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Key Takeaways 

– Key economies in the Caucasus and Central Asia are recovering on the back of strong 
commodities-led external demand and strengthening domestic demand as COVID-19-
related restrictions are eased. We expect growth will moderate past 2022 as external 
demand and commodity prices stabilize, the pace of cyclical recovery weakens globally, and 
domestic macroeconomic support measures are withdrawn. Several risks to the recovery 
remain relevant, including if pandemic consequences linger, persistent inflation and higher 
interest rates, a change in current commodity price trends, and geopolitical tensions.  

– Caucasus and Central Asia sovereigns share key weaknesses, notably low economic 
wealth levels, weak institutional frameworks, and limitations on monetary policy 
flexibility. Key strengths lie with the energy producers, which see ratings support from 
hydrocarbon endowments and generally enjoy relatively stronger fiscal and external 
positions.   

– The energy transition creates short-term opportunities and long-term risks for producers 
in Central Asia and the Caucasus. The upside--with Kazakhstan as an exception--is that the 
region’s exposure to coal is limited and a large proportion of power generation comes from 
lower-emitting gas. Kazakhstan, Turkmenistan, Uzbekistan, and Azerbaijan are large natural 
gas producers, where low domestic regulated prices help address social issues and support 
local industries. On the other hand, national oil companies will probably face long term risks 
and might struggle to find partners to develop new projects. Moreover, hydrocarbons 
produced in the region are relatively weak in terms of environmental footprint and many 
countries could face pressure in sensitive sectors as they try to raise the low gas prices their 
economies rely upon. 

–  We expect banking sectors in the Caucasus and Central Asia to continue recovering from 
pandemic-related stress, supported by the rebound in economic growth and gradual 
return of economic activities and social mobility. In most regional markets, we expect asset 
quality to stabilize, supporting sector profitability. However, downside to our forecast 
remains. A prolonged period of supply chain disruption and slow restoration of international 
travel and trade might have a negative impact on the economic recovery. Vaccination levels 
in the region are lagging and diverging widely, indicating that the pace of recovery might be 
uneven. Furthermore, regional banking sectors are facing rising inflationary pressures that 
might eventually lead to tightening of current financing conditions, which could hurt weaker 
borrowers and impede asset quality recovery. 
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Macroeconomic Environment  

Caucasus And Central Asian Economies Are 
Overcoming COVID-19 Hurdles Amid A Strong 
Commodities- And Remittance-Led Recovery  
(Editor's Note: The views expressed in this section are those of S&P Global Ratings' economics team. Although these views can 
help to inform the rating process, sovereign and other ratings are based on the decisions of ratings committees, exercising their 
analytical judgment in accordance with publicly available ratings criteria.) 

Nearly two years into the pandemic, COVID-19 cases continue to ebb and flow and vaccination 
rates remain well short of herd immunity for the six countries in the Caucasus and Central Asia 
(CCA-6, hereafter) selected for this report, although they have accelerated recently. Following a 
sharp slowdown in 2020, real GDP among the CCA-6 is expected to expand 4.2% in 2021, on the 
back of strong commodities-led external demand and strengthening domestic demand amid eased 
restrictions (see table 1). Growth is then forecast to average 4% in 2022-2024, as external demand 
and commodity prices stabilize, the pace of cyclical recovery weakens globally, and domestic 
macroeconomic support measures are withdrawn. 

Table 1 

Real GDP Growth 

  2018 2019 2020 2021f 2022f 2023f 2024f 

Armenia 5.2 7.6 (7.4) 6.3 4.6 3.9 3.5 

Azerbaijan 1.4 2.5 (4.3) 4.0 2.0 1.5 1.5 

Georgia 4.8 5.0 (6.2) 7.5 5.5 5.0 4.5 

Kazakhstan 4.1 4.5 (2.6) 3.5 3.6 3.9 3.5 

Tajikistan 7.3 7.5 4.5 6.0 6.1 6.5 7.0 

Uzbekistan 5.4 5.7 1.7 5.0 5.2 5.5 5.5 

Caucasus & 
Central Asia 
(CCA-6) 

4.2 4.7 (2.0) 4.2 3.9 4.1 3.9 

Three CCA 
Energy 
Producers 

4.0 4.5 (1.7) 4.0 3.8 3.9 3.7 

Three CCA 
Energy 
Importers 

5.6 6.4 (3.9) 5.3 4.8 5.0 5.0 

Selected 
Other 

       

U.S. 2.9 2.3 (3.4) 5.7 4.1 2.5 2.2 

Eurozone 1.8 1.5 (6.5) 5.1 4.5 2.2 1.7 

China 6.7 6.0 2.3 8.0 5.1 5.0 4.8 

Russia 2.8 2.0 (3.0) 4.0 2.6 2.0 2.0 

Turkey 3.0 0.9 1.8 8.6 3.3 3.1 3.1 

World 3.6 2.8 (3.4) 5.8 4.4 3.7 3.2 

 
 

Sources: S&P Global Ratings' forecasts, S&P Global Economics, IMF.; Note: (1) Aggregate growth is based on GDP purchasing 
power parity weighted average. 

CCA-6 economies bore the fruit of the re-opening rebound in the first three quarters of the year. 
Of the four countries that experienced a contraction in 2020 (Armenia, Azerbaijan, Georgia, and 
Kazakhstan), Georgia expanded an impressive 14.3% in the first half over the same period last 
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year--putting it on track to surpass 2019 annual average real GDP levels in 2021. Kazakhstan’s 
economy, the largest in the region, likely reached its prepandemic output level in August. 
Azerbaijan and Armenia are set to surpass their 2019 levels in 2022, with Azerbaijan likely sooner 
than later given the favorable near-term oil price dynamics. Implicit in our forecast assumptions is 
that the drag on spending from subsequent COVID-19 waves will not be worse than experienced 
today and continue to wane. 

Mobility rates have somewhat decoupled from containment measures--consistent with the 
global trend. The mix of low vaccination rates and recurrent COVID-19 outbreaks has put steady 
pressure on health care systems in the region. Therefore, social and economic restrictions, albeit 
less stringent than in 2020, have generally remained in place (see charts 1, 2, and 3). Insufficient 
testing and sub-par health care facilities across the region suggest that the true extent of the 
pandemic is likely understated--perhaps severely so for the two lower-middle-income economies 
in the group, Tajikistan and Uzbekistan. However, as the year has progressed, subsequent COVID-
19 waves and upticks in restrictions have had a smaller impact on overall activity than previously. 
More recently, despite the surge in cases from the Delta variant and an uptick in closures and travel 
bans, retail and recreational mobility remained somewhat stable (see chart 4). This indicates that 
the pace of recovery may have only somewhat moderated across the region (and its key trading 
partners including Russia and Turkey) in the third quarter and the beginning of the fourth, without 
an outright contraction. 

