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l. EXECUTIVE SUMMARY

1. Turkmenistan is a land-locked, upper middle-income country, with a state-dominated economy
driven by natural gas exports. The economy relies largely on state-owned enterprises and has capital
controls, but the private sector has been growing in non-monopolistic sectors. The social sector is funded
by the state budget and requires additional financing. The lack of published data makes a comprehensive
economic assessment difficult.

2. External factors have prompted Turkmenistan to tighten fiscal policy and limit imports. In the
past, Turkmenistan has been impacted by lower global prices for oil and natural gas, the COVID-19
pandemic, and slower economic activity in trading partners. These developments, with less favorable
terms of trade and lower FDI inflows, slowed real GDP growth from over 10 percent between 2004 and
2014 to about 6 percent since then. Following the Global Financial Crisis, both current account and fiscal
deficits emerged. Tight foreign exchange controls, fiscal tightening, expansionary credit policies, and a
proactive import substitution policy have since brought the fiscal and current account back into surplus.

3. For more sustainable growth, Turkmenistan needs to diversify its economy, reducing its
dependance on revenues from the natural gas export, and increase private sector participation in the
economy. In February 2022, Turkmenistan adopted the 2022-2052 National Program of Socio-Economic
Development (NPSD), emphasizing economic openness, private sector growth, and diversification for
sustainable growth. Key reforms include phasing out import substitution policies, privatizing SOEs, easing
business regulations, shifting towards high value products, and enhancing governance and transparency
to boost competitiveness and productivity.

4, After successful implementation of the COVID-19 Emergency Response project, the
Government has expressed a desire to broaden cooperation with the World Bank Group (WBG). Two
priority areas have been identified through consultations with the Government, stakeholders, and
development partners: (i) supporting Turkmenistan’s participation in regional initiatives addressing global
challenges, and (ii) supporting Turkmenistan’s economic transformation and competitiveness through
advice and technical assistance for WTO accession, economic management, and private sector
development.

5. The FY26-27 CEN strategically capitalizes on emerging reform opportunities while addressing
immediate priorities. Turkmenistan’s current context offers an opportunity for the WBG and
development partners to support its development goals. The CEN focuses on short-term macroeconomic
priorities while building a foundation for long-term growth. Its success, and the potential for expanded
engagement, will depend on progress in critical areas, including improved data availability and quality,
structural reform advancements, progress on WTO accession, sustained government commitment, and
enhanced implementation capacity through continuous capacity-building efforts.

1l COUNTRY CONTEXT
A. Economic context and recent developments

6. Turkmenistan, a landlocked upper middle-income country with GNI per capita of US$8,250, is
one of the world’s top exporters of natural gas. Turkmenistan is an arid country with only 4 percent of
its territory in arable land. It has a rapidly growing population, half of whom live in rural areas.
Turkmenistan has the world’s fourth-largest proven natural gas reserves and the 44™ largest proven oil



reserves and is a large natural gas producer and exporter. The oil and gas industries dominate
Turkmenistan’s industrial sector, and hydrocarbon products have accounted for close to 90 percent of
exports in recent years.

7. Natural resource rents have helped maintain a state-led economic model, although there are
tentative signs of private sector development. The economy remains largely under state control, with a
dual exchange rate system, price-setting for many consumer goods and industry inputs, and widespread
subsidies. Significant foreign exchange and government revenue inflows from oil and gas exports have
helped ensure a basic standard of living for much of the population. SOEs continue to account for most
economic activity with their share at 59.2 percent of total turnover (revenue) in 2023. Of the 18,552
registered enterprises as of August 2023, non-state enterprises (mostly SMEs) accounted for 46 percent,
up from 40 percent in 2020.

8. Official statistics report stable economic growth in the last five years, however, lack of
compliance with international data standards makes it difficult to verify these data. Turkmenistan does
not adhere to international data transparency standards, and there exist large discrepancies between
official and IMF estimates of national accounts, amongst other economic data.! Based on the official data,
real GDP growth averaged 6.2 percent over the last five years with little variation. As a share of GDP,
services accounted for 49.5 percent of Turkmenistan’s economy in 2023, followed by industry, mostly oil
and gas related, at 33 percent, agriculture at 11.3 percent, dominated by cotton, wheat, rice and sugar
beets, and construction at 6.2 percent.

