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Introduction

It is widely accepted that Small & Medium Enterprises (SME) account for latge share of
total employment and contribute significantly to the development of national economy.
With the transition towards market relation their role is substantially increasing. Taking
mnto account this circumstance, the Government of Tajikistan has given substantial
attention to issues related with enttepreneurship. The establishment of a special
government agency for entrepreneurial support as well as adoption of the State Program
for Support of Entrepreneurship for 2002-2005' can be characterized as an important step
forward this area. However, there are a lot of administrative procedures in Tajikistan like
other transition economies, left as a legacy from the Soviet petiod, which do not match
the requirements of a market economy.

In this report an attempt will be taken to respond to these issues, through analyze of
business environment in Tajikistan, including the main procedures used to regulate
entrepreneurship. Conclusions and general recommendations presented in the report can
be used in order to further develop government policy directed on support of
entrepreneurship in Tajikistan. '

We are far from the idea that within this report all of the issues facing the small business
sector in Tajikistan at the moment can be covered. The report can serve as a realistic
representation of the current conditions in which SMS in Tajikistan survive.

Main objectives of the report are:
¢ to highlight bartiers facing small and medium business in Tajikistan;
¢ to identify main directions which should be addressed by the Government of
Tajikistan in order to create favorable business conditions.

In the report issues concerning business registration, obtaining permits, licensing
procedures, obtaining standards and certifying products, taxation and inspections, access
to external financial recourses and regulation of foreign trade operations will be
considered.

Support and promotion of SME is a most important founidation of économic reforms and
is a ptiority direction of Government policies. Government budget allocates funds for
cteation and promotion of investment and market structures in 9% from incomes flowed

! Resolution of the Government of the Republic of Tajikistan “On Strengthening of Government
Measures for Small Business Suppott in the Republic of Tajikistan" No. 384, dated October 1, 2002;
Resolution of the Government of the Republic of Tajikistan “On lhe State Agency for Anti-Monopoly
Policy & Support of Entrepreneurship under the Govemment of the Republic of Tajikistan”, No.11,
dated January 11, 2001 o
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to budget in result of privatization of state-owned propetty (Statement of Ministry of
economy and Trade in ministry’s handbook).

This report has been prepared with assistance of the following team members:

Dr Saidmuradov L. Advance Study Centre, Director
Dr Soliev A. Advance Study Centte, Senior Researcher
Mr Karimov Hasan Assistant
Mr Boboev Muhammadi Assistant
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Main Obstacles

The Republic of Tajikistan gained its independence and sovereignty in 1991 after the
collapse of the formet Soviet Union. As a result of the interregional struggle for power,
the country was brought into the edge of catastrophe and the civil war inflamed. The
social instability of the post-war period, closing of entetptises and other institutions
negatively affected national economy. Therefore, an enormous amount of work should be
done to catch up with other countries of the world.

After the civil war {on 27 June 1997 the General Agreement on the Establishment of
Peace and National Accord in Tajikistan was signed) a revival of Tajikistan’s economy
began. The fluctuation of real GDP in Tajikistan after the years of independence can be
noticed in the figure below.

Figure 1: Fluctuation of real GDP in Tajikistan, 1989-2003 (Indices, 1989 = 100) -
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' ‘ Years
Source: UNECE Common Database, derived from Interstate Statistisal Committee of the CIS stafistics.

In order to achieve sustainable economic growth and reduce widespread poverty it is

extremely important for Tajikistan to encoutage the development of SME. However,

there are several key problems that are common for local business environment. These
issues will be briefly described below.

This report was prepared with a focus on business environment, investment promotion,
trade facilitation and especially the growth of SME. It can be said that active development
of SMEs in Tajikistan began after 1997. At the moment, according to official statistics
total number of operating judicial entities up to 2000 employees exceeds 23,000. The
distribution of SMEs in Tajikistan is mainly concentrated in Regions under Republican
Subordination (7814), Khatlon Oblast (6555), Sougd Oblast (5355), Dushanbe (3705) and
Badakhshon Autonomous Oblast (793). Small and Medium Entetptises in Tajikistan
particulatly specialize in agrarian sector (12375), Market infrastructute and real estate
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(1874), trade and food (1309), construction (1301), Industty (1285), etc. According to
estimations about 45-50 % of Tajikistan State Budget is coming from SME tax
contribution, and this number has and increasing tendency.

