Approved by the Resolution of
the Government of Tajikistan
from April 3, 2007, No. 167

POVERTY REDUCTION STRATEGY

OF THE REPUBLIC OF TAJIKISTAN

FOR 2007-2009



1. INTRODUCTION 6

2. RESULTS OF IMPLEMENTATION OF THE PRSP FOR 2002-2006 7
2.1. POVERTY IN TAJIKISTAN: CURRENT STATUS, DYNAMICS AND PRINCIPAL PROBLEMS .......cc0ceevveereeireereeneenne 7
2.2. PSRP: LESSONS LEARNED .......ccotiettiireeeeereeiseeesseeseeeseeeseeeseassseeseesssessssessessssessessssssesssessssessssssessssnsesnssenses 12

3. GOALS AND KEY DIRECTIONS OF THE PRS POLICY FOR 2007-2009 16

4. ESTABLISHMENT OF THE GENERAL CONDITIONS FOR DEVELOPMENT (FUNCTIONAL

BLOCK) 20
4.1. PUBLIC ADMINISTRATION REFORM ......cccvievievieireeseaeseeiseeesseesseeseesseesseesssesssesssesssessessssessssssessssesssssnsessesnns 20
4.2. MACROECONOMIC DEVELOPMENT .......cciuiitietieiteeiteeereeiseeesseeseeseeseeseesssesssesssesssessessssesssssssesssesssssnsesssesnnes 22
4.3. IMPROVEMENT OF THE INVESTMENT CLIMATE, DEVELOPMENT OF THE PRIVATE SECTOR AND
ENTREPRENEURSHIP .......ccoviiitiiiteeeteeeteeeteeeseeseeeseeseesseeseeessessseesesassessssansseseessensssasseasseesessssesnsseseesesnsseseesssesseen 24
4.4. DEVELOPMENT OF REGIONAL COOPERATION AND INTEGRATION INTO THE GLOBAL ECONOMY .................. 27

5. PROMOTION OF SUSTAINABLE ECONOMIC GROWTH (PRODUCTION BLOCK).....cccceeeeueennee 30
5.1. DEVELOPMENT OF INFRASTRUCTURE, ENERGY AND INDUSTRY .....ccveeeirreeireeeeireeeeeeeeiteeeeiseeeeseeeeneeseseeesnes 30
5.2. FOOD SECURITY AND DEVELOPMENT OF THE AGRICULTURAL SECTOR ......ccceeevveeeveeeerreeereeeeeeeeeseeeeveeeennens 37

6. DEVELOPMENT OF HUMAN POTENTIAL (SOCIAL BLOCK) 40

6.1. DEVELOPMENT OF THE EDUCATION SYSTEM AND SCIENCE .....c.ucoeutiiuiiitieinieereieeeeeseesseeeseesseessseessesnseesssanseens
6.2. DEVELOPMENT OF THE HEALTH CARE SYSTEM
6.3. IMPROVEMENT OF SOCIAL WELFARE.......c...ccccvvevueenn.

6.4. EXPANSION OF ACCESS TO WATER, SANITATION AND HOUSING AND MUNICIPAL SERVICES
6.5. PROMOTION OF ENVIRONMENTAL SUSTAINABILITY ...ccuvveivieiteeitieereeneeeeseeeneeseenseenseesseesssessseeseeseenseessessseens
6.6. PROMOTION OF GENDER EQUALITY ....ccvveetveitveeeiereeseeeseeeseeeseeesseesseeseesesnssesseessesssssssssnsesnsesssssssessseesseeseens

7. FINANCING OF PRS IMPLEMENTATION 59
8. MANAGEMENT OF PRS IMPLEMENTATION AND MONITORING 69
APPENDIX 1. ACTIVITY MATRIX FOR 2007-2009 77
APPENDIX 2. MONITORING MATRIX 158
APPENDIX 3. PRS PRIORITIZATION PRINCIPLES 246
APPENDIX 4. PARTICIPATION IN THE DEVELOPMENT OF THE NDS/PRS 249




AAS
ACA

ACEC

ADB
AIDS
ALGC

AS
ASMC

BFHI
CCI
CES

CF
CFWA

CIDA
CS
CSA
CSIP
CYST

DFID
DWC
EAP
EBRD
EC
ECHO
ECO
EMIS
EU
FAO
FDI
GBAO
GDP
GF
GIS
GTC
HIV
HPP
[AEA
IAS
ICPWB
IDA
IDB

Table of Acronyms
Academy of Agricultural Sciences
Agency for Construction and Architecture under the Republic of Tajikistan
Government
Agency to Combat Corruption and Economic Crimes under the President of
the Republic of Tajikistan
Asian Development Bank
Acquired Immunodeficiency Syndrome
Agency for Land Use, Geodesy and Cartography under the Republic of
Tajikistan Government
Republic of Tajikistan Academy of Sciences
Agency for Standardization, Metrology, Certification and Trade Inspection
under the Republic of Tajikistan Government
Baby-Friendly Hospital Initiative
Chamber of Commerce and Industry
Committee on Emergency Situations and Civil Defence under the Republic
of Tajikistan Government
Catalytic Fund
Committee on Family and Women’s Affairs under the Republic of
Tajikistan Government
Canadian International Development Agency
Customs Service under the Republic of Tajikistan Government
Civil Service Administration
Centralized State Investment Programme
Committee on Youth Affairs, Sports and Tourism under the Republic of
Tajikistan Government
Department for International Development (United Kingdom)
Dushanbe Water Canal
Executive Administration of the President of the Republic of Tajikistan
European Bank for Reconstruction and Development
European Commission
European Community Humanitarian Office
Economic Cooperation Organization
Education Management Information System
European Union
United Nations Food and Agriculture Organization
Foreign direct investment
Gorno-Badakhshan Autonomous Region
Gross Domestic Product
Global Fund to Fight AIDS, Tuberculosis and Malaria
Geographical Information System
German Technology Centre
Human Immunodeficiency Virus
Hydropower plant
International Atomic Energy Agency
International Accounting Standards
International Committee of Pharmacists without Borders
International Development Association
Islamic Development Bank



IFC International Finance Corporation

ILO International Labour Organization

IMF International Monetary Fund

IPEC International Programme on the Elimination of Child Labour

ITC International Trade Centre

JICA Japan International Cooperation Agency

Kfw German Development Bank

KhMK Khochagii Manziliyu Kommunali state unitary enterprise

KwWC Khujand Water Canal

MA Monitoring and assessment

MAEP Republic of Tajikistan Ministry of Agriculture and Environmental
Protection

MDGs Millennium Development Goals

MEDT Republic of Tajikistan Ministry of Economic Development and Trade

MEI Republic of Tajikistan Ministry of Energy and Industry

MFA Republic of Tajikistan Ministry of Foreign Affairs

MGA Main Geology Administration under the Republic of Tajikistan Government

MIA Republic of Tajikistan Ministry of Internal Affairs

MICS Multiple Indicator Cluster Survey

MLSW Republic of Tajikistan Ministry of Labour and Social Welfare

MOE Republic of Tajikistan Ministry of Education

MOF Republic of Tajikistan Ministry of Finance

MOH Republic of Tajikistan Ministry of Health

MOJ Republic of Tajikistan Ministry of Justice

MRWR Republic of Tajikistan Ministry of Reclamation and Water Resources

MTBF Medium-Term Budget Framework

MTC Republic of Tajikistan Ministry of Transportation and Communications

NASMB National Association of Small- and Medium-Sized Business

NBT National Bank of Tajikistan

NDS National Development Strategy

NGO Non-governmental organization

OPEC Organization of Petroleum Exporting Countries

OSCE Organization for Security and Cooperation in Europe

OSI Open Society Institute of the Soros Foundation

PIP Public Investment Programme

POP Persistent organic pollutants

PPP Purchasing power parity

PRS Poverty Reduction Strategy

PRSP Poverty Reduction Strategy Paper

RRS Region of Republican Subordination

RT Republic of Tajikistan

RTG Republic of Tajikistan Government

SCI Republic of Tajikistan State Committee on Investment and State Property
Management

SDC Swiss Agency for Development and Cooperation

SECO Swiss State Secretariat for Economic Affairs

SFD Saudi Fund for Development

SIDA Swedish International Development Cooperation Agency

SM Safe Motherhood

SMB Small and medium-sized business



SSC
STDs
SUAE
TadAZ
TC
TICA
TRW
UN
UNAIDS
UNDP
UNESCO
UNFPA
UNICEF
UNIFEM
UNTOP
USAID
WB
WFP
WHO
WIPO
WTO
WUASs
YFS

Republic of Tajikistan State Statistics Committee
Sexually-transmitted diseases

State Unitary Aviation Enterprise

Tajikistan Aluminium Plant

Tax Committee under the Republic of Tajikistan Government
Turkish International Cooperation Agency

Tajik Railway

United Nations

Joint United Nations Programme on HIV/AIDS
United Nations Development Programme

United Nations Educational, Scientific and Cultural Organization
United Nations Population Fund

United Nations Children’s Fund

United Nations Development Fund for Women
United Nations Tajikistan Office of Peace-Building
United States Agency for International Development
World Bank

World Food Programme

World Health Organization

World Intellectual Property Organization

World Trade Organization

Water Users Associations

Youth-friendly services



1. INTRODUCTION

This document, the Poverty Reduction Strategy of the Republic of Tajikistan for
2007-2009 (PRS), is intended to serve as a medium-range socio-economic development
programme for the country. Taking into account available resources and additional needs, it
outlines concrete actions to implement institutional and economic reforms that will promote
strong and sustainable economic growth and an improvement in the scope and quality of
social services aimed at easing the burden of poverty in the country.

In 2005, with a view to raising the nation’s standard of living, the President initiated
the drafting of the long-range National Development Strategy of the Republic of Tajikistan
for the Period to 2015 (NDS), and the medium-range Poverty Reduction Strategy of the
Republic of Tajikistan for 2007-2009.

In light of this, activities under the PRS are also based on the NDS goals and priorities
(public administration reform, development of the private sector and attraction of investment,
development of human potential) and they are aimed at creating in Tajikistan a democratic
and prosperous state in which all members of society will have an equal opportunity to enjoy
the benefits of political, social and economic development.

The actions outlined in the PRS take into account the results of the implementation of
the Poverty Reduction Strategy Paper (PRSP) for 2002-2006 and the lessons learned from
that process.

As in the NDS, the activities under the PRS are focused on development in 12 sectors
(directions) of economic reform, which have been provisionally combined into three blocks
based on their role and place in promoting strong and sustainable economic growth and
improving the range and quality of social services provided to the poor:

(a) the Functional Block, which provides for the overall institutional environment for
development and encompasses the following sectors: public administration reform;
macroeconomic development; improvement of the investment climate; development of the
private sector and entrepreneurship; regional cooperation and integration into the global
economy;

(b) the Production Block, which provides for the physical environment to support
economic growth and brings together the following sectors: food security and development of
the agricultural sector, and the development of infrastructure, energy and industry;

(c) the Social Block, which provides for broader access to basic social services and is
comprised of the following sectors: development of the health care system; development of
the education system and science; expansion of access to water supply, sanitation and
housing and municipal services; improvement of social welfare; promotion of gender
equality; and environmental sustainability.

The focus of government, sectoral and regional development strategies, programmes
and plans that have been adopted and are currently being drafted (including the Public



Investment Programme [PIP] and the Centralized State Investment Programme [CSIP]) is
being shifted toward implementation of the PRS.

The PRS serves as a tool for dialogue with all interested parties, including business
and non-governmental organizations, international organizations and foreign donor countries
that are providing assistance to Tajikistan. To this end, the government will make every effort
to ensure that PRS tasks and activities are taken into account in the drafting of programmes to
provide technical and financial assistance to the country.

Each PRS task has been formulated as a list of concrete actions with a clearly
established timetable for implementation, parties responsible and sources of financing, as
well as quantitative and qualitative indicators. A specific list of activities in the area of
development and poverty reduction based on the PRS will be approved each year by the
government.

With a view to measuring progress that has been achieved in the implementation of
the PRS, the government has selected a list of international, national and sectoral indicators,
which will be added to and modified in the monitoring and assessment of the planned PRS
activities.

2. RESULTS OF IMPLEMENTATION OF THE PRSP FOR 2002-2006

2.1. Poverty in Tajikistan: current status, dynamics and principal problems

2.1.1. The status of poverty, dynamics and key tasks

Regardless of the method chosen to calculate this indicator, the overall poverty rate is
clearly on the decline. Available data (from a calculation of the overall rate of absolute
poverty in terms of income level and extreme poverty based on purchasing power parity
(PPP) of US$2.15 and US$1.08 per day, respectively) show that the poverty rate declined
from 83% in 1999 to 64% in 2003, and according to some preliminary data, to 57% in 2004.
Extreme poverty was cut in half, from 36% in 1999 to 18% in 2003. In view of the growth
trends, there is a strong likelihood that the poverty rate fell even further in 2005 and 2006.
We will be able to determine the exact amount of the decline based on the results of the
standard of living survey that is scheduled for 2007. The decline in poverty in 1999-2004 was
driven in large degree by economic growth, which resulted from the achievement of
macroeconomic, social and political stability in the country. In spite of these gains, however,
Tajikistan is still the poorest country in the region, with a per capita GDP of US$337.5 in
2005.

Official payments (wages and pensions) were not always enough to lift households
out of poverty. In connection with this, growth in household income from private farming
plots, the raising of goats, sheep and other small livestock and remittances from abroad was
an important factor contributing to the decline in the poverty rate in Tajikistan. The available
data show that households whose income depends solely on official payments are more
vulnerable to poverty than those whose income sources are somewhat diversified.



The decline in poverty did not occur uniformly at either the inter-regional or sub-
regional levels. At the regional level the decline in poverty ranged from 12% to 26%. The
Region of Republican Subordination (RRS) experienced the most rapid decline in poverty
(26%), while the rates in other regions of the country were close to half that, with Dushanbe
posting the lowest indicator at 12%. The sharpest drop in extreme poverty indicators occurred
in Gorno-Badakhshan Autonomous Region (GBAO), which reported a decline of 33%.

Table 1
Dynamics of Poverty Reduction
Region Population | PPP poverty | Proportion Decline in PPP Decline in | Inequality
(2003) rate in 2003 of total poverty extreme extreme (2003)
(US$2.15) population between poverty poverty
living in 1999 and rate in between
poverty 2003 2003 1999 and
(2003) (US$1.08) 2003

GBAO 197,000 84% 4% -13% 36% -33% 0.30
Sogd 2,123,000 64% 32% -15% 16% -11% 0.32
Khatlon 2,169,000 78% 40% -13% 27% -22% 0.35
Dushanbe | 630,000 49% 7% -12% 12% -1% 0.37
RRS 1,553,000 45% 17% -26% 9% -16% 0.31
Total 6,672,000 64% 100% -18% 18% -18% 0.35

The nature of the regional differences is based primarily on the different income
levels, the cost of living and the overall level of socio-economic development of the various
regions. There are also significant differences within individual regions of the country, which
can be explained by the geographical features of the regions (low-lying areas, mountainous
terrain), the proximity to borders, large cities or industrial centres, agricultural trends and so
on. The revival of certain industrial enterprises had an impact on poverty reduction in Sogd
Province; in GBAO, which is a remote, mountainous and sparsely populated region,
humanitarian assistance, development of the private sector and an increase in private
remittances played a role; in the RRS (where an aluminium plant is located), the development
of industry, an increase in employment and expansion of the non-cotton sector of agriculture
were important factors.

In terms of absolute indicators, however, the majority of poor people live in Khatlon
and Sogd provinces, which account for 65% of Tajikistan’s total population. These regions
have 72% of the total poor population and 75% of the population living in extreme poverty,
and this highlights the importance of focusing poverty-reduction efforts on these two
provinces, which are the country’s most densely populated areas.

In spite of the fact that poverty reduction in rural areas is proceeding at a faster
pace than in urban areas, poverty continues to be a predominantly rural phenomenon. In
2003, 65% of the rural population was living on less than US$2.15 per day in terms of PPP,
while in the cities this figure was 59%. Between 1999 and 2003, however, there was a greater
decline in the poverty rate in rural areas, by 19%, than in urban areas, where it fell by 14%. In
2004 the gap between urban and rural poverty continued to shrink, and the difference is now
negligible (estimates show an urban poverty rate of 58% and a rural poverty rate of 57%).
Poverty in urban areas is tied more to a lack of jobs and the wages earned in the formal




economy, while rural poverty is linked to low income levels, particularly in agriculture, as
well as inadequate access to basic social services (education, health care, water supply, etc.).

The effect of economic growth on poverty is greater in rural areas. More than 70%
of Tajikistan’s population and a large share of the poor population lives in rural areas. The
elasticity of the poverty rate with respect to economic growth is higher in rural areas than in
urban areas, with figures of -0.71 and -0.61, respectively. On the whole, this would indicate
that the influence of structural transformations in agriculture, particularly in cotton
production and land reform, has a potentially greater impact on poverty.

Demographic indicators have a direct effect on the poverty rate. Indicators such as
household size, the number of children and the gender and age of household members can
sometimes be key factors in determining the incidence of poverty. While the average poverty
rate for the country as a whole is 64%, the risk of poverty in large households is twice as high
as in households with two or fewer children. Rapid population growth (10% over the past
seven years) puts strains on the education, health care and social welfare systems, which are
already overburdened. The demographic factor also has a major impact on the labour market,
where there are already signs that supply is outstripping demand.

In addition to improving the gender equality situation, there are still pressing issues
related to equal access for men and women to education and land use, to the decision-
making process and to employment. Recent research shows that there are no significant
differences between households that are headed by men and women. This is true for both
urban and rural households. At the same time, participation by women in the labour market,
particularly the formal labour market, remains low, especially in rural areas. In connection
with this, in 2004 employment among men was twice as high as among women. On average,
in 2004 income earned by men was almost 1.5 times higher than women’s income. There is
also a serious gender gap in school attendance: in rural areas girls drop out of school at twice
the rate as boys, and in urban areas at three times the rate. By the age of 18, for example, only
40% of boys and 10% of girls are still in school.

2.1.2. Labour market, employment and poverty

Unemployment can be seen as one of the main factors contributing to poverty. If the
head of a household is unemployed or has lost his job, there is a higher risk that he will
become poor. Households whose heads are not employed full-time also have poverty rates
that are higher than average, particularly in rural areas.

In spite of the fact that unemployment fell by 1.9 percentage points between 2000 and
2004, when it was reported at 7.4%, growth in employment is lagging behind growth in the
labour force. This points to the fact that the “surplus” labour force is either not being reported
as unemployed, is working in the informal sector of the economy or is migrating to find work
outside of Tajikistan. There are also substantial inter-regional differences in employment
patterns, with a particularly high concentration of manpower in densely populated areas, such
as the city of Dushanbe. Women with children are among the most vulnerable groups in
terms of employment and poverty, particularly in rural areas. If the economy and the
population continue to grow at current rates, and there are no significant changes in the
labour market, over the medium term this could lead to an additional burden on the social
service system.



Unemployment among young people continues to be a serious problem for
Tajikistan. The proportion of young people (15-29 years of age) in the overall structure of
registered unemployment is quite high and is in the range of 60-65%. The average age among
the unemployed is 29.6 years. At the same time, due to low income levels and small pensions,
approximately 43% of men and 15% of women over the age of 60 continue to work.

Child labour is becoming another important measure of poverty in Tajikistan. This
is a very complicated and multi-faceted issue, which is driven by a number of factors, such as
poverty, local traditions, household size, etc. According to data from the Labour Force
Assessment (2004), approximately 2.7% of all children between the ages of 12 and 14 work
full-time. In rural areas paid child labour is used more frequently than in urban areas, and this
practice occurs most commonly in agriculture, trade, construction and small business.

2.1.3. Non-material poverty

In spite of an increase in funding for the education system, a great deal remains to
be done to ensure and maintain access to high-quality education. A shortage of funding
continues to be a key problem in the education sector. Budget spending on education
increased from 2.3% of GDP in 2000 to 2.7% of GDP in 2005. A significant proportion of the
spending came from donors and households themselves. The overall condition of the
infrastructure and material and technical support for educational institutions remains poor.
Serious attention also needs to be given to the education and training of teachers, as well as
vocational and technical training, the development and improvement of curricula and higher
teacher salaries.

Demographic growth and financial constraints are limiting public access to
educational services. According to the Poverty Survey (2005), 20% of the poorest
households spend only about 5.5% of their budget on education and can barely afford the cost
of clothes, school supplies, books, etc. As a result, attendance at secondary schools has
declined significantly in all of the country’s regions, with an average rate of 88% for the
country as a whole.

The health care sector continues to face challenges. The health care system also
suffers from inadequate funding (total spending on health care represents approximately 1.5%
of GDP). In spite of the fact that some aspects of health care have improved, a number of key
problems remain unresolved, and a large proportion of the population has limited access to
medical care. With the aim of resolving this situation, the government is taking measures to
introduce a guaranteed package of free medical services, in addition to services that are
partially or completely self-sustaining. A system of per-capita financing for public medical
institutions is also being introduced.