9. Turkmenistan’s trade balance has returned to surplus in recent years, but this has been
achieved with significant import compression. After falling into deficit in 2015 due to low oil and gas
prices and rising imports, the trade balance has returned to a surplus in 2018, with a surplus balance of
9.1 percent of GDP in 2023. Exports were 68 percent high in 2023 compared to 2017, but imports volumes
were 26 percent lower, both in USS terms. Import substitution, foreign exchange restrictions, the high
official exchange rate of the Turkmen manat, and reductions in public investment have contributed to the
sizeable fall in imports.

10. Private sector development is critical for economic diversification and resilience but remains
challenging. Private firms dominate and have higher profitability than SOEs in mining, construction,
agriculture, real estate, recreation and entertainment, and administrative and support services. The SOEs
dominate in electricity and gas supply, manufacturing, financial and insurance, health, education,
wholesale and retail trade, telecommunications, transportation and storage, accommodation and
catering, i.e., in many sectors where private sector operations are viable. The private sector faces an
unfavorable business environment, given a heavy state footprint in the economy, capital controls, and a
dual exchange rate system. Although the legislation permits the establishment and private ownership of
businesses (including for foreigners), there is a heavy bias towards SOEs and public corporations that
receive financial benefits through credit at concessional rates, tax exemptions, and below-cost input
subsidies. Incentives for foreign investors are significantly weakened by controls over profit repatriation
and currency conversion.? The Turkmen manat exchange rate against the USS is fixed and has only been

1 According to IMF (2022), Tenth Review of IMF Data Standards Initiatives, Turkmenistan is not part of any IMF data standards
initiatives, which focus on key economic data.

2 Turkmenistan is classified by the IMF as operating a conventional peg exchange rate and is not presently in compliance with
the IMF’s Article VIl requiring no exchange restrictions on payments and transfers for current international transactions.



adjusted once in the past 10 years, from 2.85 to 3.5 in 2015.

11. Fiscal policy has been moderately contractionary in recent years, maintaining a budget surplus.
The authorities have reported a general government fiscal surplus® since 2018, which stood at 0.9 percent
of GDP in 2023. Government revenues have risen from 13.7 percent of GDP in 2019 to 15.0 percent of
GDP in 2023. Total budget expenditures increased from 13.6 percent of GDP in 2019 to 14.1 percent of
GDP in 2023. Public debt estimated by the IMF (domestic government debt and external public debt) is
4.7 percent of GDP in 2023,*largely due to SOEs’ external loans for hydrocarbon projects. The government
maintains a sovereign wealth fund known as the Stabilization Fund and a separate fund known as the
Foreign Exchange Reserve Fund (FERF) for oil and gas revenues.®

12. The financial sector is dominated by state-directed, subsidized lending, especially in the priority
import-substitution, export-promotion, and social sectors. Turkmenistan’s banking system has a two-
tier structure: the Central Bank (first tier) and credit institutions (second tier), with the second tier
including eleven institutions: four state-owned commercial banks (including the State Development
Bank), five joint-stock banks with state participation, one foreign bank branch, one investment company,
and the representative offices of two European banks. Credit to the economy (including credit to SOEs)
was reduced as a share in GDP from 58 percent in 2021 to 52 percent in 2023. Most credit is allocated to
SOEs at low rates and is funded to a significant degree by low-cost Central Bank financing. Access to credit
by foreign investors is limited. Reported non-performing loans (NPLs) are below one percent but the share
of loans overdue by 20 to 50 days is significantly higher, at 9.7 percent, in 2021. Banks appear well
capitalized with the risk-weighted capital adequacy ratio at 29.7 percent in 2022, but this is because loans
to SOEs are assigned zero-risk weight. Capital markets are underdeveloped, and the Ashgabat Stock
Exchange remains at a very early stage of development.

13. Despite economic growth, job creation for the youth remains a challenge. While the national
unemployment rate has been stable and increased marginally from 4 percent in 2015-19 to 4.1 percent in
2023, youth unemployment was 9.1 percent in 2023.° Employment growth in 2017-2022 (1.3 percent per
year on average) has kept pace with the working-age population growth (0.6 percent per year) but was
lower than average population growth (1.5 percent) and is increasingly consolidated in agriculture and
services. Employment has increased from 2.7 million in 2017 to 2.9 million in 2022. Agriculture accounted
for 42.5 percent of employment in 2023, services 39.5 percent, industry 12.3 percent, and construction
5.7 percent.

