings and capacity building in courts to inform attorneys and judges of
Uzbekistan’s commitments with regards to international conventions.

In parallel, spelling out a clear investor grievance mechanism would serve to process and
conciliate issues between investors and the state, and prevent escalation to legal proceedings. It
would also contribute to increasing the retention of existing investment projects in the country (World Bank,
2022;141). The government could initiate the creation of an investor grievance committee, detail its design
and functioning processes, and publish informal guidelines on its expectations and examples of its
operations in practice. It could also create an interactive electronic platform for investors to submit and
follow their grievances easily. The Foreign Investors’ Council could play such a role and formulate
proposals to update and revise policies for investment protection, but this would require an independent
status.

Despite the importance of non-judicial mechanisms, an independent judiciary is a critical
foundation for law enforcement that affects investment, as firms need an impartial mechanism to
resolve disputes. Whilst the government’s recent governance reforms have focused on improving judicial
and law enforcement services, judges’ ability to decide cases autonomously could still be improved.
Uzbekistan could look at Kazakhstan’s “Seven Pillar Strategy”, which aims to raise the quality and
coherence of judgments, and businesses and citizens’ trust in judicial bodies. The Supreme Court
developed a decision template to guide the process of drafting judgments and increase its reliability and
developed a new system of judicial recruitment to select competent judges trained in accordance with
international standards (OECD, 20211;). The draft law to appoint Constitutional Court judges for a ten-year
term without the right to re-election is a positive development to increase the independence of the judiciary
(Kun.uz, 202324)).

Priority 2: The operational environment for businesses has improved through
digitalisation and simplification but could benefit from impact assessment and
more competition

The government is working to make the operational environment simpler for businesses

The streamlining of procedures and legislation has made significant progress

A wide array of government services has been digitalised and is now available online. According to
the government, around 50% of public services have been digitised (President of the Republic of
Uzbekistan, 202325)), with plans to raise that figure to 80%. The licensing regime update in July 2021 has
made it possible to streamline the obtention of licenses, permits and notification procedures (World Bank,
2022;4)). Respondents to the latest OECD business climate survey in Uzbekistan reported the digitalisation
of procedures and the removal of redundant licenses and permits as the two most useful measures
implemented to assist foreign companies (OECD, 2023(7)).
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Another important development is the drafting of a new Entrepreneurship Code which streamlines
and consolidates existing business legislation, clearly defines the rights and obligations of firms, and
clarifies the process of opening and closing a business (Box 6.1). It proposes to divide business entities
into several categories depending on their average annual turnover and number of employees. The
concept of social entrepreneurship is also introduced. The Ministry of Justice reported that 73 types of
documents previously required in licensing procedures had been withdrawn, and that the fees charged
have been reduced for several types of services. The drafting of the code involved consultations with the
private sector and international community, although most OECD interviewees were not aware of its
existence.

Significant efforts have also been pursued to reduce the regulatory burden on firms. Several
government and Presidential Decrees have aimed at streamlining existing legislation. For instance, the
parliament and the government reported the adoption of 35 laws and over 100 regulations or amendments
to legislation, which abolished nearly 1,000 laws and regulations in 2020 (Lex.uz, 20206]) (Lex.uz,
2020277). In late 2022, a presidential decree aiming to simplify the state regulation of business activities
was signed and defined the limits of state regulation of entrepreneurial activity, limiting them to the
registration of business entities, tariff and non-tariff regulation, compulsory liability insurance, and the
protection of competition, among others (Lex.uz, 202225]). The number of business inspections is to be cut
in half, required licences and permits reduced by 30% and exclusively performed online. Starting from
January 1, 2024, the Chamber of Commerce and Industry and the Business Ombudsman, in collaboration
with industry representatives, will introduce an open entrepreneur rating. Those with high ratings will be
exempt from all forms of tax audits, and any excess value-added tax will be returned to them within a day.
The modalities for running the rating system are yet to be defined. Among other important initiatives, a
Unified Electronic Registry of Mandatory Requirements in the Field of Entrepreneurship to reduce the
regulatory burden on firms will be launched in July 2025 and operated by the Ministry of Justice. The aim
of this registry is to make an inventory of all established requirements for business regulation and make
proposals to review them. The first stage of creating this registry includes forming a list of mandatory
requirements for firms in the areas of construction, trade, public catering, education and transport. The
second stage should encompass more sectors. However, it remains to be seen whether this register will
simplify the operational environment or add complexity and layers of administrative requirements for firms.
The latest update of the Centre for Economic Research and Reforms (CERR)’s business climate indicator
showed an improvement in the business environment, driven by less difficulties in accessing financing and
a better assessment of the tax administration (Trading Economics, 20232g)).
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Box 6.1. Drafting a new Entrepreneurship Code

