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Abstract: This thesis explores financial risks associated with Uzbekistan’s
public debt, identifying primary risk factors and proposing management tactics for
effective risk mitigation. As Uzbekistan modernizes, reliance on domestic and
foreign public debt to support infrastructure and development projects has risen,
Increasing exposure to currency, interest rate, and liquidity risks. Through qualitative
insights, this study provides strategies for mitigating these risks, drawing from best
practices relevant to Uzbekistan’s unique economic structure. This approach can
support Uzbekistan’s debt sustainability while fostering economic growth (World
Bank, 2023; IMF, 2022).
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As per the data, the debt profile of Uzbekistan has improved in the recent past
due to the undertaking of projects funded through borrowing to drive growth and
reforms in the country according to ADB 2023. These projects, however, are
associated with overseas debts that increase the financial risks involved in these
projects and lack management structures that could avert fiscal risks themes (Ministry
of Finance, Uzbekistan, 2023). In such a scenario, this paper seeks to explore the
development of Uzbekistan’s debt management framework by identifying financial
risks and suggesting various measures that can be utilized to manage these risks. The
study seeks to respond to questions like: What are the most serious financial risks in
Uzbekistan’s debt? How should these risks be mitigated? and so on, focusing on
currency risks, interest risks, etc. (World Bank, 2023). To answer this question, the
study formulates three research questions and objectives: presenting a detailed
assessment of the structure and composition of the debt profile of the economy of
Uzbekistan, assessing and rating the level of the financial risks embedded in the debt
profile, and recommending policy and planning solutions drawing from the best
international examples (Moghadam & Rahimi, 2022). Achieving these objectives is
crucial not only for Uzbekistan’s fiscal stability but also for maintaining the
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credibility and sustainability of its economic reforms. Through this research, they
offer clear operational directives to policymakers, while also making conceptual
contributions to the understanding of sovereign debt management within fiscal
frameworks that promote stability in society in the long run (IMF, 2022).

Furthermore, MPT and Debt Overhang theories have demonstrated their
contribution to the achievement of these macroeconomic goals by providing relevant
strategies in sovereign debt management with respect to risk and its mitigation
through diversification and limitations to debt bearing (Berkowitz & Schmieder,
2021). Similarly, both of these theories show the importance of the trade-off between
the usage of the debt for economic development and the ideal sustainable levels of
the debt which is critical in the case of reform-led debt accumulation in Uzbekistan.
On the other hand, the Optimal Debt Theory posits that, debt level should always be
kept within a manageable limit to avoid negative consequences to economic growth
(Kumar & Miller, 2020). It is these theoretical frameworks that provide basis for
assessment of the financial risks in Uzbekistan and the strategies developed in this
study.

The debt of Uzbekistan whose currency is foreign denominated, exposes it to
vulnerabilities of currency risk, rapid increase in global interest rates and constraints
in liquidity as prominent risks (Ministry of Finance, Uzbekistan, 2023). The burden
of currency risk increases as the depreciation of the currency of the Uzbek som raises
the costs of debt servicing (IMF, 2022) To make matters worse, the recent increases
in interest rates in various parts of the world have led to a surge in borrowing costs,
which are making the debts heavier still (World Bank, 2023). Liquidity pressures also
emerge as a critical concern, as the high volume of maturing short-term debt
obligations strains national reserves and reduces the flexibility of fiscal policy
(Berkowitz & Schmieder, 2021). These risks demonstrate even more the need for
adoption of the more comprehensive approaches, which tackle the multiple
challenges which the countries in central Asia, and likely Uzbekistan in particular,
are facing. To strengthen their loans, several countries, including Malaysia and
Kazakhstan, offer concepts for multi-disciplinary over-indebtedness, which could be
learned from international best practice models. In this regard, the case of Malaysia
with its diversification of debt, other additional borrowing and Kazakhstan's
development of a sovereign wealth fund, enhanced the effectiveness of these
measures, and lowered the risks through early intervention (Rahman, 2022;
Kazakhstan’s National Bank, 2021). These examples offer insights into how similar
strategies could be adapted to the specific challenges facing Uzbekistan.

This research utilizes a multi-faceted approach in order to obtain a deep
understanding of the debt management challenges facing Uzbekistan. The
quantitative analysis uses data from the IMF, World Bank and the Ministry of
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Finance of Uzbekistan to analyze the trends of the debt statistics. Policy Maker’s
qualitative perspectives also add value to this data by providing information from the
context perspective that strengthen the analysis (Creswell & Plano Clark, 2018). The
methodology integrates the two approaches marrying the qualitative with the
quantitative allowing a comprehensive understanding of the financial risks as well an
evaluation of the proposed plans.

These findings indicate that due to the increasing exposure, most of the debts
that have been borrowed by Uzbekistan are in foreign currencies. Due to the
depreciation of the Uzbek som, the som debt limitations have extremely increased the
cost of repaying such debts, and due to the increase in global interest rates, obtaining
more loans is becoming harder (IMF, 2022; World Bank, 2023). Besides, an
emerging scope of short-term liquidity pressure indicates the concern as due to high
amount of maturing obligations, there is little room for budgetary management
(ADB, 2023). These results stress the need to develop timely sound measures to bring
the exposure of debt vulnerabilities that exist within the boundaries of Uzbekistan
under control.

At the same time, current debt management policies in the country, including the
recent introduction of debt ceilings, are a positive development. However, these are
still insufficient to face the widespread challenges of currency and interest rate risks.
There are also no diversified debt instruments and hedging strategies which limits the
effectiveness of such policies (Rahman, 2022). A comparative analysis with
international best practices suggests that elements like creating sovereign wealth
funds and embracing sophisticated forms of hedging could greatly improve
Uzbekistan’s fiscal resilience (Kazakhstan’s National Bank, 2021). To reduce the
pointed out risks, this study proposes some strategies. Limiting dependence on
foreign-currency-denominated debt and enhancing the issuing of local-currency debt
could substantially reduce currency risk and simultaneously promote the domestic
capital market development (IMF, 2022). Furthermore, by adopting hedging
instruments like currency and interest rate swaps, Uzbekistan can stabilize debt
servicing costs and insulate it from external economic shocks (Rahman, 2022).

Establishing a fiscal stabilization fund, modeled on Kazakhstan’s approach,
could further enhance Uzbekistan’s fiscal resilience. By allocating export revenues to
such a fund, the government can create a financial buffer against future economic
shocks (Kazakhstan’s National Bank, 2021). Lengthening debt maturities and
restructuring existing obligations also emerge as critical tactics for improving
liquidity and aligning debt servicing with fiscal capacity (Moghadam & Rahimi,
2022). Finally, strengthening institutional capacity through the creation of a dedicated
debt management office, coupled with improved policy coordination, is essential for
effective risk monitoring and the implementation of these strategies (World Bank,

ISSN 2181-0842 / IMPACT FACTOR 4.182 336 e |



"SCIENCE AND EDUCATION" SCIENTIFIC JOURNAL / WWW.OPENSCIENCE.UZ DECEMBER 2024 / VOLUME S ISSUE 12

2023). The findings of this study highlight significant financial risks in Uzbekistan’s
debt profile, particularly from currency fluctuations, rising interest rates, and liquidity
pressures. Addressing these risks requires a comprehensive approach, including
diversification of the debt portfolio, implementation of hedging instruments, and the
establishment of a fiscal stabilization fund (ADB, 2023). Institutional reforms, such
as the creation of a dedicated debt management office and enhanced transparency, are
also critical for achieving long-term debt sustainability (IMF, 2022).
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