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Uzbekistan, officially the Republic of Uzbekistan has an area of 447,400 square kilometers (172,700 square miles). It is the 56th-largest country (after Sweden). Bordering Turkmenistan to the southwest, Kazakhstan and the Aral Sea to the north, and Tajikistan and Kyrgyzstan to the south and east, Uzbekistan is not only one of the largest Central Asian states but also the only Central Asian state to border all of the other four. Uzbekistan also shares a short border with Afghanistan to the south. Uzbekistan is divided into 12 provinces (viloyats) with their ‘capital’ towns, 1 autonomous republic (Karakalpakstan), and 1 independent city (Tashkent).
People

Population

Uzbekistan is Central Asia's most populous country. Its 28 mln people, concentrated in the south and east of the country, comprise nearly half the region's total population. Uzbekistan had been one of the poorest republics of the Soviet Union; much of its population was engaged in cotton farming in small rural collective farms (shirkats). In the recent years, the fraction of the rural population has continued to increase now reaching 63.9%. The population of Uzbekistan is rather young: 28.1 % of it are people younger than 14. Uzbekistan is a heterogeneous society dominated by ethnic Uzbeks. Out of the total: 80% of the population are Uzbeks, 5.5% are ethnic Russians, 5% are Tajiks, 3% are Kazakhs and 6.5% are other ethnic groups.

Many members of the minor ethnic groups have left the country since independence. For instance, many Jews emigrated to Israel or US, and a considerable number of ethnic Germans and Russians returned to their homelands. This has resulted in a loss of many valuable technical, industrial, and professional skills in the country. However, the situation has recently improved and currently Uzbekistan possesses a number of young professionals who received various educational degrees at universities worldwide through the state-funded educational programme “Iste’dod Foundation”.
Language

The official state language is Uzbek. However, quite a few people in Tashkent and largest cities (including Uzbeks) still use Russian as their native language. Besides, majority of state organisations and businesses use Russian as their business correspondence language. Like in many other countries of the former Soviet Union, English is widely educated in Uzbekistan. However, English-speaking population is mostly based in Tashkent.
Religion

During the communist years, religious observance was strictly forbidden. Thousands of mosques were closed, observance of Ramadan banned, and wearing veils and sale of the Koran was forbidden. As a result, only a few Uzbeks have an in-depth knowledge of Islam, although the majority of them would describe themselves as Muslims and Islamic traditions run deep. Many mosques have re-opened, and veils are becoming more prevalent. Official government policy is opposed to the emergence of Islamic extremism in Uzbekistan, and has put pressure on the country's Muslim clergy to guard against a rise in extremism. Roughly 99% of Muslims in Uzbekistan are followers of the “Hanifism” wing of Islam, which is the most liberal school of Islam in terms of religious tolerance.

Education

Uzbekistan enjoys quite high literacy rate (among adults older than 15) which, in part, is attributable to the free and universal education system inherited from the Soviet Union times. Basic public education consists of two levels – 9-year primary and secondary school and 3-year college. University education can be obtained after completing the college education. There is also a number of technical colleges that are not considered as higher education.

Economy

General description

Uzbekistan's economy has continued its strong performance, registering 8.1% growth in 2009. Although the global financial crisis has hardly affected the domestic financial sector directly, the economic downturn has slowed exports, remittances, and investment. The government responded to the recent global financial and economic crisis with an anti-crisis program for 2009- 2012, which was adopted at the end of 2008. Measures included substantial public infrastructure investment, tax preferences to exporting industries and small and medium-sized enterprises, increases in public sector wages, and recapitalization of commercial banks. Uzbekistan is a country with a GNI per capita of USD 910 and PPP equivalent of USD 2,660.
Economic production is concentrated in commodities: Uzbekistan is now the world's sixth-largest producer and the world's third-largest exporter of cotton and the ninth world major producer of gold (The British Geological Survey, 2008). It is also regionally significant producer of natural gas, coal, copper, oil, silver and uranium. Agriculture contributes about 26.8% of GDP while employing 44% of the labour force.