The OECD provided comments to the draft Entrepreneurship Code (EC), which aims to consolidate all
business-related laws and regulations, at the request of the Ministry of Justice. The draft EC included
key sections that are organised in line with international standards. These include a definition of:

e businesses, in particular of SMEs with associated thresholds and a time-bound reference
period, as well as a clear distinction between the definition and purpose of business entities and
social enterprises;

e their rights and obligations;
o the provisions needed for a sound regulatory framework for businesses, in particular the

definition of the procedure for business registration and closure, an important step for enterprise
formalisation; and

e the rules concerning the nature and modalities of state support to businesses.

In addition, the document spells out a hierarchy of normative acts between international treaties and
national laws, as it gives primacy to international treaties ratified by Uzbekistan over the
Entrepreneurship Code, and primacy of the Entrepreneurship Code over all other legal acts related to
entrepreneurship. Some instances of a duplication of laws and regulations, however, remain to be
addressed.

Source: OECD analysis (2022)

Communication on legislative changes has improved

The government has significantly enhanced communication of legislative changes through more
systematic publication of draft laws and decrees. Draft legislative changes are published and submitted
for public consultation on regulation.gov.uz. Laws and decrees adopted are accessible online and for free
on Lex.uz. The Ministry of Justice communicates these on its official Telegram channel, in the press and
on TV. The Ministry also launched an online platform called “Advice for Business” (b-advice.uz), where
entrepreneurs can receive free legal advice and consultations online. Services include a listing of free land
plots, information on the issuance of licenses and authorisations, credit access, and connecting to the
telecom network.

Market competition is limited

Competition remains a long-standing issue

Lack of institutional capacity to foster competition, preferential treatment granted to SOEs, and the
latter’s regulator role in their own sectors impede the creation of competitive market conditions and
private firm entry (World Bank, 2022p4)) (OECD, 2022;30)). Whilst Uzbekistan has a strong de jure
competition law regime (OECD, 2022;30)), 56% of a recent OECD survey respondents considered that
competition policies are weak, and none reported that they were strong (OECD, 2023/7;). For each of the
sub-indicators for competition policy, monopoly practices were reported as weak by the largest number of
respondents, followed by control of market dominance and measures in place against cartels and
concerted practices (ibid). Many SOEs enjoy monopolies in activities that are otherwise carried out by the
private sector and, in sectors where they co-exist with private firms, the former benefit from preferential
access to financing and land and are responsible for regulatory policy.
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Reform of the operational environment should prioritise impact assessment and market
competition

Pursue legislative simplification involving RIAs and public-private consultations

The review of business-related legislation can take the form of legislative simplification initiatives, ex
ante reviews through regulatory impact assessments (RIAs) and a mapping of fiscal and parafiscal charges
paid by SMEs with the view to rationalising them. With regards to legislative simplification, a regulatory
guillotine approach can be applied to abolish previous laws and remove contradictions between old and
new legislation. This method can help contribute to regulatory offsetting (OECD, 201931;) and should be
paired with regulatory impact assessment before implementation to evaluate the impact of new legislation.
To ensure RIAs are not a “box-ticking exercise”, they should be initiated early in the conceptualisation of
new legislation rather than when the draft legislation has already been prepared (OECD, 202232).
Oversight bodies, independent from line ministries, should perform binding quality controls for RIAs, to
ensure that the government criteria for conducting RIAs are respected.

Major regulatory changes should systematically involve a formal public-private consultation. The
government should ensure that SMEs are well represented and engaged in those consultations, and that
they can raise comments and concerns regarding changes that apply to them. To the extent possible,
urgent procedures bypassing consultations should be avoided. Prior to enacting, the relevant authorities
should ensure clear communication on implementation and resolve issues related to the interpretation of
new provisions. Monitoring and evaluating those consultations would allow to evaluate the degree to which
key stakeholders are involved in the process and identify areas where further outreach or capacity building
is needed (OECD, 2022;32).

