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This study assesses the potential of contribution of Islamic Development Bank 

Group into the economic development of Uzbekistan, increase of productivity of 

state financial system and realization of certain goals of textile industry develop-

ment. Earlier studies on Islamic Development Bank’s activity in Uzbekistan fo-

cused on the financed projects in Uzbekistan with the support of the Bank, aimed 

at solving socio-economic issues of the country and development of Islamic finan-

cial system (waqf, zakat). However, the direction of development of individual in-

dustries of Uzbekistan, such as the textile industry, in cooperation with the Islamic 

Development Bank Group (primarily with the IDB and ICIEC) with the aim of ac-

celerating economic growth in the country, increasing its export potential, as well 

as the financial condition of enterprises, is not sufficiently covered. Therefore, the 

present study attempts to close the gap in the literature by investigating the factors 

of development of enterprises, engaged in textile industry, in the conditions of Uz-

bekistan and will provide additional insight on ways of cooperation with Islamic re-

gional organization. 
 

В данном исследовании оценивается потенциал вклада группы Ислам-

ского банка развития в повышение эффективности государственной фи-

нансовой системы Узбекистана и реализацию определенных целей разви-

тия текстильной промышленности. Ранние исследования деятельности 

Исламского банка развития в Узбекистане посвящены финансируемым при 

поддержке банка проектам, направленным на решение социально-

экономических проблем страны и развитие исламской финансовой систе-

мы (вакф, закят). Однако недостаточно освещено направление развития 

отдельных отраслей промышленности Узбекистана, таких как тек-

стильная промышленность, в сотрудничестве с группой Исламского банка 

развития (в первую очередь, с ИБР и ИКСИЭК) с целью ускорения экономи-

ческого роста в стране, повышения ее экспортного потенциала, а также 

финансового состояния предприятий. Настоящее исследование пытается 

восполнить пробел в литературе путем изучения факторов развития 

предприятий текстильной промышленности в Узбекистане и дает допол-

нительное представление о путях сотрудничества с исламской региональ-

ной организацией. 
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Introduction 

One of the important components of the 
development of any state economy is the pro-

vision of financial support to economic enti-
ties of strategically important sectors of the 
economy that are capable of producing com-

petitive goods at the global level. Support of 
such entities with the help of preferential 

lending and (or) insurance, on conditions be-
low market ones, allows to maintain and cre-
ate new jobs, increase the scale of the enter-

prise’s activities, allowing to counteract mani-
festations of economic instability more effec-

tively, as well as to deepen international eco-
nomic relations with other countries, contrib-
uting to long-term economic growth of the 

country. 
Long-term financing of projects of various 

segments is carried out, among others, by 
multilateral development banks that emerged 
in the period after the Second World War. 

The activities of global (World Bank) and re-
gional development banks (European Bank 

for Reconstruction and Development, Asian 
Development Bank, African Development 
Bank, Inter-American Development Bank) 

have had a huge impact on solving social 
problems, implementing structural reforms in 

developing countries, mitigating the conse-
quences of financial and economic crises, and 
strengthening economic integration processes 

at the regional level. 
The Islamic Development Bank (IDB) 

played an important role in intensifying the 
development of mutual trade between coun-
tries at the regional level, in countering the 

food crisis and chronic poverty. It was created 
in accordance with the decision of the Con-

ference of Arab Foreign Ministers in Lahore 
(Pakistan) in February 1974, and officially 
began its work only on October 20, 1975. To-

day, IDB is part of the Islamic Development 
Bank Group (IsDB), consisting of 5 structural 

divisions. As at December 31, 2022, there 

were 57 member States, of which Saudi Ara-

bia, Libya and Iran remain the largest share-
holders. 

Uzbekistan joined IDB, being the core di-
vision of the Group, only in September 2003 
during the annual meeting of the Board of Di-

rectors in Almaty, thus becoming the last 
member of all the countries of the post-Soviet 

space to join this organization. A cooperation 
between two parties started to intensify only 
during the last 4-5 years. Still there is a huge 

untapped potential in relationship of Uzbeki-
stan and IsDB, which can be used towards 

development of textile industry enterprises, 
strengthening the national financial system, 
acceleration of economic growth in the coun-

try, enhancing financial literacy of population 
and financial resilience of legal entities.  