Problems related to nutrition and infectious diseases are a cause of concern. The
incidence of acute malnutrition among children under the age of five has risen by 60%. There
has also been an increase in the proportion of children under the age of five suffering from
chronic malnutrition. In spite of gains that have been made, socially dangerous diseases such
as tuberculosis, measles, malaria and AIDS represent a significant threat to the country’s
development in general, and to poverty reduction in particular. Among of the main factors
complicating the fight against these diseases are labour migration and the deterioration of
water supply and sanitation systems.
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The social welfare system is in need of reform with a view to ensuring that its
functions are performed efficiently and effectively, because a significant proportion of the
population depends on these services. The most socially vulnerable segments of the
population are disabled persons, the elderly, families headed by single women, the
unemployed, orphans, large families and people performing unskilled manual agricultural
labour. In spite of the fact that budget spending on social welfare is on the rise in the country,
the size of social benefits that are paid and the targeting of these benefits are still inadequate.
This is why the payment of social benefits cannot have a serious impact on reducing poverty,
and in terms of their effectiveness they fall considerably short of remittances from abroad and
various forms of humanitarian assistance. The system of benefits and compensation is need of
optimization, as is the pension security system, and they need to be placed on a financially
sound footing.

Access to electricity, drinking water and communications services is inadequate. In
spite of practically universal access to electricity, as well as an increase in the amount of
electricity being generated, the availability of electricity continues to be irregular and the
quality of the electricity supply is poor, particularly in the winter. A significant proportion of
the population in Tajikistan has problems with access to clean drinking water. Only one-third
of the population has access to chlorinated water from a public utility, 29% of the population
uses water from centralized sources, and the rest of the people collect water from cisterns and
irrigation ditches. As much as 40% of the water consumed is not potable and 41% of the
population uses water from public utilities that is of poor quality. There are a number of
difficulties associated with access to communications and telecommunications services. In
spite of the fact that television broadcasting is available to 98% of the population and radio
broadcasting to 76.6%, many people are not able to take advantage of these services because
of frequent and prolonged power outages. At the same time, both landline and mobile
telephone services are growing and are being constantly upgraded.

The government has begun to make a serious effort to restore the highway system and
to build tunnels, roads and bridges (including bridges linking Tajikistan and Afghanistan),
and a number of preliminary steps have been taken to liberalize aviation and the railway
system.

Labour migration continues to be a key survival strategy for many households and
a guarantee of social stability. In spite of relatively strong demographic growth, not many
new jobs are being created. In view of this, migration of the labour force is the most common
method used by households to find work that offers sufficient remuneration. A survey of
migrants conducted in 2005 showed that the average labour migrant is a Tajik with an
average age of 34 who is married with five family members and has a secondary or technical
education. In turn, remittances have become a source of income for a majority of low-income
families and are used predominantly to meet basic needs. Remittances increase the
purchasing power of the poor, and they also provide a sort of social safety net for families.
Most of the remittances go to rural areas (70%), where the poverty rate is the highest.

According to the latest poverty assessment report, remittances from labour migrants
account for as much as 25% of total household income. Based on official estimates, a total of
420,600 labour migrants left the country in 2004. Official remittances were equal to
approximately 17% of the country’s GDP in 2005.
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2.1.4. Difficulties on the path to reducing poverty and a poverty forecast based on anticipated
economic growth

In spite of the considerable gains that have been made, estimates show that the
poverty rate could decline even faster given more rapid reforms in key sectors of the
economy. Poverty reduction in Tajikistan has been achieved to a significant extent as a result
of macroeconomic and political stability, substantial remittances from migrants, basic
reforms and efforts to liberalize the economy. To ensure sustainable economic growth and
poverty reduction in the future, targeted structural and sectoral reforms will need to be carried
out (in agriculture, the energy sector, education, health care and social welfare), in addition to
second-generation reforms that cut across different sectors (public administration,
government spending, financial governance and development of the private sector).

Poverty reduction requires economic growth and the optimal distribution of its
results throughout society. While the target indicators for extreme poverty have already been
met (18% in 2003, compared to 36% in 1999), the minimum economic growth needed to
achieve the Millennium Development Goal (MDG) for income must be 3%. According to the
estimates, economic growth of 1% will lead to a decline in the overall poverty rate by 0.46%
and a 1% increase in per capita GDP will result in a drop in the overall poverty rate by
0.62%. It is important to note here that the inequality indicator increased by more than 6%
between 1999 and 2003, from 0.33 to 0.35, respectively, and it is likely to rise even further. It
is troubling to see such a minimal effect from economic growth and the increase in the
inequality indicator. In light of this, it is very important to provide not only for economic
growth, but also for the socially optimal distribution of national income among the country’s
population.

From a sectoral standpoint, entrepreneurial activity, agriculture and the service
sector have the greatest potential to reduce poverty. Given the limited number of jobs
available, self-employment based on small and medium-sized businesses, accompanied by
the removal of excessive administrative barriers, has a great deal of potential to reduce the
poverty rate. An increase in productivity in agriculture (due primarily to gains in the non-
cotton sector) had a negligible effect on reducing rural poverty. In spite of the fact that
spending per capita and the share of per capita GDP in agriculture grew by 50% and 46%,
respectively, the poverty reduction rate within the sector is only in third place, while the
elasticity of poverty with respect to per capita GDP is in fourth place, behind sectors such as
services and infrastructure (mining, energy, the gas sector and water supply). Thus, it is clear
that the main emphasis in further efforts to reduce poverty should be on the development of
entreprencurial activity, the intensification of structural reforms in the area of rural
development, such as land reform, for example, and an equitable and sustainable resolution of
the problem of debt owed by cotton farms within the framework of a comprehensive
programme for reform of the cotton sector.

2.2. PSRP: lessons learned

The main goal of the Strategy that was adopted for 2002-2006 was to increase the
population’s real income and to provide for a fair distribution of the results of economic
growth. The key directions of the PRSP were: (1) the promotion of rapid, socially equitable,
labour-intensive and export-oriented economic growth; (2) fair and effective delivery of basic
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social services; (3) targeted support for the poorest segments of the population; (4) good
governance; and (5) improved security.

Overall, the results of the implementation of the PRSP are unequivocal. Despite
some progress in macroeconomic management and the development of legislation, structural
reform measures were not fully implemented. The PRSP did not manage to produce high-
quality results in a timely manner. For example, public access to basic social services, as one
of the factors of successful poverty reduction, remains quite limited.

The maintenance of macroeconomic stability was a key aspect of the poverty
reduction process within the framework of the PRSP. The goal of the Strategy was to achieve
growth in real GDP of 6% per year in 2002-2005, while lowering inflation to an annual rate
of 5%. The sustainability of external debt servicing was a focus of particular attention in the
PRSP.

There was dynamic economic growth during the period covered by the PRSP,
averaging 9.5% per year. Starting in 2003, the dependence of economic performance on
cotton and aluminium production eased somewhat thanks to output in the non-cotton
agricultural sector, as well as growth in the share contributed by the service sector to GDP.
Economic growth was also linked in part to an increase in domestic demand resulting from
remittances from citizens working abroad. In spite of fiscal constraints, the government
increased spending on the social sector, and in particular on education, health care and social
welfare. Although the funding allocated was insufficient, the social sphere accounted for
40.5% of the budget in 2005, which represented 8.7% of GDP. In addition, the decline in
external debt to 31% of GDP in 2005 helped reduce the budget deficit.

The main lessons learned from the PRSP were that: (1) the process of the drafting and
implementation of the PRSP was somewhat isolated from other activities; (2) the
fundamental principles and methodology of the PRSP were not defined clearly enough; and
(3) there was not enough coordination and harmonization of donor activities.

1. The isolation of the PRSP process. In spite of the fact that the PRSP was adopted
as one of the country’s fundamental strategic documents, the process of its implementation
was not integrated into the activities of government bodies in institutional, organizational
and financial respects. Another important lesson is that the PRSP was frequently viewed as a
document that called for one-time measures, rather than one that described and reflected an
ongoing process aimed at achieving the poverty reduction goals that had been set.

From an institutional standpoint, the function of PRSP implementation and progress
assessment was not fully identified within the functions and structure of government bodies
at all levels. Instead of the gradual integration of this function, new bodies were frequently
created that were financed by funds from one donor or another and that were not sustainable
from either an institutional or financial standpoint. The establishment of the PRSP
Monitoring and Assessment Division within the Executive Administration of the President of
the Republic of Tajikistan can be viewed as the first step towards providing institutional
backing for the PRSP implementation process. The “injection” of the PRSP process,
however, needs to be viewed from a comprehensive perspective, taking into account adequate
financial support for implementation of the process and a clear division of labour among the
governmental and non-governmental structures that are involved in the process. Frequently
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the priorities, goals and tasks of sectoral and regional programmes or strategies did not
correspond to the provisions of the PRSP.

The status of the PRSP was not sufficiently clear in legal respects, and this resulted in
different readings regarding the implementation of its provisions. The legal status of the PIP
and Medium-Term Budget Framework (MTBF), which should serve as a sort of link between
the PRSP and government spending, is also in need of clarification.

In the organizational context, the legislative and other regulatory legal acts that have
been adopted are not focused enough on achieving the PRSP goals and on its monitoring and
assessment. Furthermore, gains in the implementation of the PRSP were not utilized to shift
the focus of the policies being pursued or as criteria for evaluating the performance of
government bodies.

It turned out to be virtually impossible to achieve the financial integration of the
PRSP with the state budget due to differences in the principles that form the foundations of
the PRSP and the budget system. The PRSP, as an instrument of government policy, was
designed according to the sectoral principle, while the country’s budget system is organized
on a regional basis. The public investment sphere, which is financed by both external sources
and the country’s own budget funds, could have been integrated more successfully with the
PRSP, since the process of planning and implementation of both the Public Investment
Programme and the Centralized State Investment Programme was based for the most part on
a sectoral approach. One of the obvious facts pointing to a “gap” between the PRSP and the
PIP, which is financed primarily by multilateral donors, is that the process of surveying
project implementation, which is performed by the government on a regular basis in
conjunction with such international financial institutions as the World Bank and the Asian
Development Bank, is not coordinated with the process of evaluating progress in the
implementation of the PRSP, which also receives a significant amount of funding from
external sources.

2. PRSP principles and methodology. One of the key unresolved issues concerning
the PRSP is the lack of methods for identifying interconnected and interdependent general
and sectoral goals and priorities, and insufficient clarity in defining the principles for the
development and implementation of the PRSP and other sectoral and regional programmes.
The definition of poverty and its statistical infrastructure also need to be coordinated. For
example, the poverty line recognized by the government needs to be defined, along with the
methodology for conducting statistical surveys of the standard of living, including the
identification of the most vulnerable segments of the population. The methodology and
process for the drafting and implementation of the PRSP are also in need of coordination, in
particular with regard to such important aspects as the methodology for prioritization and
calculating the cost of measures, consulting with the public, providing for independent
progress assessments and feedback, etc.

3. The coordination and harmonization of donor activities has turned out to be a
difficult task for both the government and donors. For example, the Donor Coordination
Council has been in operation in Tajikistan only since 2006. The coordination of donors at
the level of country assistance strategies, policies and projects began to improve only toward
the end of the implementation of the 2002-2005 PRSP. In spite of the fact that donor
programmes on the whole were not inconsistent with the PRSP, at the project level the
alignment with PRSP goals and priorities was still insufficient. In the majority of cases this is
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due to internal requirements or conditions imposed by the donors themselves. To some
degree, this is the result of objective factors, such as an improvement in the overall situation
in the country, the development of major investment projects, as well as a change in external
factors that have led to an increase in donor activity in the country.

The harmonization of procedures employed by donors, in particular international
financial organizations, at the country level has still not produced the desired result. The
adoption of the Paris Declaration on Aid Effectiveness (March 2005) provided a needed
impetus for this process, however. At the same time, lack of clarity from the standpoint of
identifying a government body responsible for dialogue with donors on harmonization issues
was also a factor contributing to slow progress in this area.

The government has analyzed the conclusions, deficiencies and lessons learned from
the 2002-2006 PRSP and it has prepared relevant comprehensive approaches to addressing
these issues within the context of the new PRS, as outlined below:

1. Isolation of the PRS process. In view of the Public Administration Reform
Strategy (2006) that is being implemented, it is important to focus particular attention on the
structural and functional integration of the PRS process into the activities of governmental
bodies that have undergone reorganization, at both the central and local levels. Special
attention will be given to functional, regulatory and legal and personnel support for the State
Statistics Committee in the regular collection and analysis of poverty and employment data.
Ministries (departments) and local government authorities should ensure timely and proper
participation in the PRS implementation monitoring process, and the drafting and
implementation of the relevant sectoral and regional programmes should be carried out in
strict compliance with the provisions of the PRS.

With a view to establishing a more clearly defined legal status for the PRS, the
advisability of making amendments and additions to the national legislation needs to be
considered, in particular with regard to laws on socio-economic programmes, government
finance, the state budget, local government, state statistics, etc., and the relevant sublegal acts
need to be adopted as well. A permanent executive group of national and international
experts needs to be established under the National Development Council (NDC) to provide
for the organization and performance of these tasks, adjustments to the existing medium-
range socio-economic programme and the elaboration of new programmes.

The political decision-making process and the adoption of significant measures and
activities need to be focused in the future on the PRS as one of the key government policy
documents. It would also be advisable, for example, to study the feasibility of evaluating the
activities of the government, sectoral ministries and departments and local government bodies
on the basis of their achievement of the PRS goals that have been set, in addition to other
criteria.

It should be possible to overcome financial isolation in stages. First the process of
the compilation and implementation of the PIP and CSIP needs to be oriented entirely toward
the goals and priorities of the PRS. It will also be important to ensure that the drafting of the
PIP and CSIP is an open and clearly defined process, with a view toward their future
consolidation. Over the medium term, and as a pilot programme, it would be advisable to
introduce MTBF principles, which shift the budget process to a sectoral basis. It will also be
necessary to link the process of tracking the performance and effectiveness of government
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projects financed by donors to the PRS monitoring and assessment process. Over the short
term, this can be achieved through the participation of government bodies, which are
responsible for the monitoring and assessment of the PRS in the relevant sector, in the
portfolio management process for projects financed from external sources. The monitoring
and assessment systems that are in place at the project level also need to be consolidated
according to the sectoral principle, with a focus on achieving PRS goals.

2. The PRS principle and methodology. In view of the practically unlimited needs
and the limited resources available to the country, it would make sense to adopt the principle
of focusing the goals and measures of future Poverty Reduction Strategies on the NDS and
the available internal and external resources. It would also be advisable to direct the PRS
above all toward ensuring sustainable economic growth, taking into account the socially
optimal distribution of the results of this growth among the population. Within the context of
the implementation of the initial stage of the national statistics system reform, it will be
necessary to specify and approve a definition of poverty and employment, their signature
characteristics and methodologies and processes for conducting surveys. Within the
framework of a medium-term survey of PRS implementation, a PRS methodology that
corresponds to the realities of Tajikistan, as a document and a process, needs to be presented
to the government and all of our development partners for review.

3. Coordination and harmonization of donor activities. With a view to improving
the effectiveness and productivity of donor coordination, the government will focus its
attention on strengthening the dialogue with the Donor Coordination Council on the top
priorities and the areas that lend themselves most easily to coordination, such as
implementation, monitoring and assessment of the NDS and PRS, the implementation of
reforms in the energy and cotton sectors, land reform, development of the private sector and
education, health care and social welfare reform. A partner from the government will be
identified to maintain a regular dialogue with the Donor Coordination Council.

Efforts to harmonize the activities of donors both at the level of country assistance
strategies and programmes and at the level of various types of project implementation
assessments, surveys and procedures, will be continued. For example, we would welcome the
adoption of general country assistance strategies by international financial institutions. Donor
assessments of the status of national procurement systems, financial reporting, government
spending, the investment climate and so on, should become joint efforts. Procurement and
financial management procedures will also be harmonized within the context of projects
financed by international financial institutions. Measures will be undertaken to employ
common structures for project implementation, while the establishment of separate structures
created solely for specific projects will be avoided, and an effort will be made to gradually
shift responsibility for the implementation of investment projects to the appropriate
government bodies. A partner from the government will be identified to carry out
harmonization measures.

3. GOALS AND KEY DIRECTIONS OF THE PRS POLICY FOR 2007-2009

1. The country’s long-term socio-economic development goals are set forth in the
NDS. The implementation of several successive medium-range socio-economic development
programmes, which identify concrete tasks and state policy measures applicable to the
current conditions and trends, is planned as a way to achieve in stages the goals set down in
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the NDS. All other sectoral and regional programmes and plans, regardless of their
timeframes, should be entirely in line with these two national strategic documents.

2. Poverty in Tajikistan is currently defined in material and non-material terms.
Material poverty is defined by an insufficient level of income to meet a person’s minimum
essential needs, while non-material poverty is defined as limited access to education, health
care and social services, to participation in public life and so on. Poverty puts constraints on
the country’s political, economic, social and human development and endangers the
achievement of NDS goals. A sustained and radical reduction in poverty requires not only the
socially optimal redistribution of income, but even more, it requires sustained economic
growth, in the course of which the poor have the opportunity to find jobs and they gain access
to vitally important services, social insurance and a proper place in society. This is why the
PRS, which is focused entirely on problems associated with reducing poverty, is the first
medium-range socio-economic programme aimed at implementation of the NDS. The goals
of the PRS are fully harmonized with the Millennium Development Goals, to which
Tajikistan acceded back in 2000.

3. The goal of the PRS is to provide for a sustained rise in the standard of living,
particularly among socially vulnerable segments of the population, through economic growth
and an increase in human potential.

4. The goal of the PRS is reflected in the targets that have been set for key indicators
that describe the development of all the main aspects of the people’s welfare during the PRS
implementation period. These poverty reduction targets are shown in Table 2. Other sectoral
and regional development programmes and plans should be consistent with the PRS and
should promote the achievement of PRS goals over the medium term.

Table 2
Poverty Reduction Targets in Tajikistan for 2007-2009

Baseline level Target (2009)

Indicator (2005)
Per capita GDP 402.1 (2006) 485.5
Average annual growth in GDP (%) 7.0 (2006) 7.0
Average annual inflation (%) 12.5 (2006) 6.0-7.0
State budget surplus/deficit (not including the PIP) (%) | +0.3 -1.0
Poverty rate ($§2.15 PPP) 64.0 (2003) 52.0
Extreme poverty rate ($1.08 PPP) 18.0 (2003) 10.0
Contribution of private sector to GDP (%) 43.0 55.0
Annual increase in gross private investment (other than | 100.0 110.0
investment in the primary sector) (%)
Growth in gross agricultural output (%) 103.1 120.0
Growth in industrial output (%) 100.0 125.6
Overall basic secondary education coverage (% of total | 97.0 98.0
number of children of the relevant age)
Mortality rate among children under the age of 5 (per 79 (MICS-3) 75
1,000 live births)
Infant mortality (per 1,000 live births) 65 (MICS-3) 62
Maternal mortality (per 100,000 people) 97 70
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Baseline level Target (2009)
Indicator (2005)
Number of people infected with HIV 627 (2006) not more than
2,500
Incidence of disease (per 100,000 people):
malaria 37.4 20
tuberculosis, according to WHO 177 (2004) 145
parasitic diseases 292.9 (2004) not more than
292.9
measles 0.0 0.0
Proportion of urban/rural population with regular 93.0/49.0 96.0/ 51.0
access to high-quality water sources (%)
Proportion of urban/rural population with access to 20.0/5.0 47.0/37.0
basic sanitation and hygiene services (%)
Area of land covered by forests as a proportion of total | 100.0 105.0
land area (2005 - 100%)
Percentage of economically active population by 58.3/41.7 57.8/42.2
gender (m/f) (2004) (preliminary
estimate)

5. The PRS goals reflect the influence of external and internal factors that the country
has to deal with in its development. In addition to external factors such as a lack of an outlet
to the sea, its distance from the markets of high-income countries, the instability of the region
in which the country is located and drug-trafficking and terrorism threats, the country’s
development faces serious internal obstacles, such as an ineffective public administration
system, an undiversified economy and an insufficient competitive environment, high
demographic growth and a decline in the level of inherited human and physical capital. The
PRS, however, is based on the conviction that purposeful and coordinated efforts on the part
of the state and society, with the help of development partners, will enable us to overcome the
effect of these factors and fulfil the PRS goals, thereby laying the foundation for meeting the
NDS goals as well. The government hopes that donor organizations will make changes in
their country assistance programmes, taking into account the NDS and PRS to the extent
possible.

6. The PRS is aimed at achieving the openness, transparency and accountability of
government policy to society and at strengthening democracy. The Strategy will become the
basis for organizing cooperation between the state and civil society, which has been assigned
an important role at every stage of implementation of the PRS, and particularly in the
monitoring process and the distribution of resources. Through the Medium-Term Budget
Framework, the annual state budget and public investment programmes, government
spending should be in line with the PRS and provide a resource base for its implementation.
Foreign aid provided to the country for poverty reduction purposes, and in particular
investment funds, should be reflected in the state budget.

7. Taking into account the NDS, current problems in socio-economic development
and lessons learned from the implementation of the first PRS (see Chapter 2), the following
have been identified as the key directions for the country’s development and poverty
reduction policy:
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» improvement of public administration with a view to increasing the transparency,
accountability and effectiveness of government bodies and combating corruption, and
fostering a macroeconomic, institutional and legal and regulatory environment that is
conducive to development;

» promotion of sustained economic growth and diversification of the economy through
the development of the private sector and encouraging investment, particularly in the energy
sector, the transportation infrastructure, cotton production and other sectors. This would be
achieved through the expansion of economic freedoms, strengthening ownership rights and
the development of public-private partnerships;

» development of human potential by improving access to and raising the quality of
social services for the poor, encouraging participation by the public in the development
process and strengthening social partnerships.