Box 6.2. Serbia’s e-Papir programme

The government of Serbia adopted a Programme for the Simplification of Administrative Procedures
and Regulations (2019-2021), called e-Papir, which aims to identify and simplify administrative
procedures for businesses. Within the framework of the programme, a register of administrative
procedures for businesses was created and linked to the government’s portal of digital public services.

In setting up the Unified Electronic Registry of Mandatory Requirements in the Field of
Entrepreneurship, the government of Uzbekistan could take inspiration from Serbia’s programme which
combines the process of simplifying administrative procedures with their digitalisation, processes which
are often considered independently. The overall benefit of the programme once fully implemented is
estimated at around EUR 4.5 million. This parallel digitalisation and simplification can be seen as a first
step toward designing digital services with the end user’s experience and needs in mind.

Source: (OECD, 202232), https://epapir.rsjp.gov.rs

Pursue reforms to increase competition

Several measures can serve to increase market competition. The OECD had already recommended
that the Consumer Protection and Competition Promotion Committee benefit from more operational
independence to allow for more effective enforcement and is ensured a sufficient and stable budget to
execute its mandate effectively (OECD, 2022;307). In addition, it appears essential that the government
pursues the splitting of operation, policy, and regulatory responsibilities within SOEs to reduce the risk of
conflicts of interests. Lastly, as discussed above, preferential access to land and inputs to SOEs should
be reviewed.
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Priority 3: Taxation has become more digital and less burdensome, but tax
administration could be improved to increase compliance

The fiscal regime has been recently overhauled
The tax burden on firms has been reduced

The overhaul of the tax policy has led to a decrease in the tax burden, reduced complexity and
lowered mandatory social contributions (World Bank, 20224;). The latest version of the Tax Code has
optimised the types and number of taxes and levies, as well as special tax regimes (Box 6.3). In particular,
the number of taxes for firms was reduced to ten and a special tax regime was introduced for small
companies with a turnover of up to UZS 1 billion (about 75,000 EUR), which must pay a single turnover
tax. The reduction of the value-added tax (VAT) was intended to provide fiscal relief to businesses and
consumers. Several measures, such as the simplification of the VAT refund procedure with the removal of
additional checks, the automatic inclusion of businesses with a turnover of UZS 1 billion without verification,
and the provision under which taxpayers in high-risk areas will be notified before the VAT certificate is
suspended, have reduced the administrative burden. In addition, a new resolution introduced the
prohibition of applying the tax gap coefficient in cases of negative VAT reimbursement (podrobno, 202333)).
The period for in-house audits related to the validity of VAT amounts was shortened from 60 to 30 days
(Foreign Investors Council under the President of the Republic of Uzbekistan, 2023(34), and certain actions
such as accessing the taxpayer’s territory, requesting or seizing documents and inspecting premises have
been forbidden during criminal tax audits. Businesses report that this has made Uzbekistan’s tax regime
the most attractive in the region. The accountability of the tax authorities was also strengthened with the
introduction of a new mechanism that provides for payment of interest to the taxpayer by the tax authority
for each day of overdue tax refund, with excessively recovered amounts of taxes and financial penalties
refunded in the form of interest calculated based on the refinancing rate of the Central Bank. Overall, tax
reforms have supported record increases in new business and personal taxpayer registrations, and a 7.4%
increase in tax revenues collected for H1 2023 compared with the same period in 2022 (World Bank,
2022;4)) (UzDaily, 2023;35)).
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Box 6.3. Recent fiscal policy developments in Uzbekistan

The new Tax Code, effective on 1 January 2020, lowered corporate and individual income taxes by
almost 50% and simplified taxation procedures for private entrepreneurs. It also abolished outdated
methods of determining the tax base based on the cost of goods and services sold.

Key changes since 2020 include:

e firms with a turnover below 1 Bn UZS do not pay VAT;

o the 8% social security contributions and all mandatory payments to various state funds were
abolished;

e corporate and individual income taxes were reduced from a progressive rate of up to 24% to a
single flat rate of 12%;

o the income tax rate on dividends was reduced from 10% to 5% for residents, 10% for non-
residents;

e the VAT tax rate also decreased from 20 to 12% effective in 2023;

e a 0% corporate (profit) tax rate on profit from the sales of goods (services) for export was
introduced;

e a 50% corporate (profit) tax rate reduction was introduced for taxpayers that change from the
single turnover tax regime to the corporate (profit) tax regime after 1 September 2022;

o taxlosses can be carried forward indefinitely, thus reducing the taxable income of the respective
year; and

e 13 forms of tax inspections were consolidated into two.