Chart 2 Chart 3 

New COVID-19 Cases Per Million  Vaccination Rates 

  
Source: Ourworldindata.org, S&P Global Economics, Data through Nov. 1, 2021. Sources: Ourworldindata.Org, S&P Global Economics, vaccinations per 100 

people, Data through Oct. 31, 2021. 
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Chart 3 Chart 4 

COVID-19 Stringency Index Mobility: Retail and Recreation 

  
Sources: Ourworldindata.org, S&P Global Economics, data through Nov. 1, 2021. 
Note: The stringency index is a composite measure based on nine response 
indicators including school closures, workplace closures, and travel bans, 
rescaled to a value from 0 to 100 (100 = strictest). If policies vary at the 
subnational level, the index shows the response level of the strictest subregion. 

Note: Emerging Market mobility trend is an aggregate of Argentina, Brazil, Chile, 
Colombia, India, Indonesia, Malaysia, Mexico, the Philippines, Poland, Russia, 
Saudi Arabia, South Africa, Turkey, and Thailand. Developed Market mobility 
trend is an aggregate of the U.K., Germany, France, Italy, Spain, the Netherlands, 
Switzerland, Belgium, the U.S., and Canada; Central Asia: Georgia, Kazakhstan, 
Tajikistan; aggregation method used is GDP purchasing power parity weights. 
MA--Moving Average. Data through Oct. 29, 2021. Sources: Google Community 
Mobility Report, S&P Global Economics. 

Oil and gas producers Kazakhstan, Azerbaijan, and Uzbekistan have benefited from higher 
energy prices in 2021 but incremental growth from commodities is likely to be slower from 2022 
as global growth slows and prices stabilize. Energy commodities prices (oil and natural gas) 
currently sit more than 50% above 2017-2019 levels and are inching closer to averages 
experienced back in 2010-2014. Metal prices also reached a nine-year high in the summer before 
giving up some gains in the past two months. Such a marked price recovery has been favorable for 
CCA-6 energy producers' GDP growth and current account balances, indirectly supporting 
confidence and activity in the nonenergy sector (see charts 5 and 6). 

 

Chart 5 Chart 6 

Commodity Exports Mix Key Global Commodity Prices Surged in 2021 

  
Sources: UNCTAD (2021) "State of Commodity Dependence 2021", S&P 
Global Ratings. 

Sources: IMF, S&P Global Economics. Data through September 2021. 

Recovery in oil exports is expected for the rest of this year and the next for Kazakhstan and 
Azerbaijan due to expanded oil production, as the Organization of Petroleum Exporting Countries 
and other major oil producers (OPEC+) agreed to gradually phase out 5.8 million barrels per day of 
production curbs by September 2022. Increased natural gas demand should also help Uzbekistan 
and Azerbaijan’s net exports and investment growth.  
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However, the big increases in CCA-6 energy producers’ trade balances this year are likely to soften 
in 2022 and beyond if, as we expect, energy and metals prices fall back. We recently raised our oil 
price assumptions and now expect Brent to average $65 per barrel (/bbl) in 2022, up from $60/bbl 
previously, before moderating to $55 per barrel in 2023 and beyond as supply picks up. Although 
this is still below the $64/bbl 2019 average.  

For net energy importers Tajikistan, Georgia, and Armenia, reduced travel restrictions and 
increased remittances will play a crucial role in supporting consumption, imports, and tourism. 
The net flow of remittances held up surprisingly well in 2020--with only a slight dip considering the 
global shock. Remittances started to pick up from early 2021, as indicated by the inflows from 
Russia (see charts 7 and 8), and the trend is likely to continue as travel restrictions are lifted for 
migrant workers. This should be particularly beneficial for Tajikistan, since remittances account for 
more than one-fourth of GDP. More generally, reduced pandemic-related travel restrictions will 
help tourism rebound, especially in Georgia where it makes up about 7%-8% of GDP. 

 

Chart 7 Chart 8 

Inward Remittances Remittances From Russia 

  
Sources: World Bank, S&P Global Economics. Note (1) Value in parenthesis 
is remittances as a percent of 2020 GDP. 

Sources: Bank of Russia, S&P Global Economics. Data through second-
quarter 2021 

In our view, for the group's energy producers, average real GDP growth in 2021-2024 will be higher 
than before the pandemic in 2015-2019 (partly given the more favorable situation in energy 
markets this year and the next), while for energy importers average growth will be about the same. 
However, for both groups, this pace is nowhere near enough to bring them back to their 
prepandemic GDP trajectories by 2024 (see charts 9 and 10). 
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Chart 9 Chart 10 

GDP Evolution: Three CCA-6 Energy Producers GDP Evolution: Three CCA-6 Energy Importers 

  
Sources: S&P Global Ratings, Oxford Economics, IMF, S&P Global Economics; 
Note: (1) Aggregate growth is based on GDP purchasing power parity weighted 
average; (2) Energy producers: Azerbaijan, Kazakhstan, and Uzbekistan. 

Sources: S&P Global Ratings, Oxford Economics, IMF, S&P Global Economics. 
Note: (1) Aggregate growth is based on GDP purchasing power parity weighted 
average; (2) Energy importing economies: Armenia, Georgia, and Tajikistan. 

Risks To Forces Shaping The Growth Outlook Could Affect The Region 

In the near term, growth in the CCA-6 could be weaker than we project if the pandemic takes longer 
than expected to abate. Pandemic-related travel restrictions are an important risk for Georgia 
(since tourism makes up about 7%-8% of GDP) and Tajikistan (since remittances from Russia 
account for almost one-fourth of GDP). A prolonged pandemic would also mean related effects, 
notably weaker physical and human capital accumulation, scar growth potential over the medium-
term, if left unaddressed. 

Sharp rises in food and energy prices this year mean none of the countries in the region have below-
central-bank-target inflation. Central banks in all CCA-6 countries, except Uzbekistan, started 
raising policy rates while the recovery remains fragile--highlighting a risk to the bumpy transition 
from recovery-related accommodative policies to generally tighter steady-state expansion policies. 
If inflation proves more persistent, higher interest rates could follow in short order, reducing 
support for private sector demand and threatening to lengthen the recovery to prepandemic levels. 

Chart 11 Chart 12 

Inflation Continued to Trend Above Central Banks' Target 
Range 

Central Banks In The Region Raised Interest Rates in 2021 
Amid Rising Inflation Risk 

  
Sources: Central statistical office of each country, S&P Global Economics. Data 
through September 2021 (Kazakhstan, Uzbekistan and Georgia). 

Sources: Central banks of each country, S&P Global Economics. 