Bureaucracy / Excessive Tax and Statistical Reporting

Bureaucracy / excessive tax and statistical reporting are some of the difficulties that SME
encounter in their everyday activity. This phenomenon teveals in setting artificial bargiers
for enterprises, existence of various governmental institutions and agencies that have to
be passed by enterprise in order to follow regulations. As a result of the interview of
private companies and SME, it was found that Government is only intetested in collection -
of taxes, but not in SME promotion. According to Revised Tax Code, new taxes on
property and minimum corporate income tax have been introduced for newly privatized
enterprises. No incentives for investments in service sector dre foreseen by Revised Tax
Code instead tax holidays provided in case of investments in industry sector. Social fees
are very high (25% +1%). Introduction of different amendments to legislation in the
middle of financial year was another impediment for businesses.

The current regulatory framework in Tajikistan is constantly changing. Of course, this can
be explained by perféction of legislative norms and bridging the gap between the law and
time. However, enttepreneurs due to frequency of such amendments as well as low legal
knowledge get confused in numerous updates and often prefer to act beyond official
boundaries in order to get things done. Another problem with regulatory framework is the
weak enforcement of acting bankruptcy law, and lack of external management system.
Thete is no confidence to judicial system as an independent branch of power, during
settlement of business disputes. :

Government agencies do not take into account opinions of SME representatives.
Replication of administration functions is observed among different ministres and
agencies. Another burden for SME is different kinds of reports (quarterly, semi-annually,
annual), for example, tax department, statistics, Social Protection Fund, Pension Fund etc.

Lengthy and Costly Registration Procedure

Law of State Registration of Judicial Entity regulates relations agsing from state
registration of judicial entity under creation, reorganization and termination of judicial
entity. State registration is carrying out to verify fact of creation, reorganization and
termination of judicial entty, compliance of legislation of Tajikistan on constitutive
documents, conducting single state registry of judicial entity.

Ministry of Justice of Tajikistan and its oblast departments are in charge of registration of
judicial entity in Tajikistan. Ministry of Justice of Tajikistan and its oblast departments
conducts legal inspection of constitutive documents of judicial entities, joint ventures,
financial organizations despite of organization structure, legal structure, issues certificates
on state registration, conducts record of representatives and branches of judicial entity.
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For state registration following documents need to be applied:

constitutive documents of judicial entities (confirmed chart, constitutive contract, if
any).

Protocol of general meeting of founders with decisions of creation, confirmation of
constitutive documents and appointment of executive director of judicial entities;
Extract from single registrar on state registration, if founder is other judicial entity;
Information on individual, if founders are individuals;

Document confirming address of judicial entity and location;

Document confirming formation of constitutive fund;

Receipt or copies of payments order on payment of state duty;

application

State registration has to be finished no more than 10 days starting from the day of
submission of mentioned documents. After reviewing of documents and positive legal
conclusion registration office issues to founders or his representative cettificate on state
registration of judicial entity or decline application if any violations are.

Registration office charges state duty in accordance with the Law of Tajikistan “On state

du

ty”:

commercial organizations thirty-fold minimum wage (360 Tajik somoni);

commercial organizations with foreign investment — hundred-fold of minimum wage
(1200 Tajik somoni);

non commercial organization twenty-fold of minimum wage (240 Tajik somoni);

for record and registration of representatives and branches of company five-fold of
minimum wage (60 Tajik somoni);

for issuing certificate on changes and amendments in constitutive documents - 50%
of registration sum;

For issuing certificate on termination — 10% of registration sum;

Certification blanc costs 24 Tajik Somoni accotding to Ministty of Justice decision.

Additional costs (approximate amount)

receiving codes on statistics classificatory 36 Tajik Somoni;
receiving individual identification tax number 20-25 Tajik Somoni;
registration in Pension Fund 20 Tajik Somoni; |

~ bank account 100 to 300 Tajik Somoni;

multiplying chart and verification in Notary offices (1' Tajik Somoni 1 page) in three
copies 36 to 50 Tajik Somoni; '

vetification of signatures of ditector and chief accountant (2 Tajik Somoni 1
signature) 8 Tajik Somoni;

issuing stamp 28 to 150 Tajik Somoni; _

in total, costs of registration of company will amount to 800-1000 Tajik Somoni.
Some companies offer services on registration of a company (from start to end of
registration) and charge 1000-1500 Tajik Somoni.
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Licensing of Operations and Certification

The need for licensing of operations arises from provision of legal framework for
entrepreneurship. However in Tajikistan, licensing is a lengthy part of registration process,
which is itself expensive. Most of SME activities are subject to licensing (construction,
telecommunication, toutism, hotel business, public feeding, alcohol production and sales,
education, health care, etc.). As a result of limited access to information related with
licensing process, entrepreneurs often do not know the exact amount of fee to be paid.
Large number of documents is required during licensing of operations. Shott period of
issued licenses (6-12 months) is another challenge for entrepreneurs. Although the new
law has been adopted, there are no regulations manuals.