It should be noted that the first attempts to 
establish banks based on Shariah principles 
emerged in the 1950s and insurance compa-

nies – in 1970s in the Middle East region. 
However, Islamic financial institutions started 

to play a significant role in the world econo-
my only since early 1990s with the growth of 
economic and financial power of certain Arab 

countries within the framework of the Islamic 
economy doctrine. During this period a lot of 

scientists and experts, including Chapra M. 
Umer [7], Khan M.S., Mirakhor A. [19], M. 
Kabir Hassan [10], started publishing several 

studies about the basic features of the Islamic 
finance and banking, large-scale growth in 

Muslim countries based on Shariah principles, 
remaining problems and challenges relating to 
Islamic instruments, financial markets, and 

regulations. Establishment of “Accounting 
and Auditing Organization for Islamic Finan-

cial Institutions” (AAOIFI) in 1991 allowed 
to maintain and promote Shariah standards for 
Islamic financial institutions, participants, and 

the overall industry. This had led to develop-
ment of scientific base on Islamic finance and 

new practical methods and mechanisms of 
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managing currency and financial flows, intro-
ducing innovative financial technologies, de-

veloping investment solutions. 
The independence of the former Soviet re-

publics, occurrence of several financial crises 

prompted these countries to seek alternative 
sources of financing and development of their 

economies in cooperation with Muslim coun-
tries in general and IDB in particular. This 
predetermined the relevance of the study of 

several researchers (Andrianov V.D. [4], 
Bekkin R.I. [5], Hadiullina G.N. [9]), Jurav-

lev A.Yu. [18], Isaeva E.A. [13], Kenzhaliev 
N.U. [14], Imamkulieva E.E. [11], Kyrlan 
M.G. [16]), who assessed the trends and di-

rections of formation of the Islamic finance 
industry in the post-Soviet practice. A signifi-

cant contribution to the study of the specifics 
of Islamic financial institutions and their role 
in global finance was made by Bekkin R.I. 

In terms of Uzbekistan’s perspective, 
Geoffrey F. Gresh [8] in the mid of 2000s 
displayed the rise of Islamic financial system 

in Central Asian countries and Uzbekistan’s 
desire to incorporate greater Islamic compo-

nents into government since the early 2000s. 
Uzbek scientist, former rector of Tashkent 
Islamic University, Abdullaev R.V. [1-3] in 

his works reviewed in details the relationship 
of Uzbekistan with IDB, large-scale financed 

projects by the Bank during the whole period 
of cooperation. A thorough analytical study 
was done by Imamnazarov J. [12] in 2020, 

who delved into the essential characteristics 
of Islamic financial instruments and prerequi-

sites for their implementation in Uzbekistan. 
According to his research, Uzbekistan, unlike 
its neighboring countries, hasn’t started the 

process of developing a legal framework for 
activity of Islamic financial institutions. It is 

believed that if the Uzbek government agrees 
to step up its efforts, IsDB will extend their 
support in formulating legal framework for 

the country. The author also points out that 
the Uzbek government can benefit from issu-

ing sovereign and green sukuk (Islamic finan-
cial instrument) to fund infrastructural and 
environmental development projects. He also 

states that an informal Islamic financial insti-
tution and system, like waqf and zakat, as 

well as Islamic crowdfunding can help to 

meet various financing needs of SME. How-
ever, there is limited study on utilizing other 

IsDB’ opportunities to develop certain indus-
tries in Uzbekistan, contributing significantly 
to the country’s GDP and exports. Our study 

intends to learn ways of deepening a coopera-
tion with IDB Group of companies for the 

purpose of increasing financial resources in 
the country, development of textile industry, 
enhancement of its’ export potential, which is 

considered one of priority directions of Uzbek 
state policy in accordance to “New Uzbeki-

stan Development Strategy for 2022-2026”. 
Formation and development of coopera-

tion between Uzbekistan and IDB 

Uzbekistan has been cooperating with 
IDB for more than 30 years. For the purpose 

of our study, we will divide the period of rela-
tionship of Uzbekistan with IDB into several 
stages [1] based on the important quantitative 

and qualitative factors: 
The first stage (1992-2002) is associated 

with the passive participation of IDB in the 

transition of Uzbekistan from the administra-
tive-command system to the democratic state, 

governed by the rule of law with a socially-
oriented market economy. Practically there 
was no allocation of large funds to the devel-

opment of the economy of Uzbekistan, except 
some grants for the reconstruction of a num-

ber of historical buildings in the country, such 
as the Mir-Arab Madrasah in Bukhara and the 
Imam Al-Bukhari Memorial Complex in Sa-

markand. The total amount of funds for the 
period 1992-2002 amounted to only 14.7 mil-

lion USD [26].  
The second stage (2003-2016) is related to 

the country's establishment as a full member 

of IDB and development of cooperation be-
tween two parties into actual financing of 

large-scale projects. The Bank already in the 
second year of membership (in 2004) provid-
ed to Uzbekistan a loan in the amount of 25.1 

million USD for the construction of a 500 kV 
overhead line “Syr Darya Thermal Power 

Plant – Sogdiana Substation” with a length of 
218 km and 23.8 million USD to equip 12 
emergency hospitals in various parts of Uz-

bekistan with modern medical equipment. 
During the next few years IDB established a 

relationship and granted credit lines to com-
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mercial banks of the Republic of Uzbekistan 
(NBU, Asaka Bank, Ipoteka Bank and Uz-

promstroybank) to support SMEs.  
Over the whole period of 1992-2016, Uz-

bekistan attracted more than 1.5 billion USD 

from IDB for the implementation of 67 pro-
jects. Most of financing was allocated to pro-

jects in the agriculture (332.6 million USD), 
energy (533.1 million USD) and transport 
sectors (348 million USD) [27].  