8. Concentrating all the efforts of the state and society in these directions will allow us
to make the most effective use of the available internal resources and foreign aid received by
Tajikistan and to expand the opportunities for the development of both the poor segments of
the population and society as a whole, and thereby to reduce poverty in the country.

9. State policy measures aimed at improving public administration and fostering an
environment conducive to development are outlined in Chapter 4, which is devoted to the
Functional Block. Policies related to institutional and economic development and incentives
for the private sector are discussed in Chapter 5, which addresses the Production Block.
Chapter 6, which deals with the Social Block, describes measures to promote the
development of human potential through the education, health care and social welfare
systems, among other things.

10. The PRS addresses a number of problems that cut across different sectors, and
measures outlined under each of the three main policy directions are aimed at addressing
these problems. The most important of these problems are:

» implementation of systemic reforms, which entails the consistent pursuit of
institutional reforms in all sectors of public life, with a view to expanding and deepening
market relations, economic development and poverty reduction, and taking human rights into
account to the fullest extent possible;

» demographic problems, which require an intersectoral approach to promoting
employment and regulating labour migration, and improving the quality of the labour force
and family planning;

» environmentally sustainable development, which can be achieved only with the
coordinated planning of measures in the management and development of industry,
agriculture, energy, infrastructure and the education and health care systems;

» promotion of gender equality and improving women’s rights and opportunities,
which is linked to the promotion and exercise of women’s rights in their access to
management, safe jobs that pay a decent wage, education, health care and safe living
conditions.
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4. ESTABLISHMENT OF THE GENERAL CONDITIONS FOR DEVELOPMENT
(FUNCTIONAL BLOCK)

The functional block of sectoral sections of the PRS (public administration reform;
macroeconomic development; improvement of the investment climate; development of the
private sector and entrepreneurship; regional cooperation and integration into the global
economy) is intended to prepare the general institutional conditions to stimulate economic
growth and an improvement in the scope and quality of social services provided to the poor.

Joint planning of sectoral priorities and activities within the framework of a single
block makes it possible to reduce interdepartmental disagreements in the drafting and
implementation of economic policy, and to enhance the effectiveness, coordination and
targeting of the actions being planned.

4.1. Public administration reform

1. This sector encompasses tasks and measures set forth in Decree No. 1713 of the
President of the Republic of Tajikistan “On Approval of the Strategy for Reform of the
Public Administration System of the Republic of Tajikistan”.

Certain issues concerning financial management and institutional improvements are
also reflected in measures outlined in the “Macroeconomic Development” section and other
sectors of the PRS.

2. The Republic of Tajikistan government has undertaken certain measures to bring
the public administration system into line with democratic principles and the requirements of
a market economy. Effective institutional reforms are not keeping pace with the rapidly
changing economic situation, however. The public administration system in place today is not
effective enough and does not provide for the proper regulation of market processes.

3. The key problems in the public administration system are:

e the system for the management of national development processes is ineffective, there
is not enough coordination of development programmes and plans and there is no clearly
defined integration of priorities, goals and results, which also hampers the institutionalization
of strategic priorities in state spending;

e the state is too heavily involved in economic activity and it does not perform the
proper regulatory functions, which hinders growth in the private sector;

e the system that is in place for the management of government finances is not
particularly effective, state spending on investment is fragmented and this spending is not

linked closely enough to strategic priorities and development goals;

e the mechanism for the management and development of personnel potential is
ineffective, and the level of motivation among public employees is low;
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e functions and authorities are duplicated among different levels of government, and
their areas of competence overlap; there is no clear distribution of functions related to
providing services to the public and, as a result, the quality of these services is poor and they
are difficult to access; the administrative and territorial division of the country is not uniform,
and this is a barrier to the proper distribution of functions, authorities and resources;

e local self-government is poorly developed.

4. Historical experience shows that the process of fostering conditions conducive to
economic development is linked to more active government involvement. Without
establishing an effective public administration system and conditions that promote economic
activity, it is not possible to achieve significant results in the promotion of sustainable
economic growth and development, and as a result, a reduction of poverty in the country.

Therefore, the goal of reform is to raise the effectiveness of central and local branches
of government, accompanied by the establishment of a professional civil service, an optimal
system for the elaboration and implementation of development policies and programmes,
with enhanced management potential and accountability, and the development of effective
local self-government with a clear distribution of functions and authorities, financial
resources and property, which will promote the effective delivery of high-quality services to
the public.

5. To achieve the goal that has been set, tasks and measures need to be identified in
the context of the following activities:

e design and introduction of mechanisms for coordinating development priorities at the
national, sectoral and territorial levels;

e close coordination of the development of the public and private sectors with the aim
of carrying out top-priority national tasks in close connection with development of the
economy as a whole;

e consideration of gradual withdrawal by the state from direct intervention in the
economy and the transition to predominantly indirect methods of state regulation;

e coordination of strategies and investment programmes with the budget process;

e streamlining of the mechanism used for the distribution of budget revenue sources
among various levels of government, taking into account the redistribution of functions, and
identification of their financial authorities;

e strengthening the potential of and increasing motivation in the civil service, including
modernization of the human resources management system and development of personnel
potential following the principle of the separation of political and administrative positions,
strengthening the incentive role of wages and reinforcing professional ethics and professional
standards;

e clear distribution of functions and authorities among levels of government and local
self-government, coupled with the redistribution of financial and material resources;
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e abandonment of traditional centralized mechanisms for the delivery of services to the
public and introduction of flexible and effective financing and management methods, to
promote higher quality and enhanced accessibility of services provided to the public;

e regulation of the relationship among executive government bodies and local self-
government on the basis of legal acts currently in force;

e improvement of the administrative and territorial division of the country,
consideration of various concepts for the development of its administrative and territorial
division.

6. The following should be key requirements for the implementation of public
administration reform:

e identification of an agency that is responsible for implementation of the reforms;

e involvement of all the participants in the reform process, development of effective
social partnership mechanisms;

e cstablishment of a function involving the development of administrative and territorial
management;

e coordination of public administration reform with reforms in other sectors;
e performance of a cost-benefit analysis of reform;
e aselective approach to drawing on international experience.

7. The implementation of measures planned for 2007-2009 in the area of public
administration reform will make it possible to lay the foundations in Tajikistan for an
effective national development management system, by ensuring both vertical and horizontal
interconnections and interdependence among all of the executive government bodies and the
strategic and tactical decisions that are being prepared.

4.2. Macroeconomic development

1. Average annual growth in GDP was 9.2% in 2002-2005 and 7% in 2006. The
achievement of political and macroeconomic stability, post-conflict recovery of the
manufacturing and service sectors, substantial growth in remittances by labour migrants and
favourable world prices for the country’s main exports (cotton and aluminium) were among
the factors contributing to strong economic growth. The country managed to achieve stable
consumer prices and to lower inflation from 14.5% in 2002 to 7.1% in 2005; in 2006 the
inflation rate reached 12.5%. Real unemployment remains quite high: according to a labour
force survey conducted in 2004, the rate was 7.4%, although experts believe that the actual
figure could be considerably higher. The exchange rate of the somoni against the U.S. dollar
stabilized, and the decline in its value eased from an average annual figure of 14% in 2003 to
1.2% in 2004 and 6.3% in 2005.

22



In 2002-2005 exports and imports grew by 23.5% and 85.2%, respectively, and these
figures were partially responsible for a current account deficit equal to 4.9% of GDP in 2005.
The strong growth in imports was due primarily to a rise in domestic demand driven by
remittances from labour migrants.

The state budget surplus (not including the PIP) was equal to 0.7% in 2002, while a
deficit of 0.2% was posted in 2005. When one takes into account the PIP, the state budget
deficit was 3.5% in 2005. Taking into consideration recent significant external borrowing for
major infrastructure projects, the deficit, including the PIP, reached 2.7% in 2006 and is set at
13.7% for 2007.

The successful restructuring and write-off of debt during the period in question made
it possible to achieve a significant reduction in external government debt from 87% of GDP
in 2002 to 31% of GDP in 2006.

2. The basic provisions of this sector are aimed at further macroeconomic
development, improvement of the country’s fiscal and monetary policies and promoting a
stable financial system in accordance with the Millennium Development Goals.

3. The principal goal of the PRS in this sector is to maintain macroeconomic stability
in order to achieve strong growth and lower the poverty rate.

4. An analysis of the macroeconomic situation shows that the key problems in the
sector are:

¢+ Poorly developed mechanisms for market regulation of the economy, including
macroeconomic regulation instruments; lack of consideration of national priorities and
actions in the sectoral policy that is being pursued;

+ A low utilization coefficient for physical and human capital, which leads to a decline
in the country’s potential. Difficulties in the evaluation of planned measure and in the
identification of the most important measures;

¢+ Inadequate fiscal policy, both with respect to tax administration and with respect to
the management of government finances;

¢+ Inconsistency in the macroeconomic and financial planning methods being employed,
inadequate macroeconomic planning, forecasting and statistical methods;

¢+ Insufficient monetary policy instruments and poor development of the money market
and securities market.

5. Proceeding from the PRS goals and NDS priorities, and bearing in mind the
problems in macroeconomic development that have been outlined, the tasks of the Strategy in
this sector consist of: 1) improvement of fiscal policy; 2) improvement of monetary policy;
and 3) implementation of institutional reforms.

6. Improvement of fiscal policy (task 1 in the sector) will be carried out by means of:

improving the budget process, introducing a medium-term budgeting mechanism and
restructuring the budget process, primarily in education and health care. At the initial stage
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the connection between the PRS and the budget will be effected through the PIP and the
CSIP, and widespread introduction of the MTBF will begin simultaneously. Proposals will be
elaborated with regard to ensuring the optimal level of public debt and internal state financial
controls. Measures will be undertaken to improve tax and customs administration.

7. With a view to addressing tasks related to the improvement of monetary policy
(task 2 in the sector), there are plans over the medium term to implement measures aimed at
broadening the range of monetary policy instruments, improving the payment system,
developing the financial and currency markets, increasing the resource base of financial
institutions, making credit more accessible and also strengthening banking supervision.
Problems related to long-term lending by banks to small and medium-sized businesses and to
the utilization of instruments to control inflation will be analyzed.

8. Implementation of institutional reforms in the sector (task 3) entails the
performance of a functional survey of government bodies responsible for the implementation
of macroeconomic policy. Measures will be taken to update and review regulatory legal acts
previously adopted, as well as those that are under development, including strategies,
programmes and conceptual frameworks. There are plans to account for all financial
resources, including foreign aid, attracted and used for the implementation of sectoral
measures. There will also be an annual estimate of expenditures, including foreign aid, and
results from the implementation of PRS measures. There are plans to provide for the
establishment and functioning of a central body, as well as sectoral and territorial bodies, for
the monitoring and assessment of progress in the implementation of NDS and PRS processes.
Macroeconomic and financial planning methods that are employed will be improved, and the
development of the national statistics system will be enhanced. Efforts to increase the
potential of government bodies responsible for the implementation of macroeconomic policy
will also be continued. Ongoing efforts will be made to improve the regulatory legal base
aimed at promoting macroeconomic stability.

4.3. Improvement of the investment climate, development of the private sector and
entrepreneurship

1. Expanded access to the market through improvement of the business and
investment climate in Tajikistan is a key factor that can promote strong economic growth in
the future and improve the scope and quality of social services provided. Enhancement of the
business and investment climate can help foster a competitive environment and the conditions
for employment of the unemployed population, including self-employment, and it can help
stabilize tax revenues.

In view of the objective difficulties associated with doing business in Tajikistan, as
well as the high poverty rate, the environment for entrepreneurial activity and investment in
Tajikistan needs to be significantly more favourable than in other countries.

The high level of unemployment, the limited nature of the domestic market and a lack
of investment expand the role played by such forms of entrepreneurial activity as sole

proprietorships and small business.

The priority assigned to the development of the private sector and the attraction of
investment by the NDS/PRS also means the gradual commercialization of social sectors of
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the economy and an increase in the proportion of services provided on a private basis. This
will not only increase the quantity and quality of social services, but will also make it
possible to concentrate more budget funding on providing social services to the poorest
segments of the population.

2. In the post-Soviet period, there has been a marked decline in fixed capital and
human potential for both objective and subjective reasons, although at present their status is
still considerably better than in other poor countries with similar GDP figures (US$337.5 per
capita in 2005). This indicates that the available resources are not being used effectively
enough.

The interest of foreign investors in Tajikistan remains limited and is concentrated in
traditional sectors (energy, light industry, processing of agricultural produce and
manufacturing with low investment levels).

On average Tajikistan has approximately one small business per 1,000 people, while
Russia has six and countries in the European Union have at least 30. In terms of the sectoral
structure, commercial activity that does not require significant investment dominates small
and medium-sized business and individual entrepreneurial activity (accounting for as much as
60%).

Entrepreneurial activity is limited by a shortage of electricity (particularly in the
winter) and natural gas, as well as problems in the processing of products and transportation,
both among various regions of the country and abroad.

Investment policy does not take depreciation deductions into account. The availability
of credit resources for entrepreneurial activity is limited due to high bank lending rates (24-
36% per annum). Approximately 82% of small and medium-sized businesses do not use bank
accounts in their business operations and limit themselves to cash transactions. Insurance
companies and banking institutions, which do not have enough capital, operate as
monopolies, which limits the use of their services.

Simplified forms for regulating small and medium-sized business, including home-
based businesses, have not yet been put into place, and the legal protections provided for their
employees are inadequate. Serious problems involving protection of ownership rights,
including those related to the use of land and actual relations involving the purchase and sale
of land, have not been fully resolved, and there are difficulties associated with the
enforcement of contracts (due to weaknesses in the legal system) and corporate governance.

3. An analysis of the business and investment climate in Tajikistan reveals serious and
significant problems and the need to carry out fundamental institutional and economic
reforms. The main problems in the investment and business sector are:

e delays in the implementation of serious institutional and economic reforms,
weaknesses in the motivation system for productive labour in the real sector of the economy
and low labour productivity, an inadequate administrative structure and a decline in the level
of production and human capital;

e continuing difficulties in enforcing contractual relations, protecting ownership and
other related rights, ineffectiveness of the legal system;
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e cxcessive barriers to entering the market (complicated registration procedures; limited
information support; poor development of trucking, air freight and hotel services;
cumbersome visa requirements);

e the high cost of doing business (insufficient access to financing, insurance and leasing
services; difficulties with electricity, gas, water and heating supply (especially during the
winter months); a large number of audits; and serious limitations in connection with
certification and inspections);

e insufficient state support for business and investment (a low level of knowledge, lack
of market research, high taxes, unprofitable cotton production operations, poor job skills
among labour migrants and school graduates).

4. Proceeding from the NDS/PRS goals and priorities, and in view of the problems
that have been outlined above, the following key tasks have been identified for the sector in
2007-2009: 1) implementation of institutional reforms; 2) reduction in overall investment and
business risks; 3) lowering of barriers for investors and entrepreneurs to enter the market; 4) a
reduction in the costs associated with entrepreneurial and investment activity; 5) state support
for business and investment.

5. Within the framework of the institutional changes that have been outlined (task 1),
there are plans to identify specific government bodies responsible for the implementation and
monitoring of PRS measures. There are also plans to strengthen the potential of these bodies,
to develop (adapt) methods for calculating the ratings of the country’s attractiveness from an
investment and business standpoint and to improve the relations between these bodies and
business people and investors. At the same time, there are plans to strengthen the potential of
other bodies as well with regard to the attraction of investment and support for the private
sector. With a view to creating favourable conditions for recruiting the private sector to help
address government tasks, there are plans to draft proposals on the basic principles and
approaches for public-private partnerships.

6. With a view to reducing overall investment and business risks (task 2), there are
plans, first of all, to improve mechanisms for the protection of ownership and other related
rights. The plan calls for the development of proposals concerning accounts payable, property
disputes and contract rights. At the same time, there are plans to draft proposals on improving
the extra-legal confiscation of property, the mortgaging of property and securing the rights of
minority owners. Certain measures involve providing for more effective management of
property complexes. Special attention has been given to simplifying procedures and reducing
the number of different licenses, permits, approvals, etc. that are issued, taking into account
amendments to the legislation on licensing, among other things.

7. Task 3 concerns reducing the amount of time required to enter the market and the
costs incurred by investors in doing so. There are plans to reduce costs and simplify state
registration procedures. Serious attention is being given to reforming the state registration
system as a whole. A separate set of measures concerns improvements in making information
available to potential and existing entrepreneurs and investors.

8. A long list of measures is planned to reduce costs associated with entrepreneurial
and investment activity (task 4). The measures have been organized into subtasks and relate
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to the implementation of legislation on administrative procedures, reducing the number and
duration of audits, cutting the number of mandatory standards and easing certification
procedures. Improved access to financial resources for businesspeople and investors is to be
provided by making the process more competitive, which will include the establishment of a
credit bureau, simplifying security procedures and proper organization of the registration of
personal and real property. Measures are also envisaged to simplify procedures involving the
closure of a business, including bankruptcy proceedings.

At the same time, with a view to reducing business costs given the shortage of energy
and other resources, there are plans to establish a transparent schedule for electricity, gas,
heating and water supply. In order to ease access to general infrastructure services (in
addition to measures undertaken in other sectors), there are plans to expand access to the
domestic market for foreign transportation firms, to promote conditions that will encourage
the construction of hotels and to ensure further simplification of visa procedures.

9. In order to improve the investment and business climate in the country (task 5),
there are plans, first of all, to provide assistance in the training of entrepreneurs, which will
include legal training. Support for the establishment of business associations will, on the one
hand, lead to the development of civil society, and on the other hand, through their
involvement in the decision-making process, will help increase the focus and effectiveness of
activities that are being planned.

With a view to supporting business and investment, there are plans to study the
relative advantages of various types of entrepreneurial activity in Tajikistan and to convert
them into competitive advantages, and also to prepare programmes to attract foreign direct
investment. A separate set of measures involves providing direct support to business, which
will include the simplification of taxation procedures, the establishment of quotas for small
business in government procurement and efforts to promote tourism.

10. It is anticipated that the implementation of these measures will make it possible to
raise the contribution of the private sector to the GDP to 55% by the end of 2009 (compared
to 43% in 2005).

4.4. Development of regional cooperation and integration into the global economy

1. Greater integration of the country’s economy into the global economy and ensuring
its proper participation in the international division of labour and in international trade,
creation of an environment for the inclusion of domestic enterprises in international
production processes, incentives to stimulate export and investment activity, the systematic
participation of domestic businesses in determining the rules of international trade and the
achievement of sustainable human development are the principal goals of the country’s
foreign economic policy and the basis for the formation of a global partnership for
development (MDG 8).

2. The flexible regionalism process is a defining feature of Tajikistan’s foreign
economic policy. This approach entails participation by the Republic of Tajikistan in regional
and bilateral trade agreements with a view to stimulating trade and the rational use of
available resources and factors of production based on recognition of and compliance with
the rules and regulations of the multilateral trade system.
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3. An analysis of the situation shows that the key problems in the area of regional
cooperation and integration into the global economy are:

e lack of the necessary potential for effective implementation of trade and investment
policy measures, an underdeveloped legislative and legal framework governing relations in
this sphere, as well as a weak mechanism for the implementation of existing regulatory legal
acts;

e an unsuitable business environment and investment climate as a result of a lack of
transparency in the application of trade and investment policy instruments, as well as high
transaction costs;

e poorly organized and under-diversified exports, which are heavily dependent on
prices in a limited number of unstable raw materials markets. Not enough attention is given to
the development of the cluster option for the diversification of exports, taking into account all
of the parameters;

e the country is a long distance away from seaports and there are transportation and
transit problems. At present, the country’s transportation and transit policies depend heavily
on the conditions in neighbouring countries with regard to the transit of goods and vehicles
across their territories;

e inadequate marketing. There is not a single company in the country today that has
effective operations in this area;

o the absence of healthy competition in the air transport services market and the weak
material and technical base of the Tajik Air State Airline;

e an underdeveloped transportation infrastructure and a lack of healthy competition in
the transportation services market;

e the absence of a transparent and effective mechanism for border and customs control
of the movement of goods, work, services and capital; a complicated mechanism for entry
and temporary visits by foreign nationals; visa problems and difficulties with the migration of
labour resources.

4. Proceeding from the goals of the PRS and the priorities of the NDS, and bearing in
mind the problems that have been mentioned in the area of regional cooperation and
integration into the global economy, the tasks of the Strategy in this sector are: 1) to improve
the system for the management of foreign economic activity; 2) to strengthen the
participation of the Republic of Tajikistan in global trade; 3) to develop regional cooperation;
4) to diversify the commodity and sectoral structure of trade and simplify trading procedures;
5) to develop tourism; and 6) to regulate labour migration processes.

5. Improvement of the system for the management of foreign economic activity (task
1 in the sector) will be achieved by means of: development of the institutional foundations for
the regulation of foreign economic activity, including the elaboration of policies in this area
and harmonization of the country’s legislation with the norms of international law;
enhancement of the investment and business environment and providing access to regulatory
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legal acts concerning foreign economic activity; the establishment of information and
marketing centres; the improvement of measures for the non-tariff regulation of foreign trade
activity.