Source: OECD analysis

The digitalisation of tax procedures has made substantial progress

Taxation has also widely benefitted from investments in digitalisation according to the Uzbek
authorities, including investments in data centre infrastructure and the procurement of servers,
telecommunications, software upgrades, the switching online of more than 40 types of tax services and
plans to rely on big data and Al to better analyse tax revenue trends in the future. All those measures also
serve to improve tax administration and create easier conditions for firms to pay tax. The Tax Committee
introduced an online cashback system for individuals at retail, catering and consumer services purchases
upon the scanning of the QR code of the receipt on the Soliq application, which has led to an increase of
income reporting from businesses and tax compliance.

Nonetheless, tax administration remains the most contentious issue mentioned by firms

Tax administration has not simplified

OECD interviewees have complained about issues in tax administration, such as the added
complexity of new tax registration procedures, VAT refund delays and the hasty introduction of
digital instruments not always ready on time. The government itself has reported that several
resolutions of the Cabinet of Ministers have made the VAT refund system more complex (Lex.uz, 20203g])
(Lex.uz, 202137). Exporting firms are now subject to in-house and desk tax audits to be eligible for
expedited VAT refund, which reduces working capital available. The government also requires firms to
ensure that suppliers have active VAT payer certificates, no tax arrears, a good colour grade in the risk
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assessment, and mandatory digital labelling, among other requirements. These new requirements have
led to the creation of an atmosphere of mistrust among firms, which refuse to conduct business with
enterprises classified as red in the risk assessment system.

Tax compliance is further challenged by mutual mistrust between the Tax authorities and
the taxpayers

A complex system based on a dual tax regime (based on the 1 bn UZS threshold, around 77k EUR),
frequent changes, conflicting referential acts and resulting interpretation issues have all been
mentioned as roadblocks to voluntary tax compliance. While the Tax Code stipulates that all
ambiguities and contradictions in the law should be interpreted in favour of the taxpayer, OECD
interviewees mentioned lack of customer-oriented approach and a sense of suspicion from the tax
authorities with respect to the taxpayers’ good will. The number of business inspections doubled between
2021 and 2022, with more than 70% of inspections coming from the tax authorities in 2022 (Gazeta.uz,
2023;3s)). To address issues and inconsistencies with tax and regulatory measures, foreign investors often
resort to government benefits through special cabinet of minister resolutions or presidential decrees,
including tax holidays for land taxes, property taxes and water use taxes granted to some companies with
foreign direct investments on a case-by-case basis. These can however be revoked (U.S. Department of
State, 2022}13).

Further improving tax administration requires building more trust and engagement
between the tax authorities and the taxpayers

Legislation changes need to be predictable

The tax authorities should ensure the stability and clarity of tax legislation. To do so, new legislation
should systematically be based on prior consultations to identify the additional net costs and burdens on
taxpayers from the changes. Consultative documents should be published and be accompanied by a call
for responses to ensure the largest number of stakeholders has the opportunity to provide comments.
Consultations can also take the form of “town hall” consultations led in specific locations. It could be
particularly useful to conduct such consultations in areas where firms have not necessarily gone digital.
Changes should limit the references to norms and by-laws to avoid contradictions, and be consistently
interpreted across government institutions, to avoid conflicting communication to businesses.

The way the tax administration engages and communicates with businesses could be
improved

The approach to increasing tax compliance should focus more on encouraging formal activity than
on discouraging informal activity. An enforcement-based approach is likely to lead to a cycle of
inspections, sanctions and closing of activities, and encourages hide-and-seek strategies. On the other
hand, policies supporting firm productivity can encourage the latter to formalise and support the transition
to the formal sector. Such policies can also create positive examples for other firms (OECD, 202139)).

The Tax authorities could also conduct targeted educational campaigns aimed at improving
communication and ultimately increasing the number of people meeting filing and payment deadlines and
taxpayer registration in the informal economy (OECD, 2023u407). The tax authorities have already been
relying on social media such as a Telegram channel to relay information to SMEs. The style of messages
should be targeted, action-oriented, goal driven, easy to understand and engaging. The State Committee
could also consider publishing detailed guides with step-by-step instructions on life cycle events
(registering for tax, employing staff, reaching VAT thresholds, audits or closing a business) and conducting
virtual or in-person workshops. Given the size of Uzbekistan’s informal sector, the authorities should design
targeted programmes to widen the tax base. Taxpayer workshops have been identified as having a positive
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impact on the relationship with the tax authority: following the attendance at a workshop, there was near
unanimous acceptance of the legitimacy of the tax authority and a widespread commitment to increase
compliance (OECD, 2021u411). Such a measure would prove more cost-effective than targeting many small
taxpayers owing only negligible amounts of tax. Campaigns for formalisation could also target customers
rather than the informal businesses directly (Box 6.4), as when people avoid buying goods from the
informal sector, sellers will start to comply with tax laws (OECD, 20211). The cash-back system
introduced on the Soliq application is a case in point.