Facing a multitude of economic challenges upon acquiring independence, the government adopted an evolutionary reform strategy, with emphasis on state control, reduction of import, and self-sufficiency in energy. The gradualist reform strategy has involved postponing significant macroeconomic and structural reforms.

The economic policies have repelled foreign investment, which is one of the lowest per capita in the CIS. For years, the largest barrier to foreign companies entering the Uzbek market has been difficulty in currency conversion. In 2003, the government accepted the obligations of Article VIII under the International Monetary Fund, providing for full currency convertibility. However, strict currency controls and tightening of borders have lessened its effects. Inflation, though lower than in the mid-1990s, remained high up until 2003 (estimated 50% in 2002, 21.9% in 2003). Tight economic policies in 2004 resulted in drastic reduction of inflation, to 3.8% (while alternative estimates based on price of true market basket, put it at 15%). In 2009, the official inflation rate comprised 7.4%. The latest estimate of the year-average consumer price index by the International Monetary Fund is 12.5%. The government of Uzbekistan restricts imports in many ways, including high import duties. Excise taxes are applied at high rates to protect locally produced goods resulting in total charges amounting to as much as 100 or even 150 percent of the actual value of the product, making imported products virtually unaffordable. Import substitution is an officially declared policy. A number of the CIS countries are officially exempt from the Uzbekistan import customs duties.
	
	2009
	2010

	GDP (USD)
	31,8 bln
	32,19 bln

	GDP growth annual
	8,1%
	8,2%


Transport

Tashkent, the nation's capital and largest city, has a 3- line subway built in 1977, and expanded in 2001 after 10 years of independence from the Soviet Union. Uzbekistan is the only country in Central Asia with a subway system. There are municipal operated trams and buses running across the city. Also there are many taxis, both registered and not registered. Uzbekistan has car producing plants which produce modern vehicles. The car production is supported by the government. The train links are available. They connect many towns within Uzbekistan as well as with neighbouring ex-republics of the Soviet Union. After independence three fast running train systems have been established. Uzbekistan Havo Yullari (Uzbek Airways) is the national aviation company established in 1992. The company offers regular flights to more than 40 cities in Asia, Europe and America. With establishment of the Free Industrial Economic Zone in the Navoi region, the Navoi Airport has become a logistics centre for international cargo transportation. It is managed by Korean Air. There is also a national project for reconstruction of the Uzbek automobile road co-sponsored by the Asian Development Bank and the government of Uzbekistan. The reconstructed automobile road should become a highway to connect the major cities across the country.

Brief Description of Uzbekistan’s Textile Sector

The textile sector (which includes textile and the apparel industry, according to the economic classification in Uzbekistan) is a rapidly developing sector of the country’s economy. The following data illustrate this:
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Between 2004–2009, the textile industry’s output in dollar terms, according to the State Statistics Committee of Uzbekistan, has increased 1.5 times, and clothing manufacturing doubled. 2 Companies belonging to the O ’zbekengilsanoat SJSC, the association of textile companies, which manufactures the bulk of the sector’s output, doubled their production during the 2004–2009 period.

●Between 2004–2008, exports of O’zbekengilsanoat increased by 76.1% from USD 213 million to USD 375.5 million.

At the same time, the potential of the textile sector is not adequately exploited:

1. Although the output of the textile and clothing industry increased in monetary terms over the last five years, the share of this sector in the economy is approximately 2–2.5%. This is quite a low indicator for a country with its own commodity base.

2. The specific feature of the textile sector of Uzbekistan is its dominance of primary textile production and low degree of processing raw materials.

Although deep processing of raw materials is profitable and Uzbekistan is 5th in the world for cotton output, only 20.4–21.5% of total cotton output was consumed domestically in 2005–2007 (because there is no data on cotton stocks, this indicator was estimated as the difference between cotton output and its exports).

In 2008, this figure increased to 39.6%, but went down to 28.2% in 2009.

A higher percentage of non-exported cotton in 2008–2009 may be explained both by increased domestic consumption and an increase in stocks due to the global economic crisis.

Uzbekistan accounts for merely 0.8% of the global volume of cotton consumption, which speaks to the huge potential for the sector’s development.