Product certification in Tajikistan has very complicated system. Six government agencies
. involved in the Standardization activities. A key difficulty for SME in this process is the
length of the application processing period. Other problems related with high cost of
certification, latge number of required. documents, lack of information, the need to obtain
several certificates and frequent changes in certificaion procedure. Also should be
pointed out the fact that existing standatds are outdated and cannot match the safety
requirements of the wotld ones.

Despite every effort is being undertaken to improve business environment, there are still
many impediments related to licensing process which SMS face in Tajikistan.

Lack of Statistical and Business Information

At the moment there are very few places in Tajikistan where a petson with entrepreneurs
initiatives could get reliable and comprehensive information coricerning how to start 2
new business, what documents are needed, how to borrow from banking institution in
order to launch ones business. Such kind of information has high market demand.
Business clinics have not been established in Tajikistan, to which people could address
their questions.

Also should be mentioned that statistical information on SME to a certain extent varies
from one agency to another institution. This circumstance makes it difficult for foreign
donors and development institations to undertake tangible measures to improve the
business environment in Tajikistan.

Some of the impeding factors that entrepreneurs face when carrying on trade business in
the country are: high cost for obtaining insurance for exported products, complicated
procedure of transit through neighboting countries, lengthy customs clearance procedures,
corruption as well as pressure from Taxation Authorities, etc. Needless to say that most of
SME stll don’t know about their rights as well as information regarding customs
regulation, procedures on export-import transaction.

In a survey conducted by International Trade Centte, UNCTAD/WTO it became clear

that high customs tariffs and transportation costs, unsatisfying market demand, lack trade
contracts, lengthy export procedures, problems related with payments are among the main
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battiers toward export of Tajikistan. Independent research centers for SME in Tajikistan
are doing theit activity weakly. There is no separate government statistics with respect to
small, medium and big companies, because the legislation has no distinctions. Interview
with representatives of SME revealed that Enterprises are uncertain where to invest
effectively their financial resources and need consultant services. Also they have
unsatisfying information about foreign markets. As a result, many entetprises conduct
their activity not as legal entities but individual ones. (See: Attachment)

Land Use and Development

According to Constitution of Tajikistan, land is the exclusive property of the Government,
and acquisition of land into private ownership is not allowed. There should be the receipt
of approvals for any design and construction documents as well as site commissioning.
Insufficient irrigation cleaning measures, administrative barriers in the process of
obtaining land sites for agricultural purposes, lack of information or in some cases
misinformation on the Land Certification steps, challenge land use and-development by
businesses and farmers. Interviews prove that lack of opportunity for private property
ownership on land reduces incentives for investments and unavailability of land for
collateral purposes. However, interviews with cotton companies showed that they are not
interested if the land were in private property.

In order to ensure food security of Tajﬂdstan, the Decree of President of Tajikistan on
allocation of 75000 hectares of land to farmers was extremely important. '

Inspections and Corruptive Practices

These problems ate very acute in ‘Tajikistan at its curtent stage of development. In order
to tackle problems related with inspections the Law ‘On Government Financial Oversight
in the Republic of Tajikistan’, has been adopted with the purpose of unifying financial
inspections. Also Decree of the President of the Republic of Tajikistan ‘On Introduction
of the Inspection Registration Book for Business Entities, was issued on March 28, 2001.
The purpose of the above mentioned measures is to make inspection process simple for
enterprises.

Cotruption has the following fofms in Tajikistan: bribery, embezzlement, fraud and
extortion. According to the Transparency International Index in 2003
(www.transpatency.org/pressreleases archive/2003/2003.10.07 ¢pienhtml) Tajikistan is
ranked in the top 10 by its corruption level.