Box 6.4. Tiirkiye’s tax week

The government of Turkiye has been organising a yearly tax week aiming at enhancing tax awareness
among children, taxpayers and the society at large. During the week, campaigns are run across the
country to invite citizens to pay taxes and help tackle the informal economy. 500 tax officials participate
across the country.

Campaigns include:

o visits to taxpayers at their workplaces to collect their opinions and suggestions;

e visits to civil society organisations to collect their opinions and suggestions;

e stands at universities providing students with information on tax awareness, the dangers of the
informal economy employment, career opportunities, etc.;

e seminars at universities; and

e posters on tax awareness for the general public and children.

Source: (OECD, 2021p41))

Such initiatives should go together with efforts to increase trust and dialogue with and among the
private sector. Tax authorities should pursue transparency efforts and publish more exhaustive data on
large taxpayer contributions and civil servants’ income declarations to develop understanding of the
purpose of tax. Another measure to consider could be the reformulating of tax authorities’ KPls, currently
based on tax amounts collected, to help define a more collaborative relationship between the latter and
the private sector. The recent announcement to abolish all tax inspections from 1 January 2024 for firms
with a high openness rating should already serve to reduce physical interactions between entrepreneurs
and tax authorities. Lastly, given the negative impact of the new risk-assessment system on business-to-
business operations, the system should probably be re-evaluated.
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Z Going forward

Since the pandemic and despite global headwinds, governments of Central
Asia have worked to simplify tax systems and business procedures,
dynamise public-private dialogue and digitalise public services. This section
offers ways forward for the region’s governments to consider to further boost
private sector development.
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The governments of the region have carried out reforms to support the private
sector as a means to achieve more sustainable and inclusive development

Since achieving independence, governments of the region have recognised the contributions of
firms of all sizes to employment and growth and have been supporting private sector development.
Central Asian countries have made significant reforms in the investment and business climate, developed
medium- and long-term business support programmes and allocated significant funds to increase the share
of the private sector, and more specifically SMEs, in the economy and to support job creation in the context
of dynamic demographic growth. Governments are also increasingly turning to new ways of supporting
inclusive and climate-friendly growth through tax incentives for green industries, as well as creating
favourable conditions for sustainable start-ups, creative sectors and technology-intensive industries.

The OECD’s assessment of progress achieved over the past three years has shown that the region
has made strides in a number of areas to create a more favourable regulatory framework for businesses,
to address the infringement of entrepreneurial rights, and to build framework conditions to foster
entrepreneurship development. To varying degrees, all five countries have worked to make tax systems
more effective, fairer, and more digital; trade smoother; and public-private dialogue more dynamic. FDI
inflows and SME performance in the region confirm to some extent the effectiveness of policy measures
taken by governments. Improvements in the operational environment for business at the regional level can
indeed encourage local businesses to expand within the region but can also increase Central Asia's
attractiveness to international investors as a regional market.

Concerted efforts can help address shared challenges

Nevertheless, additional efforts are required for the legal environment for business to become an
enabler of diversification and inclusiveness. Whilst each of the Central Asian countries has its own
economic model and development path, the OECD has identified a set of challenges common across the
region:

e Predictability: Governments should particularly ensure the predictability of application and
enforcement of business-related legislation and policies for SMEs and investors. Although
governments have shown adaptability and flexibility in emergency responses to the COVID-19
crisis and Russia’s war in Ukraine, ensuring the stability and predictability of legislation would
benefit SMEs greatly. Further government support to help firms adapt to regulatory changes would
also be welcome to increase clarity. This requires establishing effective channels of communication
with businesses, as well as mechanisms to run consultations and collect feedback at all stages of
the development of policies. Such endeavours will contribute to building business resilience to
future economic shocks.