The third stage (2017-up to date) is related 
to intensification of cooperation between IDB 

and Uzbekistan in the light of  start of large-
scale political and economic reforms in the 
country, aimed at creating a more open, mar-

ket-oriented economy and a favorable invest-
ment climate, as well as the approval of the 

“Strategy of Action for Five Priority Areas of 
Development of the Republic of Uzbekistan 
in 2017–2021”. During the working visit of 

the President of Uzbekistan to Saudi Arabia at 
the beginning of 2017, Uzbekistan and IDB 
agreed concrete steps in developing 

and implementation of projects in socio-
economic direction (in particular 

in modernization of healthcare, education, 
energy, housing and communal services 
and irrigation). The next year both parties 

signed a “Partnership Strategy for 2018-2021” 
with the possibility of providing funds in the 

amount of 1.3 billion USD, directed towards 
further economic development and innovation 
activity in the country [28]. 

Noteworthy that in 2021, the 46th annual 
meeting of the IDB Board of Governors was 

held for the first time in Tashkent. The parties 
emphasized an importance of implementing a 
new cooperation program for the next 5 years 

and established a special fund to support small 
business with a capital of 100 million USD. 

Following the successful implementation 
of the cooperation strategy between Uzbeki-

stan and IDB for 2018-2022, there was devel-
oped a cooperation strategy between the two 
parties for the period 2022-2026. During a 

recent videoconference between the Minister 
of Investment, Industry and Trade of the Re-

public of Uzbekistan L. Kudratov and IDB 
President Muhammad Al-Jassir, the parties 
noted that the volume of attracted investments 

is in line with the schedules and is at 50% of 
the total of 1.2 billion USD by the end of 

2026 [40]. 
Thus, over the entire period of cooperation 

with IDB, Uzbekistan has been able to attract 

more than 3.7 billion USD from this organiza-
tion for the implementation of various pro-

jects, including an unprecedented amount of 
870.6 million USD in Y2022 (see Fig.1), at-
tracted for the reconstruction and moderniza-

tion of the “M-39 Tashkent-Termez road”, 
integrated development of rural areas, con-
struction of a combined cycle gas turbine and 

other purposes. That makes Uzbekistan a 
leader among the CIS countries in terms of 

the amount of attracted funds from IDB (see 
Table 1). Given the country's share in the sub-
scribed capital of the Bank in the amount of 

14.9 million USD (0.03% of the total capital), 
the volume of funds raised looks impressive. 

 

 
 

Fig. 1

T a b l e  1 

 Azerbaijan Kazakhstan Kyrgyzstan Tajikistan Turkmenistan Uzbekistan 

General volume  
approved funds 

1204.4 2973.7 525.8 753.4 1236.2 3740.5 

Grand total projects 
(in numbers) 

79 71 78 101 30 156 

Share in signed  
capital 

56.49 59.91 28.67 20.15 5.5 14.91 

Approved 
Funds/Subscribed 
Capital Ratio 

2132% 4964% 1834% 3739% 22476% 25087% 
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Undoubtedly, this indicator is a proof of 
the correctness of the ongoing socio-

economic policy in the country, the successful 
implementation of the “Strategy of Action for 
the Five Priority Areas of Development of the 

Republic of Uzbekistan in 2017–2021”, ex-
pressed in the improvement of the system of 

state and social construction, the judicial and 
legal system, creation of favorable climate for 
business, large-scale reform in the field of 

monetary policy. It is worth noting that over 
the period 2017-2021, Uzbekistan’s total 

trade turnover with foreign countries in-
creased 2-fold from 20.1 billion USD up to 
41.1 billion USD (with Central Asian coun-

tries from 2.7 billion USD up to 6.3 billion 
USD), the personal income tax rate was re-

duced from 22.5% down to 12%, the VAT 
rate – from 20% down to 15%, the volume of 
gold and foreign exchange reserves increased 

from 26.4 billion USD up to 34.9 billion 
USD, the number of countries for a visa-free 
regime increased to 86 countries (only 18 

countries in 2018), the number of higher edu-
cational institutions almost doubled from 77 

to 141, etc. [30]  
In continuation of the “Action Strategy” at 

the beginning of 2022 a “New Uzbekistan 

Development Strategy for 2022-2026” (here-
inafter referred to as “Development Strategy”) 

was approved by Decree of the President of 
the Republic of Uzbekistan No. UP-60 dated 
28.01.2022. The new “Development Strategy” 

is aimed at achieving exactly 100 goals within 
the framework of 7 priority areas for the de-

velopment of Uzbekistan for the next 5 years 
and includes such measures as further liberal-
ization, double increase of the volume of tex-

tile industry production, improvement of 
competition, attraction of more foreign in-

vestments to the economy, improvement of 
living standards of the population [32].  