As a result of widely spread cotruption, the economy of Tajikistan suffers from the lack of
foreign investors, for the creation of new factories and working places and transfer of
technology. Private business and entrepreneurship cannot develop. It must be said that
corruption is mainly a factor of poverty and vice versa. There are 17 inspecting agencies in
Tajikistan:

1. Tax inspections{Tax Police and inspection);

2. Customs authorities;

3. Khukumats (city and regional administrations);
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Agency for standardization, metrology , certification and trade inspections;
Fire safety authorities;

Anti-monopoly authorities;

Environmental safety authozities;

Health mnistry;

9. Sanitaty and epldermologlcal service;

10. Government Committee on Financial Control;

11. State Commuttee for construction and architecture

12. Ministry of Finance;

13. Ministry of Interior / Road police;

14. Oftice of public prosecutos;

15. Occupational Safety Enforcement Agencies;

16. State Industrial Enforcement Agency,

17. State Research Centre for Expert Review of Medications.

4.
5.
6.
7.
8.

Struggle against corruption in the society is taken into priomity by the Government of
Tajikistan. The Law on corruption has been adopted recently.

Investment, Tax Concession, Special Economic Zones and Foreign Trade

These” ate provided in approptiate laws and normative acts. Every two years the
government of Tajikistan adopts Public Inveestment Programme with a purpose of
attraction of foreign investments and priority determination on state important projects;
creation of favorable investment climate; protection and insurance of foreign investments,
‘prevention of misapproptiation of propetty.

According to the revised Tax code Joint ventures are provided with the following
advantage depending upon the amount of foreign invested funds: up to $500 000 -
exemption from cotporate income tax for 2 years; from $500000 to $2 millions - 3 years;
from $2 millions to $5 millions - 4 years; over $5 millions - 5 years respectively (article 145
of the Tax Code of RT.

Impott of modetn technology for productive purposes - not subject to VAT. All the
indicated measures undoubtedly should encourage investment activity, however recently it
has been decided that special commission comprising of four ministries is authorized
whether to give or not exemptions from VAT during import of equipment. (Ministty of
State Revenues and Levies, Justice Ministry, Ministry of economy and Trade as well as
Finance Ministry).

'In order to facilitate development of external trade several cross-border trade zones have
been otganized in Tajikistan (Pamir region, Sougd Oblast, Pyanj region). At the moment
there is no Export-Import Transaction Passport requirement in Tajikistan as such.

At the moment, Export Development Programme of Tajikistan for 2006-2010 1s under
development, which is oriented to overcome existing barriers in this field The

programme consists of the following issues:

Main Factors which Impede Develop_ment of Export
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export development, despite stable and quite high rates of its growth, is not
according to the real capacities of the national economy;

lack of normal, technical and economic conditions for production of competitive
products;

critical sitnation in export of international services;

problems as well as impeding factors on a tegional and cross-border trade with
neighboting countties a) administrative, border barriers; b) low level of
infrastructure on cross-border, customs and other services in the neighboring
countries; c) lack of interaction among state agencies, that are responsible for
external trade, crossing of borders by people and commodities; d) total absence of
regional database concerning commodity flows, unsatisfying information exchange
on export-import transactions; e) discrepancy of inspection practice from the
international norms and rules of trade, determined in the New Kiot Convention
regarding coordination and simplification of customs procedures; f) insufficient
level of organisation of cross-border trade among countries, which cause
smuggling of commuoditics and services.

VYV V V¥

Objectives of the Programme
In order to prevent these negative consequences, it has been determined in this

programme as one of the most important objectives for the near perspective to conduct
radical reforms in the field of foreign economic activity on the whole, and for
development of export in particular — First: gradual abolishment of impeding factors
and settlement of above mentioned problems of expott development. Second: adoption
of measures and settlement of issues related with threatening of export-oriented sectors
and development of import-substituting productions, their nomination as a priotity
directions of economic reforms.

Goals of the Programme

Strategicc goal of the programme Is petfection of the structure of domestic expoit,
understood as a process of effectiveness increase and scales of export activity based on
expansion of products range and improvement of exporting products’ quality, perfection
of product and geographic structute of export, application of progressive forms of
international trade and economic coopetation.

Final goal of the Programme is achievement till 2010 year, actual results in solution of
the following goals:

v" Refusal of relatively raw materials direction of export and transition to production
with final results through creation of conditions and organizations of processing of
main types of raw-materials and products (aluminium, cotton, leather and leathery
products, precious and semi-precious stones, jobbing stones, fruit and vegetable
products); - '

v’ TIncrease of competitive products in main sectors of industry, which match the
requirements of world market through organization of processing low and high
level raw materials;

v" Creation of free economic zones in two-three regions of the tepublic, with further

_otganization of production of final goods, totally oriented on export.