B. Poverty, shared prosperity and the livable planet’

14. Turkmenistan’s poverty rate appears low. While there are no reliable estimates of poverty using the
international poverty line, the UN estimated that in 2019 the incidence of multidimensional poverty was just

3 Although there is no reported evidence, the existence of quasi-fiscal expenditures is rather likely, given the size of the public
sector and the need for its subsidization.

4 IMF Staff Completes 2024 Article IV Mission to Turkmenistan, April 15, 2024.

5 There is no available information about the value of assets held in these funds nor how they are governed.

6 International Labour Organization estimates.

7 There is no up-to-date household survey data readily available—a limited household survey was conducted in 2011, but its
results were not published—and, in general, social data is very limited, making any analysis difficult. Some social indicators are
available in the State Statistics Committee’s Statistical Yearbook.



0.2 percent.? In 2022, Turkmenistan’s Human Development Index of 0.745 (0.726 for females and 0.760 for
males) positioned the country in the high human development category, 91% out of 191 countries. In 2018, the
UN Economic and Social Commission for Asia and the Pacific® estimated the Gini coefficient (income inequality)
at0.41.%°

15. Turkmenistan’s domestic food production met around 80 percent of its national demand in
2022, with the rest imported. There are some subsidized food items (flour, bread, cottonseed and
sunflower-seed cooking oil, sugar, eggs and frozen chicken) sold in the state grocery shops at controlled
prices, which are up to five times lower than in the private shops.

16. Turkmenistan is committed to the Sustainable Development Goals, but lags behind its peers on many of
them. Turkmenistan's SDG score was 63.0 in 2020, below the South Caucasus and Central Asian (CCA)
average of 70.9. Life expectancy was 69 years in 2021, lower than the regional average of 71 years.
Challenges include excessive freshwater use, poor wastewater treatment, limited rural road access, low
internet use, and restricted press freedom. The country faces high under-five child mortality and
undernourishment rates, although hunger has decreased from 6.8 percent in 2001 to 3.5 percent in 2020,
and stunted growth in children under 5 dropped from 26.6 percent in 2000 to 6.7 percent in 2022.

17. Turkmenistan’s spending on education and health is lower than that of its regional peers.
Education spending amounts to 3 percent of GDP (compared to the CCA average of 3.9 percent), while
health spending amounts to 1.5 percent of GDP (2 percent in the CCA). Public health spending is a small
fraction of total spending on health!! and out-of-pocket health spending exceeds that of other CCA
countries.

18. Social protection in Turkmenistan is extensive. Social protection of the population is defined*? to
ensure access to welfare, pensions, state subsidies and social benefits and it consists of a broad set of
social policies and programs (both cash and non-cash) that covers most citizens. Workers receive paid sick
leave, and unemployment benefits are adjusted based on the national average wage. Key schemes include
universal birth grants, cash benefits for children under 3, and benefits for orphaned and disabled children.
In 2021, 10.9 percent of the population received social assistance, 44.2 percent were covered by at least
one benefit, and 52.6 percent of the employed were covered for work injuries (2019 data).

19. Despite some progress, gender gaps, gender-based violence, and disadvantageous social norms
facing women and girls persist, and gains in human capital of women and girls remain untapped. Turning
human capital investments into economic gains means addressing multiple barriers to women’s economic
empowerment. In 2022, on a scale of 0-100, the degree to which the country's legal frameworks promote,
enforce, and monitor gender equality in public life stood at 70 points, and the score with respect to gender

8 The proportion of the country's workers and their families living on less than US$1.90 per person per day is reported to have
declined from 31.5 percent in 2000 to 0.6 percent in 2022. (See: UN Statistics, SDG indicators Database, Turkmenistan,
https://unstats.un.org/sdgs/dataportal/countryprofiles/tkm).

9 United Nations ESCAP, Equality of Opportunity in Asia and Pacific. Turkmenistan Country Brief, November 2018.
(https://www.unescap.org/sites/default/files/2018.11.20%20Turkmenistan%20Country%20Brief.%20FINAL.pdf)

10 This report also said that 21.8 percent of Turkmenistan’s population live below the national poverty line, although the report
did not provide the poverty line figure or its source.

11 The public component of health expenditure is underestimated to the extent that SOEs, which represent 54 percent of
economic activities, provide social services. No data is available on such activities, however.