6. With a view to expanding Tajikistan’s participation in global economic relations
and completing the process of the country’s accession to the WTO (task 2), there are plans to
carry out a package of measures aimed at: reducing the negative impact of globalization;
providing access to the domestic market, taking into account the country’s economic
interests; fulfilling the conditions of WTO agreements on the protection of intellectual
property rights, reducing the use of technical barriers to trade, and sanitary and phytosanitary
standards; the training of highly qualified specialists in the area of international trade and
law; the establishment of a Tajikistan representative office at the WTO Secretariat in Geneva,
with the aim of participating more fully in the process of the drafting and adoption of
decisions on international trade; obtaining preferential terms for exports of goods within the
framework of the universal system of preferences of WTO countries.

7. The development of regional cooperation (task 3) entails: improvements in the
regulatory legal framework for regional cooperation; the development of transportation and
transit cooperation within individual regions, with a view to resolving regional transit
problems and offering a way out of the transportation dead-end; the development of
cooperation to provide for the effective use of water and energy resources and hydrocarbon
reserves; the development of regional trade and the adoption of measures to simplify trade
procedures within the region; acceleration of processes involving the creation of a Customs
Union and Common Economic Area within the Eurasian Economic Community (EurAsEC);
more active participation in relations within the Shanghai Cooperation Organization (SCO);
development of relations within the framework of the Economic Cooperation Organization
(ECO); development of transportation corridors; creation of an International Energy
Consortium and increasing the potential for the transmission of electricity to countries in the
region through the construction of electric power lines.

8. One of the most challenging tasks in the sector is the diversification of the
commodity and sectoral structure of trade and the simplification of trade procedures (task 4).
Given the limited resources available, primary attention will be focused on: increasing the
volume of the country’s foreign trade turnover through the rational implementation of a
policy to develop export-oriented sectors of the economy; the drafting of sectoral
programmes for the development of exports, taking into account the country’s relative
advantages in international trade; improving tariff and customs policies, establishing a
Consultative Committee on Trade Procedures and eliminating the requirement that a deposit
be paid for the transit shipment of goods across the territories of Kazakhstan, Uzbekistan and
Russia; improving the mechanism for issuing licenses for the production, handling and sale of
alcohol products; improving the insurance system for legal entities and individuals; and
resolving the question of establishing free economic zones.

9. The development of tourism (task 5) is of considerable importance in achieving the
Strategy’s goals. The development of tourism entails the implementation of the following
measures: elaboration of an effective mechanism for the implementation of policies and
planning in the sector, as well as the creation of the proper institutional base for development
of the sector; strengthening advertising and public information work through the production
of television and radio programmes for broadcast in foreign countries; publication of various
advertising and public information materials; more active participation by domestic tour
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operators in international tourism exhibitions and trade fairs abroad through the organization
of a single exhibit to promote the country; the organization of activities by tourism offices
abroad that perform advertising and public information functions; the promotion of
Tajikistan’s tourism opportunities in countries with the potential to send tourists to our
country; development of the tourism infrastructure, including a network of hotels and other
facilities that encourage the development of tourism, among other things.

10. Regulation of labour migration processes (task 6). Export earnings, foreign direct
investment and remittances by migrants are now among the most important and relatively
stable sources of foreign private financing. In this context, steps need to be taken to improve
the mechanism for the regulation and organization of external labour migration, to step up the
political dialogue with the aim of providing protection for the rights and interests of Tajik
migrants in foreign countries and to create the conditions for simplified entry and exit, as well
as the conditions for visits to and movement within these other countries, and the
development of civilized methods and forms for the delivery of services in the markets of
foreign countries through the establishment of a commercial presence, among other things.

11. The implementation of these measures in the area of regional cooperation and
integration into the global economy will make it possible to boost the country’s foreign trade
turnover by 25% by 2009 compared to 2005.

At the same time, favourable conditions for the formation of a global partnership for
development will be created (MDG 8).

5. PROMOTION OF SUSTAINABLE ECONOMIC GROWTH (PRODUCTION
BLOCK)

5.1. Development of infrastructure, energy and industry

1. The development of infrastructure (transportation and communications), energy
and industry in Tajikistan will make it possible to establish the material foundations for the
country’s stable, strong economic growth and thereby to reduce the poverty rate. At the same
time, the development of these sectors will create the conditions for a rise in domestic
employment, and it will expand access to and the quality of both these and other social
services (water supply, sanitation, health care, social welfare, environmental protection),
which is linked directly to the fulfilment of all of the MDGs in Tajikistan.

2. Infrastructure. The most important components of Tajikistan’s infrastructure are
rail transport (accounting for more than 80% of the total foreign trade turnover,
approximately 50% of the travel by labour migrants to Russia and more than one-third of
total freight shipments), road transport (with more than 95% of domestic shipments) and air
transport, as well as the communications sector.

In the post-Soviet period the operations of Tajik Railway underwent negligible
reforms, and the system is in need of substantial investment for its restoration and
modernization. According to the available data, in 1995-2002 the productivity of Tajik
Railway fell by 60% owing to a 50% decline in shipments and a 20% increase in personnel.
Productivity per worker in the Tajik Railway system is lower than in other Central Asian
countries.
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Consumers are suffering from the poor quality of services provided, which is related
to the aging rolling stock, the poor sanitary condition of the railcars, the overburdening of
routes and a shortage of routes to meet demand. Due to their poor condition and use beyond
their normal service life, a large number of locomotives and railcars need to be retired. Some
85% of freight shipments handled by Tajik Railway are carried on railcars owned by foreign
companies. Major repairs are overdue on a total of 142 km of track of the existing 950.7 km
in the system and therefore, despite the losses, the speed of trains on some sections is down to
15-20 kmh. The signalling, communications, centralization and shunting systems are aging
and badly in need of repair and upgrading. There are no communications and electric power
lines between the Kurgan-Tyube and Kulyab stations.

Because of Tajikistan’s specific geographical conditions, road transport plays a key
role in domestic shipping operations, and it also is a major consumer of petroleum products.

Tajikistan’s mountainous landscape divides the country’s small market into even
smaller markets. The domestic railway network is not well developed, and road transport
handles the bulk of domestic shipping. It is particularly difficult to reach the country’s
mountain regions during the winter months.

The country has more than 30,000 kilometres of roads, which were built between
1960 and 1990, with local roads and roads managed by various government agencies
accounting for 16,000 kilometres of this figure. All of the roads are in need of major repairs,
but the funds available for this purpose are not sufficient to carry out all of the needed work.

International road transport is of particular importance in the shipping of small-scale
freight over short and medium distances, and also on routes not served by railways. Road
transport currently accounts for less than 5% of the total volume of international shipping,
and this is due in part to the limited amount of freight being exported. To a certain extent,
however, the utilization of international road transport services is low because of the high
tariffs. Shipments by road transport from Khujand to the Benelux countries takes two days
longer and costs $50 per tonne more (including unofficial payments) than shipments from
Tashkent.

Intergovernmental transportation agreements that have been signed by Tajikistan are
not being implemented in full, and therefore almost any agreement that improves the
conditions for shipping through transit countries would be welcome. Problems concerning
transit in the Central Asia region have not been fully resolved, including those related to
technical requirements for trucks and unofficial payments.

Tajikistan’s air freight operations are dominated by Tajik Air State Unitary
Aviation Enterprise, which is burdened with an aging aircraft fleet, substandard auxiliary
services (maintenance and repair facilities, flight simulator and training systems) and airport
infrastructure, as well as an outdated air traffic control system and ground facilities. The
utilization of aircraft is relatively low due to high fuel consumption and costs, and therefore
measures are being taken now to replace the aircraft with planes manufactured in the West.

In spite of the steps that have been taken to limit the monopoly on air freight

operations, Tajik Air charges higher rates than other airlines in the region, even though some
of these companies are also operating with Soviet-era planes. Labour migrants are faced with
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additional costs due to a shortage of airline tickets, which leads to corruption. Insufficient
competition and poor regulation contribute to a lack of transparency in transactions among air
carriers, airports and air traffic control services, which means a heavy debt burden for the
company. Rates on domestic routes do not cover the company’s direct costs, which results in
operating losses.

The communications sector offers a great deal of promise in terms of development
because of low transportation costs, high labour-intensiveness and the expectations for strong
growth in this sector in the global market. The modernization of the majority of the country’s
telephone networks has now been completed, and more than 70% of the capacity of outdated
analogue automatic telephone exchanges has been replaced with digital equipment. The
percentage of the country’s urban telephone network that has been converted to digital
hardware is now 80%.

The national television broadcasting system currently reaches 98% of the population.
The postal service has a far-flung network of outlets, although it is subsidized by the state
because it operates at a loss.

3. The main infrastructure problems are:

e the country is far away from the sea and it is broken up into individual regions, which
limits economic accessibility both among regions and in terms of the external market;

e institutional and economic reforms have not been fully implemented and there are
deficiencies in the public administration system;

e there are significant administrative barriers to development of the private sector and
transportation and expediting organizations offer limited services;

e rising prices for energy resources, and a poor material and technical base, which is in
need of significant financial resources for its restoration and development, while budget
funding is limited.

4. In view of the problems that have been outlined above and the NDS/PRS goals, the
main tasks in infrastructure development (apart from transportation and communications) for
2007-2009 are: 1) to implement institutional reforms; 2) to make more effective use of the
available resources; and 3) to promote existing and new investment projects.

5. The implementation of institutional reforms (task 1) entails a package of measures
to strengthen the legal foundation for the operation of central and local executive government
bodies in the infrastructure sector, to increase their potential and also to lower administrative
barriers. Granting independent status to the Association of International Trucking Carriers
and creating incentives for easing access to the domestic market for foreign transport
companies will limit the state’s interference in the international transportation services
market and will make it possible to increase the scale and improve the quality of these
services. In view of the vast government expense associated with creating new transportation
facilities, the consideration and possible establishment of tolls for the use of certain sections
of various highways would make it possible to recoup part of the state’s costs.
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6. The task of making more effective use of the available infrastructure resources
(task 2), given the state’s limited funds, is aimed at organizing better accounting and more
efficient use of state property. This task includes measures to take an inventory of (provide
official records for) transportation facilities and to clearly establish ownership rights to these
facilities, involving above all the restructuring of agricultural enterprises and the existence of
roads that are not under the supervision of any authority. At the same time, the Privatization
Strategy calls for the development and implementation of individual plans for the
restructuring of the largest infrastructure enterprises, such as Tajik Railway, Tajik Air,
Tajiktelecom, and Teleradiocom.

7. The task of promoting existing and new investment infrastructure projects (task
3) is an important one. It involves tracking progress in the construction of roads that both
provide for internal inter-regional accessibility and offer the country a way out of its
transportation dead-end. There are plans to improve the supply of fuel for transportation
operations in connection with higher prices for petroleum products by converting vehicles to
alternative energy sources. Support will be provided for efforts by Tajik Railway and Tajik
Air to improve their material and technical base. The question of building highways to
Afghanistan, which would provide access to Iran and Pakistan, is being considered. A
separate set of measures involves the promotion of projects in the communications sector.

8. Energy. Tajikistan’s future development and poverty reduction in the country
depend to a large extent on the country’s ability to make effective use of its energy resources.
Development of the energy sector will make it possible not only to increase the quantity and
quality of services for other production sectors, which are currently functioning at less than
their full capacity due to a shortage of energy resources, but also to increase the availability
and affordability of energy services for the population.

9. The country’s electricity system essentially consists of three separate subsystems:
one in Sogd Province, one in the south (including Khatlon Province, the city of Dushanbe and
the RRS) and one in GBAO. With 55% of the water resources in the Central Asia region,
Tajikistan has considerable hydroelectric power reserves. The country’s total potential
hydropower reserves are in the neighbourhood of 527 billion kWh per year (primarily in the
southern part of the country). The current level of electricity generated represents just 6.5%
of the technically feasible potential. Hydropower resources account for over 90% of the
country’s fuel and energy balance. Tajikistan’s significant hydropower potential could be
used to increase exports and develop energy-intensive production operations.

The country at present generates between 16.5 billion and 17 billion kWh of
electricity per year, with hydroelectric generating facilities accounting for approximately
99% of this output. The lion’s share of this hydropower is generated at the Nurek
Hydroelectric Power Plan (HPP). It has a small reservoir, which means that the existing
capacities cannot be utilized to the full extent. The principal advantage of the electricity
generated at the Nuerk HPP is its low cost (0.3 U.S. cent), which is due to the fact that
investment costs were already covered back during the Soviet era.

The Tajik Aluminium Plant (TadAZ) is the largest industrial consumer of electricity,

followed by pumps used to supply water for agricultural needs, accounting for some 40% and
15% of the total load, respectively.
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The proven reserves of oil, gas and condensate in the country represent less than 1%
of the total resources, which are estimated at 1,033 million tonnes of standard fuel. Projected
coal reserves are estimated at 4.5 billion tonnes, of which a tiny amount is being mined (just
100,000 tonnes were extracted in 2005).

The low cost of electricity also leads to a decline in the technical quality of production
operations, an increase in shortages and losses and higher demand for electricity, especially
on the part of households. During the winter months these factors, combined with the
seasonal surge in demand for electricity, lower water levels in the Vakhsh River and a drop in
output at the Nurek HPP, result in frequent power outages.

A reduction in gas deliveries and coal production, as well as higher prices for
imported energy resources, led to higher electricity consumption by households and seasonal
restrictions (limits) on the consumption of electricity and gas to 6-8 hours per day (the
shortfall in electricity available during the winter months is in the range of 3 billion to
3.5 billion kWh). The energy shortage, particularly in the winter, has meant that educational
and medical institutions, particularly those in rural areas, are not able to operate full-time and
pumping stations that supply drinking water are shut down, and this has led to an increase in
infectious diseases. Industrial production in the country has become seasonal as a result of
these disruptions in the power supply.

10. In connection with this, the main problems in the development of the energy
sector are:

e incomplete implementation of institutional and economic reforms in the energy
sector;

e low rates, which do not support expanded reproduction; a significant quasi-fiscal
deficit;

e growth in electricity as a proportion of household energy consumption;
e significant energy losses;
o the high cost of the construction of new and renovation of existing energy facilities.

11. In view of the NDS/PRS goals and NDS priorities, and taking into consideration
the energy problems that have been enumerated, the following key tasks in the sector have
been identified for 2007-2009: 1) implementation of institutional reforms; 2) more effective
use of available resources; 3) promotion of new and existing investment projects in the
energy sector.

12. The first task, implementation of institutional reforms, entails the assignment of
functions to and enhancement of the potential of agencies responsible for the drafting and
implementation of energy policy, as well as regulation in the energy sector. Special attention
should be given in this process to promoting electricity exports to potential buyers in
neighbouring countries that are experiencing shortages (Iran, Afghanistan, Pakistan, India).
With a view to creating the conditions for expanded reproduction in the energy sector and
increasing investments, there are plans for a steady rise in energy rates starting in 2007,
bringing them up to 2.1 cents per kW by 2010. Mechanisms to offer protection to the most
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vulnerable segments of the population will be put into place at the same time. A conceptual
plan for the development of the energy sector up to 2025 will be drafted, which takes into
account the establishment of industrial-energy and water-industrial complexes (clusters), as
well as regional energy consortiums. At the same time, in light of Tajikistan’s status as a
water source in the region, issues related to charging a fee for water use will be studied.

13. With a view to making more effective use of available resources (task 2),
measures are planned to restructure the largest energy enterprises, the Barki Tochik power
company and Tajikgas. Implementation of a programme to build small hydropower plants
will make it possible to improve the electricity supply in remote regions of the country with a
high poverty rate. Special attention is being given to reducing energy losses, and well as
losses at the consumer level.

Expanded access to the Barki Tochik distribution networks will make it possible to
improve the availability of electricity to new consumers. The construction of new power-
generating facilities (the Sangtuda HPPs 1 and 2, the first phase of the Rogun HPP) as part of
existing investment projects will make it possible to achieve a significant improvement in the
availability of energy to consumers (particularly in the winter), and also to create the
conditions for summer exports of surplus power. There are plans to study the possibility of
converting heating plants to coal, and also to promote an investment project to build one coal-
fired electric power plant.

14. Special attention is being given to the promotion of new and existing investment
energy projects (task 3). The measures being planned involve not only modernization of
existing hydroelectric power installations and a corresponding increase in their efficiency, but
also the construction of new HPPs and the reconstruction of coal-powered plants. The
construction of the South-North electric power transmission line will reduce the dependence
of Sogd Province on imported electricity, and the promotion of investment projects involving
the construction of power lines for the export of electricity to other countries in the region
will make it possible to expand the market for surplus electricity that is generated.

15. Industry. Growth in industrial output will speed up the creation of new jobs and
will thereby help resolve problems associated with poverty. Tajikistan has sufficient potential
for this type of growth (relatively low wages, the availability of various mineral resources
and the production of significant quantities of agricultural raw materials).

16. Following independence, the country’s diverse industrial sector experienced a
significant slump: in 1996 industrial output in the country declined to 34.2% of the 1991
level, while the figure in 2004 was 63.6%, which certainly had an impact on the poverty rate.
Industry is focused more now on the raw materials sector, which accounts for 58.0% of
output. The TadAZ aluminium plant dominates industrial output, accounting for 40% of the
total, and its exports are dependent on electricity rates, transportation costs and the price of
alumina and aluminium in the global market. The contribution made by mining is not
consistent with the existing potential due to the low level of investment, significant costs
associated with developing mineral deposits, the narrow profit margin of existing enterprises,
a lack of technical equipment, a weak institutional and legal base and limited access to
information for investors.

At the same time, in recent years growth in industrial output has been quite rapid due
to the low starting point. The main sources of growth were quite varied: while at first growth
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was linked to the restoration of peace in Tajikistan, growth now is tied to migrants’
remittances and higher domestic demand. Tajikistan has significant resources for industrial
processing (agricultural raw materials, medicinal herbs, coal, gold, precious stones and other
mineral resources) and an infrastructure for the development of new production operations at
the regional level (in the future, after energy supply problems have been resolved).

17. The main reasons behind the slump in industrial production and the slow pace of
reviving production are:

e the domestic market is small, former cooperative ties have been broken, there is no
clearly defined industrial policy and the level of regulation is quite high;

e the country has limited experience and knowledge in the area of industrial
management and the productivity of the labour force is too low (it is approximately 45% of
the level in China and half of what it is seen in Poland and India);

e the sector is using aging equipment and obsolete technologies, access to capital is
difficult and the quality of the goods produced is substandard;

e there has been a deterioration in transportation conditions and in the supply of gas,
water, heat and electricity.

18. Proceeding from the NDS/PRS goals and the NDS priorities, and in view of the
problems in the industrial sector described above, the following main development tasks have
been identified for 2007-2009: 1) institutional reform in the industrial sector and 2) support
for the development of priority sectors of industry.

19. The implementation of institutional reforms in the industrial sector (task 1) is
aimed not only at increasing the potential of government bodies, but also at improving the
management system. An inventory of existing industrial capacities and an analysis of
industrial enterprises that have been privatized (restructured) will make it possible to improve
the information base and to devise methods to make more effective use of state-owned

property.

Improvement of the legislation pertaining to mining and better access to information
for potential investors could help encourage participation by direct investors in this capital-
intensive sector of industry. The country needs to have better opportunities to attract more
private investors in this arena, including the updating of tax legislation and property laws; a
system needs to be put into place to provide information about existing mineral deposits to
potential investors; the system for the registration and transfer of mineral rights needs to be
modernized; and national personnel need to be trained.

The fostering of favourable conditions for small industrial businesses will not only
promote effective employment, but will also contribute to overall industrial growth and
diversification of the economy.

20. A package of measures is planned within the framework of the “support for the
development of priority sectors of industry” task to exploit Tajikistan’s production
advantages. These measures involve above all the promotion of major investment projects in
the food industry and light industry, and in particular the construction of enterprises with an
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integrated production cycle for the processing of cotton and other agricultural raw materials.
Special attention is being focused on the building materials industry due to the anticipated
growth in demand for building supplies resulting from the construction of energy, road and
other projects, and also increased demand from private individuals. Serious efforts are
planned to attract investments earmarked for the processing of aluminium and precious
metals and stones, as well as investments in mining. In view of the steady demand on the part
of agriculture, there are plans to promote projects to set up plants for the manufacturing of
spare parts and for the assembly of new agricultural equipment. The implementation of
projects to produce equipment for generating alternative energy (wind and solar power), and
for the production of biogas, which is linked directly to poverty reduction in remote regions
of Tajikistan, could help improve the availability of energy for small businesses, as well as
for households.

21. In view of the importance of transportation and energy in supporting strong
economic growth and ensuring access to social services for the population, new investment
projects that are being promoted in these spheres have been included in the PRS sectoral
activity matrix for 2007-2009.

22. The implementation of these measures will make it possible in 2009:

e in the infrastructure sector — to increase freight and passenger turnover by 12.6% and
4.7%, respectively, and to increase the contribution of the communications sector as a
proportion of GDP to 38%;

e in the energy sector — to extend the average daily availability of electricity for all
consumers from 16 hours to 20 hours, to reduce the quasi-fiscal deficit from 20.5% to 0% and
to introduce a concrete schedule for the delivery of gas, electricity and heating;

e in the industrial sector — to increase industrial output through the restoration and
development of enterprises by 25.6%, to boost labour productivity in industry by 16%, to
expand industrial exports by 18% and to raise the number of people employed in industry by
20.5%.

5.2. Food security and development of the agricultural sector

1. Development of the agricultural sector will provide for a reliable, stable and
balanced food supply for the country through a dynamic and steady increase in agricultural
output, higher incomes and employment levels among the rural population, as well as the
conservation of natural resources for expanded reproduction, which is directly linked to the
achievement of the MDGs (Goal 1).