Evaluation of Tajikistan Export Potential
¢ [nique energetic recourses;
*  Water recourses;
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¢ Bio-climatic potential;

¢ Reach mineral recourses;

» Sectors of industry and agricultural complex, as well as light industry;
¢ International services

Priority directions of export development and probability of their implementation
for perspective .
_(2005-2006 years)

¢ Quality improvement of exporting raw materials and semi-products;
e TFstablishment and introduction of standards fot Tajik cotton;
¢ Widespread introduction of scanning codes fot exporting products;
¢ Preparation of base and organisation of electtonic commerce introduction in
Tajikistan.
(2006-2007 years)

¢ Increase of cotton, alaminum, and fruit & vcgctable products, leathery products as
well as tobacco raw rnatcnals cocoons processing

(2007-2010 rr.)
¢ In-depth processing of raw materials;
¢ Creation of free economic zones

Measures on State Support and Encouragement of Export
* Removal of state intervention in export and foreign economic actmty by
enterprises;
¢ Creation of National Commission under the Government of Tajlklstan on
Assistance of Export;

e Creation of Republic Association of Investors and Tnvestots undet the Ministry of
Economy & Trade of Tajikistan;

¢ Creation of Export Development Fund;
* Creation of Tajik Export-Import Insurance Society;
¢ Introduction of VAT reimbursement system;

¢ Determination of a new way for calculation and payment of corporate income tax
for exporters of products with high level of processing;

¢ Introduction of a simplified system and mechanism of tax incentives for exportets;

¢ EHlaboration of measures for reduction of indirect tax on export of international
including tourism setvices;

¢ Introduction of tax holidays practise for enterprises, which provide annual export
growth at the rate of more than 10 percent

Main Qutputs of Programme’s Implementation

Increase of harvest yield of main export-otiented aggicultural crops and products
of their processing (cotton, fruits, vegetables, cherries and grapes;

* Increasing influence of aluminium sector in the growth and structural
transformation of expott;
¢ Increase of electricity export.

Final Result of the Programme — achievement of positive foreign trade balance.
Prevalence of export over import. Positive trade balarice is $72,3 millions in 2010.
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Limited Access to Financial Resources for SMEs

Tajikistan has two level banking system (National Bank of Tajikistan and number of
commercial banks). According to acting banking regulation it is allowed for enterprises to
open several accounts in different banks. At the moment, there are 11 commercial banks,
one branch of foreign commercial bank, five credit unions, seven non-bank financial
institutions. By April 1, 2005 mumber of branches and divisions of commercial banks,
credit unions and non-bank financial institutions was 63 and 126 consecutively.

The financial sector in Tajikistan remains too small to function as an engine of growth. A
survey conducted by IFC? highlights that for a large number of small- and medium-size
enterprises (SME) lack of access to financing is the most significant problem for
conducting business in Tajikistan. The survey found that 82 percent of the respondents
do not use bank accounts in their business activities. According to the same repost, only 3
percent of SME in need of financing obtained bank loans, while 5 percent received
financing from sectoral associations and 13 percent from nongovernmental otganizations.
Past macroeconomic imbalances and high inflation largely explain the low level of
financial intermediation in Tajikistan. Recent success at macroeconomic stabilization is a
prerequisite for the deepening of the financtal market.

It 1s very significant to ensure greater access to credit resources for enterprises, because in
order'to develop well they extremely need additional financial tesources. Restoration of
population’s confidence to banking system is also of impottance, since through this
money velocity will increase within national economy. The banking institutions should
ensute expansion of commercial bank services, and to provide commercial secret for
customers.

E)dsﬂng system of crediting has high interest rates (up to 42%) with short period of loan
maturity. Interviews with private companies showed that in order to launch their business
activity, most of them used their or family owned assets.