12 Law of Turkmenistan “On the approval and enforcement of the Code of Turkmenistan on social protection of the population”
(Gazette of the Mejlis of Turkmenistan, 2012, No. 3-4) - see Law No. 340-1V “Code of social protection of the population”.
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employment and economic benefits stood at 60 points. According to the World Bank Gender data portal,
the labor force participation gap is 2.7 percentage points, significantly less than the ECA average of 14
percent and UMIC average of 17 percent. The gender gap in bank account ownership is 10.2 percentage
points, much larger than the 3 ppts on average in ECA and 4 ppts in UMICs on average. The proportion of
seats in the national Parliament held by women was 25.9 percent in 2022 (an increase from 18 percent in
1997), broadly in line with ECA (30.9 percent) and UMIC (27.7 percent) averages. The proportion of
women in ministerial level positions was 5.9 percent in 2022, i.e. lower than in ECA (27 percent) and UMIC
(21.2 percent) averages. The prevalence of physical and/or sexual violence by an intimate partner**against
women aged 18-59 was found to be 12 percent in 2020, i.e. higher than in ECA (6.3 percent) and UMIC
(8.8 percent).

20. Turkmenistan, like all Central Asian countries, is critically dependent on water because of its
arid desert climate. The Amu Darya River, flowing from the Pamir and Tien-Shan Mountains to the Aral
Sea, is the main source of water for all agricultural and non-agricultural uses in Turkmenistan. Given the
growing population in the country, irrigation demand is projected to increase by 25 percent. Together
with rising temperature, increasing glacier melt, and other regional intensive water uses, the gap between
water supply and demand in the country is projected to grow to 40-50 percent by 2050 — resulting in a
serious threat to food security. Water has thus become a strategic resource that will determine the
country’s economic development options. Agriculture is the main water user in Turkmenistan, consuming
over 90% of available resources. The emphasis on the expansion of cotton production in the last decades
and the strategy of food self-sufficiency aggressively implemented since 1992 have led to accelerated
growth of irrigated areas and crops with intensive water use. The lack of recent modernization of the
irrigation system has contributed to significant water losses, including in the Karakum Main Canal, the
longest irrigation canal in the world, with a length of 1,100 km from the Amu Darya River into the Karakum
desert.

21. Agriculture, employing 42.5 percent of the labor force in 2023, suffers from low-productivity
and faces increasing challenges due to water scarcity and deteriorating soil quality. Inadequate water
availability is one of the reasons for low crop yields in Turkmenistan. The country is also vulnerable to
sharp rises in temperature which cause heat stress, including on crops, and has experienced accelerated
rise of the groundwater table, deterioration of soil quality, and increased salinity. Efforts to reduce water
losses, improve water use efficiency (mainly by adopting water saving techniques like drip irrigation) and
evolve agriculture towards more value adding and less water consuming crops would significantly help
alleviate water scarcity while raising crop yields and helping the country’s agriculture achieve its economic
potential.

22, Currently being one of the largest emitters of methane, Turkmenistan joined the Global
Methane Pledge during the COP28 meetings held in Dubai in December 2023. The IEA global methane
tracker found Turkmenistan responsible for a third of the large emission events captured by satellite in
2021, likely due to ineffective regulation, aging infrastructure and poor maintenance. Earlier in May 2022,
Turkmenistan approved its nationally determined contribution (NDC) to the Paris Climate Agreement,
aiming for a 20 percent reduction in greenhouse gas emissions by 2030. In November 2024, Turkmenistan

13 https://genderdata.worldbank.org/en/economies/turkmenistan

14 See: Economic Commission for Europe, (2023), “Gender Statistics in Turkmenistan in the light of Survey on the Health and
Status of a Woman in the Family,” Group of Experts on Gender Statistics, 10-12 May 2023.
(https://unece.org/sites/default/files/2023-04/E3 WP17 Yamatov EN.pdf)
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adopted a Roadmap for 2025-2026 on Strengthening International Cooperation to implement the goals
and objectives stipulated by the Global Methane Pledge, involving such partners as the Secretariat of the
United Nations Framework Convention on Climate Change, other UN specialized agencies, EU, OSCE,
IRENA, World Bank, ADB, IsDB, US, and others to capture and reduce methane emissions by at least 30
percent below 2020 levels by 2030.

23. Turkmenistan’s vast energy resources could greatly help Central Asia’s efforts to increase access
to clean energy and achieve energy security. Turkmenistan already exports significant quantities of
natural gas, and in Central Asia, it is the only net exporter of electricity. It also has a significant untapped
renewable energy potential in solar and energy wind resources, with the Caspian Sea having world class
wind resources. With demand for electricity projected to increase by 30 percent by 2030 in the Central
Asia region, and to double by 2050/60, Turkmenistan’s active participation in ongoing efforts to establish
a regional electricity market that rationalizes regional resources and strengthen regional energy
cooperation could be beneficial to Turkmenistan and all countries in the region.