¢ Implementation and consistency of interpretation: In addition to the unpredictability and
complexity of the regulatory framework, entrepreneurs also often note the uneven implementation
of procedures. As a result, enterprises have to face misconduct, in particular with regard to
licensing and taxation. More systematic consultation and communication with businesses and
business associations is needed. Training of civil servants could be disseminated at both national
and regional levels and conducted directly by public authorities on a regular basis. This can help
ensure that civil servants are aware of changes in legislation and can advise and support
businesses on their adaptation journey. In parallel, the government should prioritise the
development of channels for companies to report mis-implementation cases.

e Public-private dialogue (PPD). PPD can promote an inclusive approach to problem solving and
policymaking. By joining the private and public sector analysis of bottlenecks, opportunities and
possible interventions, it can contribute to strengthening the business and investment environment.
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To make PPD effective, stakeholders should ensure they identify concrete, measurable and
achievable outputs, and include the underrepresented (MSMEs, firms from rural areas, emerging
sectors, women- and youth-led companies, etc.).

¢ Regional integration. Trade integration can help address the region’s distance penalty to major
markets. Despite significant trade facilitation improvements in recent years, Central Asia falls
behind most of the regions covered by the OECD’s Trade Facilitation Indicators (TFls) in terms of
trade integration. Further can be done by the Central Asian countries to improve soft (such as
streamlining procedures) and hard infrastructure and ultimately boost regional trade and
connectivity.

e Competition. Fostering competition promotes consumer welfare and economic growth while
making markets more innovative. The large footprint of SOEs in Central Asia’s economies creates
a significant fiscal burden for governments and distorts market conditions, hampering the
development of the private sector. Improving governance, streamlining subsidies and examining
which activities could be better served by the private sector can help level the playing field between
public and private firms.

o Digitalisation. Interacting digitally with businesses and citizens can contribute to more effective
stakeholder engagement. The region has displayed a constant growth of digitalisation in the
interactions between government agencies and with citizens and businesses through the provision
of digital public services. Governments could adapt digitalisation efforts to local specificities, such
as the development of convenient and easy-to-use smartphone applications for tax returns, due to
the high percentage of their use among entrepreneurs and try to bridge the digital divide among
the population. Mobile-friendly platforms should be prioritised in places where fixed broadband
access is limited or faces important barriers.

o Data availability for monitoring and evaluation. More and better-quality data can make policy
making, monitoring and evaluation more effective. A systematic evaluation of the effectiveness of
programmes and strategies for investors and for SMEs will facilitate timely adjustments and
achievement of objectives. The countries of the region have started to develop regulatory impact
analysis, but implementation remains to be seen. The use of RIA in the development of legal acts,
as well as the development of clear methodologies for such application will help countries to cut
out in its infancy legislation that does not work and causes harm to business.

Going forward, additional steps to level the playing field and reduce the share of the state in the economy
will ensure a more inclusive development path. Establishing clearer, more predictable and stable rules will
not only help establish dynamic markets offering better job opportunities to a growing labour force but will
also contribute to making the region more vibrant and attractive to foreign investment. Increased cross-
border co-operation will also benefit the competitiveness and attractiveness of Central Asia as a
region. Ultimately, a bolstered private sector will only serve to increase the resilience of the region to trade
and climate change headwinds.
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Annex A. Methodology

Overview of the OECD monitoring framework

In the framework of the Central Asia Competitiveness IV Project co-financed by the European Union under
its Central Asia Invest Initiative, the OECD has been reviewing progress in addressing problems in the
business and investment climate, foregrounding the need for long-term reforms to encourage investment
and private sector development in Central Asia. The OECD Eurasia Competitiveness Programme, in
collaboration with representatives from the governments of Central Asia, private sector representatives,
and other development partners, and with contributions from international experts, carried out analysis,
data collection and consultations with stakeholders in each Central Asian country to assess progress in
business environment reform implementation and developed updated recommendations for institutions
and policies to support long-term growth prospects.

This report assesses progress and remaining challenges for the five Central Asia countries in implementing
the three priority reforms areas identified in 2020 to improve the legal environment for business
(Table A A.1).