WTO Accession

There are potential benefits from accession to WI'O for development of economy of
Tajikistan, which can be formulated as:

* Tajikistan will obtain wider access to external markets. An opportunity for export
of cotton, silk clothes, ready sewing products, fruits and vegetables and theit
processed products, precious stones, marble, jewellers, and non-ferrous metals will
be broadened;

* Tajikistan will be able to gain access to innovations, including modetn technologes.
Also accession into WTO will allow the country to benefit from the computer

2 See International Finance Corporation (2004), 2003 Business Environment in Tajikistan as seen by
Small and Medium Businesses.
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technologies, newest means of communication, software products, aviation
recourses, etc;

¢ Connection in the process of ready product movement from industrially developed
countties to developing countries;

* More flexible utilization of international production networks opportunities, which
can be seen as a creation of new enterptises, most of which belong to Trans-
National Companies; '

® More dynamic adaptation of Tajikistan’s economy to technological innovations
and structaral changes in the wotld economy and rules of competition;

e Increasing competition will encourage increase of effectve utilisation and
optimisation of productive recourses allocation;

* Import expansion on the base of weakening or removal of import tariffs can
strengthen productive and commercial discipline in domestic enterprises;

e Creation of more favourable trade envitonment through removal of tatiff and non-
tariff barriers, trade liberalization, abolishment of administrative intervention in the
activity of commercial entities, reduction of tax burden.

Bearing in mind all the positive sides of joining WTO, the Government of Tajikistan
applied for membership in this influential world trade institution in 2001. Later on, in
February 2003, Tajikistan officially submitted Memorandum on trade regime. The first
meeting of the Working group on Tajikistan entrance in the WI'O held on March 18,
2004. Several mectings of the working party on accession have taken place in 2004-2005
in which key issues included: ‘

* the level of tadff protection for the industrial goods (2-15%) (Evolution of Tajikistan
Trade regime is presented in Attachment);

* maintenance of the maximum level of subsidies in agriculture;

» and the protection of intellectual property.

Having implemented a WT'O-compatible new tax & customs code, the Government of
Tajikistan also plans to bring relevant laws into line with WTO requirements.

At the same time, it is necessaty to bring balance Tajikistan tax harmonization
commitment to its sub-regional country customs partners against WT'O requirements of
reduced tariffs. It is important to be recognized as a developing economy for acquisition
of adaptation period. Protection from the pressures of neighboring countries (Uzbekistan)
is expected with joining in the WT'O (problem with transit of goods and services).

Undoubtedly, accession to WTO would allow better access to foreign matkets. However,

there is a threat for domestic producers, because of their low competitiveness,

inapproptiate standards of their products they cannot survive. Lack of comprehensive -
information about WTO, difficulties related with transition to international standards of
products and accountancy, threat of the fact that for small & open economy of Tajikistan,

application of tariff measures for protection of domestic market cannot be sufficient.

In the area of Tajikistan’s WT'O accession Intetnational Trade Centre, UNCTAD JWTO
as well as USAID have appropriate programmes.
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Taxation

In Tajikistan at the moment two-tier tax system is functioning, which consists of 17 taxes.
The main reason for making amendments into the Tax code was stipulated by the fact
that many entrepreneurs and taxpayers were not interested to pay taxes. As a tesult the
share of shadow economy was significant in the country. Most of the taxpayers claim that
the new legislation is difficult to understand. This fact may lead to errors for
entrepreneurs when dealing tax-related issues. (Distinctons between previous and revised
Tax codes can be seen in Attachment)

While conducting taxation policy the Government of Tajikistan is striving to create a
favorable taxation conditions, enhances incentives for growth of private businesses,
reduce stimulus for tax avoidance, yield higher revenues and strengthen tax collection,
attract foreign investors and encourage purchase of modern equipment-incentives for re-
investment.

However, there are some obstacles for taxpayers. For example, due to complexity of
regulations many SME prefer to avoid from taxation hiding their actual revenue or giving
unofficial payments to tax officers. Another way of escaping from taxation is
transformation from SME to individual entreprencurship without registration of legal
entity. Although comments to the previous version of the Tax code was prepared, at the
moment it can be noticed that the lack of written clarification of various tax procedures
from tax authorities can negatively affect taxation procedure.

Currency

A number of laws and normative acts have been adopted which regulate currency issues in
Tajikistan3, Authorized agencies for exchange control are National bank of Tajikistan,
Ministry of State Revenues and Levies of Tajikistan, Ministey of finance of Tajikistan.