Subsequently, although Uzbekistan’s share in the global output of cotton fibre is 4%, its share in the global output of cotton yarn is 0.7%. Uzbekistan’s share in the production of fabrics and linen, finished knitted products, and clothing is even less, with only 50% of domestically produced yarn being used domestically.

The greatest divide in the value chain is in the production of fabrics. Between 2004–2009, the output of cotton fabrics declined 2.6 times, while the production of knitted linen (including lower increase in value-added) increased 2.3 times over this period (see Table 1.1). In many respects, this divide is caused by most investments primarily being channeled towards the production of knitted linen because lower risk and lower capital investments are required. Thus, the development of weaving should become a priority of government policy, which could provide incentive for developing cloth manufacturing.
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The income of the textile industry can be significantly increased through deep processing of the raw materials and then selling them as finished products. According to the estimates, the greatest value-added increase in the value chain of the textile industry comes from sewing finished knitted and clothing items. For instance, while 1 kg of cotton costs USD 1.4 in the domestic market, apparel produced thereof will fetch USD 16 on average, and knitted products about USD 5.4.

As a result of the low rate of deep processing of raw materials, the textile exports of Uzbekistan are insignificant; international comparisons illustrate this, too.

While in 2008, the textile exports of Uzbekistan amounted to USD 0.4–0.5 billion,

Chinese textile exports topped USD 185.2 billion, Turkey—USD 23.6 billion, India— USD 22.4 billion, and Bangladesh—USD 12.1 billion.

Being a lead exporter for products with low value-added, such as cotton (12.2% of sales on the international market and cotton yarn (10–15% of sales on the international market), Uzbekistan in essence, deprives itself of the opportunity to manufacture and export more expensive products, as their sales could significantly increase the country’s export earnings. Furthermore, the large-scale domestic production of fabrics, knitted products, and apparel would enable hard currency savings by reducing the imports of similar products.

Up until now, international experiences show that when using their own competitive advantages and creating favorable investment climates, substantial development of the textile industry can be achieved in a relatively short period of time. For instance,

China had a coupon-based distribution of clothing between 1954–1983. It wasn’t until the large-scale reforms conducted starting in 1978 that facilitated a significant increase in the output and exports of sales. While Chinese clothing exports totaled

USD 700 million in 1978, it reached USD 2.1 billion by 1985, USD 6.8 billion by 1990, 24 billion by 1995, and USD 185.2 billion by 2008.

Earnings from the exports of finished clothing in Bangladesh increased from

USD 3.3 million in 1980–1981 to USD 1.2 billion in 1991–92, and to USD 12.1 billion in 2008. In India the textile exports totaled USD 5.1 billion for 1990–91, USD 8.4 billion in 1995–96, and 22.4 billion in 2008. Turkey’s textile exports grew from USD 595 million in 1979 to USD 23.6 billion in 2008.

These examples illustrate that Uzbekistan has a substantial untapped potential for development of its textile and apparel industries. Estimates show that a reduction in cotton exports by 100,000 tons leads to a reduction of hard currency earnings by USD 140 million (at 2008 prices). If this volume of cotton and yarn produced thereof is kept domestically, then fabrics and linen can be produced in value of nearly USD 400 million. If 50% of these fabrics and linen is exported, and 50% is left for the domestic market, then these garments and knitted products will be worth USD 523.4 million. 
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If apparel and knitted product manufacturers export merely 20% of their output (current proportion), then, their export earnings amount to USD 306.3 million.

The remaining products (USD 625.7 million) can be sold in the domestic market, which will also mean a reduction in imports by the same amount, thus, a reduction in hard currency expenditures by this amount. In actuality, hard currency savings will be higher than the aforementioned USD 625.7 million, as imported clothing is more expensive than domestically produced ones, at least because of transportation costs and customs duties.

Furthermore, thanks to the manufacturing of finished products, the government will generate revenues in the form of taxes on the manufacturing of these products as well as taxes on trading companies. The total amount of additional revenues will be USD 166.5 million.