Table A A.1. Priority reforms in the legal environment for business in Central Asia

LErELGEED

Turkmenistan

Uzbekistan

Operational

environment for firms
Implement consistently
and thoroughly the new
code for entrepreneurs

Legal and regulatory
framework for
investment

Improve dispute
settlement for all
businesses operating in
the country

Trade facilitation
Enhance trade facilitation
and improve cooperation
between agencies
involved in export
procedures

Kyrgyzstan

Operational
environment for firms
Streamline the legal
environment for
entrepreneurs and small
businesses, especially
legislation and service
delivery

Contract enforcement
Ensure transparent fair
and efficient contract
enforcement for
businesses

Taxation

Simplify the tax code and

tax administration for
companies of all sizes

Tajikistan
Legal and regulatory
framework for
investment
Ensure the
implementation of existing
laws for investment and
entrepreneurial activity,
and improve the
accessibility of necessary
information
Contract enforcement
Improve the enforcement
of contracts and arbitral
decisions in domestic
courts

Taxation

Make tax administration
simpler, more consistent
and more transparent

Legal and regulatory
framework for
investment

Enforce, streamline, and
publish all legislation on
investment on the Ministry
of Justice’s legal database
to ensure transparency

Operational
environment for firms
Develop a simplified
targeted legal framework
and support for SMEs and
small entrepreneurs

Business registration
Streamline business
registration and licensing,
and introduce a one-stop-
shop

Legal and regulatory
framework for
investment

Ensure proper
implementation of the new
investment law and
remove sectoral
restrictions

Operational
environment for firms
Streamline and
consolidate business-
related legislation and
licenses for domestic firms
and entrepreneurs

Taxation

Ensure changes to tax
requirements are
predictable, and improve
tax administration for
small firms

Source: (OECD, 20201)).

The analysis also considered the effect of the COVID-19 pandemic and the disruption caused by Russia’s
war in Ukraine on the ability of the governments to implement the corresponding recommendations
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(Figure A A.1). In particular, the OECD assessment integrated three main dimensions: (i) a measure of
implementation progress based on the reforms identified with the government in 2020; (ii) an assessment
of the causes of any implementation delays; and (iii) an assessment of new challenges and priority areas
for action.

Figure A A.1. Example of detailed policy recommendations (2020)

Challenges 2020 Recommendations

< Raise publicsector capacity on licensing and permits, especially

; o t the local level
Operational environment SRECOMeYS

for firms - Review and rationalise licenses and permits (e.g. environmental
0 Implement consistently and permits)
thoroughly the new code for ’ y
= Carry-out an impact assessment of the EC, online OSS, and
entrepreneurs : PR 2
streamlined licensing procedures and use outcomes as basis for
a public-private dialogue on further steps
= Improve horizontal coordination across and avoid
Contract enforcement overlapping between public institutions
a Improve dispute settlement 2 Train border officials, and develop interconnected transit
for all businesses operating information systems
in the country = Harmonise customs documents and requirements with other
countries of the region
O 2 Need to further modernise and guarantee the independence of
Trade facilitation the judicial system
e Improve co-ordination of
internal and external customs = Promote alternative dispute resolution mechanisms, continue
agencies to expand capacity based on international arbitration best

practices, ensure independence of ADR

Source: (OECD, 2020;1), OECD analysis (2023).

The monitoring exercise relied on a continuous dialogue between the OECD, the governments of the
region, the private sector, and international partners, including through working group meetings and
several bilateral consultations in late 2022 and 2023 (Table A A.2). In particular, the OECD used a series
of monitoring tools, including a matrix table of recommendations, questionnaires, data requests and
collection, as well as an analysis of existing surveys and interviews to collect data and information. For
each country-specific priority, the OECD assessed the current state of implementation, identified
challenges and priority areas for further action, and discussed possible drivers for implementation.

Table A A.2. List of OECD public-private working group meetings

Agenda of meetings Key participants Date
Regional launch event Ministry of Trade and Integration of the Republic of 13 December 2022
Kazakhstan, Ministry of Finance of the Republic of
Kazakhstan, Agency for Financial Monitoring of the Republic of
Kazakhstan, Ministry of Finance of the Kyrgyz Republic,
Ministry of Economy and Commerce of the Kyrgyz Republic,
Tax Committee of the Republic of Tajikistan, State Committee
for Investment and State Property Management of the
Republic of Tajikistan, Ministry of Economy and Finance of
Turkmenistan, Agency for Strategic Reforms under the
President of the Republic of Uzbekistan, Ministry of
Investments, Industry and Trade of the Republic of Uzbekistan,
Ministry of Justice of the Republic of Uzbekistan, Ministry of
Innovative Development of the Republic of Uzbekistan