24, As a landlocked country, the connectivity of Turkmenistan is key to the success of its efforts to
diversify its economy through increased trade in agricultural and finished products. Turkmenistan has
done well in investing in its road network, railway sector and ports to enable its strategy for diversifying
the economy and increasing exports. However, according to the World Bank’s Logistics Performance Index
(LPI), Turkmenistan scores relatively low on the trade logistics index with a score of around 2.2 out of 5
(2018), indicating a need for significant improvements in the efficiency of trade logistics. With such
improvements including digitization, the port of Turkmenbashi could for instance play a more significant
role in capturing transit freight from the Trans-Caspian Trade Corridor and facilitate the trade of the
country’s goods.

C. Political context and governance

25. Turkmenistan held presidential elections in March 2022 and Serdar Berdimuhamedov was
elected as Turkmenistan’s third president. Turkmenistan, formerly a part of the Soviet Union, became
independent on October 27, 1991. It is a presidential republic with the President both the head of
state and of government. In 2023, Turkmenistan’s legislative system was reorganized into a unicameral
body, the Mejlis, with all legislative power. The Halk Maslahaty, or People’s Council, established in 2020,
became a supreme constitutional authority. The March 2023 Mejlis elections had no genuine opposition,
as reported by OSCE. The newly established Party of Industrialists and Entrepreneurs and Agrarian Party
fully support the ruling Democratic Party of Turkmenistan. The executive branch in fact determines laws
and policies with little meaningful input or oversight from the legislature.

26. Turkmenistan would significantly benefit from strengthening governance, enhancing
transparency, and improving accountability in government decision-making and reporting of
macroeconomic data. With essential laws and regulatory frameworks in place, there is still a significant
potential to enhance transparency and accountability, strengthen the rule of law and improve regulatory
quality to boost private sector and foreign investors’ confidence. Corruption is reported as pervasive,
fostered by lack of fiscal transparency and accountability. Further improvements in the availability, quality
and reliability of the economic statistics and greater transparency in data and government regulations are
crucial for encouraging investment and improving access to financing. Although the Law on Combating
Corruption was adopted in March 2014, no single government agency is designated to combat corruption,
indicating a need for reform. Limited aggregate statistics are published without details, statistical
yearbooks are not publicly available, and the state budget is not independently audited. Also, fostering a



more inclusive policy-making process involving population and civil society, and establishing independent
media, would significantly contribute to the country's development and governance.

D. Regional cooperation

27. Turkmenistan’s relations with the international community have found new impetus with plans
to join the World Trade Organization (WTO) and increased regional cooperation. The country is active
within several regional political and development dialogues, including the C5+1 dialogue with the US, as
well as with China, European Union, India, Japan, Korea, and Russia. After becoming an observer at the
WTO in 2020, Turkmenistan submitted its formal application to join in November 2021. In 2022 and 2023,
Turkmenistan hosted several international meetings sponsored by the United Nations and its specialized
agencies and organized international conferences on public health, sustainable transport, and smart and
green technologies.

28. Turkmenistan plays an active role in various regional initiatives to boost cooperation within
Central Asia. It is home to the UN Regional Centre for Preventive Diplomacy in Central Asia and, as a
country neighboring Afghanistan, it has been active in promoting regional peace and security initiatives,
and in opening up the Central Asia’s potential as a crossroads for energy and transport linkages connecting
East Asia to Europe and the Persian Gulf.

29. Turkmenistan also actively engages in regional issues through participation in World Bank
Group sponsored projects and programs. Through the Central Asia Water and Energy Program (CAWEP),
the Bank has completed a remote sensing study for irrigation management and water productivity for
Turkmenistan. The Government of Turkmenistan (GoT) has attended several knowledge sharing activities
on water management issues. Turkmenistan was also part of the recently completed Central Asia
Hydrometeorology Modernization Project that created a leadership-level platform for all Central Asian
countries to work closely together to reach a consensus on promising improvements and to agree on the
practical aspects of providing weather/climate and hydrological information services across the region.
Turkmenistan’s role is also crucial for Central Asia's electricity supply, as the region faces a significant
deficit. By exporting surplus electricity, Turkmenistan may enhance regional energy security, support
economic development, and contribute to the stability and growth of the regional power network.