Current state of affairs of the textile indus-

try in Uzbekistan 
Textile industry is considered as one of the 

strategically important sectors of the Uzbek 
economy. The presence of its own large raw 
material base and a relatively large market in 

neighboring countries make the development 
of textile and garment production in Uzbeki-

stan one of the potential growth drivers.  

A new stage of the development of the 
textile industry of Uzbekistan started in 2017. 

By the Presidential Decree dated December 
21, 2016 "On the program of measures for the 
further development of the textile and gar-

ment-knitwear industry for 2017-2019", the 
enterprises, producing textile and garment-

knitwear products were granted different kind 
tax and customs privileges (in the form of ex-
emption from profit tax, property tax or re-

lease from customs payments for imported 
equipment, components, etc.). By the Decree 

of the President of the Republic of Uzbekistan 
dated December 14, 2017 № 5285 "On the 
advanced development of textile and garment-

knitwear industry" there was developed a 
“roadmap” regarding improvement of the 

management system. personnel training, 
modernization of production, development of 
infrastructure, intensification of foreign eco-

nomic activity, introduction of international 
standards in the textile industry [31]. 

The cluster system of textile production 

development was introduced in 2017, which 
allowed to improve the formation of unified 

production chains from raw materials to fin-
ished products, significantly reduce transac-
tion costs for farmers of producers, thereby 

contributing to the price competitiveness of 
textile industry products. 

As a result, the number of enterprises in 
the industry has increased by 2,4 times over 
the last six years from 7,700 to 18,400. The 

volume of investments increased from 518 
mln. USD in 2017 to 1,6 bln. USD in 2022 

[38].  In 2023, total volume of textile industry 
production amounted 8,2 bln. USD, employ-
ing more than 570 000 people by around 6 

000 enterprises.  
Due to the growth of processing of local 

raw materials within the regions in 2017 there 
were processed 40% of cotton fiber, in 2019 - 
88%, in 2020 – 93% and in 2021 – 100%. 

Thus, there was ensured a cessation of export 
of raw materials (cotton fiber) and increase 

the share of semi-finished and finished indus-
trial goods (yarn, fabric, clothing) in total ex-
port sales [23]. In the commodity structure of 

exports the share of textile yarn and fabric 
captures 13.5% and clothing – 4,0%. 
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The Decree of the President of the Repub-
lic of Uzbekistan NO. UP-5989 of May 5, 

2020 “On urgent measures to support the tex-
tile and garment and knitwear industry” 
opened wide opportunities for textile export 

manufacturers. According to the Resolution, 
investment projects implemented in 2020 – 

2025, as well as the provision of working cap-
ital to textile aria garment and knitwear enter-
prises, are financed from credit lines of the 

Fund for Reconstruction and Development of 
the Republic of Uzbekistan in the amount of 

$300 million, loans from commercial banks, 
borrowed funds from international financial 
institutions and lines of credit of foreign 

banks open to the textile and clothing and 
knitwear industries. There were organized 

export support headquarters, regional support-
ive representatives of the national association 
“Uzbektextilprom” in order to assist in the 

export of domestic textile products, study and 
solve existing problems [21].     

The high growth dynamics of the textile 

industry and government support measures 
have increased the business activity and ex-

port potential of the industry. The volume of 
textile industry’s exports in 2023 totaled to 
3,1 bln. USD and the geography of export 

sales increased up to 83 countries. Almost 
80% of export fell on the markets of tradional 

partners of Uzbekistan – Russia, China and 
Turkey [39].    

However, the share of products with high 

added value in the export of finished goods 
remains very low. This is largely explained by 

the lack of local companies, equipped under 
high-tech production sites to satisfy interna-
tional certification rules of the developed 

countries. Most of enterprises in textile indus-
try are formed as small and medium-sized en-

terprises (SME), which lack enough financial 
capacity to develop production facilities or to 
sell goods to foreign counteragents on credits 

terms, which is considered one of the compet-
itive advantages of any supplier in the world 

market.  
New prospects for further development of 

textile industry, using IsDB Group instruments 

In our opinion, further deepening of coop-
eration between Uzbekistan and the IsDB 

Group can play a significant role in the im-

plementation of the “Development Strategy”, 
in particular, in reaching the following goals 

of the 3rd priority area (“Accelerated devel-
opment of the national economy and ensuring 
high growth rates”):  

- double increase of the volume of textile 
industry production (goal 22);  

- expansion of financial resources in the 
country (goal 27);  

- increasing the export potential of the 

country (goal 28);  
- increasing the share of the private sector 

in GDP to 80%, in exports – to 60% (goal 29). 
First of all, it should be noted that Uzbeki-

stan compares favorably with other countries 

of the post-Soviet space by the large popula-
tion in the country, predominantly Muslim. 