2. The sector encompassing food security and development of the agricultural sector
covers spheres such as agriculture, land and water resources and nutrition. The principal goal
of the PRS in this sector is to increase gross agricultural output and labour productivity,
which in turn will contribute to the achievement of the overall goal of the PRS, which is to
reduce poverty, particularly in rural areas.

3. An analysis of the current situation in this sector identified the following core
problems:
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e the management system in the sector is underdeveloped and the potential of bodies
responsible for the drafting and implementation of sectoral policy is quite weak;

e government agencies interfere in the operations of agricultural enterprises;

e debt to investors in the cotton sector is growing, the technology is inefficient, there
are long delays and high costs associated with cotton-ginning and the grading of cotton is not
consistent with international standards;

o there is not enough feed due to a reduction in the planting of feed crops, the system of
moving of livestock to remote pastures for grazing has been disrupted, productivity has
declined and veterinary care is inadequate;

e there are high costs associated with the repair and renovation of irrigation and
drainage networks and pumping stations;

e the incidence of food-related illnesses is rising, and the legislative, personnel and
laboratory base for ensuring a healthy diet is weak.

4. Proceeding from the NDS/PRS goals and the NDS priorities, and in view of the
problems that have been described in the sector encompassing food security and development
of the agricultural sector, the following main medium-range tasks have been identified:
1) implementation of institutional reforms; 2) increased efficiency in the cotton sector;
3) providing for guarantees and securing land-use rights; 4) improving the condition and
raising the effectiveness of the agricultural and water resource management infrastructure;
5) improvement of the conditions for the development of rural entrepreneurial activity;
6) ensuring a healthy diet.

5. The implementation of institutional reforms (task 1) entails reforming and
boosting the potential of bodies responsible for the drafting and implementation of sectoral
policy, the attraction of investment and support for entrepreneurial activity, as well as the
elimination of administrative barriers related to interference by government bodies in
agricultural activity. There are plans to draft and implement multisectoral programmes for
food security and for developing the production and export of agricultural goods up to 2015.
There are also plans to support efforts to preserve the gene pool of domestic and wild animals
(the establishment of sperm banks and data bases).

6. Debts in the cotton sector are a serious obstacle to further development of
agriculture. Resolution of this problem entails increasing efficiency in the cotton sector
(task 2) through measures such as the progressive resolution of the cotton debt problem on
the part of an independent commission, based on legal proceedings at pilot cotton farms and
the introduction of bankruptcy procedures for farms that are in debt. With the aim of easing
farmers’ access to credit, there are plans to conduct surveys and devise and introduce
effective new lending methods for cotton farming. The introduction of international standards
for the grading of cotton in Tajikistan, including the establishment of a special entity to do
the grading, and a simplification of commodity exchange procedures will allow dekhan
(peasant) farmers to increase their income from cotton sales. The performance of surveys and
the development of a mechanism to increase competition among cotton mills will help to
reduce the amount of time required for cotton processing and to improve the quality of the
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product. Access to foreign markets for cotton producers will help minimize procedures
involved in the export of cotton and the import of fertilizers, equipment and other supplies.

7. In order to provide for guarantees and secure land-use rights (task 3), there needs
to be legislative regulation that will help simplify and increase the transparency of procedures
for the registration of land-use rights, which will ease the process and reduce the costs
associated with obtaining titles. There also needs to be a complete reorganization and
subsequent restructuring of farms, which will give dekhan farmers real land-use rights.
Proposals need to be prepared for the establishment of a uniform tax on agricultural land
depending on the quality of the soil and the appraised value of the land. Measures aimed at
ensuring equal rights and opportunities for men and women with regard to access to land will
be supported to the greatest extent possible, and this will include public information,
educational and promotional measures to inform the population of their equal rights to
resources; training in land-use practices; and also the development of a network of micro-
credit institutions. There will be continued monitoring of the observance of equal rights to
land and related guarantees. There are plans to draft proposals to ensure the proper use of
agricultural land, while establishing additional sanctions for the improper use of agricultural
land.

8. A significant proportion of the rural infrastructure has been left without any direct
oversight as a result of reforms (including roads and irrigation systems), and the degradation
of these facilities is limiting growth in production. With a view to resolving this problem,
there are plans, among other things, to undertake measures to improve the condition and
raise the effectiveness of the agricultural and water resource management infrastructure
(task 4). There are plans to restore and renovate irrigation and drainage systems (based on
preliminary studies), to develop new land and support the establishment of water users’
associations. There will also be an inventory of social service, transportation, irrigation and
other facilities that have been left without direct oversight, so that they can be placed under
the management of other appropriate bodies. With a view to raising soil fertility and reducing
erosion and desertification, there are plans to plant trees and shrubs and to employ crop
rotation practices, among other things.

9. Special measures are planned to improve the conditions for the development of
rural entrepreneurial activity (task 5). These measures are aimed above all at promoting
investment projects, including the attraction of funds from labour migrants to: establish
service businesses (leasing, etc.); develop animal husbandry at private farms; support the
establishment of dairy farms, sheep farming for meat production, poultry farming, yak and
goat herding in mountainous and high-elevation regions, apiculture and fish farming
(phase 1); and the organization of private livestock insemination centres in jamoats (rural
municipalities). Farms will be given better access to financial resources and support will be
provided to ensure that they are supplied with seeds, fertilizers, chemicals and other
materials. There are plans to improve the quality of veterinary, seed selection and seed
production services through the involvement of the private sector. Research on the food
market will be performed and market services will be provided, and a study will be made of
the feasibility of simplified regulation and taxation of sole-proprietor, micro- and small
agricultural enterprises (including service businesses and cotton sowing operations). It is also
expected that economic, legal and consulting services will be provided on issues of land use
and private business development in the agricultural sector. With a view to reducing
interference in farmers’ production-related activities, there are plans to conduct an
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experiment in five or six regions, giving farmers the freedom to choose which crops to grow.
Measures are planned to strengthen the potential of structures that combat insects (locusts).

10. Task 6, which calls for ensuring a healthy diet, is aimed at reducing the incidence
of food-related illnesses and strengthening the legislative, laboratory and personnel base. It
contains the following package of measures: drafting of a law on the enrichment of flour;
establishment of an alliance (group) to improve nutrition at the government level;
development (adaptation) of public health regulations and standards and medical and
biological requirements and public health standards for food quality and safety; drafting and
implementation of a Strategy for the Prevention and Treatment of Malnutrition among
Children; drafting and implementation of a scientifically based Strategy to Ensure Sound
Nutrition for Schoolchildren and the performance of research studies; implementation of
measures for the prevention and treatment of malnutrition; supplying iron supplements and
vitamin A capsules to targeted groups; enrichment of processed flour with nutritional
additives; ensuring that all salt is iodized; supplying the National Centre for Nutrition
Problems under the Ministry of Health with laboratory equipment; establishment of nutrition
departments at the Abuali ibn Sino State Medical University of Tajikistan and the Post-
Graduate Training Institute; implementation of a comprehensive programme to raise the level
of physical activity among the population; systematic assessment of the nutritional status of
the population, and other medical problems related to nutrition. Implementation of these
measures will reduce the incidence of food-related illnesses, particularly among vulnerable
segments of the population.

11. Implementation of the measures outlined above in the sector encompassing Food
Security and Development of the Agricultural Sector will make it possible by 2009 to:

- boost gross agricultural output by 16.5%;
- raise labour productivity by 8.2%.

6. DEVELOPMENT OF HUMAN POTENTIAL (SOCIAL BLOCK)

The transitional period, which was characterized by serious political and economic
problems, led to a drastic deterioration of conditions in the social block (health care,
education and science, social welfare, water supply, sanitation and housing and municipal
services, environmental protection and gender equality), a decline in public access to high-
quality social services and a lower standard of living.

This was due above all to a lack of meaningful and integrated reforms in the social
block, limited ability on the part of the state to finance social sectors and a decline in their
personnel potential and material and technical base. In recent years, despite a qualitative
improvement in the country’s financial status and an increase in the absolute amount of
budget spending on the social sector, rapid population growth has made it impossible to
achieve significant progress in social sectors.

Complicated regulations and difficult administrative barriers are hindering the

development of the private sector, which could help meet some of the demand for social
services and boost the government’s ability to provide guaranteed social services.
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The considerable foreign aid that is being provided to restore the potential of the
social block is aimed at resolving current urgent problems and, in the absence of the proper
identification of long-range priorities, is not always used in the most effective way possible.

The government intends in the future to increase the financing of measures in social
sectors, while at the same time implementing market reforms in this sphere.

6.1. Development of the education system and science

The problem of holding on to the ground that had been gained in the education and
science sector was a critical one during the transitional period, along with further
development taking into account the new political and socio-economic conditions, as well as
global development and common human values. The ability to address these tasks was
complicated seriously by the consequences of the devastating civil war and the high poverty
rate, as well as the lag in the implementation of serious institutional reforms and ineffective
utilization of available resources.

Government spending on education in 1991 was equal to 8.9% of GDP, or 23.6% of
total government spending, while in 2006 these figures were 4.2% and 16.7%, respectively.
Estimates show that in order to meet the minimum needs for the maintenance and
development of the education system, taking the demographic factor into account, it will be
necessary to bring the annual education spending level up to 6-7% of GDP in the future.
Insufficient financial support for science is slowing down the development of high-tech
production operations. Total budget funding for science in 2005 was equal to US$2.7 million,
or 0.1% of GDP.

1. Education

1.1. Education is a key sector for achieving the goals of the Poverty Reduction
Strategy; ultimately, progress in education determines to a significant extent the outcome of
all of the efforts to improve governance and to promote sustainable economic growth and the
development of the country’s human potential.

1.2. Tajikistan’s education sector is comprised of pre-schools; primary, basic
secondary and general secondary schools; and basic, secondary and higher vocational and
professional education institutions. In accordance with the goals and priorities of the
NDS/PRS and the National Development Strategy for Education in the Republic of Tajikistan
for 2006-2015, the main goal of the PRS in the education sphere is to ensure universal and
equal access to basic secondary education for all girls and boys.

1.3. An analysis of the situation in education shows that the key problems in the
sector are:

¢+ the education management system is underdeveloped and has little potential, which
results, among other things, in a shortage of resources in the sector and ineffective use of the
resources that are available, and insufficient participation by the private sector in providing
educational services;
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¢+ the quality of education has declined as a result of: the low wages paid to teachers at
general education schools; a shortage of teachers; under-qualified teaching personnel,
particularly Russian and English language teachers in rural areas; outdated subject matter,
teaching materials and methods; educational institutions with a physical infrastructure that is
in very poor condition and does not have the capacity to meet demand; a shortage of
instructional materials and textbooks in certain subjects;

¢+ there are problems with access to education for children from poor and socially
vulnerable segments of the population and the secondary education coverage for girls is
inadequate;

¢+ limited availability of electricity means that basic computer training courses cannot be
offered;

¢+ the community is not involved enough in the management of general education
schools;

¢+ the training of teaching personnel for ethnic minorities is not taken into account
sufficiently in planning.

1.4. Proceeding from the goals of the PRS and the NDS priorities, and bearing in
mind the problems in education that have been outlined above, the tasks of the Strategy in
this sector are: 1) improvement of the education management system; 2) establishment of a
more effective system for the use of available resources; 3) improvement of methodological
and personnel support for the education system; 4) better access to education for girls and
boys and children from socially vulnerable segments of the population; 5) upgrading of the
material and technical base of the education sector.

1.5. Improvement of the education management system (task 1 in the sector) will be
effected through: the clarification and assignment of functional responsibilities of various
administrative bodies in the sector; optimization of the network of basic and secondary
schools, which will allow for better utilization of resources, while maintaining and increasing
the coverage of primary and basic secondary education; increasing the independence and
responsibility of educational institutions, while involving parents and the community in the
organization of the instructional process and educational quality control; strengthening the
potential of school principals and other administrative personnel; improvement of
information support for education and the creation of opportunities for a sounder decision-
making process in the sector; study of the demand in the labour market for qualified
personnel and re-focusing vocational and professional educational institutions to meet this
demand.

1.6. A package of measures aimed at improving the utilization of government funding
for the educational system, increasing the amount of public funding and drawing private
resources into the sector is planned with a view to establishing a more effective system for
the use of available resources (task 2). There are plans to adopt a Conceptual Framework for
the Financing of Education in the Republic of Tajikistan to 2015 and to continue the pilot
programme for a per capita financing system, aimed at increasing the transparency of the
utilization of public resources, establishing a closer connection between funding and the
performance of educational institutions, distributing resources taking into account the number
of students and specific regional or local conditions and granting educational institutions
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considerably more freedom and responsibility in the disposition of government resources.
The introduction of a new salary system, one that allows for a closer correlation between
employee compensation and qualifications and actual teacher labour costs and will prevent
further teacher resignations, will help improve the quality of education. Proper organization
of the system for the delivery of paid services by public schools and intensive efforts to
support the development of private educational institutions will create opportunities for the
injection of additional funding into the sector and the reallocation of some government
funding to meet the educational needs of children from the poorest and most vulnerable
segments of the population.

1.7. The improvement of methodological and personnel support for the education
system (task 3) is needed in order to raise the overall quality of education. This task will be
addressed by updating educational content, improving curricula and study programmes and
preparing textbooks that reflect new approaches to education. Another important focus is the
retraining and professional development of teachers, which should make it possible to both
improve the quality of instruction and reduce the shortage of schoolteachers, particularly in
rural areas. Local government bodies will take steps to attract young teachers to work at rural
schools to help resolve this problem. An independent educational quality control system will
be put into place and opportunities for connecting school performance assessments to the
results of this sort of quality control will be studied.

1.8. One of the most challenging tasks in education is to provide better access to
education for girls and boys and children from socially vulnerable segments of the population
(task 4). Given the limited resources, which mean that large-scale government intervention is
not possible, primary attention will be focused on making more effective use of the available
funds and methods and on devising new mechanisms to provide support for children from
vulnerable groups. In order to overcome barriers to school attendance that are linked directly
to poverty, schoolchildren in the primary grades will be given hot meals, and targeted
economic assistance will be provided to children from needy families, with resources being
concentrated on the poorest and most isolated parts of the country (see also the “Social
Welfare” section). Measures will be undertaken to ensure that young people in rural areas,
particularly girls, have access to vocational, professional and higher education, which should
help ease the gender imbalance in the labour market. Sound approaches will be developed for
the mainstreaming of children with learning disabilities into regular educational institutions.

1.9. Systematic underinvestment over recent decades in the existing network of
schools and educational institutions, and the growing number of children who need to attend
school, make the adoption of measures to upgrade the material and technical base of the
education sector (task 5) an urgent matter. This includes a package of measures involving the
construction and major renovation of school buildings, the purchase of the necessary
classroom and other equipment for schools and the publication of textbooks. Resources will
be earmarked primarily for those towns and rural areas where schools do not have the
capacity to meet demand due to population growth, geographical isolation and poverty.

1.10. Implementation of these measures in education will make it possible to bring the
basic secondary school attendance rate up to 91% among children between 7 and 15 years of
age, and to raise the percentage of girls among the total number of children attending school
to 50%. At the same time, there should be an improvement in the quality of education and in
its relevance to the demands of Tajikistan’s socio-economic development.
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2. Science

2.1. The development of science could make a serious contribution to reducing
poverty through the performance of important research, and in particular applied research
targeted at the development of the real sector of the economy. This could also contribute to
the training of highly qualified personnel.

2.2. The country’s scientific potential consists of academic and sectoral research
institutes and institutions, including scientific research at higher education institutions. In
accordance with the Republic of Tajikistan Science and Technology Strategy for 2007-2015,
the goal of the PRS in the science and technology sector is to reform and strengthen the role
of science in promoting the country’s socio-economic development.

2.3. An analysis of the situation in science shows that the key problems in the sector
are:

¢+ underdevelopment of the management system and ineffective use of resources in the
sector;

¢+ limited utilization of scientific potential for the development of comprehensive
national scientific and technical programmes aimed at addressing key problems in the
country’s socio-economic development;

¢+ inadequate material and technical support for science;
¢+ alack of international scientific and technical cooperation.

2.4. Proceeding from the goals of the PRS and the priorities of the NDS, and bearing
in mind the problems in science identified above, the tasks of the Strategy in this sector are:
1) to improve the institutional system of science; 2) to concentrate scientific potential in
priority research areas that will contribute to the country’s economic development; and 3) to
improve the material and technical base of the science sector.

2.5. Reform of the management system in the science sector entails improvement of
the institutional system of science (task 1). To achieve this goal, there are plans to perform a
horizontal and vertical functional survey and prepare practical recommendations. Measures
will also be undertaken to integrate academic, applied and higher-education science, and to
provide incentives for scientists as well.

2.6. In order to increase the proportion of scientific developments that are
incorporated into the real sector of the economy, the main emphasis will be on concentrating
scientific potential in priority research areas that will contribute to the country’s economic
development (task 2). Scientific research will be carried out primarily in the high-priority
areas of the natural sciences, engineering, medicine and agriculture.

2.7. Insufficient financial support for the sector, and the fact that the scientific
infrastructure was partially destroyed during the civil war, mean that measures to improve the
material and technical base of the science sector need to be taken without delay (task 3).
There are plans to restore and update the material and technical base of scientific research
institutions and to furnish them with instruments, equipment and reagents.
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2.8. The implementation of these measures in the science sector will make it possible
by 2009 to increase the practical relevance and introduction of scientific advancements in the
real sector of the economy by 30%.

6.2. Development of the health care system

1. In the new economic environment, the health care system cannot operate
effectively without significant reforms. Total government spending on health care fell from
4.5% of GDP in 1991 to 1.3% in 2005. This means that health care is increasingly dependent
on unofficial private payments for medical services and on foreign aid, as the following
figures show: private payments accounted for 70% and donor assistance for 14% of overall
spending on health care, while budget outlays made up 16% of the total.

There is a significant gap in the distribution of material resources and budget funding
between primary medical care and hospital care, as a result of which the bulk of the funding
goes to secondary health care (hospitals), and the services provided are expensive and out of
reach for the poor.

There is evidence of a decline in the qualifications of medical personnel, as well as a
shortage of skilled medical staff, especially in rural areas. This is due to imperfect
mechanisms for the management of human resources, the low wages paid to medical
personnel and the resulting high turnover rate among medical personnel. These problems are
aggravated by the fact that the shortage of up-to-date medical equipment and technology at
medical institutions is getting worse, and the physical condition of buildings and facilities is
deteriorating as well.

The network of private medical institutions, which could help to satisfy part of the
unmet demand for medical services, is growing slowly due to serious administrative barriers
and inadequate government support.

2. Tajikistan’s health care system is a key sector in meeting the MDGs, since the
efforts undertaken to improve public health will promote sustainable economic growth and
development of the country’s human potential.

3. In accordance with the generally accepted principles of the NDS/PRS, the main
medium-term goal in the health care sphere today is to bring about a gradual reduction in the
maternal and infant mortality rate and the burden of infectious diseases, and also to eradicate
certain infections that can be controlled by vaccines. The top priority in health care is to
strengthen the primary health care system and public health and epidemiological supervision.

4. The main problems in the health care system are:
e deficiencies in the health care management system, which in turn lead to inadequate
policy analysis and planning with regard to services, health care economics and human

resources, as well as poor management of information systems;

e the slow pace of reform in the health care system and limited participation by the
private sector in the delivery of medical services;
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e a shortage and inefficient use of available financial resources, as well as the fact that
government funds account for too small a share of total health care spending. This has led to
a situation in which medical institutions, particularly those in the primary health care system
and state public health and epidemiological supervision centres, are significantly weakened in
terms of personnel and material and technical resources, which in turn reduces the access to
medical care and basic medicines for the poor;

e lack of public awareness of basic guidelines for a healthy lifestyle and a failure to
follow these guidelines, which include maintaining reproductive health, protecting maternal
and child health and preventing the spread of infectious diseases.

All of the problems mentioned above are associated with higher maternal and infant
mortality and an increase in the incidence of infectious diseases, which in turn are “diseases
of poverty” (tuberculosis, malaria, parasitic diseases, etc.).

5. In view of the problems we have described here, and the goals of the NDS/PRS, the
main tasks in the sector are: 1) to increase the effectiveness of the management system and
financing; 2) to expand the role of the private sector in the delivery of medical services; 3) to
improve protection for maternal and child health; 4) to combat HIV/AIDS, malaria,
tuberculosis and other infectious diseases; 5) to improve personnel training and reinforce the
material and technical base of the health care system.

6. In order to increase the effectiveness of the management system and financing
(task 1), a package of measures is planned to enhance the utilization and increase the amount
of government financing, to attract additional resources and also to create favourable
conditions to make better use of the potential offered by the private sector. There are plans to
implement the Republic of Tajikistan Health Care Financing Strategy to 2015 (2005). It
includes the introduction of mechanisms for the per capita financing of primary health care, a
change in the system for the financing of hospital care using treatment-based clinical cost
groups, as well as restructuring of the primary care and hospital network.