30. Turkmenistan played a critical role in the preparation of the Central Asia One Health Framework
for Action, that was approved on November 28, 2023, by the five Central Asian countries, together with
the World Bank, the Food and Agriculture Organization (FAQ), the World Health Organization (WHO), the
World Organization for Animal Health (WOAH), and the United Nation Environmental Program (UNEP).
The Framework for Action is an integrated strategy tailored for Health, Agriculture/Veterinary Services,
and the Environment sectors that aims to achieve three high-level goals through a One Health approach:
(1) preventing, preparing for, and responding to pandemics, (2) building food systems resilience and
agriculture competitiveness and trade, and (3) improving ecosystem health. Turkmenistan is poised to
play a significant role in the implementation of the Framework for Action, as a regional leader in human
health laboratory capacity and convener of regional dialogue and coordination. The country will also be a
prime beneficiary of regional One Health cooperation, by building integrated surveillance systems for
pandemic prevention and preparedness and response, addressing the endemic animal diseases currently
hampering productivity, and developing traceability and food safety control systems to safeguard public
health and enable trade.



1118 GOVERNMENT PROGRAM AND MEDIUM-TERM STRATEGY

31. In February 2022, Turkmenistan adopted the National Program of Social and Economic
Development for 2022-2052. This 30-year national development program identifies sustained growth,
continued improvement in living standards, increased role of the private sector, and economic
diversification as the main long-term strategic government priorities.

32. The government also designed and adopted a seven-year socio-economic development
program for the 2022-2028 period. Program priorities include development of human capital, increasing
living standards, diversification of the economy, innovation and digitalization, promotion of private sector
and exports, development of capital markets, and achieving strong inclusive economic growth and
development.

33. In 2025, Turkmen President Serdar Berdimuhamedov also approved a draft program for the
socioeconomic development of Turkmenistan and investment, based on the country's socio-economic
development program for 2022-2028. The program aims to enhance economic competitiveness through
export-oriented and import-substituting products, increase foreign trade, improve food security, promote
environmental protection, adopt modern digital technologies and a green economy, and improve public
services.

V. FY16-17 COUNTRY ENGAGEMENT NOTE

34. The World Bank Group's Country Engagement Note (CEN) for Turkmenistan for FY16-17,
discussed in November 2015, continued the modest engagement approach of the previous Interim
Strategy Note (ISN), focusing on knowledge-based support for Turkmenistan's integration into the global
economy and transition to a market-based economy. The CEN prioritized policy-making data, financial
sector modernization, competitiveness, and efficient natural resource management. With limited lending
demand but high interest in knowledge products, the Reimbursable Advisory Services (RAS) program was
the key tool for transferring international expertise and best practices.

35. The CEN was successful in delivering technical assistance, which was mostly through the RAS
program. The program, implemented by the IBRD and IFC, focused on business model reform, credit
reporting, risk assessment for money laundering/terrorism financing, and strengthening national
accounts statistics. Such RAS activities were demand-driven and helped particular agencies on specific
issues. At the same time cross-sectoral and more systemic issues were not pursued as such multisectoral
topics required coordination among various agencies and different level of decision making that proved
to be a highly complex task.

36. Despite seemingly limited uptake of recommendations from the RAS products, there was a
positive impact in specific areas, including strengthened government capacity in conducting a national
money laundering/terrorist financing assessment using the World Bank National Risk Assessment Tool,
improved national accounts statistics with a focus on the UN System of National Accounts (SNA) 2008, an
activity which was further scaled up with support from the UN, and other activities focusing on corporate
governance models and credit risk assessment.

37. Following the CEN period (FY16-17), the Bank continued some collaboration with Turkmenistan.
This included conducting a GovTech assessment, reviewing national laws related to foreign economic
activities, and participating in regional projects such as the Central Asia Hydrometeorology Modernization
Project (CAHMP) and the Strengthening Financial Resilience and Accelerating Risk Reduction in Central



Asia Program (SFRARR). SFRARR was designed to build Central Asian countries’ resilience to disaster and
climate risks through enhancing national and regional capacity for risk identification and financial
resilience. Turkmenistan, along with all other countries, benefited from capacity-building, training on
disaster risk financing and financial preparedness and protection against natural disasters, and policy
recommendations.

38. With the global outbreak of the coronavirus disease, Turkmenistan requested a US520.0 million
loan from IBRD to finance the COVID-19 Strategic Preparedness and Response Program, which was
successfully completed in December 2023.