According to the Statistics Agency of Uzbeki-
stan, in 2023 the country's population in-
creased to 36.738 million, which is 45% of 

the total population of Central Asia. The large 
Muslim population creates an excellent plat-
form for the introduction of Islamic principles 

of finance and risk management. The country 
has a large number of people, including en-

trepreneurs, who due to their religious beliefs 
do not take bank loans and do not use the ser-
vices of insurance companies in terms of life 

and health insurance for family members and 
(or) company employees. At the same time, 

the lack of borrowed funds can limit the de-
velopment of textile industry enterprises, es-
pecially SMEs, or the lack of insurance pro-

tection can put a family at risk in the event of 
the death of the breadwinner. 

To date a number of Uzbek banks (Trust-
bank, Ipak-Yuli Bank, Uzpromstroybank and 
others) and insurance companies (APEX In-

surance, TEMIRYO’L-SUG’URTA, GROSS) 
offer some Islamic financial products via so-

called “Islamic window”. However, in our 
opinion, offering of such products by conven-
tional banks or insurance companies will still 

contradict the religious feelings of conserva-
tive believers, who are convinced that the Is-

lamic money fund should not be intermixed 
with the money fund of conventional financial 
structures and even managed within the 

“walls” of such organizations. The rationale 
behind this principle is taking all the neces-

sary precautions to ensure that Islamic funds 
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do not become mixed with other funds that 
may be involved with riba, gharar, maysir or 

haram ac-tivities [17]. This is, obviously, one 
of the reasons why a majority part of popula-
tion of Uzbekistan, consisting mainly of Mus-

lims, does not place its saving in Uzbek banks 
(only 3% of the population or 10% of private 

savings of the population). Although, the 
banking system of Uzbekistan showed signif-
icant improvements over the period 2017-

2022, including, growth of ATMs from 445 to 
11,000; increase in the number of debit cards 

from 19 million to 30 million; increase in the 
number of bank branches by 300; improved 
digitalization of banking services and as a 

consequence a 6-fold increase in users, etc. 
[35]  

Moreover, consolidation of Islamic and 
conventional banking data might result in 
double-counting of the Islamic banking com-

ponent and therefore an information on “Is-
lamic windows” should be deconsolidated 
from the parent banks [25] or even better to 

be spun-off as separate legal entity. The prin-
ciple of the “Islamic window” in conventional 

banks does not also meet all the requirements 
for the functioning of full-fledged Islamic 
banks in terms of approach to risk manage-

ment, investment of funds, compliance of its 
internal organizational infrastructure with the 

achievement of the goals of effective man-
agement of the total portfolio of banking as-
sets and even disclosure of information on 

aggregate indicators of banking activities. As 
an example, an Islamic bank prepares a sepa-

rate “report on changes in restricted invest-
ments”, where the bank discloses how it has 
used depositors' funds, placed in restricted 

investment accounts, taking into account their 
wishes and restrictions.  

Based on the above, it becomes highly 
important to form a full-fledged infrastructure 
for Islamic finance in the country, including 

the creation of independent Shariah-compliant 
banks and insurance companies, as well as a 

separate legislative framework, regulating the 
activities of Islamic financial organizations, a 
mechanism for guaranteeing deposits and Is-

lamic securities for investing funds. In this 
respect, IDB can become the main partner of 

Uzbekistan in the implementation of this 

comprehensive work, taking into account also 
the fact that the development of the Islamic 

finance industry is one of the directions of the 
IDB’s activities according to its Charter. It’s 
worth to note that in 2018 a draft of Presiden-

tial Resolution on the creation of Islamic fi-
nancial infrastructure and an Islamic bank in 

Uzbekistan was presented for public discus-
sion. But the project did not receive further 
development. At the end of 2019, the Capital 

Market Development Agency of the Republic 
of Uzbekistan presented the “Capital Market 

Development Strategy for 2020-2025”, ac-
cording to which it was planned to adopt a 
regulatory act on the introduction of Islamic 

sukuk bonds and begin issuing them from 
mid-2020. However, this legal act has not yet 

come into effect. 
For Uzbekistan, including the relevant 

government departments, it would be a good 

solution to attract specialized specialists of 
IDB in the field of Islamic finance for direct 
participation in the development of individual 

laws on the organization and activities of Is-
lamic financial institutions. Opening an IsDB 

representative office in Tashkent would make 
it possible to have specialized specialists on a 
permanent basis. It is believed that the entry 

into force of the necessary legislative acts will 
allow Uzbekistan to attract up to 10 billion 

USD of additional investment on an annual 
basis [29]. 