Although the situation appears to be stable currently, investors are wary of geopolitical tensions 
between Armenia and Azerbaijan and of potential Taliban activity in Tajikistan (that shares more 
than 1,300 kilometers of border with Afghanistan), which continue to pose a downside risk in the 
region.  
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Azerbaijan, Kazakhstan, and Uzbekistan are dependent on developments in energy markets. In 
case of a hard energy price pullback, their economic activity could be directly hit, with knock-on 
effects for supporting sectors region-wide. CCA-6 energy importers, albeit more diversified, still 
have significant exposure to commodity cycles, including directly through exports of minerals and 
metals, or indirectly through remittances from migrant workers in oil exporting countries 
(especially Russia). This underscores the region’s vulnerability to a possible subdued outlook for 
commodity prices. 

In the medium to longer term, the changing trade dynamics with China and Europe’s 
decarbonization initiatives pose a risk to the region's current commodity-heavy export led growth 
model. As we mention in our recent paper (see "How Will China's Evolving Economic Model And 
Energy Strategy Affect Trade With Central Asia?" published Oct.18, 2021, on RatingsDirect), 
Kazakhstan and Uzbekistan will see slower future export growth related to China in the medium to 
long term if the latter moves away from energy-intensive and construction-heavy investments. 
However, this process may be partially offset by China’s decarbonization efforts. To achieve its 
carbon neutrality target by 2060, the Chinese government plans to increase the use of renewable 
energy sources, as well as natural gas, at least in the medium term. Kazakhstan and Uzbekistan 
possess significant reserves of natural gas, although the potential to increase natural gas 
production might be challenging, as indicated by a downward trend in recent years. Another risk 
stems from Kazakhstan and Azerbaijan exporting most of their oil to Europe, which could see lower 
demand due to future EU decarbonization initiatives. 

 

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=49599270&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=49599270&From=SNP_CRS
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Sovereigns 
Hydrocarbon Endowments Offer Key Support To Our Ratings On The CCA-6 
Countries 

We assess the CCA-6 as having generally weak institutional and economic profiles (see table 2 and 
"Sovereign Rating Methodology," published Dec. 18, 2017). Our assessments of external, fiscal, and 
monetary flexibility are much more varied. These differences can mostly be summarized as those 
sovereigns that export significant hydrocarbons (Azerbaijan, Kazakhstan, and Russia) are generally 
in a stronger position than those that do not (Georgia, Tajikistan, and Uzbekistan). We note that 
Uzbekistan does produce gas, but mostly for domestic consumption in recent years rather than 
generating significant revenue via exports. Monetary policy flexibility is relatively low across the 
CCA-6 countries. We have included data on Russia, for comparative purposes and because 
individual sovereigns' relationship with Russia is often an important driver of their macroeconomic 
dynamics, policy, and outcomes. Having made some relatively broad statements, in the rest of this 
section we will further compare some of the key characteristics of the individual sovereigns and 
provide a forward-looking view on how we see their credit stories developing.  

Table 2 

Sovereign Rating Score Snapshot 

Issuer Institutional 
assessment 

Economic 
assessment 

External 
assessment 

Fiscal 
assessment: 
budget 
performance 

Fiscal 
assessment: 
debt 

Monetary 
assessment 

Indicative 
rating 

Notches of 
supplemental 
adjustments 
and flexibility 

Sovereign Foreign-
Currency Ratings 

Armenia 5 5 5 3 4 4 b+ 0 B+/Positive/B 

Azerbaijan 5 5 2 1 1 5 bb+ 0 BB+/Stable/B 

Georgia 4 5 5 3 4 4 bb- 1 BB/Negative/B 

Kazakhstan 5 4 2 2 2 4 bbb -1 BBB-/Stable/A-3 

Russia 5 5 1 4 1 3 bbb -1 BBB-/Stable/A-3 

Tajikistan 5 6 5 6 4 5 b- 0 B-/Stable/B 

Uzbekistan 5 5 3 5 2 4 bb- 0 BB-/Stable/B 

Our analysis of sovereign creditworthiness rests on our scoring of five key rating factors: (i) institutional assessment; (ii) 
economic assessment; (iii) external assessment; (iv) the average of fiscal flexibility and performance, and debt burden; and (v) 
monetary assessment. Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). S&P Global 
Ratings' "Sovereign Rating Methodology," published Dec. 18, 2017, details how we derive and combine the scores, and then 
derive the sovereign foreign currency rating. Source: S&P Global Ratings, Sovereign Ratings Score Snapshot, Nov. 3, 2021. 

CCA-6 States Have Relatively Low Levels Of Economic Wealth 

All the CCA-6 states have relatively low wealth levels as measured by GDP per capita. We view 
higher levels of GDP per capita as indicating broader potential tax and funding bases upon which 
governments may draw, which supports creditworthiness. Kazakhstan and Azerbaijan’s 
hydrocarbon wealth supports their higher GDP per capita levels. Chart 13 below shows a clear 
distinction between the group of countries, with poorer nations expanding at a faster rate as they 
play catch-up, improving their capital bases and introducing more advanced technologies and 
working practices. This is a general strategy employed by most developing countries but has 
perhaps been most clearly demonstrated in recent years in Uzbekistan, where President Shavkat 
Mirziyoye has been implementing macroeconomic reforms since coming to power in 2016, 
including increased cooperation, trade, and transport links with neighboring countries. Georgia 
went through a similar process in the early part of the 21st century, which increased wealth levels 
to a similar degree to those in oil-rich Azerbaijan. Only the poorest country in the peer group, 
Tajikistan, is expanding at a rate that we consider significantly stronger than peers. 

Primary contact 

Trevor Cullinan 
Dubai 
trevor.cullinan@spglobal.com 
+971 4372 7113 

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?articleId=&ArtObjectId=10221157&ArtRevId=9&sid=&sind=A&
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Chart 13 

Economic Wealth And Growth Prospects 

 
Source: S&P Global Ratings. 

Tajikistan is notably dependent on remittances from citizens working in Russia given insufficient 
employment opportunities at home (see chart 14). Remittances from Russia to Tajikistan fell 
sharply in 2020 as a result of Tajiks losing employment or being less able to send money home amid 
the COVID-19 pandemic. This highlights the potential volatile nature of this source of income, 
although remittances began to recover in 2021. Uzbekistan is also moderately dependent on 
remittances from Russia, while Armenia and Azerbaijan receive about 1% of GDP in net transfers 
from Russia. Kazakhstan, on the other hand, provides Russia with net remittances, suggesting that 
more Russian’s find employment within Kazakhstan than the other way around. 