The following is notable:

a) Along with the development of the apparel industry, the percentage of exports within its output will imminently increase. As global experience shows, this sector can be transformed into the main source of export earnings.

b) The development of the apparel, weaving, and knitted sectors will facilitate job creation and overall improvement of household incomes.

c) Increased output and domestic trade will facilitate higher household income and the development of other economic sectors.
SWOT Analysis of the Textile Sector in Uzbekistan

	STRENGTHS
	WEAKNESSES

	· Low Cost of Labor
· Low Energy Cost
· Low Water Ccost
· Availability of Raw Materials
· Tax Incentives
· Custom Incentives
· Cotton Price Benefits
· Proximity of a Huge CIS Market (about

      US$6,2 billion) - free trade zone


	· Restricted access to top quality cotton and high prices they are charged
· High tax burden and the unstable financial situation of textile enterprises
· Outdated technology used for the production of cotton fiber and textiles
· Relatively high import dependency of ready – made garments and knitted wear on raw material, interim goods and accessories
· High customs duties for imported fabrics and accessories render domestic textile industry uncompetitive



	OPPORTUNITIES
	THREATS

	· Uzbekistan offers most favorable conditions to absorb   foreign investments from countries - leading textile centers.
· Growing local market
· Investment Projects Support
· The export of manufactured textile goods instead  of cotton fibers has a number of benefits
· Textile industry is not a capital but a labor-intensive sector, which can ease employment problems
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· which can ease employment problems
	· Problems of being out of step with global fashion trends
· Uzbekistan has a lower credit rating than its competitors
· Extremely low level of cooperation between Uzbekistan’s banks and its textile enterprises
· Challenges of real competition in the global trade
· Lack of adequate water resources



Strengths

Low cost of labor: According to estimates of National Stock Compa“Uzbeklegprom”, in 2004, the cost of labor in the textile industry was $0.22-0.25 per hour in Uzbekistan. This compared with the $0.28 in Bangladesh and Vietnam, $0.29 in India, $0.37 in Pakistan, $0.55 in Indonesia and $0.57 US in China. In Malaysia the cost of labor is $1.18 per hour, in Turkey $2.88, in South Korea $7.103.

Low energy cost: 1 cubic meter of natural gas in Uzbekistan costs $0.03.

In Turkey, France and USA it is between $0.21 and $0.23, while in China the cost is $0.28. A kilogram of fuel oil in Uzbekistan costs $0.08. In China, India, Turkey, South Korea the cost is between $0.29-0.34, in the US $0.20, in Western Europe $0.23 and in Pakistan $0.50.

The cost of electricity in competing countries varies from $0.03 to $0.09 per kWh while in Uzbekistan it is $0.03.

Low water cost: in Uzbekistan, the cost of water for industrial needs constitutes $0.13 per cubic meter, while in China it is $0.15, in India $0.16, in Pakistan $0.26, in USA $0.51, South Korea $0.60, Turkey $1.50, Western Europe $1.23-1.91. While the water use in textile industry is not so large, low water price still provides some additional competitive advantages to the industry.

Availability of raw materials: Cotton fiber is the primary cost item for the textile industry. Uzbekistan produces more than 1 million tons of cotton fiber per year, but only a fraction of that is used by domestic textile enterprises. Closeness of raw materials sharply reduces transport costs and time for delivery to enterprises. Uzbekistan also produces silk and has adequate raw materials for woolen cloth.

Tax Incentives: 

· producers of hosiery & garment are exempted from all taxes (except VAT);

· textile exporters are exempted from property tax;

· 7 years tax holiday for foreign investors to textile industry;

Custom Incentives:

· 100% exemption from custom payments on technological equipment;
· 100% exemption from custom payments on row materials not produced in
Uzbekistan (synthetic fiber, fabric, etc);

Cotton Price Benefits:

· 15% discount from world cotton price.
· Only 15% cash payment on cotton purchase, 85% payable in 90 days;
· Zero rating VAT (20%) on export.
Weaknesses