It is gratifying to note that IDB has been 

participating in the training of Uzbek special-
ists in the field of Islamic finance for many 

years. However, as noted above, there is a 
need for direct participation of IDB in the im-
plementation of large-scale reforms in the fi-

nancial sector, including its direct participa-
tion in the establishment of an Islamic bank(s) 

in Uzbekistan as one of the shareholders. In 
the world practice there are several examples 
of IDB’s participation in the ownership struc-

ture of Islamic banks (“Meezan bank” in Pa-
kistan, “Bank of Khartoum” in Sudan, “Jaiz 

Bank” in Nigeria, “Albaraka Türk” in Turkey, 
etc. [33]), which had a beneficial effect on the 
development of the country's banking indus-

try as a whole. Direct participation of IDB in 
the ownership structure of an Uzbek bank will 

have a positive impact not only on the activi-
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ties of bank by attracting specialized special-
ists from other Muslim countries of the world, 

establishing cooperation with Islamic banks 
of IDB member countries, but can also con-
tribute to increasing the diversification and 

resilience of the national financial system. 
This, in turn, can help in wide coverage of the 

population with financial services and ex-
panding financial resources in the country. 

One of the main barriers today to the de-

velopment of SMEs in Uzbekistan is the inac-
cessibility of bank loans to a wide range of 

entrepreneurs. The World Bank's most recent 
estimates show that developing countries still 
have a financing gap for SMEs of around 

19% of GDP or 5.7 trillion USD in total. 
Moreover, this indicator has not changed 

since 2015 [6].  
According to the Agency of Statistics un-

der the President of the Republic of Uzbeki-

stan, as of 01.07.2023, the total number of 
operating SMEs in the country amounted to 
411,1 thousand [37]. At the same time, only 

13% of SMEs (about 53.4 thousand) has ac-
cess to financing in conditions when this sec-

tor provides 74% of the country's workforce 
[36]. In Uzbekistan, this is also accompanied 
by a religious component of obtaining a loan 

from traditional sources. Our analysis of the 
corporate websites of the main commercial 

banks of Uzbekistan shows that the maximum 
loan volume allocated to SMEs is 5 billion 
soums at an annual rate of no less than 24%. 

This rate may be reduced by some b.p. if 
compensation is provided by the “State Fund 

for Support of Entrepreneurship”. But, this 
fund also has certain restrictions: no more 
than 30% of the loan rate is compensated; the 

loan term must be no more than 3 years; the 
amount of the guarantee cannot exceed 50% 

of the loan amount, the size of which should 
not exceed 2.5 billion soums [25]. 

The main difference between Islamic 

banking and the traditional model of bank 
lending is the refusal to use interest on loans 

(in Arabic “riba”). Since money is not a 
commodity under Sharia law, demanding 
payment for lending it is considered unfair 

exploitation and can negatively affect public 
welfare. Therefore, the Islamic banking sys-

tem is not based on interest on loans, but on 

the principle of sharing profits from trade and 
investment between the lender and the bor-

rower. It follows that the Islamic banking sys-
tem is focused on the operations of the real 
sector and the prevention of excessive risk in 

financial activities. Incidentally, this showed 
its effectiveness during the global financial 

crisis of 2007-2008, when Islamic banks felt 
the consequences of the crisis much less than 
conventional banks [20]. It should also be noted 

that if for a conventional bank a client is a 
source of income, for an Islamic bank a client 

becomes an equal partner - an investor. As a 
result, Islamic banks do not allow or are not 
interested in the bankruptcy of its clients.  

This financing model, which involves 
sharing risks between the lender and the bor-

rower, is preferable for Uzbek SMEs. Espe-
cially at the initial stage of the formation of 
SMEs, when they do not have their own sup-

ply of financial cushion or collateral (guaran-
tee) to obtain loans from commercial banks. 
The presence of Islamic banks in the country, 

including with the participation of IDB as a 
partner or shareholder, can fill the existing 

gap in the availability of loans for SMEs on 
preferential terms (no interest payments, no 
collateral, risk sharing with the creditor bank, 

support for SMEs throughout its entire busi-
ness life cycle). In fact, the Islamic banking 

model was initially based on and solves the 
problem of overcoming a number of social 
problems of society, including through stimu-

lating the development of SMEs. Widespread 
advertising and promotion of the principles of 

Islamic finance through mass media and so-
cial networks will cover a large part of the 
population and SMEs, and the introduction of 

subjects on Islamic finance in universities 
with the involvement of IDB specialists as 

lecturers and the publication of research mate-
rials on Islamic finance will help to train the 
country’s own staff and improve the financial 

literacy of the population. 
It can also stimulate the development of 

crowdfunding in the country according to Is-
lamic principles, when investors - individuals 
professing the religion of Islam, can invest 

their funds in textile projects aimed at solving 
socially important problems, such as creating 

new jobs in the regions, especially for wom-
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en, to stimulate the use of environmentally 
friendly materials and new technologies to 

minimize waste, etc. An example of a suc-
cessful project in the textile industry realized 
through crowdfunding is the project of eco-

clothing “Osoka” on a large Russian crowd-
funding platform “Boomstarter” [15]. 