Chart 14 

Net Transfers Between Russia And The Respective Countries 

 
Source: S&P Global Ratings, Central Bank of Russia. 
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Hydrocarbon Exports Support The External And Fiscal Positions Of Azerbaijan 
And Kazakhstan 

Notwithstanding the volatility stemming from the market driven nature of oil prices, we expect the 
strong external balance sheets of Azerbaijan and Kazakhstan to remain a core rating strength, 
reinforced by the large amount of foreign assets accumulated in their respective sovereign wealth 
funds, the State Oil Fund of the Republic of Azerbaijan (SOFAZ) and National Fund of the Republic 
of Kazakhstan (NFRK). We estimate external liquid assets will surpass external debt through 2024 
(see chart 15).  

Despite high levels of government concessional debt, Georgia and Armenia have relatively high net 
external debt and financing needs due to wide current account deficits and the relatively high share 
of short-term debt in their banking systems. 

We note that Uzbekistan (85% on average in 2019-2021), Kazakhstan (65%), Tajikistan (45%), and 
Russia (30%) hold sizeable shares of their international reserves in gold. As producers of the 
precious metal, their respective central banks purchase gold with local currency, then sell dollars 
in the local market to offset the increase in reserves from the gold. 

Chart 15 

Net External Position And Financing Needs Average For 2021-2024 

 
Source: S&P Global Ratings. 

The external position depicted in chart 15 above is broadly replicated in the fiscal debt burden and 
cost ratios indicated in chart 16 below. Again, Azerbaijan, and Kazakhstan are in relatively strong 
positions compared with the other CCA-6 countries. However, we note that while Azerbaijan’s net 
government asset position has remained above 40% of GDP since 2015, Kazakhstan’s net asset 
position is trending toward balance, having been close to 40% in 2015. This largely reflects the 
government’s recent policy of liquidating assets in the NFRK to fund ongoing fiscal deficits. We 
expect Kazakhstan’s net asset position to remain at current levels over the period to 2024, since 
the government intends to reduce its fiscal deficits and maintain NFRK assets at about current 
levels. 

Georgia, Armenia, and Tajikistan’s debt is largely on concessional terms, but their servicing cost 
ratios are high due to the low revenue base. The lower revenue base of Kazakhstan, which we 
estimate at 19% of GDP in 2021, compared with Azerbaijan at 32%, is also a factor as to why 
Kazakhstan’s debt servicing ratio is so much higher than Azerbaijan’s.    
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Chart 16 

Fiscal: Debt Burden And Cost 

 
Source: S&P Global Ratings. 

We expect fiscal deficits in Georgia, Tajikistan, and Uzbekistan to remain fairly sizeable (see chart 
17). The chart below shows our preferred measure to illustrate a government's fiscal performance-
-the change in net general government debt--expressed as a percentage of GDP. In contrast with 
the reported deficit, this measure captures the impact of exchange rate movements, the 
recognition of contingent liabilities, and other factors that may be more important than headline 
deficits. Given their low levels of economic wealth, government spending on social and 
infrastructure needs significantly surpasses revenue generating capabilities. Supported by their 
hydrocarbon wealth and investment income from their sovereign wealth funds, we expect limited 
net debt accumulation in Azerbaijan and Kazakhstan.   

Chart 17 

Fiscal: Net GG Debt Flow (Avg. 2021-2024) 

 
GG--General government. Source: S&P Global Ratings 
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Monetary Policy Flexibility Is Relatively Weak In The Region 

There have been significant developments with regards to exchange rate regimes within the peer 
group in recent years. In the wake of sharply falling oil prices starting second-half 2014, the 
Russian ruble depreciated sharply, and has been freely floated since 2015. CCA-6 countries' 
competitiveness is often benchmarked against Russia and so this improvement in Russian cost 
competitiveness, while Azerbaijan and Kazakhstan’s pegged exchange rates were overvalued, led 
to significant pressure on their external positions and a depletion of central bank international 
reserves. In 2015, Azerbaijan and Kazakhstan devalued their currencies and switched to a more 
flexible exchange rate regime. As part of its reform plan, Uzbekistan also devalued its currency in 
2017.We do not view the exchange rate regimes as freely floating. In our view, they are either 
managed floats or soft pegs, with the potential for intervention in the foreign exchange markets by 
the respective central banks. We view central bank independence in the region as relatively limited, 
which, alongside weak domestic banking systems and shallow capital markets, weakens our 
overall assessment of monetary policy flexibility. Levels of financial dollarization are also high 
across the region, limiting the effectiveness of the monetary policy transmission mechanism. 

 

Chart 18 

Selected Peer Group Real Effective Exchange Rate 

 
Source: S&P Global Ratings, Bruegel. 

Inflation has historically remained elevated across the region due to high exchange-rate pass-
through, elevated inflation expectations against the only emerging credibility of regional central 
banks, and high state control of economies. However, more recently, most sovereigns have been 
able to contain inflation, also due to improved monetary policy frameworks. Inflationary pressures 
in 2021 driven by higher fuel and food prices, supply chain disruptions, and a stronger economic 
rebound, have prompted most regional central banks to start tightening their policies. We expect 
inflation to moderate in all sovereigns from 2022. 
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Chart 19 

CPI Inflation (Average 2021-2024) 

 
CPI--Consumer price index. Source: S&P Global Ratings. 

Highly Centralized Decision-Making And Geopolitical Tensions Are Common In 
The CCA-6 Peer Group 

The effectiveness and predictability of policy making in the region is relatively weak due to only 
emerging public institutions, characterized by weak checks and balances. Respect for the rule of 
law is generally not assured due to high levels of perceived corruption and interference by political 
institutions in the free dissemination of information. Moreover, for most sovereigns, especially in 
Central Asia, there is short or no track record of genuine power transition, with generally high power 
succession risks. One other factor that frequently results in credit stress is the exposure of CCA-6 
sovereigns to external security and geopolitical risks.  

– Following a six-week-long war between Azerbaijan and Armenia that broke out in late 
September 2020, both countries agreed to a ceasefire, brokered by Russia, that took effect 
on Nov. 10, 2020. Our base-line expectation is that the ceasefire will hold, supported by 
Russia's peacekeeping operations. We do not expect a return to a full armed 
confrontation. However, a sustainable political solution to the long-standing conflict has 
yet to appear. 

– You will have also noticed the lack of data on remittances from Russia to Georgia in chart 
14. This is due to continuing poor diplomatic relations following a brief war between the 
two countries in 2008. Georgia lost control of South Ossetia and Abkhazia, regions it had 
previously considered part of its territory. The Georgian government considers these 
regions under military occupation by Russia.  