Kyrgyzstan: discussion of methodology, initial findings = Ministry of Economy and Commerce, State Tax Service, 20 June 2023
and priorities Ministry of Justice
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Agenda of meetings Key participants Date

Uzbekistan: discussion of methodology, initial findings = Agency for Strategic Reforms under the President of the 23 June 2023
and priorities Republic of Uzbekistan, Ministry of Economy and Finance,

Ministry of Investments, Industry and Trade, State Tax

Committee, Ministry of Justice, IT Park, Digital Economy

Research Centre
Kazakhstan: discussion of methodology, initial findings =~ Ministry of National Economy, Atameken, Ministry of Justice, 27 June 2023
and priorities State Revenue Committee, Kazakh Invest, Ministry of Digital

Development, Innovations, and Aerospace Industry,

QazIndustry, Economic Research Institute
Tajikistan: discussion of methodology, initial findings and ~ Ministry of Economic Development and Trade, Tax Committee, 17 July 2023
priorities State Committee for Investment and State Property

Management
Turkmenistan: discussion of methodology, initial findings ~ Ministry of Economy of Finance, Ministry of Trade and Foreign 8 November 2023

and priorities

Economic Relations, Union of Entrepreneurs and Industrialists,
Tax Committee

The approach taken by the project was split into two components:

e The OECD developed two sets of detailed questionnaires for each country-specific priority, based
on the 2020 recommendations broken down into several measurable policy areas (Figure A A.2).
The first set of questionnaires was issued to the governments in each country and gave the OECD
a robust overview of the de jure regulatory conditions and reforms for business since 2020.

A second questionnaire was sent to business associations and international organisations active
in each country of the region and discussed during online, anonymous interviews, as a means of
obtaining a better understanding of improvements and remaining challenges in the implementation
of reforms and the operational environment for firms.

Figure A A.2. Example of policy dimensions used in the OECD assessment

Recommendations

Example of measurable dimensions

1.  Raise public sector capacity on licensing and

permits, especially at the local level

civil servants.

* The government has provided regular trainings of

2. Reviewand rationalise licenses and permits (e.g.
environmental permits)

3. Carry-outimpact ts of legislati
and feed outcomes into policy cycle

4.  Improve horizontal coordination across and avoid
overlapping between public institutions

5. Train border officials, and develop interconnected
transit information systems

6.  Harmonise customs documents and
requirements with other countries of the region
6. Need to further modernise and guarantee the

independence of the judicial system

7. Pr te alternative disp luti
mechanisms

Source: (OECD, 2020;1), OECD analysis (2023).

The government has developed channels for firms to
report non-implementation.

The government has carried out RIAs on a regular
basis, in direct collaboration with the private
sector (e.g. Atameken).

Objectives and results have been widely publicized,
been open to public consultation and discussed
with the private sector.

Outcomes of these discussions have been taken into
accountin the formulation of policies and
regulations for the private sector.

The government has developed awareness raising
and outreach campaigns about the availability and
functioning of administrative courts and processes
for dispute resolution, in co-operation with the
private sector.

¢ Online interviews were conducted with representatives of the public and private sector, as well as
international organisations in each project country, during which the OECD discussed the findings
of the questionnaire, received additional input and clarification, and heard from public and private
sector stakeholders on legal and implementation challenges.
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Table A A.3. Questionnaires collected by the OECD among in January 2023 for the review

Country Institution
Ministry of National Economy of the Republic of Kazakhstan
Ministry of Trade and Integration of the Republic of Kazakhstan
National Chamber of Entrepreneurs of the Republic of Kazakhstan “Atameken”
Astana International Financial Centre (AIFC)
Ministry of Economy and Commerce of the Kyrgyz Republic
Ministry of Justice of the Kyrgyz Republic
Kyrgyzstan State Tax Service of the Kyrgyz Republic
International Business Council
Business Ombudsman Institute of the Kyrgyz Republic
Tax Committee of the Republic of Tajikistan
State Committee for Investment and State Property Management of the Republic of Tajikistan
Ministry of Economy and Finance of Turkmenistan
Union of Entrepreneurs and Industrialists
Agency for Strategic Reforms under the President of the Republic of Uzbekistan
Ministry of Justice of the Republic of Uzbekistan
Ministry of Investments, Industry and Trade of the Republic of Uzbekistan
Customs Committee of the Republic of Uzbekistan

Kazakhstan

Tajikistan

Turkmenistan

Uzbekistan
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