Tajikistan has managed floating exchange rate regime and interbank exchange market is
under operation. There is no difference between official and unofficial market exchange
rate. §1 = 3,17 SM ( 16 August, 2005). It should be mentioned that the new national
currency, Somoni, was introduced in October 2000 and replaced Tajik ruble at the rate 1
Somoni=1,000 Tajik Rubles. )

® The Law of the RT “On Currency Regulation and Control”, dated November 4, 1995. No 112, revised on
December 9, 2004, Ne64. Decision of National Bank of Tajikistan, dated September 16, 1997, No 51 “On Order
of Selling Goods and Service in the Territory of Tajikistan on Foreign Currency”. Decision of National Bank of
Tajikistan, dated September 16, 1997, No 51 “On Ways Opening and Service non-residents accounts in Tajik
currency at the authorized banking institutions of the RT”. Regulation of NBT “On Inflow and Outflow of
foreign currency and securities in foreign currency”, dated January 11, 2000, No 1. Decision of National Bank of
Tajikistan, dated September 16, 1997, No 51 “On Conducting Currency transactions/Operations, related with
-Mobility of Capital” Decision of National Bank of Tajikistan, dated October 1998, No 28 “On Conducting
Currency Control for motivation of payments made in foreign currency in the RT for purchase of imported
goods”
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Enterprises in Tajlklstan t’hey face the fo]lowmg difficulties while dea]mg with currency
operations: high cost of opemng currency account in banks, lengthy petiod of conversion
of the national currency into foreign cutrency, restriction for transferring of currency to
abroad (amount up to $2000 dollars can easily be transferred), high charges for currency
conversion. There are also strong effects of the exchange rate to business environment
expectation in Tajikistan. As for commercial banks they offer higher interest rates on
loans in foreign cutrency in comparison with Somoni. Absence of long-term loans in
foreign currency can be considered as another impediments SME intenton to borrow
currency from banking institutions.

Privatization

At present time (as of August 2005) of 9,121 state owned enterprises which are subjected
to privatization 8.366 ate already privatized. Among enterprises 7602 are small enterprises,
764 medivm and large enterprises.. According to Commmittee of State Property (CSP) since
January 2005 329 enterprises have been ptivatized in the amount of 19 millions Tajik
somoni (about §6,3 millions) compare to annual plan in the amount of 10 millions Tajik
somoni. Related to leasing of state property officials from CSP stated that 771 leasing
contracts have been signed in more than 2 millions Tajik Somoni and in past 6 months
sinice January 2005 government budget received 789 thousands Tajik Somoni.
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MAIN LEGISLATIVE FOUNDATIONS FOR SME PROMOTION

The Law of Tajikistan “On government protection and support of
entrepreneurship in Tajikistan”

Objective of the law is the implementétion of the citizen rights provided by Constitution
of Tajikistan for realization of their potential and property to carty out business activity.

* Law determines entreprencurship as an activity in two forms: individual entrepreneurship
and entrepreneurship of judicial entity aimed at acquiting constant profit from providing
services, works, production and application of propetty.

Law determines following directions of entrepreneurship:

- creation of additional employment in industty, construction, agriculture and other
sectots particularly the services sector;

- Processing of agriculture products;

- Compliance of current regulations on ecology and standards

- Increasing competitiveness

- Appliéation of modern tools of marketing, management and introduction of new
technologies

Law prohibits: government intervention in business activity (example, administrate or
" determine prices). If inspection caused stop of production inspectors will be tesponsible
- in accordance with cutrent legislation of Tajikistan. Inspection should be recorded in

Inspection Registry Journal of entrepreneur.

Law protects entrepreneurs’ rights through:
- simplified registration
- creation of favorable tax, customs and investment conditions;
- restriction of inspection;

promotion of creation of funds to support entrepreneurs;

- providing opportunity for all kinds of entrepreneurship.

Protection of entrepreneurs is carried out by authorized government agency of Tajikistan
Government. Law determines annual funds from budget to support entrepreneunrship in
Tajikistan and government develops entrepreneurship promotion programs. Government
can be engaged in insuring and information assistance of entrepreneurship, promote
cxpansion of international business relations of entreprencuts and protect from illegal
inspections. -
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Conception of Entrepreneurship Development in Tajikistan till 2015.
This concepﬁon consists of 6 articles and conclusion.

1. Necessity of conceptual solution of entrepreneurship issues:
- level of entrepreneurship 1s not adequate in present;
- high level of informal payments related to inspections, administrative barriers;
- absence of simplified taxation;
- underdeveloped of legal and economic incentives;
- low wages;
- weak realization of export potential;
- low competitiveness of domestic products;
- disproportion of economy’s industties;
- unstable of budget and non-budget financing program of entrepteneurship
support;
- high interest rates and needs in improvement of banking system;
- underdeveloped infrastructure.