– Tajikistan has been embroiled in a low-level conflict with neighboring Kyrgyzstan for 
several years. In late April 2021, a sporadic outbreak of violence involving citizens and the 
military of both countries broke out at the Tajik-Kyrgyz border and was resolved by a 
ceasefire in early May. Domestic security risks have also been heightened by the Taliban 
taking control of two Tajik-Afghan border crossings in June, Sher Khan Bandard and 
Ishkashim, prompting President Rahmon to request military assistance from the Russian-
led Collective Security Treaty Organization (CSTO) and to order the mobilization of 20,000 
Tajik troops along the southern border. In our view, the potential escalation of insurgent 
activity along the Tajik-Afghan border remains a threat to Tajikistan's domestic stability. 

– The election of Shavkat Mirziyoyev as president of Uzbekistan saw an improvement in 
Uzbek-Tajik relations, as well as relations between the country and its neighbors in 
Central Asia.  

– Geopolitical tensions with the U.S. and EU and the subsequent risk of tighter sanctions 
remain one of the key sources of credit stress for Russia. 
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Corporates 
The Energy Transition Creates Short-Term Opportunities And Long-Term Risks 
For Producers In The CCA-6 

Hydrocarbons dominate the energy balance of most economies in the Caucasus and Central Asia, 
while the share of wind and solar is low. For Kazakhstan, Azerbaijan, Uzbekistan, and 
Turkmenistan, hydrocarbons also account for a large part of GDP, exports, and government 
revenue. Local environmental, social, and governance (ESG) regulations are emerging, and some 
countries, notably Kazakhstan and Uzbekistan, are working on national decarbonization plans. 
Still, it would take time for emerging government strategies to trigger more specific policy steps, 
regulations, and capital expenditure (capex) plans (e.g. so far investments in renewable generation 
or grid development have been limited). This implies a limited short-term impact on corporate 
business models and financials. 

A relative positive for most regional economies, except for Kazakhstan, is that exposure to coal is 
limited and a large proportion of power generation comes from lower-emitting gas. Kazakhstan, 
Turkmenistan, Uzbekistan, and Azerbaijan are large natural gas producers, where low domestic 
regulated prices help address social issues and support local industries. On the other hand, low 
local prices can slow decarbonization since it reduces the economic appeal of renewables and 
energy saving. We believe that Central Asia is yet to unlock its significant potential for wind and 
solar, and social considerations will be key. The impact on utilities will depend on whether 
investments in renewables and grids are covered with state funding or company-level debt.  

Turkmenistan, Uzbekistan, and to a lesser extent Kazakhstan, are well positioned to export their 
gas to China, one of the world’s largest and fastest expanding gas markets, while Azerbaijan is 
expanding exports to the dynamic markets of Turkey and Southern Europe. Still, because of the 
region's mostly landlocked position, the focus is on pipeline supplies, and liquified natural gas 
(LNG) flexibility is not an option. Countries like Tajikistan and Kyrgyzstan can also benefit from 
increasing gas transit. That said, this window will not last for long, since energy consumption 
growth in China will likely slow.   

We believe that apart from these opportunities, energy transition will also bring challenges for oil 
and gas producers in the region.  

Firstly, hydrocarbon producing countries may face obstacles increasing production. The pipeline of 
greenfield projects in Kazakhstan and Azerbaijan is limited. This reflects two main factors: high 
capex required and above-average operating costs; and oil majors' strategy to gradually reduce 
production and exit many of the emerging markets where they are currently present. National oil 
companies in the CCA-6 countries might therefore struggle to find partners for these projects that 
would have relevant expertise and financial resources. 

Secondly, hydrocarbons produced in the region have relatively weak positioning in terms of their 
environmental footprint. Even Scope 1 (direct) emissions are relatively high in a global comparison, 
reflecting the high percentage of mature fields and use of flaring. Scope 3 emissions (indirect in the 
value chain) will likely be even higher, accounting for in many cases longer transportation routes.   

Thirdly, many CCA-6 economies rely on low gas prices--in some cases 10x less than current prices 
and at least 2x less than what we expect in Europe or China in the next decade. As some countries 
gradually raise domestic prices, this will pressure more sensitive sectors of the national economy. 
Governments therefore need to find a shaky balance to allow decent profits but within the 
economy’s and population’s capacity to absorb higher prices. 

Finally, in many of these countries, production of oil and coal involves social risk. The monocities 
close to hydrocarbon production facilities were built specifically for the purpose of creating jobs in 
these otherwise lower-inhabited areas. It will therefore be a challenge for governments to manage 
potential closures and avoid social unrest. Still, this is a long-term risk. The current rally in metal 
prices is also largely driven by the energy transition, which is supportive of local mining and metals 
production in Kazakhstan and Uzbekistan. 
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Recent Years Allowed Many CCA-6 State-Owned Corporates To Test 
Government Support Mechanisms 

In most Caucasus and Central Asian countries, governments remain quite heavily involved in 
domestic economies. Our ratings therefore factor a meaningful likelihood of extraordinary 
government support. However, the latter varies significantly between government-related entities 
(GREs). Recent years have provided a good opportunity to test the effectiveness and timeliness of 
state support mechanisms available to GREs. 

Our main conclusion from this period is that the importance of a company’s operations for a 
particular government does not always translate into timely support. Many entities enjoy strong 
ongoing support in the form of subsidies, tax benefits, and capex co-financing. But when it comes 
to arranging support in extraordinary circumstances, other factors come into play. In reality, 
whether the GRE receives timely support depends on the government’s perception of the 
implications of a GRE’s default on its reputation and the efficiency of state support mechanisms. In 
our analysis, we put a lot of weight specifically on the monitoring of signs of financial distress by 
the government, decision-making processes, selection of particular instruments, and the 
timeliness of their implementation.  

In December 2015, Azerbaijan Railways delayed a payment on one of its commercial loans for three 
days because management was late in asking for the government’s aid before the bureaucratic 
procedure of approving a new loan from the Ministry of Finance kicked in. We found these concerns 
to be wider than related to just one entity, so afterward we reviewed the support for all Azerbaijani 
GREs, including Azerenerji (despite all its borrowings being owed to the state or guaranteed by the 
state) and State Oil Co. of Azerbaijan Republic (SOCAR), revising our scores down by one category 
for each. The default of International Bank of Azerbaijan in 2017 raised further questions as to the 
effectiveness of state support.  

In some other cases, the GRE received support on time to avoid a default, but only a few days before 
a large maturity, leading us to question the mechanisms. This was seen in the cases of Kazakhstan 
Temir Zholy (KTZ) and Samruk-Energy, when both companies' management relied on their own 
efforts to address upcoming large maturities back in 2017. The companies started discussing 
support with the government just months before the maturity date, which we found risky and 
stressful for their liquidity. Instead of direct subsidies, guarantees, and equity injections the 
support arrived in the form of loans from the state or state-owned banks as well as interest-rate 
subsidies. These factors combined led us to revise the support for some Kazakhstani GREs to a 
lower level in the past few years: 'high' (from 'very high') for KTZ; 'moderately high' (from 'high') for 
Samruk-Energy before the rating was withdrawn in 2018; and 'high' (from 'very high') for 
KazMunayGas (KMG).  