These measures are aimed above all at increasing the effectiveness and transparency
of the utilization of public funds, establishing a close connection between funding and the
performance of health care institutions, distributing financial resources based on the number
of people enrolled at treatment and preventive care institutions and specific regional/local
conditions, as well as allowing health care institutions to redistribute savings to improve their
operations and provide incentives. An improvement in the quality of medical services will be
achieved through the introduction of a new employee compensation programme, which in
turn will prevent the further loss of medical personnel leaving health care institutions to work
in other sectors. There are plans to introduce the Basic Programme for the Delivery of
Medical Care with a view to carrying out the first task. This programme outlines the types,
scope and procedure for the provision of guaranteed medical care within the limits of the
funding allocated in the state budget. The programme establishes a payment procedure for
medical care, which exceeds the amount of funding provided under the Basic Programme to
cover free guaranteed health care, both at the expense of state funds and at the expense of co-
financing (co-payments). The programme will be introduced in pilot regions, followed by its
introduction throughout the country as a whole.
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7. One of the most important tasks in health care is to expand the role of the private
sector in the delivery of medical services (task 2). The establishment of tax and other benefits
for enterprises in the private sector to the extent possible, combined with the development of
private treatment and preventive care institutions and an analysis of the second-tier burden in
order to assess privatization prospects in health care, will create the conditions for the influx
of private resources into the sector and the re-allocation of government financing to meet the
needs of the poorest and most vulnerable segments of the population. Simplification of
licensing procedures for medical care will make a valuable contribution to the development
of the private sector and health care as a whole.

8. In view of the country’s high maternal and infant mortality rate, measures that are
reflected in task 3 (improving protection for maternal and child health) are urgently needed.
These measures include raising the qualifications of medical personnel providing health care
services to mothers and infants, which includes focusing efforts on heightening public
awareness about the care, development and feeding of infants, as well as reproductive health
and family planning; improving the availability of medicines, contraceptives and information
at primary health care institutions which are needed to provide services related to safe
motherhood; the development and introduction of standard protocols for the management of
the most common early childhood illnesses, including neonatal care and safe motherhood at
all levels of medical care; as well as the incorporation of the basic types of perinatal and
neonatal care in the list of guaranteed medical services. Another important issue, which needs
to be addressed immediately, involves strengthening the potential of national and provincial
reproductive health centres to perform regular monitoring, assessment and improvement of
the quality of medical services provided to the public.

Public information and educational measures and the organization of a public
dialogue among government employees, health care providers and the population on issues
involving the survival of children, safe motherhood, reproductive health and family planning,
as well as improved access and better quality urgent obstetrical and neonatal care, have an
integral role to play in resolving problems related to better health care for mothers and
children.

Issues involving adolescent health are also critical, since this is the most vulnerable
segment of the population. The inclusion of family planning, reproductive rights and other
issues in the “Healthy Lifestyle” school programme targeted at the upper grades will help
raise the awareness of these issues among this age group, and this in turn will lead to an
overall decline in problems related to reproductive health in the future.

9. Problems associated with task 4, combating HIV/AIDS, malaria, tuberculosis and
other infectious diseases, need to be addressed without delay because there has been a sharp
rise in the incidence of infectious diseases over recent years. Measures outlined as part of this
effort include heightening public awareness, particularly among high-risk groups, of ways to
prevent the spread of dangerous infectious diseases, including HIV/AIDS, malaria,
tuberculosis and parasitic diseases; ensuring universal access to HIV/AIDS prevention and
treatment measures; as well as reducing the stigma of HIV/AIDS and discrimination directed
against high-risk groups, and the promotion of positive public opinion regarding prevention
programmes to combat HIV/AIDS.

Improvement of the epidemiological supervision system is an integral part of efforts
to prevent the spread of infectious diseases. Measures are planned to raise the qualifications
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of specialists in the public health and epidemiological service, as well as those working at
centres for combating tropical diseases and tuberculosis, immuno-prevention centres, centres
to promote a healthy lifestyle and parasitology divisions of state public health and
epidemiological supervision centres. These activities will be directed primarily at
strengthening preventive measures to halt the spread and reduce the incidence of infectious
diseases.

One of the most important factors in reducing infant and child mortality is to ensure
that as many children as possible are regularly covered by vaccination programmes for all
infections that can be controlled by vaccines. A gradual transition to government-funded
immunization and its integration into maternal and child health protection programmes will
be a top priority. A decline in infectious diseases is directly dependent on immunization of
the population, a process which should ensure the delivery of safe vaccines for all infections
that can be controlled by vaccines. Reinforcement of efforts to promote a healthy lifestyle is a
key element in ensuring a healthy population. Activities in this area include public awareness
campaigns on family planning, instilling hygienic habits and changing patterns of behaviour.
These measures are important building blocks in promoting a healthy lifestyle.

10. Improvements in personnel training and reinforcement of the material and
technical base of the health care system (task 5) will be carried out by strengthening the
training and retraining system for medical personnel and general practice specialists (family
doctors and nurses), through certification, the revision and inclusion in curricula of
programmes that are relevant to the country’s needs and improving personnel planning and
management policies, which in turn will lead to a steady shrinking of geographical and
organizational gaps, as well as the elimination of shortages of certain specialists. The second
important issue is the adoption of measures to improve the material and technical base of the
health care system. These steps include a package of measures involving the construction and
renovation of treatment and preventive care institutions and the purchase of vehicles and the
necessary teaching and medical equipment. These measures will be carried out in accordance
with a plan for the restructuring of treatment and preventive care institutions, including
activities in pilot regions, which have been identified by the government as the poorest and
most vulnerable.

11. The implementation of these measures in the health care sector will make it
possible by 2009 to reduce maternal and infant mortality and the incidence of infectious
diseases and to eradicate some of the infections that can be controlled by vaccines.

6.3. Improvement of social welfare

1. The reform of Tajikistan’s social welfare system will make it possible to carry out a
package of socio-economic measures aimed at protecting the population against
unemployment, rising prices and the devaluation of labour income. In light of this, the
priorities in the social welfare sphere are the same factors that have a direct impact on the
standard of living: employment, social insurance, pension security and targeted social
assistance.

2. Tajikistan’s social welfare sector includes the state social insurance and pension

security system, employment and labour migration, protection of family and children’s rights
and targeted social assistance to vulnerable and low-income segments of the population.
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3. An analysis of the situation in the social welfare system shows that the key
problems in the sector are:

e continued adherence in social policies to the methodology, methods and approaches
that were followed in the pre-market period;

e financial unsustainability of the social welfare system, state social insurance and
pension security;

e adecline in the proportion of state budget expenditures earmarked for social welfare;
lack of transparency in the movement of funds through the system;

e high administrative costs associated with management of the system;

e the complexity of the mechanism for providing targeted social assistance;

e lack of a focused demographic policy;

e inadequate social and legal protections for certain categories of the population;
¢ limited information support (social statistics) for the social welfare system;

e vital social services for the disabled, elderly and children with learning disabilities
that do not meet generally recognized standards;

e existence of a significant shadow sector;
e poor quality and lack of competitiveness of the country’s labour potential.

4. The following tasks have been identified in light of the goals and priorities of the
NDS and PRS, and the problems that have been identified in the sector: 1) institutional
restructuring of the social welfare system; 2) creation of a financially sustainable state social
insurance and pension security system; 3) establishment of a methodological basis for the
study, monitoring and regulation of the labour market and labour migration; 4) organization
of employment support; 5) creation of an effective system of targeted social assistance;
6) improvement of the quality of social services provided to the public; and 7) establishment
of a multi-tiered and unified system to manage the protection of children’s rights.

5. The implementation of institutional reform (task 1) is based on the drafting of two
key strategic documents: a conceptual framework for reform and a state strategy for
development of the entire social welfare system. These documents should define the
government’s targeted social policies, which are intended to foster real conditions that enable
citizens to exercise their rights to social protection.

6. The central problem in the reform of the state social insurance and pension security

system is achieving its financial sustainability (task 2), while at the same time lowering the
tax burden on taxpayers.
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The existing pension system provides for a wide range of benefits and concessions,
which are granted to various categories of citizens. It does not take into account the personal
contribution of each worker, and this makes the social insurance system economically
ineffective.

This problem can be resolved by means of:

e modification and modernization of the relevant regulatory and legislative base, to
provide for the establishment of a comprehensive, motivation-based mechanism for all
beneficiaries of (participants in) the state social insurance system;

e revision of the system of concessions and privileges, the differentiation of these
benefits, identification of sources of financing and a reduction in financial resources that are
not used for their designated purpose;

e proper recording of the pension rights of insured persons and the introduction of
personal accounting technology;

e regular forecasting of the effect (impact) of socio-demographic changes on the
country’s state budget.

7. The lack of up-to-date methods and complete and reliable social statistics in
Tajikistan is creating enormous difficulties with regard to performing a systematic analysis of
the situation in the social sphere (task 3). These deficiencies mean that it is not possible to
study the population’s standard of living and living conditions or to forecast the possible
course of socio-economic development in the immediate future and over the longer term.
These problems mean that there is an urgent need to establish a methodological base for the
study, monitoring and regulation of the labour market and labour migration and to set up an
information support framework for the social welfare system using up-to-date technologies
for the collection, processing, use and storage of information.

Long delays in the payment of wages and arrears on the payment of insurance
contributions by insured persons are a serious obstacle to the performance of timely indexing
of (increases in) pensions and social benefits. The resolution of this problem is linked to an
examination of difficulties associated with wage arrears and arrears on social tax payments,
as well as reform of the employee compensation system.

8. While performing regulatory functions, the state should encourage development of
the economy by creating the conditions for the able-bodied population to receive free training
(or retraining) in competitive occupations with guaranteed job placement. To achieve this
goal, a package of measures is planned (task 4) which will help make the management and
regulation of the labour market more effective.

Increasing the competitiveness of the unemployed in the labour market after training
and retraining at employment training centres requires a reform of the basic vocational
education system through the integration of basic, secondary and higher education.

At the current stage of the country’s development, which is marked by rising hidden

unemployment and a significant flow of illegal labour migration, a serious problem has arisen
with regard to protecting the rights of labour migrants. With the aim of ensuring the safety of
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labour migrants and their social adaptation when living abroad, measures have been proposed
to arrange and hold short-term “survival” courses and to strengthen regulatory and legal
norms.

The development of a system for the contractual regulation of social-labour relations
according to a tripartite principle (a social partnership of the government, trade unions and
employers) has a special role to play in the resolution of problems involving labour relations.
Performance of this task will make it possible to provide protection for the rights of workers
with regard to the scheduling of working hours, wages, discrimination in hiring and dismissal
and social protection.

9. At the current stage of the transition to market relations, we are seeing a
complicated process involving the population’s adaptation to new socio-economic conditions.
The establishment and development of a new system of targeted social assistance that is
consistent with the needs of the market (task 5), which should provide a wide range of socio-
economic, medical, psychological, educational, legal, personal and other social services to
citizens who find themselves experiencing difficulties in life, is a problem of the utmost
importance.

Given the severe budgetary constraints on providing funding for social support to all
citizens in need, a system for the targeting of assistance and verification of real needs will
make it possible to resolve the problems of those people who in are in the most urgent need
of social assistance.

The development of state standards for social services and organizational-legal
mechanisms (methods) for providing targeted social assistance, as well as the establishment
of a legal basis for them, are aimed at addressing the following tasks:

e calculation and establishment of the minimum subsistence income;

e providing equal access to a full range of high-quality social services for various
categories and groups of people;

e integrating the systems for standardization, certification, licensing, evaluation and
quality control in the social services sector;

e fostering mutual understanding and effective cooperation among all participants in the
social service system: personnel at social service institutions, regardless of their
organizational and legal form, clients of these institutions and administrative and supervisory
agencies.

Updating and simplification of the mechanism for providing targeted social assistance
will make it possible to reduce the number of different benefits, concessions and beneficiaries
and to raise the amount of social assistance provided to a sufficient level.

10. A weakening of government policy with regard to providing high-quality social
services (task 6) today could end up costing a great deal in the future. A failure on the part of
the government to take proper action due to a lack of funding is false economy, since this sort
of social policy leads to social instability, social conflicts, malnutrition, disease and a rise in
crime.
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Improvement in the quality of social services provided by the government should be
aimed, above all, at expanding the range of services offered: medical, psychological,
educational, legal and personal assistance and assistance provided by social workers. Among
those who are in particular need of this sort of social assistance are large families, single-
parent families, families without children, families going through divorce and young families;
underage parents; families with disabled members; families with an adverse psychological
environment; children in a negative family environment that threatens their health and
development; children who have been orphaned or abandoned by their parents; children
manifesting anti-social behaviour and street children; single and elderly people; the
unemployed; homeless people; young people who were raised in orphanages, and so on.

The implementation of measures to carry out this sectoral task will make it possible to
provide for equal access to the range of social services guaranteed by the state, as well as
social adaptation and rehabilitation services for disabled persons, families, women and
children, individuals with anti-social behaviour, etc. It will also mean that citizens are able to
exercise their rights to these services.

11. An analysis of the poverty risk by age and gender indicates that children are at the
greatest risk of falling into poverty (task 7). According to sociological survey data, children
account for more than one-fourth of the poor population. Child poverty has an irreversible
impact on a child’s future: his health, his opportunities to obtain an education and his social
status. Children are at risk of poverty even before birth and the risk depends on what sort of
medical care and social assistance the future mothers receive. In connection with this, a
reduction in child poverty is one of the priorities in the reduction of social poverty.

The implementation of various programmes will make it possible to ease the impact
of factors that give rise to the spread of the phenomenon of social orphans, to provide
effective support for children and families that are experiencing difficulties in life, to develop
a system to protect the rights of juveniles, to expand the forms of childcare within the family
and to increase the scope and improve the quality of social services provided to children and
families that are experiencing difficulties.

12. The implementation of a range of interconnected priority measures in the social
welfare sphere over the medium term (2007-2009) will make it possible:

e to provide for more effective management of state social insurance and pension
system funds as a whole;

e to increase the number of insured persons covered by the state social insurance
system;

e to promote growth in the insurance contributions received;
e to reduce unemployment;
e to raise the level of social welfare for the population;

e and to increase wages, pensions and social benefits;
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which will ultimately contribute to a steady decline in the poverty rate by 10-12%
over the forecast period.

6.4. Expansion of access to water, sanitation and housing and municipal services

1. The goal of this sector is to establish economic and administrative mechanisms to
implement the first stage in the restoration of existing water supply and sanitation systems
and housing and municipal services. Civil society and the business community need to
participate in the reform of housing and municipal services. The main task at this stage of the
reform is to instil among the public a sense of ownership and interest in the management of
the housing stock.

2. Tajikistan uses predominantly surface water and groundwater sources, half of
which have elevated hardness and mineralization levels. Overall, 87% of the urban
population and 20% of rural residents in Tajikistan receive their water from centralized water
systems that do not meet drinking water standards. These problems arise as a result of serious
difficulties associated with the delivery of water, public sanitation and housing and municipal
services, which exist in both cities and rural areas.

Sewage services are available to 23% of the country’s urban population and 5% of
the rural population. The majority of population centres do not offer solid waste collection
and recycling services.

In the process of the privatization of agricultural enterprises, some of the water
supply, sanitation and housing and municipal services facilities were overlooked and left
without any responsible supervision and management. A lack of interagency coordination has
led to a situation in which there is little contact and interaction among various structures
responsible for the drafting and implementation of policy.

3. The main goal of reforms in this sector is to provide access to the following by the
end of 2009:

(1) drinking water that meets government standards, for 96% of the urban population
and 51% of rural residents;

(2) basic sanitation and hygiene services for 47% of urban residents and 37% of the
rural population.

4. The main problems in the water supply, sanitation and housing and municipal
services sector are:

e functions related to the development of policy and regulation in the sector are not
assigned to a single government body, there is no coordination among agencies responsible
for policy development and implementation in the sector and there are not enough
comprehensive programmes and plans aimed at the restoration of water supply and sanitation
systems and housing and municipal services, among other things;

o the regulatory legal base is insufficient and limited; there are facilities in rural areas
for which no one is responsible;
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e there is a lack of a stable electricity supply, which hinders the uninterrupted operation
of facilities;

e the technical condition of existing water, power and heating supply facilities,
sanitation systems and housing and municipal services is unsatisfactory;

e there is no clearly defined and transparent policy for providing targeted social
assistance related to payments for water, power and heating, and housing and municipal
services;

e domestic and foreign investments are not being utilized effectively enough, there is no
rate policy in place that is designed to ensure the profitability of providing these services and
the institutional and functional potential of the sector with regard to collecting payment for
the services is inadequate;

e the quality of housing and municipal services is declining, while inefficient spending
1s on the rise;

e measures aimed at development of the social sphere and the public utility
infrastructure in rural municipalities (jamoats) are insufficient;

e rural areas have virtually no centralized sewer systems or facilities for the collection
and recycling of solid household waste;

e rapid population growth is not leading to the corresponding development of the
sector;

e there is a shortage of skilled personnel.

5. In view of the problems enumerated above and the NDS/PRS goals that have been
set, the main tasks in the sector at this stage of the reform are: 1) implementation of
institutional reforms in the sector; 2) attraction of private business and investment;
3) increased effectiveness and optimal performance of the sector’s infrastructure.

6. Within the framework of the institutional reforms (task 1), there are plans to carry
out a functional and institutional survey and to clarify the functions and increase the potential
of agencies responsible for the development and implementation of policy and the drafting of
the relevant laws, standards, programmes and regulatory documents. This will make it
possible to prepare the necessary legislative and other regulatory legal acts and to raise funds
for the modernization of electrical power and hydro-mechanical equipment. There are also
plans to improve the system for the recording of water use, to install water meters and to
renovate key facilities in centralized heating systems in towns and villages. A conceptual plan
for the development of housing stock will be prepared, which provides incentives for private
construction activity, and an analysis will be performed of the rate system and the mechanism
for the collection of payments for municipal services. A conceptual plan for the development
of housing will help coordinate efforts in this sector.

7. One of the priority tasks in the “Water supply, sanitation and housing and
municipal services” sector is to strengthen private business efforts and attract investment
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(task 2). In accordance with this task, there are plans to analyze the attractiveness of the
sector from an investment standpoint with a view to evaluating the prospects for privatization
or restructuring of facilities in the sector, and proposals will be prepared with regard to
providing state support for activities in this sphere.

8. Another important task in the “Water supply, sanitation and housing and municipal
services” sector is to increase the effectiveness and provide for optimal performance of the
sector’s infrastructure (task 3). The following measures are foreseen with a view to fulfilling
this task: drafting (or revision) and implementation of general local development plans;
development (restoration) of the public utility infrastructure; promotion of public housing
construction projects; and increased access to housing and municipal services for low-income
and socially vulnerable segments of the population. As a result of these measures, there will
be an increase in the income of housing and municipal services enterprises, the technical base
of the sector will be restored, there will be a rise in the collection rate for public utility
payments and the quality of services provided will improve.

With the aim of doing a better job of addressing the tasks outlined above, measures
will be undertaken to restore and rebuild the reservoir for daily regulation of water levels; to
protect public health zones; to restore and rebuild heating and water supply networks, interior
plumbing systems and the water supply systems of towns, district centres and rural localities;
to restore and rebuild sewage treatment plants; to build treatment facilities; and to improve
sanitation and hygiene conditions.

9. The performance of these tasks and measures in the “Water supply, sanitation and
housing and municipal services” sector will make it possible to increase access by the
country’s urban population and rural residents to safe drinking water, sanitation services and
housing and municipal services.

6.5. Promotion of environmental sustainability

1. Environmental sustainability issues are tied directly to the tasks outlined under
Goal 7 of the MDGs. A group of interconnected government agencies in Tajikistan is
responsible for their implementation.

The country’s environmental legislation is fairly well developed, although a majority
of the laws lack mechanisms for their implementation and because of limited inter-agency
coordination, these laws are not harmonized with the legislation of other ministries and
departments.

2. The current situation has a negative impact on both environmental quality control
and on the condition of the environment. As a consequence, there has been a decline in soil
quality (according to the estimates, as much as 97.9% of the nation’s agricultural land is
subject to erosion, and more than 15% of land under irrigation has been affected by
salinization and swamping); we are also seeing deforestation, cultivation and overgrazing,
and the unauthorized use of steep mountain slopes for open-pit mining. A large number of
mountain lakes and reservoirs are vulnerable to breaches, which aggravates environmental
instability.
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3. The situation involving waste disposal and recycling is a challenging one. Tailing
ponds pose a particularly serious environmental threat (there are 22 of these sites in the
country, eight of which are in poor condition and are in need of immediate reconstruction).
Agricultural activities are polluting the groundwater as a result of the excessive use of
fertilizers and pesticides and the dumping of highly mineralized water from irrigation
systems. The majority of monitoring stations and installations are not functional. Funds
earmarked for the performance of environmental protection activities, which are provided for
in all of the investment projects that are being implemented (up to 3% of their value), are not
being used for their designated purpose.

4. There are serious difficulties associated with the performance of tasks to bring the
country’s environmental policies into line with the existing economic realities, to raise the
potential of bodies responsible for the development and implementation of environmental
policies, to implement urgent measures to contain and remediate the effects of radioactive
and toxic waste burial sites in the country and to bring solid household waste disposal sites
into conformity with the requirements of environmental protection legislation.

5. In light of this, the main problems in environmental sustainability are:

o insufficient potential of agencies responsible for the development and implementation
of environmental policies and the system of environmental monitoring stations and
installations, glacier monitoring stations, dams and reservoirs; the development and creation
of environmental data bases in pilot regions;

e the fact that the majority of existing and newly drafted environmental protection laws
lack mechanisms for their implementation;

e an absence of measures for the recycling and destruction of particularly hazardous
chemical waste, and for the construction of toxic waste storage sites and sites for the burial of
poisonous chemicals that are no longer suitable for use or are prohibited;

e inadequate implementation of priority measures aimed at the conservation and
sustainable use of water resources, preventing the degradation of land resources, maintaining
biodiversity and preventing air pollution;

e the lack of an environmental monitoring system in industry;

e insufficient organization of reforestation activities and inadequate attention to
specially protected natural areas and to raising public awareness of the environment.