One of the important structural divisions 
of the IDB Group is ICIEC, designed to sup-
port trade and investment between member 

coun-tries of the IDB Group through Shariah-
compliant risk insurance. By the nature of its 

activities, ICIEC is similar to the Export 
Credit Agency (ECA) of various countries of 
the world, which first started working in 

Great Britain after the First World War in or-
der to restore the international trading system 

and link the colonies to trade with the mother 
country [22]. Today practically all countries 
of the world have their own ECA as part of 

the system of state stimulation of foreign eco-
nomic activity, engaged in export-import in-
surance, issuing guarantees to commercial 

banks for issued financing to the exporter and 
a number of other services, including the is-

suance of sureties (bonds), export factoring 
insurance, information and consulting ser-
vices, etc. ICIEC provides almost all of the 

above services only in accordance with Shari-
ah norms and mainly for member countries of 

the IDB Group. Today, 49 states are members 
of ICIEC. Among the CIS member countries, 
Kazakhstan was the first to join this organiza-

tion in 2003 and since joining it has received 
financial support from ICIEC in the amount 

of more than 7 billion USD [34]. Uzbekistan 
joined ICIEC second after Kazakhstan among 
the CIS countries, but only in June 2019. In a 

short period, ICIEC has supported with its 
insurance coverage trade operations and in-

vestment projects in Uzbekistan worth of 758 
million USD. In 2020, ICIEC signed a 
“Memorandum of Understanding” with the 

leading insurance company of Uzbekistan – 
JSC EIIC “Uzbekinvest”. 

In a context where ECA does not yet exist 
in Uzbekistan, deepening a cooperation with 
ICIEC could help to increase the competitive-

ness of textile producers in international mar-
kets through the provision of comprehensive 

export insurance support services. ICIEC’s 

cooperation with Uzbekistan could be built on 
the basis of the organization’s interaction with 

local insurance companies (first and foremost 
with Uzbekinvest) through reinsurance or co-
insurance of risks, primarily for SMEs in tex-

tile industry, to strengthen their export poten-
tial. As it is known, one of the main ways to 

gain a competitive advantage for Uzbek 
SMEs when entering foreign markets is the 
possibility of providing a foreign partner 

(counterparty) with an export credit in the 
form of a de-ferred payment for goods sup-

plied. At the same time, this method of trad-
ing is associated with the risk of non-payment 
due to the insolvency of the counterparty 

(commercial risks) or the inability to transfer 
money due to the presence of restrictive fac-

tors beyond its control, such as a ban on trans-
ferring currency outside the country, depriva-
tion property rights (confiscation, nationaliza-

tion, expropriation), the introduction of an 
embargo, the start of hostilities in the country, 
etc. (political risks). Non-payment of money 

for delivered products from several foreign 
contractors can often have a catastrophic im-

pact on the activities of SMEs. 
In this regard, it becomes necessary for a 

producer in textile industry to obtain addi-

tional reliable insurance guarantees that en-
sure its interests outside its country. ICIEC, 

together with Uzbek insurance companies, 
can provide such insurance coverage to local 
textile industry producers. This coverage can 

be organized via insuring commercial and po-
litical risks of national producers as part of 

supporting exports in new and risky foreign 
markets, providing information and consult-
ing services (such as providing information 

on the profile and financial position of a for-
eign counterparty, legal requirements of vari-

ous sectors of foreign economies, consulta-
tions on customs administration, on issues of 
currency control, etc.), issuing an insurance 

guarantee to commercial banks to provide fi-
nancial loans needed for textile industry pro-

ducers for the purposes of production and 
subsequent export, etc. 

As noted above, Islamic financial institu-

tions consider clients as partners and do not 
allow them to go bankrupt. From this point of 

view, the participation of ICIEC in insuring (or 
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reinsuring) the export operations of Uzbek 
producers of textile could enable the parties of 

foreign trade contract to always try to find a 
compromise solution in the event of insured 
events (non-payment for delivered goods) in-

stead of starting legal proceedings, which is 
the most common, yet the most time-

consuming method of debt collection. That 
compromise solution means making continued 
shipments under Insurer’s coverage in propor-

tion to payments received from debtor, agree-
ing on schemes for restructuring the debt, debt 

cession, buyback of goods, etc. That would 
allow the exporter not to deteriorate the rela-
tionship with foreign counterparty and not to 

lose a potential foreign market, keep the level 
of overdue accounts receivable under control 

and improve the exporter’s credit profile.  
Moreover, insurance coverage of business 

supplies always helps to protect the balance 

sheet of SME and the interests of shareholders, 
and also serves as a good tool for attracting 
bank financing. Accordingly, the presence of 

support from ICIEC will automatically provide 
an opportunity to receive financing from IDB 

for the purpose of expanding business and ex-
port destinations of textile producers under 
preferential conditions. Because, availability of 

insurance coverage from ICIEC will guarantee 
IDB or any other Uzbek commercial bank, be-

ing local partner of IDB and financing export 
sales of SME in textile industry, a return of 
funds in case of credit default. This scheme 

will also allow an increase in the volume of 

lending by the banks themselves due to the re-
lease of credit limits (reserves) on insured 