At the same time, our current views on state support for CCA-6 GREs have been evolving. Recently, 
we concluded the Kazakhstani government has learned some lessons from financial market 
challenges. Notably, understanding the reputational risks of a theoretical default for the sovereign 
and economy, the government has created a special commission to monitor GREs’ external debt 
and recognize potential signs of financial stress. Based on this and given statements by 
government officials on the readiness to step in if needed, we concluded earlier in 2021 that state 
support had improved, at least for the GREs with an almost certain likelihood of support in the 
country, and equalized our ratings on Samruk-Kazyna and Development Bank of Kazakhstan with 
the sovereign rating. However, we highlight that the government has tolerated rather high debt 
levels at individual GREs, and the support approval process remains generally cumbersome, time-
consuming, and bureaucratic--and in the end very entity specific. In turn, for the likes of KTZ, 
Kazakhstan Electricity Grid Operating Co. (KEGOC), and KMG we continue to assess which state 
financial aid measures are available and individual commitments the government has made to a 
particular entity. KMG, for example, is currently undergoing a reformation, which implies the 
transfer away of one its largest subsidiaries (KazTransGas [KTG], national gas operator and 
infrastructure player) to Samruk-Kazyna. This brings into question KMG's future role in the 
hydrocarbon sector and its general importance for the state (given it’s less than 25% share of the 
country’s oil production currently). 
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Volatile Access To International Capital Markets, High Interest Rates On Local 
Debt, And Devaluation Of National Currencies Are Important Challenges For 
Issuers In The Caucasus And Central Asia. 

External debt denominated in foreign currencies remains a major source of vulnerability for many 
companies in the CCA-6. The limited capacity of local capital markets has historically pushed CCA-
6 issuers to consider issuance on the international capital markets, even if they generate cash 
inflows in local currency. As hedging options are either unavailable or very expensive, companies 
must accept this risk, relying on the stability of the exchange rate. Still, we see a mismatch between 
operating cash flow and liability currencies as a risk to credit quality that increases during 
economic downturns. Over the past 10 years, we saw meaningful local currency devaluations in 
many CCA-6 markets, including Russia, Kazakhstan, and Azerbaijan, which had a pronounced 
impact on large domestic players' leverage. For example, in December 2015, among other anti-
crisis measures, Azerbaijan removed its currency peg, which resulted in an about 32% devaluation 
of the Azerbaijan manat (AZN) against major foreign currencies. This directly hit the credit quality 
of vertically integrated electricity utility Azerenerji because roughly 80% of its debt was exposed to 
foreign exchange risk. Subsequently, we revised down our assessment of Azerenerji's stand-alone 
credit profile to 'ccc+' from 'b' because of a significant rise in leverage (debt to EBITDA above 9x 
versus 6x) and an unsustainable capital structure. 

Having learned their lessons, some of the most affected companies have worked on improving their 
debt composition by refinancing existing foreign debt with liabilities in local currencies or those 
that correlate to them. For example, KTZ, the national railway operator in Kazakhstan, has reduced 
the proportion of hard currencies in the debt portfolio to about one-third currently, from 70% in 
2018, by refinancing about $1 billion of notes with Kazakhstani tenge and Russian ruble debt.  

The latter has become an increasingly popular trend, since the ruble generally correlates well with 
tenge and some other currencies in the region. This reflects close ties between Russia and the 
countries of the Caucasus and Central Asia. Over the past few years, China and, to a lesser extent, 
Korea were very active in the region, having increased their exposure to Kazakhstan, Uzbekistan, 
and Tajikistan. There were hopes that Chinese banks could become a major source of funds for 
local corporates. However, the reality was different, since Chinese banks were mostly only 
interested in financing projects with strong Chinese links, be it export opportunities to China or 
joint ventures with Chinese companies. Instead, Russian banks became a good source of funding 
for CCA-6 corporates, which also helped to partly offset foreign exchange exposure. Refinancing or 
initial borrowing in rubles is an attractive option for some CCA-6 issuers because Russian banks 
offer lower rates compared to local banks. For example, loans in rubles for five-year funding may be 
on average 3%-5% cheaper than tenge debt, while both currencies historically have shown similar 
depreciation trends, which reduces foreign exchange risk for borrowers. 

Good transparency, established governance, and clear government support mechanisms allow for 
positive differentiation. Although the business and financial characteristics of many CCA-6 
companies operating in the same sector might be very similar, soft factors play an important 
differentiating role. Investors value companies that have an established track record, good 
transparency and disclosure, and generally offer more predictability. These factors might even 
offset somewhat higher leverage and still result in lower yields. Several Georgian companies 
particularly stand out in this respect. For example, in June 2021, Georgian Railway issued a $500 
million seven-year unsecured green Eurobond--accompanied with a green framework alignment 
opinion--at a 4% interest rate, which is low for a 'B+' rated company in an emerging market. On the 
contrary, investors have higher yield expectations for issuers in Azerbaijan and Uzbekistan. 

Uzbekistan’s Largest Corporates Are Well Placed To Raise Debt On 
International Capital Markets, Despite Only Emerging Governance  

Uzbekistan plans to continue expanding at above-average rates, as the government aims to 
diversify its economy and increase its export potential. The country’s largest corporates are on the 
forefront of these initiatives. There are multiple large projects in the pipeline for the next three-to-
five years, including the $3.6 billion construction of the Yoshlik mine by Almalyk MMC, $1.8 billion 
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Shurtan Gas Chemical Complex expansion by Uzbekneftegaz, about $0.4 billion Global Emerging 
Markets project by UzAuto Motors, $1.8 billion for the remaining capex program at Uzbekistan 
Railways, and an estimated $11 billion nuclear power plant project between Russia and 
Uzbekistan, to name a few. Overall, we expect more than $80 billion of capital investments from the 
corporate sector will require financing in 2021-2023, mostly via international debt. The $300 million 
bond issued by UzAuto Motors will likely be followed by several other transactions. 