6. In light of the NDS/PRS goals and priorities, as well as the problems in the sector,
the following main tasks have been identified for the “Promotion of environmental
sustainability” sector in 2007-2009: 1) implementation of institutional reforms and
improvement of the legislative base; 2) promotion of existing and new investment projects.

7. One should bear in mind that environmental sustainability problems cut across
multiple sectors in the PRS.

8. The measures that are planned to bring environmental policy into line with the
socio-economic situation in the country, to optimize the functions and strengthen the
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potential of agencies responsible for the development and implementation of environmental
policies, and also to reinforce the legislative framework for environmental activities, fall
under task 1 “Implementation of institutional reforms and improvement of the legislative
base”. Proper accounting of funds earmarked for environmental needs, including those
related to the implementation of investment projects, is also foreseen.

9. Task 2 entails the promotion of existing and new investment projects in the area of
environmental protection. The measures planned in this arena are aimed at promoting
environmental sustainability in Tajikistan and at preventing the release into the environment
of hazardous substances that have a negative impact on public health and the natural
environment. At the same time, measures are planned within other sectors (energy, industry,
agriculture, etc.) to reduce environmental impacts. Special attention is being given to the
promotion of eco-tourism in Tajikistan.

10. Implementation of the environmental protection measures planned for 2007-2009
will make it possible to achieve the following goals by the end of 2009:

e a 5% increase in the area of land covered by forests;

e a 3% increase in the area of land set aside for the purpose of preserving biological
diversity;

e a 5% reduction in the area of degraded land and pastureland;

e a 7-9% reduction in the discharge of polluted waste water into surface and
groundwater sources;

e a4% reduction in the release of point and non-point air pollution;

e household solid waste disposal sites, garbage dumps and tailing ponds brought into
conformity with the requirements of environmental protection legislation;

e restoration and development of the environmental monitoring system.

6.6. Promotion of gender equality

1. As a result of a whole range of social, economic and cultural factors in public life,
the gender gap is widening in terms of the basic rights that are actually being exercised (the
right to work, the right to education, access to means of production and the right to own
property). Policies that are currently being pursued are having a negligible impact on
changing the social relationship between men and women. Equality under the law does not
guarantee actual equality between men and women. The practical reality is characterized by a
clear inconsistency between the government’s stated gender policy and the actual processes
occurring in social relations among men and women.

2. A gender-based analysis of the government policy being pursued and actual social
processes revealed a wide range of problems that are hindering progress in gender equality
and the country’s sustainable development as a whole, and the following key problems have
been identified:
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e an underdeveloped legislative base and insufficient institutional mechanisms to ensure
observance of the norms and principles of gender equality;

e apoor understanding and application of gender-based approaches on the part of public
employees at all levels of government;

e inadequate budget funding to support measures to implement gender policy;

e a weak statistical base that does not allow for a sufficient breakdown of data by
gender and a data collection system that limits opportunities for gender-based analysis to
promote gender equality;

e unequal access to resources, including management resources, and supervision of
these resources;

e tolerance of violence against women and children on the part of society;

e an inadequate social partnership between the government, civil society and the
business community in addressing gender problems.

3. The PRS is based on goals and tasks set forth in the MDGs and NDS and it calls for
a range of measures that are to be carried out in all sectors, including those aimed at
achieving gender equality.

It is expected that measures outlined in the gender equality matrix will help shrink the
gender gap if they are fully implemented.

4. Tt should be noted that gender issues cut across a number of different sectors and
accordingly are included in a limited way in the matrixes of other sectors in the draft PRS
with the aim of taking an integrated approach to resolving the problems described above. For
example, ensuring equal access for boys and girls to basic and general education is reflected
in the “Education” sector, measures to promote equal access to medical services are found in
the “Health care” sector, measures to support entrepreneurial activities undertaken by women
are included in the “Improvement of the investment climate, development of the private
sector and entrepreneurship” sector, issues concerning employment and social protection for
men and women appear in the “Social welfare” sector, and so on.

5. The matrix of measures to achieve gender equality covers problems that are to be
addressed on a priority basis and are aimed exclusively at the implementation of government
gender policy. The measures are grouped by the problems that are being addressed and
consist of the following tasks: 1) improvement of the institutional base for gender policy;
2) creation of effective mechanisms to promote equal access to resources; 3) reduction in the
level of domestic violence and violence in society.

6. Improvement of the institutional base of gender policy (task 1) entails a study of the
need for amendments to the law on the civil service and the drafting of the relevant sublegal
acts. There are plans to establish an inter-agency coordinating body, to perform a functional
survey and to define the specific functions and authorities of agencies responsible for the
drafting and implementation of gender policy. The introduction of “soft” quota methods for
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women in government agencies, the strengthening of female personnel potential among civil
service employees and the drafting and implementation of a targeted programme to promote
women to management positions are also planned.

7. The establishment of effective mechanisms to broaden women’s access to resources
(task 2) entails the implementation of information campaigns and expansion of the practice of
setting quotas for young women and men from remote regions. Assuming that additional
funds can be raised, there are plans to set up education and training centres. In order to
overcome traditional stereotypes about women, there are plans to perform expert reviews of
curricula and textbooks from a gender standpoint, and to carry out measures to reduce the
employment of women in domestic service jobs.

8. A reduction in all types of violence (task 3) is focused on improving the
information available to the public, raising the level of gender awareness among law
enforcement personnel and establishing a National Analytical Centre under the Ministry of
Internal Affairs.

9. It is expected that implementation of the measures outlined for 2007-2009 will
make it possible:

e to boost the percentage of women employed in government bodies by 11% (in 2009)
compared to 2005;

e to expand the number of women as a proportion of the economically active population
from 19% (in 2005) to 25% (in 2009);

e to increase women’s access to financial resources from 19% (in 2005) to 35% (in
2009).

7. FINANCING OF PRS IMPLEMENTATION

1. The programme of activities set forth in the preceding sections will require
significant funding for its implementation. The state budget will provide the bulk of this
funding. Internal budget resources for the implementation of key projects aimed at
infrastructure development and the pursuit of institutional reforms will be supplemented by
foreign aid provided to Tajikistan by international organizations and bilateral donors.
Foreign direct investment has an important role to play in addressing economic development
tasks that occupy a central position in this Strategy. These three main sources of financing
should make it possible to mobilize resources for the implementation of the PRS.

2. The attraction and utilization of financial resources for the PRS are based on the
following principles:

» Focus on long-term development. The country has successfully carried out the task
of establishing socio-economic and political stability and it has moved on to addressing
fundamental tasks in its long-term development. This means that it is especially in need of
long-term investments now to support the development of the private sector of the economy
and to establish the foundations for the sustainable functioning of the social sector. At the
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same time, this reduces the need for humanitarian assistance and other short-term methods to
ease the most acute manifestations of poverty.

» Realism. While the PRS financing programme is fairly ambitious, it is based on a
sober assessment of the possibilities for mobilizing internal resources, attracting foreign
assistance and foreign direct investment. It also takes into account the country’s ability to
make productive and effective use of the resources available.

» Prioritization of spending programmes. The concentration of resources in the most
important policy areas is an important instrument to ensure that the PRS is realistic and to
promote more effective use of these resources.

3. The PRS financial programme proceeds from the scenario for the country’s
macroeconomic development that is presented in Table 3. It is based on realistic assumptions
regarding the external environment in which Tajikistan’s economy is developing. According
to this scenario, in 2007-2009 the country’s economy will grow steadily, GDP will increase at
an average annual rate of at least 7%, inflation will be kept at around 6-7% and gross
investment in fixed capital will average at least 20% of GDP. In the event that major energy
and infrastructure projects are implemented, gross investment could grow considerably.

Table 3
Main Macroeconomic Indicators of Tajikistan’s Development in 2007-2009*
2006 2007 | 2008 | 2009
Forecast

Real GDP in 2006 prices (million somoni) 9,272.2 9,967.6 10,675.3 | 11,422.6
Per capita GDP (somoni, in 2006 prices) 1,311.3 1,380.4 1,447.7 | 1,523.1
Growth in real GDP (%) 7.0 7.5 7.1 7.0
Average annual inflation rate (%) 12.5 7.0 6.0 6.0
Exports of goods and services as a percentage of | 49.8 46.5 47.1 47.5
GDP
Imports of goods and services as a percentage of | 61.3 65.1 65.2 65.5
GDP
Broad money as a percentage of GDP 11 12 13.5 15
Gross investment in fixed capital as a percentage | 17.2 22.4 21.0 20.0
of GDP
State budget revenues as a percentage of GDP 17.8 19.3 19.9 20.7
State budget expenditures as a percentage of 17.3 20.3 20.9 21.7
GDP (not including PIP)
State budget surplus/deficit as a percentage of +0.3 -1.0 -1.0 -1.0
GDP (not including PIP)
Broad state budget deficit indicator (%) 2.7 13.7 9.81 5.50
External government debt as a percentage of 33.2 46.1 52.4 55.0
GDP
External debt service as a percentage of state 2.6 3.0 3.2 3.2
budget revenues

*Forecasts prepared by the Ministry of Economic Development and Trade, the Ministry of Finance and the
National Bank of Tajikistan, and indicators set down in the Republic of Tajikistan Law on the State Budget of
the Republic of Tajikistan for 2007 (including data for 2008-2009) were used in the preparation of the table.
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4. During the period that the PRS is to be implemented, steady growth in state budget
revenues is expected thanks to economic growth, tax and customs policies and administrative
measures that are being undertaken (see section 4). It is planned that state budget revenues in
2007-2009 (not including grants to support the budget) will increase by an average of 0.8% of
GDP per year. Financing to cover the PRS deficit is to be provided by attracting concessional
credits (with a grant component equal to at least 40%) or grant financing to the extent
possible, while at the same time minimizing the risk of macroeconomic instability. As a
result, the expenditure side of the budget (including the anticipated financing of the PRS
deficit) could reach 29% of GDP in 2009.

5. There will be changes in the structure of budget expenditures arising from the
greater emphasis on PRS priorities in government spending policy. The planned structure of
budget expenditures broken down by the main items of the functional classification is shown
in table 4. As one can see from the table, the government is planning an increase in spending
on priority sectors in the PRS, the financing for which is to be provided primarily out the
state budget. It is worth noting that the changes in budget spending policies affect both the
national and local budgets. There will be an increase in the funding for PRS priorities in local
budgets as well.

Table 4
Structure of state budget expenditures, %
2007 | 2008 [ 2009
Forecast
Expenditures — total (including CSIP and PIP)* 100 100 100
Agriculture 5.4 5.7 4.0
Transportation and communications 16.3 17.3 7.5
Mining and construction 1.0 1.0 1.0
Fuel and energy complex 17.4 10.5 11.8
Housing and municipal services 4.2 3.6 3.8
Education 15.4 16.3 18.4
Health care 54 5.8 6.7
Social welfare 11.1 13.1 15.4
Other components of the social sector 1.6 1.6 1.7
Public administration and other budget expenditures | 22.2 25.1 29.7

*The decline in the share of transportation and communications in 2009 is due to the utilization of a large credit
from China.

6. Government efforts to develop the economy will be focused on creating a
favourable business and investment climate in the country (see section 4) and, as a rule, will
not entail direct budget participation in the financing of production activity at enterprises. In
certain cases, however, with a view to stimulating private investment, the government will
allocate budget funds for the co-financing of investment projects, which are of the greatest
importance in terms of the country’s development, in energy, transportation and in the
production, processing and sale of agricultural produce, particularly cotton. The
implementation of these projects will be based on an equitable and mutually advantageous
partnership between the state and investors.
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7. The main instruments for implementation of the government’s investment policy
will continue to be the Public Investment Programme, which is financed predominantly from
outside sources (see table 5), and the Centralized State Investment Programme, which is
financed from internal budget funds (see table 6). The focus of these programmes on the key
elements of PRS policy will also grow substantially.

8. The volume of financing within the PIP represents a fairly substantial package of
investment resources: in 2006 PIP funds were used to effect investments equal to 8.5% of
GDP. The projected level of investments under the PIP in 2007, 2008 and 2009 will be equal
to 13.3%, 8.8% and 4.5% of GDP, respectively, or an average of 8.9% of GDP per year',
which represents an increase over the previous period. The growth in PIP resources, which is
due primarily to the attraction of additional external financing sources, will not lead to a
tightening of current spending, the dynamics of which will be determined by the logic of the
reforms envisioned by the PRS. The process of compiling the Public Investment Programme
for 2007-2009 was coordinated closely with the process of drafting this PRS, as a result of
which the PIP for 2007-2009 reflects in financial terms the priorities and sequence of
measures under the PRS (see table 5). The bulk of the PIP funds will be earmarked for PRS
priorities (see Chapter 3) such as: 1) development of the private sector and stimulating
investment through the implementation of investment projects in the energy, transportation,
agricultural and water resources sectors; and 2) development of human potential through the
pursuit of structural reforms in education, health care and social welfare and growing
investment in the social infrastructure. These measures within the PIP also help to improve
public administration, i.e., the implementation of the third PRS priority, since measures
aimed at the institutional development of the relevant sectors of the national economy are an
integral component of many PIP projects.

Table 5
Projected distribution of PIP funds
2007 2008 2009
PIP — total, as a percentage of overall state budget | 45.17 45.74 38.92
expenditures
of which by sector:
Management of the economy 0.79 1.53 2.10
Agriculture, irrigation and rural water supply 5.08 6.53 4.89
Water supply and sewage services 1.68 0.83 0.45
Energy 18.07 13.58 14.93
Transportation and communications 15.29 17.74 8.82
Education 1.77 2.40 2.13
Health care 1.33 1.32 2.39
Social welfare and labour 0.84 1.26 1.81
Multisector and other sectors 0.32 0.55 1.40

9. The projected funding under the CSIP for 2007-2009 (US$230.7 million)
represents an annual average of 2.5% of GDP, or 4.6% of the total cost of programme

! The PIP flows are not distributed evenly over the years, which is due to the implementation
of a major transportation infrastructure project. It is also connected to the fact that official
agreements have not yet been concluded for a number of PIP projects that are expected to be
launched in 2008-2009, and they were not included in the total figure.
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activities. This figure is reflected, without a breakdown by individual measures, as the
contribution of the budget to the financing of the unmet need of the PRS (table 7). An
approximate sectoral breakdown of the CSIP for the duration of the PRS is provided in
table 6. The Government will revise the distribution of programme resources among the
sectors and measures in the PRS activity matrix on an annual basis in accordance with the
Strategy’s priorities.

Table 6
Projected distribution of CSIP funds
2007 2008 2009
CSIP — total, as a percentage of overall state budget | 7.45 8.46 9.52
expenditures
of which:
Education 1.19 1.35 1.52
Health care 0.40 0.45 0.51
Social welfare 0.09 0.10 0.11
Agriculture 0.32 0.36 0.41
Transportation and communications 0.95 1.08 1.21
Mining and construction 0.47 0.53 0.60
Fuel and energy complex 1.31 1.49 1.68
Housing and municipal services 0.72 0.82 0.92
Public administration 1.16 1.32 1.49
Law enforcement 0.38 0.43 0.48
Other sectors 0.46 0.53 0.59

10. Expenditures on the implementation of high-priority and priority activities in
the PRS represent the core of PRS financing. Consolidated information on the financial
needs of this programme is provided in table 7, while more detailed financial information on
each measure is given in Appendix 1.

11. The total demand for financing for the PRS action programme was
US$5,029.4 million, including around US$1 billion in concessional external borrowing. The
financing approved to date totals US$2,253.7 million, including US$239.3 million from the
budget, US$1,172.9 million from the PIP and US$841.5 million in foreign direct investment.

12. The unmet need for financing for the programme as a whole is equal to
US$2,775.7 million. It is assumed that in order to cover the gap in financing, concessional
foreign aid will need to be attracted under the PIP in the amount of US$537.2 million
(including just over US$100 million in concessional loans), in addition to US$2,007.9 million
in foreign direct investment and a projected CSIP contribution of US$230.7 million. The
determination of this foreign borrowing figure took into account Tajikistan’s compliance with
prudential criteria for fiscal stability and the sustainability of foreign debt, such as the net
present value of foreign debt to GDP, for example. Foreign direct investment should be the
main source used to cover the programme deficit, and the additional need for FDI is equal to
40.1% of the total programme cost.

13. It is assumed that all of the funding provided to Tajikistan by development
partners for poverty reduction purposes, particularly investment funds, will be taken into
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account in the state budget and will be focused on the implementation of measures outlined in
the Strategy’s activity matrix.
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14. In order to preserve the prioritization principle in the process of implementing the
PRS, strategy measures were ranked when the document was being drafted, and measures
with the highest priority were identified (the method used for determining the priorities is
described in Appendix 3). The unmet need for financing of high-priority measures alone
(within the framework of foreign assistance, not including the PIP) is equal to
US$276.8 million, or 5.77% of the total need for financing of the PRS and 10.87% of the
total unmet need for financing. The unmet financial need for high-priority measures broken

down by sector is shown in table 8.

Unmet financial need for high-priority measures

Table 8

Shortfall, % of total % of total
Sector of the economy million U.S. | financial need unmet need
dollars
Public administration 5.0 50.00 100.00
Macroeconomic policy 16.8 20.23 92.96
Improvement of the investment climate,
development of the private sector and
entrepreneurship 6.3 18.81 36.17
Development of regional cooperation and
integration into the global economy 6.7 2.41 11.58
Development of transportation 273 4.69 13.37
Development of communications 78 13.86 13.86
Development of energy 28.1 1.48 3.08
Development of industry 1.0 0.10 0.11
Total for the development of
infrastructure, transportation and
communications, energy and industry 64.1 1.8 3.11
Food security and development of agriculture 285 12.63 53.87
Development of education 38.0 24.10 50.27
Development of science 6.2 66.14 71.52
Total for the education and science sector 44.2 26.44 52.44
Development of the health care sector 41.8 25.99 79.83
Social welfare 223 48.18 65.29
Expanded access to water supply, sanitation
and housing and municipal services 22.7 12.60 16.30
Promotion of environmental sustainability 17.4 36.36 73 .89
Promotion of gender equality 1.0 30.37 59.24
Total expenditures under the PRS 276.8 5.77 10.87

15. The unmet need for the financing of priority measures under the PRS (within the
framework of foreign assistance, not including FDI) totals US$260.4 million, or 5.43% of the
total need for PRS financing and 10.23% of the total unmet need for financing. In addition to
the high priority-measures, in order to achieve the goals and priorities of the PRS, the
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government is hoping to attract foreign assistance for the priority measures as well so as to
ensure the consistent and integrated implementation of reforms.

16. The PRS devotes a great deal of attention to the creation of favourable conditions
for the development of the private sector and for the attraction of FDI, particularly in the real
sector of the economy (energy, air and rail transport, communications, various sectors of
industry, etc). In accordance with the PRS measures, there are plans to use
US$2,849.4 million in FDI (or 57.0% of the total need for implementation of the PRS), of
which, according to the available data, US$841.5 million has been confirmed. The additional
need for FDI is US$2,007.9 million. It is anticipated that part of the additional need for FDI
may be met through domestic private investment, assuming favourable conditions.

17. As already mentioned above, the principal financial instrument for
implementation of the PRS is the state budget, which reflects its goals, tasks and measures.
The Medium-Term Budget Framework has a key role to play in bringing the state budget into
line with the political priorities set forth in the NDS/PRS. Since a sectoral approach is taken
in the NDS/PRS, the PRS should also be based on a sectoral breakdown of budget
expenditures. The state budget currently follows a regional principle for the most part, and
therefore a transitional period is needed to modify the budget compilation principles and to
effect the full-scale introduction of budget planning based on the MTBF. This should be fully
elaborated by 2009. Active preparations are already under way, however, for the transition to
the MTBF and a Republic of Tajikistan Government Resolution on the Introduction of the
Medium-Term Budget Framework for State Spending in the Republic of Tajikistan has been
adopted, a Regulation on the Formation and Introduction of a Medium-Term Program for
State Spending has been approved and an Instruction on Per Capita Financing for General
Education Institutions in pilot towns and regions has been issued, among other things. As a
result, it is possible that the amount of domestic budget financing for PRS sectors will be
modified somewhat.

8. MANAGEMENT OF PRS IMPLEMENTATION AND MONITORING

1. The management of the implementation of the Poverty Reduction Strategy will be
organized in such a way as to ensure that the government achieves the goals set forth in the
Strategy, internal and external resources are mobilized and maximum use is made of them,
and all of the various segments of society are involved in the poverty reduction effort.