transactions, reduction of the credit rate, in-
crease in the competitiveness of the credit 
product with the insurance support of local in-

surer and ICIEC (acting as the reinsurer). It is 
noteworthy that the Islamic financial system 

contains the concept of “gharar” (elimination 
of uncertainty), which is always taken into ac-
count in the conclusion of any transaction, ap-

proval of any project. On this basis, it follows 
that the parties will always try to eliminate any 

unjustified risk or asymmetry of information 
when concluding a transaction, which disci-
plines the parties and allows financial institu-

tions to avoid unjustified losses. 
Analysis of Uzbekistan’s export sales 

demonstrate that the top 10 countries account 
for 65% of total exports of the country, 
among which 7 countries are IDB member 

countries (see Table 2). The Middle East re-
gion, which is considered as of the biggest 
markets for the world textile producers, ac-

counts for approximately 9-12% of Uzbeki-
stan's exports (around 1,25 billion – 2,3 bil-

lion USD) for the period 2018-2023. In a con-
text where IDB attaches paramount im-
portance to the intensification of the devel-

opment of mutual trade between all member 
countries of the organization, the Middle East 

region may become one of the important 
business development areas for Uzbek SMEs 
in textile industry. 

 

T a b l e  2 
 Country 2018 2019 2020 2021 2022 2023 
1 Russia 2117 2 532 1,486 2,088 3,099 3,496 
2 China 2 875 2,529 1,937 2,529 2 511 2,487 
3 Turkey 945 1 218 1,019 1 692 1,512 1,263 
4 Kazakhstan 1 352 1 393 98 1 178 1 393 1,417 
5 Kyrgyzstan 270 670 760 792 978 634 
6 Afghanistan 603 617 777 667 751 857 
7 Tajikistan 237 328 405 502 521 608 
8 Canada 5 6 142 200 227 41 
9 Turkmenistan 60 144 126 192 195 172 
10 Iran 173 220 142 177 140 181 
 Total export 13,991 17,459 15 102 16 663 19,294 24,869 
 Total export to TOP-10 8 637 9,656 7 703 10,018 11 327 11,156 

 
Export to IsDB member-
countries among TOP-10 

3,639 4,589 4 138 5 201 5 490 5 132 

 
Share of TOP-10 in total  
export 

62% 55% 51% 60% 59% 45% 

 
Share of IsDB member-
countries among TOP-10 

26% 26% 27% 31% 28% 21% 

 Share of SMEs in export 27% 27% 21% 20% 30% 30% 
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Besides, an insurance support for SMEs 
from ICIEC together with Uzbek insurance 

companies will provide additional benefits to 
SMEs themselves. Firstly, the presence of an 
insurance policy and constant interaction with 

insurance institutions will allow local SMEs 
to establish and constantly improve the level 

of risk management of the enterprise. Second-
ly, in case of default from foreign partner and 
occurrence of an insured event, SME will be 

able to take advantage of information and 
consulting support from ICIEC or IDB in 

those countries where they have their repre-
sentative offices or local partners. Thirdly, 
providing deferred payment to foreign part-

ners on terms below market conditions, given 
the financial support of IDB and ICIEC, will 

enable Uzbek SMEs in textile industry to 
strengthen partnerships with foreign buyers 
by providing flexible payment terms and 

gradually conquer foreign markets. 
 

C O N C L U S I O N S 

 

We can note that the cooperation between 

Uzbekistan and the IsDB has enormous, not 
yet fully explored, potential. This is, first of 
all, the direct involvement of the IsDB in the 

implementation of large-scale reforms in Uz-
bekistan in the field of Islamic finance. The 

formation of a strong legislative framework 
regulating the activities of Islamic financial 
institutions and instruments is aimed at solv-

ing an important long-term task – moderniz-
ing the country's financial market and attract-

ing direct investment from the Muslim world 
to the country. 

The establishment of Islamic financial in-

stitutions in the country will make it possible 
to reach that part of the population that is 

strongly committed to religion and does not 
trust traditional financial institutions. If SMEs 
are supported on the terms offered by the Is-

lamic financing model, Uzbekistan can ex-
pand trade relations with the outside world, 

improve its export potential, and create new 
jobs. The latter is especially important in re-
gions and rural areas where employment level 

remains low. 
As part of the country's “Development 

Strategy”, Uzbekistan aims to increase the 

country's export potential, which can allow it 
to resolve the issue of trade deficit and 

strengthen its international position on a re-
gional and global scale. Deeping a coopera-
tion with ICIEC with a focus on insuring ex-

port operations of local business entities in 
textile industry would let them securely open 

new foreign markets, expand local industrial 
production and strengthen the real sector of 
the econ-omy as a whole. SMEs, which play 

an important role in the economy of Uzbeki-
stan, can become key drivers of growth and 

stabilization of the foreign trade balance, val-
ue-added formation and, as a result, strength-
ening the contribution of the total volume of 

foreign trade to the country’s GDP growth. 
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