39. In 2022, Turkmenistan expressed interest in joining the IBRD Central Asia Resilient Landscape
Restoration Program (RESILAND) focused on land degradation. As a result, the Bank and the National
Institute of Deserts, Flora and Fauna conducted a Restoration Opportunity Assessment Methodology
study, which analyzed landscape restoration opportunities in Turkmenistan, focusing on land degradation.
The findings from the study are being used for the development of country-specific science-informed
development action plans to tackle the issues.

40. While the previous CEN had a narrow focus and included a limited choice of activities, it helped
to produce valuable lessons for future engagement.

e The engagement's impact on structural reforms was moderate, focusing on advisory knowledge
products not linked to specific actions or investments. While RAS recommendations and technical
assistance improved regulations, implementation was limited. Strengthening technical assistance,
linking RAS to investments, and ensuring long-term government ownership are key for sustainable
outcomes.

e Since the last CEN, the geopolitical and regional context has shifted significantly, altering the
authorities' views on external policy, particularly their interest in joining global trade and the
opportunity for regional cooperation. Additionally, the consequences of climate change have directly
affected the country's water security. These changes present opportunities for policy dialogue and
development efforts. One of the focuses of the new CEN will be on engagements that address global
challenges and promote regional cooperation efforts.

e The implementation of the first IBRD-financed operation in Turkmenistan in years also offered
valuable lessons. The COVID-19 project, approved in FY21 as an emergency response, benefited from
adaptive implementation arrangements, with UNDP overseeing overall implementation and technical
components managed by WHO and United Nations Children's Fund (UNICEF). This structure ensured
the appropriate capacity for project execution, with success further driven by the active participation
of all national partners, and non-governmental organizations. Regular Project Board meetings and
routine task-force meetings fostered strong collaboration, facilitating timely approvals and efficient
planning. Proactive risk monitoring and mitigation measures helped address challenges such as supply
chain disruptions. The project also highlighted the need to address local capacity gaps for future
operations.

V. FY26-27 COUNTRY ENGAGEMENT

41. Building on the success of the COVID-19 Response Project, the Government requested to
expand the WBG program in Turkmenistan. The WBG fielded several joint missions in 2023 and 2024,
engaging in extensive consultations with government counterparts and other stakeholders. Two areas in



particular emerged as potential for future collaboration. First, the WBG can support Turkmenistan’s
participation in regional initiatives relating to global and regional public goods. Second, the WBG can
support selected measures to open and modernize Turkmenistan’s economy by providing advice and
technical assistance for WTO accession, economic management and private sector development. Due to
the preliminary stage of discussions with the Government, a precise lending estimate is difficult. However,
IBRD financing is preliminarily assessed at around $100-150 million, with around $30-50 million of IFC
interventions during the CEN period. While it is difficult for MIGA to indicate its potential guarantee
support upfront, it intends to collaborate closely with the IBRD and IFC to jointly identify areas, where
guarantees, delivered through the WBG Guarantee Platform, may be the most beneficial intervention to
mobilize private sector investments.

Program description

42, The proposed program consists of two mutually reinforcing pillars: (1) Addressing global and
regional challenges by engaging Turkmenistan in the WBG’s Central Asia regional initiatives; and (2)
Supporting economic transformation and competitiveness by providing technical assistance and advice
on the WTO accession, economic management and private sector development.

I.  Addressing Global and Regional Challenges

43, Turkmenistan is a significant contributor to global Greenhouse Gas (GHG) emissions, and it is also
highly vulnerable to climate-related stresses. Potential topics for collaboration include water security and
climate resilience, energy, and enhanced health emergency, preparedness, and response.

A. Water Security and Climate Resilience

44. Given Turkmenistan’s water scarcity, an enhanced focus is needed on the more efficient use of
water resources, modernization of irrigation services, and introduction of high-efficiency irrigation
technologies. The Bank has already completed a remote sensing study for irrigation management and
water productivity for Turkmenistan. That clearly highlighted the role of Karakum Main Canal, the longest
irrigation canal in the world. Modernization of this main irrigation water arteria is essential for ensuring
water security and critical for the country's economic development. Based on the Government interest,
IBRD has started preparation of a preliminary feasibility study for the canal modernization under the
Central Asia Water and Energy Program (CAWEP), which should help identify key issues and assess
investment needs.