2. The National Development Council (NDC), which is being established under the
President of the Republic of Tajikistan, will play a leading role in the implementation of the
PRS. It is anticipated that its membership will include representatives of the government,
Parliament and civil society. The Council will determine the overall reform strategy, it will
review progress reports on implementation of the PRS and it will initiate the drafting of a
new PRS. The NDC Secretariat will be responsible for the day-to-day operations related to
coordinating the efforts of public and private participants in the PRS process, defining the
legal status of the NDS/PRS, analyzing the results of the PRS implementation process,
preparing proposals for changes in the PRS and the drafting of a new PRS and ensuring that
all government programmes and strategies are subordinate to and focused on the Poverty
Reduction Strategy.
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3. All of the practical activities aimed at implementation of the Strategy will be
coordinated by the Republic of Tajikistan government. The Ministry of Finance will ensure
that the Medium-Term Budget Framework and annual budgets are consistent with the goals,
tasks and measures set forth in the PRS. Sectoral ministries, departments and local
government authorities will be the principal working bodies engaged in the implementation
of the PRS within the relevant sectors and regions. They will be responsible for the
implementation of the relevant sections of the activity matrix, which is an integral part of the
PRS. The government will engage in constructive cooperation with donor organizations to
ensure the coordinated and effective use of the foreign aid being provided to the country, and
it will also foster a favourable environment to attract direct foreign investment and domestic
investment in the economy.

4. Parliament is called upon to draft legislation that reflects the policy measures
outlined in the Strategy, and also to take into account PRS goals and priorities in the review
and approval of the state budget.

5. Civil society organizations will have an important role to play in the
implementation of the PRS, as they are called upon to mobilize the social potential to achieve
the Strategy’s goals. The various forms for participation by civil society will include
providing social services, disseminating information about the PRS among the public,
participation in PRS monitoring and in the consultative process related to its implementation,
and ensuring transparency and accountability in the implementation process. Effective
cooperation and partnership between government bodies and non-governmental organizations
will be an key element of this effort. The contribution by civil society organizations to
involving local communities in the PRS implementation process will be particularly
important.

6. The functions and responsibilities of various government agencies in the PRS
implementation process, as well as the place of the NDS and PRS in the overall regulatory
and legal system in Tajikistan, will be determined by a special regulatory act that is scheduled
for adoption in 2007.

7. One of the most important elements of the system for the management of PRS
implementation is the Poverty Reduction Strategy Monitoring and Assessment System
(MAS). Its purpose is to track progress in achieving the goals of the PRS, identify positive
experience that has been gained and current problems in the implementation of the
Strategy, analyze development processes within the framework of the PRS and elaborate
sound proposals to make adjustments in poverty reduction policies aimed at enhancing its
effectiveness. The MAS allows for close and direct feedback between policy decisions that
are made and the results of their practical implementation, as well as transparency and
accountability in activities related to the PRS goals.

8. The fundamental principles of PRS monitoring and assessment are independence of
the assessment process, transparency and accountability, a focus on results and the Strategy’s
priorities, use of the latest monitoring methods and involvement of Parliament, executive
government authorities at all levels, local self-government bodies and development partners.

9. Structure of the Monitoring and Assessment System. The quantitatively defined
Strategy goals form the foundation of the MAS. A system of indicators is used to measure
the country’s progress along the path toward these goals, which makes it possible to track the
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effectiveness and outcome of the policy measures set forth in the PRS. The data collection
system for monitoring indicator values and other quantitative and qualitative information that
describes Tajikistan’s socio-economic development is a key subsystem of the MAS. Other
components of the MAS include:

o asystem for the analysis of information collected in the monitoring process, which is
intended to evaluate the effectiveness of measures aimed at the country’s socio-economic
development within the framework of the PRS and the drafting of proposals to improve PRS
policies;

o asystem for the dissemination of information on the results of the monitoring of PRS
implementation and the collection of responses to this information on the part of various
participants in the PRS implementation process.

The effective functioning of the entire MAS is determined by the institutional and
financial support provided for monitoring and assessment processes.

10. The PRS goals, which are simultaneously intermediate goals of the NDS, are
outlined in section 3 of this document. Effective monitoring and assessment of PRS
implementation activities are made possible by the fact that these goals are interdependent,
have been quantitatively defined and are linked to the PRS time horizon. The PRS goals fully
incorporate the Millennium Development Goals, which Tajikistan adopted along with the
entire international community.

11. The PRS monitoring indicators are provided in Appendix 2*. The system of
monitoring indicators encompasses all of the PRS policy directions, all types of resources
used to implement the Strategy and all of the results to be achieved in the Strategy
implementation process. Four main types of monitoring indicators are employed: 1) input
indicators, which describe the policy for the attraction and distribution of state budget funds
and other resources used for implementation of the Strategy; 2) output indicators, which
describe the direct results of efforts by government agencies to implement the PRS;
3) outcome indicators, which show the extent to which PRS activities have changed the
socio-economic situation in the country, how public access to basic government services has
grown and how satisfied the public is with these services; and 4) impact indicators, which
reveal how the people’s welfare has changed and describe directly the degree to which the
Strategy goals have been met.

12. PRS monitoring will be carried out on the basis of the indicator values for the
country as a whole and (when possible and appropriate) with a breakdown by regions, gender
and other characteristics, with a separate look at especially vulnerable segments of the
population. Sectoral and local government bodies may use additional indicators that reflect
the specific development tasks facing them. Thus, the system of indicators will provide a full
range of information for monitoring at all levels: at the national, sectoral, regional, project
and programme levels.

13. In addition to regular monitoring of the principal PRS indicators, various types of
surveys will also be employed:

* The set of indicators provided therein is subject to further revision in the Strategy implementation process.
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e joint monitoring and assessment (using assessment forms, for example) will make it
possible to provide valuable information on PRS implementation at the local community
level;

e tracking of government spending, which means checking actual government spending
against the approved budget;

e tracking of services provided, to determine the accessibility and quality of basic
government services, such as education, health care and water supply;

e impact assessment, which is meant to provide an in-depth analysis of the design of the
main programmes within the PRS and progress in their implementation.

These surveys will be ordered by the authorized government body responsible for
monitoring problems and will be performed by independent research organizations and civil
society organizations. Measures will be taken to boost the internal potential for the
performance and use of these surveys both among government agencies and independent
research organizations and consulting companies. The results of these surveys will be taken
into account in evaluating the implementation of the PRS and will be included in the annual
report on its implementation.

14. The information collection system will be organized in such a way as to ensure
that the requirements for complete data needed to make management decisions and
economical use of government resources spent on obtaining this information are both taken
into account. Attention will also be given to the sustainability of information collection
processes; an effort will be made to include in the monitoring system only those indicators
and measurement methods for which sufficient internal government funding will be available
over the long term.

15. Substantial improvements will be made in the collection of information on the
welfare of households and on the level and nature of poverty in the country. This information
will become the basis for PRS monitoring.

16. The periodicity of data collection for various indicators will be determined by the
degree of variability in the phenomena reflected by these indicators and by the need for new
data to make management decisions and elaborate policies, although data will be updated at
least once a year for all of the indicators. A monitoring calendar will be prepared that ensures
the timely delivery of information needed to make policy decisions. It is essential that this
calendar be coordinated with the timetable for the compilation of the Medium-Term Budget
Framework and annual budgets. Measures will be taken to reduce the time lag in the
presentation of indicator values (in particular with regard to the poverty rate and other
poverty indicators). This will allow decision-makers to base policies on actual data.

17. The State Statistics Committee (SSC), which will provide for the timely
collection, processing and presentation of most of the data for all indicators, has a central role
to play in the data collection system. The SSC Statistical Activities Programme will be
brought fully into line with the needs of the PRS by including the measurement of indicators
needed for the proper assessment of the PRS, and by excluding those indicators for which
there is no demand. With the support of international development organizations, steps will
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be taken to reinforce the potential of statistical agencies, including regional offices, to obtain
objective, accurate and timely information on the country’s socio-economic development.

18. Ministries and departments, which provide data on their own activities and on
conditions in the sectors under their jurisdiction to all of the participants in the Strategy
implementation process, are another important source of monitoring data (particularly with
regard to input and output indicators). Information provided by the Ministry of Finance on
the status of Tajikistan’s state budget, which is the main source of support for implementation
of the PRS, is of particular importance in the monitoring process. Budget information will be
set down in sufficient detail in the process of the drafting and execution of the Medium-Term
Budget Framework and annual budgets to allow for tracking of the allocation and expenditure
of government funds under all elements of the PRS. To accomplish this, work will be done to
adapt formats for the presentation of budget information to PRS monitoring and assessment
needs, including changes in the budget classification. The State Committee on Investment
and State Property Management, the Ministry of Economic Development and Trade, the
National Bank, the Ministry of Foreign Affairs, the Centre for Strategic Research and other
central and local government bodies will provide for the delivery of key information on the
external environment (foreign aid that is being received, the external political situation,
external economic and financial conditions, environmental factors, etc.) in which Tajikistan’s
socio-economic development is taking place, and also on the implementation of measures
under the sectoral sections of the PRS and the inputs.

19. The analysis of information collected in the monitoring process and the
assessment of policies within the framework of the PRS will be performed by all central
executive government bodies responsible for implementation of the Strategy, within their
particular scope of authority, with a coordinating role to be played by the Ministry of
Economic Development and Trade. Specialists from government and independent research
organizations, NGOs and other representatives of civil society will be increasingly involved
in the analysis and drafting of proposals on government policy.

20. The results of the analysis and assessment will be summarized in the form of
annual progress reports on implementation of the PRS, which contain an analysis of the
existing problems and recommendations for making adjustments in policy directions where
they are needed according to the analysis, as well as suggestions for the dissemination of
positive experiences. These reports should be presented within a time frame that allows for
full utilization of the information contained therein in the drafting of the annual state budgets.

21. The dissemination of information on monitoring and assessment results will be
carried out by means of public information campaigns, the publication of summary and
sectoral/regional progress reports on implementation of the PRS, the organization of public
discussions and also through the creation of a special Internet portal that contains complete
information on monitoring data and the PRS assessment results, including monitoring data
obtained by civil society organizations. A great deal of attention will be given to providing
feedback involving all of the interested parties, and comments and suggestions on improving
PRS implementation policies and mechanisms will be collected through the Internet portal,
through public debate programmes (including parliamentary hearings), seminars with NGOs
and other means.
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22. The institutional structure of the MAS. The Ministry of Economic Development
and Trade and the public Expert Methodological Council (EMC) will be the working bodies
of the NDC Secretariat in the monitoring and assessment sphere.

The principal functions of the Ministry of Economic Development and Trade in the
monitoring and assessment sphere will be: to establish the legislative basis for the legal status
of the NDS/PRS, to organize monitoring and assessment processes at all levels of
management, to draft regulatory legal acts in the monitoring and assessment sphere, to
integrate monitoring and assessment results into the scale of the entire Strategy, to prepare
annual reports on PRS implementation, to coordinate the activities of other MAS participants,
to maintain a dialogue with development partners and to disseminate information on
monitoring and assessment processes and results. The Ministry of Economic Development
and Trade will also have full access to information on foreign assistance received by the
country to help in implementation of the PRS.

23. The Expert Methodological Council will include specialists from government
agencies, civil society and international organizations. This body will review on a systematic
basis methodological issues related to the performance of monitoring and assessment,
including the selection of monitoring indicators and the setting of target values, it will
analyze flows of information into the MAS, submit proposals for ensuring access to
information that is collected and for eliminating duplication in the collection and processing
of information and it will perform independent evaluations of monitoring reports prepared by
ministries, departments and local government bodies. As needed, the EMC will bring in
independent specialists and determine the need for research on specific issues in the
implementation of the PRS.

24. As already mentioned, the State Statistics Committee will be the main source of
data for monitoring purposes. In addition, it is being assigned an important role in providing
expert support to other participants in the monitoring and assessment process with regard to
data collection methodologies and the interpretation of the indicators that are used.

25. The Ministry of Finance will be another principal source of information needed
for PRS monitoring and assessment, and it will provide all of the interested parties with
complete and timely information on government funding for development programmes
within the framework of the PRS, including the current budget, the PIP and the CSIP.

26. Specially identified units (monitoring and assessment divisions/analytical
divisions) within each of the specialized ministries and departments will be assigned
responsibility for monitoring and assessment of the sectoral components of the PRS. These
subdivisions will coordinate data collection activities and they will present integrated results
of the monitoring of PRS implementation in the respective sectors on the basis of
departmental data and State Statistics Committee data, linked to information on execution of
the state budget, including the PIP and CSIP, and if available, data from independent studies
performed by civil society organizations and international organizations. These units will
prepare regular sectoral reports on PRS implementation. By analogy with the EMC, sectoral
working groups will be established under these bodies, which will include personnel from
government agencies, as well as independent experts and civil society representatives.

27. The Parliament will be actively involved in PRS monitoring and assessment.
Representatives of Parliament will serve on the NDC; annual government reports on PRS
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implementation (including anticipated inputs/outcomes up to the end of the respective/
reporting year) will be presented to the Parliament together with the annual state budget.

28. The role of local government authorities in the monitoring and assessment
system will consist of organizing the collection of data on the implementation of government
programmes being carried out within their jurisdiction, analyzing progress in the
implementation of the PRS within their regions and, on the basis of this analysis, preparing
proposals for improving PRS policies and implementation mechanisms. To this end, local
government authorities will maintain a regular dialogue and discuss monitoring results
pertaining to their region with the respective ministries (departments), local communities and
civil society organizations.

29. The participation of civil society in PRS monitoring and assessment processes will
be broad and varied. Representatives of civil society organizations will serve on the NDC, the
EMC and as members of sectoral working groups in the capacity of experts and
representatives of interest groups within the population. Local communities (jamoats), which
are called upon to provide information about how the PRS implementation process is
perceived by the population, and what sort of problems at the local level require particular
attention, are being assigned an important role in monitoring processes. The public will have
access to all of the results of PRS monitoring and assessment and suggestions and comments
will be collected from citizens and public organizations on all aspects of PRS implementation
policies and practices. Civil society organizations will be involved in conducting research on
PRS problems, particularly in those areas not covered by official statistics.

30. The system for reporting on the results of PRS implementation will be organized
as follows. Local government authorities will provide summary reports on PRS
implementation activities within their region to the Ministry of Economic Development and
Trade and sectoral reports to specialized sectoral ministries. Projects carried out under the
PIP and CSIP will be reported on at the same time to the State Committee on Investment and
State Property Management and to specialized ministries. Sectoral ministries will collate all
of the information they receive pertaining to their specific sector and will present the
summary reports to the Ministry of Economic Development and Trade, where all of the
information on PRS implementation will be collected. The procedure and format for the
submission of reports by all of the participants in the MAS process, which should eliminate
duplication of information submitted, will be determined by the relevant regulatory legal acts
adopted in early 2007 by the agency responsible for implementation of the MAS.

31. The PRS Monitoring and Assessment System will be a single system that obviates
the need for parallel monitoring structures and eliminates the duplication of information
collection efforts. Organization of the MAS will take into account the interests of all of the
participants in the PRS implementation process. The monitoring of projects being carried out
with the support of international donor organizations will be integrated into the overall
monitoring system, which will increase the effectiveness of monitoring funds and will make
it possible to strengthen the country’s MAS.

32. Significant efforts will be made to strengthen the potential of all of the
participants in the monitoring and assessment process, which includes the attraction of
additional donor funds for these purposes (many international organizations are already
carrying out or planning to begin technical assistance projects in this sphere), as well as an
increase in government resources earmarked for monitoring needs.
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33. Funding for the monitoring system (the functioning of the SSC and monitoring
and assessment units within central and regional government bodies, and the performance of
the necessary surveys) will be provided in the appropriate amount through the state budget.
Donor funds will be allocated for investment in the human and organizational potential of the
MAS. Support will be provided for donor efforts to develop the potential of civil society in
the monitoring and assessment sphere.

34. The MAS structure, functions and mechanism will be spelled out in the relevant
regulatory act (taking into account the provisions of Decree No. 1080 of the President of the
Republic of Tajikistan of 21 May 2003 “On Monitoring and Assessment of the
Implementation of the Poverty Reduction Strategy Paper”).

35. The Republic of Tajikistan government, in conjunction with donor organizations,
will undertake a number of measures to establish an effective MAS, including:

e analysis of weaknesses in the existing system and development of a preliminary set of
indicators for this PRS;

e development of a system for the management of PRS results, including a regulatory
legal base for the MAS;

e establishment of the necessary organizational structures for monitoring that are
provided for under this Strategy, within sectoral and regional government bodies;

e cnhancement of the monitoring potential of sectoral ministries (pilot projects at the
Ministry of Education and the Ministry of Health);

e improvement of the monitoring potential at the local level.
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APPENDIX 1. ACTIVITY MATRIX FOR 2007-2009

Unmet financial need broken down by high-priority measures

Sector Sector of the economy Shortfall, % of total | % of total
code millions of | financial unmet
U.S. dollars need need

1 Public administration 5.0 50.0% | 100.00%
Macroeconomic policy 16.8 | 20.23% | 92.96%

3 Improvement of the investment climate, 63| 18.81% | 36.17%
development of the private sector and
entrepreneurship

4 Development of regional cooperation and 6.7 2.41% | 11.58%
integration into the global economy

13 Development of transportation 27.3 4.69% | 13.37%

14 Development of communications 7.8 13.86% | 13.86%

15 Development of energy 28.1 1.48% 3.08%

16 Development of industry 1.0 0.10% 0.11%
Total for development of the 64.1 1.80% | 3.11%
infrastructure, transportation,
communications, energy and industry

6 Development of the agro-industrial complex 28.5 | 12.63% | 53.87%
and food security

17 Development of education 38.0 24.10% | 50.27%

18 Development of science 6.2 | 66.14% | 71.52.%
Total for the education and science sector 44.2 | 26.44% | 52.44%

8 Development of the health care system 41.8 | 25.99% | 79.83%

9 Social welfare 223 | 48.18% | 65.29%

10 Expansion of access to water, sanitation and 227 12.60% | 16.30%
housing and municipal services

11 Promotion of environmental sustainability 17.4 | 36.36% | 73.89%

12 Gender 1.0 | 30.37% | 59.24%
Total PRS spending 2768 | 5.77% | 10.87%




Unmet financial need broken down by priority measures

Sector Sector of the economy Shortfall, % of total | % of total
code millions of | financial unmet
U.S. dollars need need
1 Public administration 0.0 0.00% 0.00%
2 Macroeconomic policy 1.3 1.53% 7.04%
3 Improvement of the investment climate, 11.1 | 33.19% | 63.83%
development of the private sector and
entrepreneurship
4 Development of regional cooperation and 1.4 0.50% 2.43%
integration into the global economy
13 Development of transportation 45.5 7.82% | 22.29%
14 Development of communications 0.3 0.54% 0.54%
15 Development of energy 33.1 1.74% 3.63%
16 Development of industry 5.9 0.58% 0.67%
Total for development of the 84.8| 238% | 4.12%
infrastructure, transportation,
communications, energy and industry
6 Development of the agro-industrial complex 8.9 3.95% | 16.85%
and food security
17 Development of education 7.6 4.83% | 10.08%
18 Development of science 2.5 ] 26.34% | 28.48.%
Total for the education and science sector 10.1 6.03% | 11.96%
8 Development of the health care system 10.6 6.57% | 20.17%
9 Social welfare 11.8 | 25.62% | 34.71%
10 Expansion of access to water, sanitation and 113.6 | 63.02% | 81.54%
housing and municipal services
11 Promotion of environmental sustainability 6.1 | 12.85% | 26.11%
12 Gender 0.7 20.90% | 40.76%
Total PRS spending 2604 | 5.43% | 10.23%
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APPENDIX 4. PARTICIPATION IN THE DEVELOPMENT OF THE NDS/PRS

Appendix 4
Participation in the drafting of the NDS/PRS

NDS/PRS Steering Committee — A. G. Akilov, M. S. Davlatov, G. D. Babayev, M. M.
Alimardonov, S. M. Nadzhmutdinov, A. Kodirov, A. A. Rakhmonov, M. Khamidov,

Sh. Zukhurov, R. Abdurakhmanova, D. K. Gulmakhmadov, Sh. Rakhimov, M. Sh. Shabozov,
N. Kh. Buriyev, N. S. Khushvakhtova, D. M. Davlatov, M. S. Isakov, representatives of the
World Bank, IMF, ADB, UNDP

Public administration reform — M. S. Davlatov, F. S. Kholboboyev, D. Kh. Kabirov, M. N.
Nazarov, D. M. Davlatov, M. S. Kadirov, N. Kh. Buriyev, N. Kh. Khushvakhtova, A. K.
Latipov, Sh. K. Sokhibov, R. F. Umarov, M. D. Mullayev

Infrastructure, transportation, communications and industry — A. Gulomov, M. M.
Khakdodov; Infrastructure subgroup — M. Kh. Khabibov, A. Ashurov, I. U. Usmonov,

M. Anvarov; Transportation, communications and energy subgroup — Sh. Gulov, A. Yerov,
A. R. Sulaimonov, A. N. Niyozov, Kh. Kh. Aliyev, R. R. Gulov, S. Usmonov, Z. N. Krasii;
Industry subgroup — Sh. Gulov, Z. Sh. Saidov, M. Gulov, D. Rasulov, A. Khikmatov,

T. Amirkhonov, R. M. Rakhmatov, R. Kodyrov, M. Amonov

Macroeconomics — G. D. Babayev, Kh. Kh. Soliyev, M. N. Saifiyev, A. S. Eshonkulov,

R. B. Bakhromov, N. K. Kayumov, R. K. Rakhimov, A. G. Rogozina, T. P. Gukasova; Fiscal
policy subgroup — S. M. Nadzhmutdinov, K. Kh. Azimov, B. S. Sultonov, A. Sh. Akramov,
R. M. Damonov, S. Rustamov; Monetary policy subgroup — M. M. Alimardonov, Dzh. Z.
Yusupov, T. I. Khaknazarov, Z. B. Fattidinova, L. G. Dureyeva, Sh. Davlatov
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