2. Goals and objectives of the Concept

Concept. aims to create in state level legal, socio-economic, financial and organizational
conditions necessary to establish private sector in economy, developed entrepreneurship
infrastructure that provides effective enttepreneurship in domestc market, and also
determination of basic macroeconomic and other insttuments of state and pubhc support -
of entrepreneurship in the base of private and corporate propetty.

Objectives:
- legal suppott of entrepreneurship;
- financial support of entrepreneurship;
- cteation of infrastructure for entrepreneurship in priority industries;
- R&D and human resoutces support of entrepreneurship;
-  Simplified registration, taxation and reporting for entreprencurs;
- Development of preparation, remunmg and increasing of qualifications of
entrepreneurs;
- Creation of database and R&D support of entrepreneurs

3. Support of entrepreneurship

a. financial support of entrepreneurship is carrying out by providing resources
(budget and non budget) through government entrepreneurship promotion
agencies, beneficial loans by banks.

b. Development of construction and industries through creation of mini-
plants for processing agricultural products, creation of construction
companies, production of constructing materials, garments, shoes and
jewellery.
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c. Agricultural development through expansion of processing and storage of
agricultural products, technical and infrastructure suppott and otientation
of the farmers to market demands.

d. In R&D sphete it is necessary to creation of R&D enterprises, creation of
business centres and research centres.

4. Creation of support infrastructure for entrepreneurship promotion and
information system to support SME and increasing their efficiency.

- creation of state agency for conducting policy on entrepreneurship

- creation of special funds to suppott entrepreneurship

- providing incentives for NGO to support entrepreneutship

- creation of business incubators, centres for supporting entrepreneurship, consulting
centres and Techno parks.

5. Interaction with mass media in advocating entrepreneurship activity (Internet,
database, open competition).

6. International cooperation in entrepreneurship sphere.

To harmonize legislation of CIS countries, creation of joint consulting and information
database and expansion of international business of enterprises.

Basic principles of the Concept should be taken as a foundation under developmg
Strategy for Promotion of Entreprencurship in Tajikistan (Concept is under development
and to be adopted in September 2005.
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Agencies for SME promotion.

Governmental Agency

Agency on Anti-Moriogoly and Suppott of Entrepreneugship is in charge of SME
support.

The main objectives of the agency are:
* conducting government policy on promotion of entrepreneurship policy, including
SME;
* facilitation of creation and strengthening of entrepreneurship sector in Tajikistan;

® government tegulation, inter industty and interregional coordination in the sphete
of promotion and suppott of entrepreneurship;

* promotion of investment activity of SME at the expense of non budgetaty funds
and attracting borrowed funds;

formation of infrastructure for SME promotion;
development of proposals on improving taxation of SME;
organization of conducting government programs on SME promotion;

development of policies on support of SME by modetn equipment and technology
in order to develop network of techno parks and leasing enterprises, centers of
SME promotion;

¢ facilitation of intensive SME suppott programs by local authorities.

It is anticipated that from September 2005 functions of the Agency activity on promotion
of SME will be transferred to the Ministry of economy and trade of Tajikistan.

Center for Support and Development of Entrepreneurship under Dushanbe City

Administration.

Center for Support and Development of Entrepreneurship undet Dushanbe City
Administration was established in 2001 to support and promote entrepreneurship in
Dushanbe.

Center provides legal consultations to its members and all entrepreneurs that need in this
kind of service. It also provides advocatory setvices for businesses in coutt. Center

supports and promotes SME benefits in public agencies and lobbies their interests.

It is expected to establish such centers in each distticts of Dushanbe city in 2006.
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Non-Governmental Organizations

Chambet of Commerce & Industry of Tajikistan

In May 1998 the Parliament of Tajikistan adopted the Law “On a Chamber of Commerce
& Industry of Republic of Tajikistan”, which defined the legal status of CCI as well as it
field of activity. CCI is non-state, noncommeszcial organization, conducting its activity.

The main perspective directions of the Camber of Commerce and Industry’s activity are:

¢ active involvement in drafting key legislative and other regulatory norms regarding
soclo-economic development of Tajikistan;

* protection of interests of Tajtkistan CCI member-enterprises;

¢ provision of extended range of the services offered by the CCI for business;
e assistance and support of SME business development;

* establishment of business contracts with foreign partners;

¢ overcoming of administrative barriers to small business development.

National Association of Small and Medium Business

Among the objectives of the Association the most important are:

* lobbying entteprencuts’ intetests;
» organization of business trainings;
¢ search of partners for entrepreneurs.
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