Restricted access to top quality cotton and high prices they are charged:
Most developing countries, which pursue a strategy aimed at the rapid development of their textile industries, have set favorable prices for raw materials. Until recently in Uzbekistan, however, raw materials for the national textile industry were based on the residual principle - after the sale of cotton fiber for export. Enterprises vary in their access to raw materials and the prices they pay:

a) All joint ventures (JVs) purchase cotton fiber from foreign trade companies in hard currency at prices set by the Liverpool Cotton Exchange, minus a discount equal to the estimated minimal cost of transport and insurance. Still, since JVs are not reimbursed for the VAT when procuring cotton fiber for hard currency, their cotton costs 20% more than their foreign competitors have to pay. That makes Uzbek JVs uncompetitive right from the start. Moreover, trade companies consider export contracts a higher priority, supplying the foreign importers with cotton-fiber of a higher quality. On top of those and until recently, JVs had to pay "Sifat" Uzbek Certification Center5 for such services as certification and weighing of bales of cotton fiber, services of cotton terminals, costs for storage and insurance of cotton fiber at the terminal, bank charges, commissions, etc. All these additional expenses borne by JVs add up to $36.6 – 44.1 per ton, and reduce to around 11-12% the effect of the 15 % discount set by the Decree of the Cabinet of Ministers #447 of 16.10.2003.

b) Large textile producers without foreign capital in the meantime purchase cotton fiber at the exchange auctions in local currency at the price set by the Liverpool Cotton Exchange with a 35% discount, but not lower than the list prices set by the government. Given that the auctions are not held regularly (only once a month or less frequently), enterprises often purchase large quantities of cotton fiber and bear the risk of fluctuating prices and frozen turnover assets. Moreover, the listed price becomes equal to or even higher than world prices of cotton when the latter is sharply reduced, as was the case in the autumn of 2004. Thus, national producers lose their price competitiveness vis-à-vis importers of Uzbek cotton. For instance, in February 2005, domestic purchasing prices for cotton fiber exceeded by $12 the export price of $52 per ton (excluding transportation expenses), in April-June. At the same time, in local enterprises which do not have any foreign shareholders, insufficient technical equipment hampers the production of high-quality textile goods.7 Due to low capacity of market institutions, the tools for hedging against future price fluctuations connected with price risks on stocks are not applied/used.

c) Finally, small enterprises use low-grade cotton for the production of medical cotton (cotton wool used in medicine), etc. and they buy its fiber at auctions at world prices without any discounts 

High tax burden and the unstable financial situation of textile enterprises
The tax burden on local textile enterprises is much higher in Uzbekistan than in the neighboring countries. Even under the most favorable circumstances, when an enterprise exports its goods and reimbursed VAT, the level of profitability is much lower than that not only of China, Bangladesh and other developing countries but also of Kazakhstan and Russia. Furthermore, compulsory payments to the Road, School and Pension Funds, which are calculated based on the total volume of the produced goods, add considerably to the tax burden. Social taxes paid by employers and personal taxes paid by employees are also much higher in Uzbekistan than in other countries.

There are also huge differences in the tax privileges enjoyed by selected textile enterprises, which distorts the competitive environment; especially since they are not transparently given in accordance with any structured government policy.

Such differentiation is to the advantage of local enterprises with shares from foreign investors as well as those included in the system of Uzbeklegprom Company (Uzbek Light Industry Company). It puts all other enterprises at a substantive disadvantage.

As much as 15-20% of textile enterprises face either bankruptcy or major difficulties in unprofitable trading annually, especially in the spinning-weaving sectors. Total losses in 2004 amounted to 45.8 billion Uzbek soums, which was 1.5 times higher than in 2003 and 4.8 times higher than in 2002. The number of unprofitable companies increased from 3% in 2002 to 10% in 2004. The liquidity ratio (solvency) of the textile industry was 0.78 in 2004 - 0.22 lower than the normal rate. When it comes to the ability to clear liabilities fully and on time, 65% of spinning-weaving enterprises have low solvency.

Outdated technology used for the production of cotton fiber and textiles
Approximately 75-80% of the raw cotton processing plants currently function with outdated technology. As a result, the ginning outturn (the percentage of fiber that gins extract from seed cotton) is lower and losses at the ginneries are much higher than in the countries using modern cotton-gins. For example, in many developing countries the ginning outturn is on average 39%, whereas in Uzbekistan it has been below 32%.