Some countries, like Uzbekistan are also embarking on wider privatizations and reforms to spur 
investment. Nine of the 10 largest taxpayers in the country, accounting for about 65% of tax income 
as of year-end 2020, are fully state owned. The government has already announced a plan to list its 
largest GREs, which resembles Kazakhstan's path a decade ago. To attract foreign investors, the 
Uzbekistani government is targeting economic liberalization through measures like a more 
simplified tax system and opening the market to greater competition. From a business and 
financial perspective, many Uzbekistani corporates are already well positioned globally, due to 
their good quality asset base and low costs. Still, we believe that many corporates are not yet fully 
prepared for an international listing because they are only developing their governance and 
currently demonstrate undeveloped financial management. The companies are therefore planning 
to improve their transparency and disclosures and adding independent directors, which should 
allow them a robust footing in international equity and debt markets. 
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Banks 
Armenia's Banking Sector Has Weathered The Twin Shocks Of The Pandemic 
And The Regional Military Conflict 

We recently revised upward our real GDP growth forecast for Armenia to 6.3% in 2021 and an 
average of 4.3% in 2022-2023, driven by robust exports and private consumption. This follows a 
7.4% contraction in 2020 that was a result of the COVID-19 pandemic and exacerbated by the 
conflict related to Nagorno-Karabakh. In our view, the Armenian economy and banking sector have 
weathered the impact of this twin shock without jeopardizing macroeconomic stability, despite 
substantial external pressures.  

Stabilization of the macroeconomic and fiscal environment in Armenia should reduce risks for the 
banking system and create a more favorable operating environment for banks. For 2021-2022, we 
expect the Armenian banking system's economic and industry risks will remain at current elevated 
levels. We think that nominal loan growth in the system will moderate to about 5%-10% in 2022 
following a contraction in new lending in first-half 2021. We anticipate that nonperforming loans 
(NPLs; Stage 3 loans and foreclosed real estate assets) in the banking system could increase up to 
7%-8% in 2021-2022, while cost of risk will decline to about 2% compared with about 3% in 2020. 
NPLs reduced to 6.1% as of mid-year 2021 from the peak of 7.5% at Feb. 28, 2021. 

Armenian banks face high credit risk because 45% of loans are denominated in foreign currencies 
(including 19% of retail loans), while retail borrowers and many companies are not able to hedge 
currency risk. In our view, the banking system will remain highly dollarized over the next few years. 
Even though we expect the extent of dollarization in Armenia to reduce, we think over 40% of loans 
and deposits will still be denominated in U.S. dollars by year-end 2022, a higher level than in peer 
countries. 

Funding stability will remain a point of vulnerability for the banking sector. Nonresident deposits, 
mainly from the Armenian diaspora, accounted for about 23% of total domestic deposits as of 
September 2021. Since year-end 2020, we have observed a 15% outflow of nonresident deposits 
due to the uncertain economic and political environment. We consider these more at risk of being 
withdrawn and taken outside the country than residents' deposits during times of stress. 

 

Chart 20 Chart 21 

Armenia: NPLs And Credit Losses Armenia: Domestic Loans As A Percent Of GDP and Loan 
Growth 

  
Source: S&P Global Ratings, Central Bank of Armenia. NPL--
Nonperforming loan. F--Forecast. 

Source: S&P Global Ratings, Central Bank of Armenia. F--Forecast. YoY--
Year on year. 
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Azerbaijan's Banks Will Continue To Face A Challenging Operating Environment 
In The Next Two Years 

We expect the economy to recover to 4% growth in 2021 and average 1.7% growth over 2022-2024 
after a 4.3% contraction in 2020. In addition to the pandemic-related stress, elevated pressure 
from the recent military conflict over Nagorno-Karabakh will partially offset the positive effect of 
increased oil prices and recovery in nonoil sectors. We see relatively higher oil prices and a pickup 
in nonhydrocarbon revenue as the pandemic's effects abate, supporting fiscal revenue. At the same 
time, general government expenditure will rise to higher levels than previously assumed, largely 
due to the government's planned reconstruction measures and increased funds dedicated to 
defense and national security.  

Challenging operating conditions will weigh on the banking sector's business growth and earnings 
prospects. These, combined with persistent external vulnerabilities, could further impact banks' 
capital buffers and asset quality. For 2021-2022, we expect that Azerbaijani banks' new lending 
will remain slow. We anticipate that banks' credit costs will likely remain at about 2.5%-3.0% of 
their average loan books, compared with an average of 3.2% over 2015-2019. We expect continued 
pressure on asset quality with NPLs increasing and banks' profitability eroding over the next two 
years. We assume that reported NPLs may rise to 10% in 2021 from about 6% at year-end 2020, as 
officially reported. At the same time, owing to the notable shadow economy, the official numbers 
might not correctly reflect the debt-servicing capacity of economic agents and the true level of 
problem loans. As about 50% of total domestic deposits are denominated in foreign currency, high 
dollarization of customer deposits continues to exacerbate currency and credit risks in the banking 
sector. 

Downside risks remain mainly due to uncertainty of the pandemic's duration and its impact on 
economic activity. Reduced economic activity and pandemic-related restrictions could exert 
additional pressure on the economy, specifically the trade, tourism, retail, and hospitality sectors. 
This, in turn, might further pressure asset quality in the sector. 

 

Chart 22 Chart 23 

Azerbaijan: NPLs And Credit Losses Azerbaijan: Domestic Loans As A Percent Of GDP and Loan 
Growth 

  
Source: S&P Global Ratings, Central Bank of Azerbaijan. NPL--
Nonperforming loan. F--Forecast. 

Source: S&P Global Ratings, Central Bank of Azerbaijan. F--Forecast. YoY-
-Year on year. 
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Georgia's Good Banking Regulation And Economic Growth Rebound Will 
Underpin The Sector's Recovery 

We expect that a rebound in economic growth in 2021-2022 will continue supporting banking sector 
recovery. In our view, the good institutional framework, flexible economy, and international support 
will allow the banking sector to withstand the consequences of pandemic-related stress and return 
to stronger growth and profitability. We forecast GDP will rebound to 7.5% growth in 2021, after a 
6.2% contraction in 2020. Given that tourism is an important contributor to the Georgian economy, 
resumption of international travel is important to spur a rebound. This will depend on pandemic 
containment measures, including the efficiency of vaccination campaigns globally and in Georgia. 

After years of rapid credit growth (almost 20% per year over 2015-2020), we expect new lending will 
remain subdued in 2021-2022. This will be in anticipation of the reintroduction of currency-induced 
credit risk buffers temporarily waived by the National Bank of Georgia (NBG) in 2020 and reflects 
limited debt service capacity from corporate and individual borrowers. We expect that cost of risk 
will continue to normalize toward 2% in 2021 and further to 1.5% in 2022, from 3.3% observed in 
2020. Following a push from the regulator, banks created substantial new provisions of 
approximately 3.4% of their portfolios in first-quarter 2020.  