If the losses were reduced (which today contributes to a direct loss of 6% of outputs), it would be possible to increase the average output of cotton fiber by 1%. That alone would have amounted to an additional 35,000 tons of cotton fiber in 2004, approximately $35-40 million in revenues if the fiber was sold on the world market. To reduce such waste, the modernization of existing cotton plants is estimated to cost $50 million, which can be recovered within 18 months.

However, financing for this modernization through credits or investments can only be assured if cotton plants are privatized and face competition. For the moment, only yarn-producing joint ventures benefit from modern equipment and quality certificates which allow them to compete in the world markets. Yet, approximately 20% of yarn is produced by enterprises with outdated equipment whose low quality yarn reduces the quality of cotton and blended fabrics. Only a few new joint ventures produce cotton fabrics in plants equipped with modern facilities.

Relatively high import dependency of ready – made garments and knitted wear on raw material, interim goods and accessories
Uzbekistan, unlike other competing countries, does not have adequate manufacturing capacities for the production of accessories, modern fabrics for clothing, 14 woolen cloth15 and high-quality leather. These deficiencies affect the domestic production of ready-made garments. As a result, both textile enterprises and the local population have to rely on imported fabrics for tailoring, especially when preparing for wedding celebrations, which is an important domestic market.

In China, India and Pakistan today, the preparation of an industrial piece with accessories and ornaments takes 7-10 days. In Uzbekistan this process can take up to 20-30 days since local accessories are not available and printing/embroidery is imported mainly from Turkey or the United States. Uzbekistan also depends on imported equipment spares, lubricants and chemicals; a dependency, which causes higher production costs because of current import regulations, transit time, transportation, etc.

High customs duties for imported fabrics and accessories render domestic textile industry uncompetitive

Entrepreneurs and small enterprises often get around this problem by purchasing smuggled fabrics. But this solution allows them to produce high quality and competitive goods in small quantities only. Meanwhile, the tough tax burden, customs duties for imported raw materials, and differences between cash and non-cash payments lead many shops and individual entrepreneurs to work for cash and evade taxes.

Opportunities

Uzbekistan offers most favorable conditions to absorb   foreign investments from countries - leading textile centers.

Uzbekistan can attract foreign investments for the following reasons:

1. POLITICAL STABILITY 

Uzbekistan - is, first of all, political stability, confidence in the future and consistent reforms in all spheres of a social and political life. This is the country where representatives of more than hundred ethnic groups and dozen religions live in peace and harmony.

2.FAST GROWING ECONOMY AND INFRASTRUCTURE 

Uzbekistan - is a leading industrial country in Central Asia where the volume of economy for the last six years has grown by 45 percent, industrial production – 1.6 times, agricultural production – 1.5 times, the foreign trade turnover – 1.7 times, gold and currency reserves – 3.7 times, growth rate of GDP for last four years is kept at a level of 7 percent, and inflation rate for the last six years has reduced from 26% to 2,9%.

This is the transport infrastructure, of 6,5 thousands km of railways, over 43,5 thd. km. of highways and developed air communication network which connects the most remote regions and uninhabited areas of the country to major centers, providing access to international transport systems and basic natural mineral and raw materials resources in the country. The Uzbekistan Airways company performs regular direct flights to more than 40 cities all over the world and has 43 representative offices in 24 countries.

This is the country where is annually generated up to 48bln.kW/h of electric power and more than 10 mln. Gcal of thermal power that fully meet the economic and population demand of the country and moreover allow to export a part of the extractive energy resources.

3. FAVORABLE TAX POLICY 

Uzbekistan - is a 9 percent rate of corporate income tax; tax incentives and privileges, given for the foreign investors, including tax exemption on property, income and the customs duties.

4. CONVENIENT GEOGRAPHIC LOCATION 

Uzbekistan is crossroads of Central Asia that creates favorable environment to develop regional cooperation and participate in regional and transnational projects of developing transport corridors. It is a free trade zone with the CIS countries.

5. RICH SOURCE OF MINERAL-RAW MATERIALS 

Uzbekistan - is one of the leading countries of the world on reserves of copper, silver, gold, lead, zinc, tungsten, natural gas and other minerals. This is a country which in advance has ensured its energetic security.

6. WELL TRAINED LABOR FORCE 

Uzbekistan - is a highly skilled specialists, 100% literacy of the population during 4 generations, where every fourth has the high or secondary vocational education.

Growing local market

Uzbekistan is the 6th largest producer of cotton worldwide (preceded by China, India, USA, Pakistan and Brazil) and the 3rd largest exporter. Uzbekistan participates extensively in world cotton industry. In 2010/11, Uzbekistan produced 1 million of tons of cotton. Economy of Uzbekistan is reliant on exports of commodities including but not limited to cotton, gold, uranium and natural gas. From this we can conclude that Uzbekistan is a very promising market for investments in every sector and especially in textile.

Investment Projects Support

· Loans provided by Foreign banks, International Finance Institutions;
· Co financing (to charter capital) from Uzbek Banks;
· Facilities (buildings) provided at Zero sale cost or deferred payment schedule
The export of manufactured textile goods instead of cotton fibers has a number of benefits
The higher amount of value-added within Uzbekistan is a major benefit. That would generate a lot of economic gains throughout the economy, leading to a broadening and deepening of the manufacturing and services sectors. Moreover, it will reduce the effects on Uzbekistan’s economy of the fluctuations which are common in the global commodity markets. By moving from being an exporter of cotton fiber to a multitude of textile products, the economy will be less affected by the vagaries of a single commodity market.

Textile industry is not a capital but a labor-intensive sector, which can ease employment problems
One million dollars ($1 million) invested into the sector can create 45-50 work places, while the same volume of investment into a fuel and energy complex creates only 8-10 work places, and 12-15 in the machine building sector. The rapid development of the textile industry would support employment first of all in rural areas, where approximately 500,000 to 600,000 workers are released per year due to reforms in the agriculture sector. Employment generation through the development of the textile industry would both considerably increase budget revenues and foster social stability.

Uzbekistan today has the resource base and a qualified, low-cost labor force for the production and export of ready-made textile products. At the moment, the majority of the domestic demand for knitwear and readymade garments is met through informal production by local entrepreneurs.

More favorable conditions would allow local producers to become more competitive vis-à-vis foreign producers both in the domestic and foreign markets.

THREATS

Problems of being out of step with global fashion trends

Due to the lack of close contacts with global markets, Uzbek textile manufacturers cannot follow evolving fashion trends and move up the market. They mostly cater to cultural and national traditions of the domestic market and can only produce for exports based on disappearing fashions. An obvious solution to this situation is to integrate better with the global market through sub-contracting for major brands.

Uzbekistan has a lower credit rating than its competitors

Uzbekistan has higher costs for interest rates on foreign credits because of its lower credit rating. It is estimated that obtaining credits in China, India and Pakistan is easier and more profitable than in Uzbekistan.

Extremely low level of cooperation between Uzbekistan’s banks and its textile enterprises

The banking system is seen as unfriendly, obstructive and inadequate to support a dynamically growing sector because of excessive regulation of banking transactions imposed by the Central Bank. This restrictive financial environment is one of the reasons for slowing FDI into Uzbekistan’s textile industry.

Challenges of real competition in the global trade

Uzbek producers have to compete with countries that enjoy favorable trade agreements with duty-free or low-duty export of their goods to the largest markets of Europe and USA. For Uzbekistan’s exports to such markets, custom duties constitute 14- 18% of the amount of contracts. Cotton yarn, fabrics, ready-made garments and knit-wear exported by Uzbekistan to the EU, for example, suffer from customs duty at 4.2%, 8.4%, 9.6% of the total cost, respectively. On the other hand, imports from some countries, such as Turkey, Syria, Egypt, Nigeria and Pakistan, are free of duty.

Lack of adequate water resources

A major issue in the Uzbek cotton sector is the lack of adequate water resources. Although there are two rives (Amu Daya river and Syr Darya river) water management still remains an issue. The problem is essentially regional in nature as water is generally scarce and it remains an arid region. Furthermore, the international nature of the issue would require communication with Kazakhstan and Turkmenistan. Towards this end, a Regional Water Commission has been set up and is in the process of allocating resources.

PAGE  
11