Overall, we consider Georgia's regulation, which is better than that in regional peer countries, 
supports banks' resilience to stress. The NBG has been successfully addressing increased risks 
related to the volatile macroeconomic environment over the past few years. Introduction of 
measures to limit aggressive growth in retail lending in 2018 and the requirement for banks to keep 
additional capital buffers for currency-induced credit risk are among the examples of successful 
regulatory actions that supported sector stability.  

At the same time, dollarization in the sector remains high compared to peers. Despite the NBG's 
efforts to decrease dollarization over recent years, banks entered the pandemic-related shock with 
55% of their loan books denominated in foreign currency, which represents extra potential 
pressure on asset quality. Moreover, volatile investor confidence toward emerging markets and 
possible spillover effects from Turkey could result in increased Georgian lari exchange rate 
volatility and will likely hinder the NBG's efforts to reduce dollarization. 

 

Chart 24 Chart 25 

Georgia: NPLs And Credit Losses Georgia: Domestic Loans As A Percent Of GDP and Loan 
Growth 

  
Source: S&P Global Ratings, National Bank of Georgia. NPL--
Nonperforming loan. F--Forecast. 

Source: S&P Global Ratings, National Bank of Georgia. F--Forecast. YoY--
Year on year. 
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Economic Growth Will Support Recovery In Kazakhstan's Banking Sector 

We forecast Kazakhstan's economy will expand 3.5% in 2021, supported by the government's 
accommodative fiscal stance and higher oil prices and production. Kazakhstani banks should 
continue benefitting from economic recovery. Although the economy contracted 2.6% in 2020, the 
impact on the banking sector was milder than we initially expected, due to only moderate lending 
growth in previous years, as well as various government support measures. As a result, systemwide 
credit costs in 2020, at 2.3%-2.5%, were significantly below our previous expectations. In our view, 
the adverse impact of the long-lasting correction phase in the sector has moderated, and we now 
expect credit costs of about 1.5%-2.0% in 2021-2022, although potential downside risks remain 
high. 

Furthermore, we acknowledge that banks have made significant progress in reducing the stock of 
legacy problem loans originated before 2020. The stock of problem loans in the sector has reduced 
significantly over recent years, due to massive write-offs of legacy problem loans in 2021, and 
banks' proactive approach to collateral repossession and further collateral sales over the past 
three years. However, there is a risk that Kazakhstani banks see an increase in new problem assets 
over the next two years. This could be related to slower than currently expected economic recovery 
or delayed recognition of problem loans related to the pandemic.  

Over the past 10 years, the banking sector underwent significant reshuffling, and the number of 
banks reduced to 23 from more than 40. We believe that stronger players managed to increase their 
market presence while weaker players found it difficult to survive. As a result, concentration is high, 
with the top-five banks constituting almost 70% of banking sector assets. We consider that the 
banking sector's structure has stabilized and do not expect any further significant mergers or 
license withdrawals. In our view, technological innovation has been impacting the sector in the 
same way we see in other markets. However, we think that banks are well positioned in the 
financial sector, to a large extent protected by regulation, and have been investing in technological 
innovation in recent years. This means that new entrants--especially fintech players--do not pose a 
material threat to the established positions of existing banks in the near term.  

In our view, banking sector regulation and supervision in Kazakhstan remain a weakness in a global 
context. Over the past decade, the banking regulator was more reactive than proactive in dealing 
with problems, resulting in several defaults of banks, including systemically important ones. We 
assess governance and transparency in Kazakhstan's banking industry as weak, mostly due to 
weaker ownership and governance standards in an international context. Specifically, we believe 
that the business stability of many banks is reliant on the business and political connections of 
their owners. Also, banking authorities' recent steps to deepen supervision and prevent banks from 
taking excessive risks are to be tested as they start actively expanding their lending books. 

Chart 26 Chart 27 

Kazakhstan: NPLs And Credit Losses Kazakhstan: Domestic Loans As A Percent Of GDP and Loan 
Growth 

  
Source: S&P Global Ratings, National Bank of Kazakhstan. NPL--
Nonperforming loan. F--Forecast. 

Source: S&P Global Ratings, National Bank of Kazakhstan. F--Forecast. 
YoY--Year on year. 
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Uzbekistan's Banking Sector Is Demonstrating Resilience To Pandemic-
Related Stress  

We expect that Uzbekistan's banking sector will continue to show resilience to pandemic-related 
stress over the next two years. GDP growth of about 5.0% in 2021 and 5.2% in 2022, with inflation 
remaining at about 11.0% over 2021-2022, will support lending growth. At the same time, we 
anticipate that credit growth will moderate to 20%-25% in 2021-2022 from about 30% in 2020 due 
to more stringent regulatory requirements and the more stable local currency exchange rate. We 
consider that the ongoing macroeconomic recovery and the low penetration of retail lending in 
Uzbekistan (with below 10% of household debt to GDP in 2021, among the lowest in its peer group) 
are the two main factors that represent potential for lending demand growth in the next few years.  

We believe that credit costs will remain elevated at about 2.0% in 2021-2022. This is an 
improvement from 2.6% in 2020, but still higher than the 1.6% average for 2016-2019. We expect 
that NPLs under local standards will increase slightly above 4% of total loans in 2021-2022 (versus 
about 2% in 2020). We note that this year statutory NPLs peaked at 6.2% as of Aug. 1, 2021, and 
have been declining since. Stage 3 loans under International Financial Reporting Standards 
amounted to 4% as of year-end 2020, and we expect them to be at 4-6% in 2021-2022. 

The competitive environment in the banking sector will remain tough in 2021-2022 and particularly 
challenging for small and midsize banks. The government's high intervention in state-owned banks’ 
decision-making processes, the regulator's selective approach to supervision, and a complex 
competitive landscape dominated by state banks, represent some of the main challenges in the 
market. We continue to see high levels of foreign-currency denominated loans, at almost 50% of 
total loans in 2021, as a potential source of risk for the banking sector. However, we acknowledge 
that some of this exposure is to export-oriented companies and state-related companies that 
might enjoy some forms of government support in case of stress. We expect that the largest state-
owned banks will continue benefitting from their stronger positions in the market, and their 
relatively strong profitability will remain supportive of that in the wider sector. 

The funding profiles of Uzbekistani banks are largely stable, supported by funding from the state, 
growth in corporate and retail deposits, and, more recently, an increase in external funding. 

 

Chart 28 Chart 29 

Uzbekistan: NPLs And Credit Losses Uzbekistan: Domestic Loans As A Percent Of GDP And Loan 
Growth 

  
Source: S&P Global Ratings, Central Bank of Uzbekistan. NPL--
Nonperforming loan. F--Forecast. 

Source: S&P Global Ratings, Central Bank of Uzbekistan. F--Forecast. Y--
Year on year. 
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