45, The Bank is supporting Turkmenistan in conserving biodiversity and addressing pollution
through the regional “Blueing the Caspian Sea” project, financed by the Global Environment Fund (GEF).
The Caspian Sea, with its rich biodiversity, including over 130 fish species, the endemic Caspian Seal, and
vital bird migration grounds, is under threat from climate change, habitat destruction, and pollution. This
project strengthens the capacities of Azerbaijan, Kazakhstan, and Turkmenistan to tackle these challenges.
Additionally, the Bank is conducting a regional study on the Caspian Sea's declining water levels, which
have ecological, economic and social impacts. Turkmenistan's Port of Turkmenbashi is addressing these
challenges by dredging its channel to counter siltation and declining water levels, exploring sustainable
sediment disposal options such as ocean dumping or use in agricultural feed production. These efforts,
among others, will contribute to the development of the Trans-Caspian Transport Corridor, which is
closely coordinated with other development partners.

46. The WBG could also play a pivotal role in supporting Turkmenistan by promoting climate-
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resilient agricultural practices, including through regional initiatives such as the regional Hydromet or
other planned initiatives with the water, environment, and agriculture sector to promote climate
resilience.” In our efforts to modernize irrigation and agriculture and enhance climate resilience, the WBG
will pay special attention to the challenges and needs of women working in agriculture. Meanwhile, IFC
and MIGA through the WBG Guarantee Platform, will seek opportunities to support private agribusiness,
manufacturing and services companies focusing on enhancing the capacity of the private sector,
strengthening the country’s food security potential, and contributing to its food and manufacturing
exports. IFC and MIGA will assess opportunities for supporting export-oriented private companies and
cross-border investments in food processing and other sectors, including trade finance. IBRD is also
enhancing public sector capabilities in agricultural policy analysis as part of Turkmenistan's roadmap
preparation for WTO accession. This support would not only facilitate climate adaptation and mitigation
efforts but also tackle the associated social and economic challenges.

B. Energy

47. In the energy sector, the Regional Electricity Interconnectivity and Trade Initiative (REMIT) is
set to boost Central Asian energy cooperation, with Turkmenistan potentially becoming a pivotal
electricity supplier due to its surplus generation. The initiative is designed to foster regional relationships
and unleash market potential for Turkmenistan as it will promote electricity trade and support the clean
energy transition in Central Asia through a programmatic framework. This framework will facilitate the
development of a regional power market, starting with Phase 1, which focuses on establishing a pilot day-
ahead electricity market, some critical investments to promote trade, and building capacities for a
conducive trade environment. The project is organized into three main components: setting up a pilot
regional electricity market, reinforcing interconnections and system resilience, and enhancing
institutional capacity and the enabling environment to optimize regional resources. While Phase 1
involves the Kyrgyz Republic, Kazakhstan, Tajikistan, and Uzbekistan, subsequent phases present
opportunities for Turkmenistan to integrate into the regional market, modernize its grid infrastructure for
better connectivity and clean (renewable) energy transition, and strengthen both its own and the region's
energy security through the integration of renewable energy.

48. Turkmenistan is known for its significant methane emissions, particularly from its oil and gas
industry. In September 2023, the WBG began discussions with the GoT to support its efforts in reducing
methane emissions pursuant to its Global Methane Pledge. At the first Global Flaring and Methane
Reduction (GFMR) Steering Committee in June 2024, donors, including the United Arab Emirates and US,
endorsed efforts to support Turkmenistan through recipient-executed trust-funded activities. In October
2024, the GFMR unit visited Ashgabat to discuss methane detection and regulation in the oil and gas
sector, in which we aim to broaden our efforts through potential One WBG joint initiatives. IBRD is
considering providing technical assistance to develop enabling legislation and establish a national
methane monitoring, reporting and verification system (MRV) and piloting a leak detection program with
the State Concern “Turkmengas.” IFC may further assist with geo-mapping, methane emissions reporting,

15 The Central Asia Hydrometeorology Modernization Project phase Il builds on past successes and aims to address cross-sectoral
challenges, such as food, health, and environmental issues, and improve weather and hydrological services across Central Asia,
enhancing emergency responses to climate-induced events.
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and private sector solutions. The WBG will closely coordinate in this area with other development
partners, including US, EU, and UN, who also pledged support.

C. Enhanced Health Emergency Prevention, Preparedness and Response

49. Central Asia One Health framework. The WBG and GoT are building on the COVID-19 response
experience to address food, health, and environmental risks through cross-sector collaboration. One
Health activities focus on coordination, risk-based surveillance, lab capacity, and digital data systems.
Regional dialogue, including Turkmenistan, highlights government commitment. Discussions on the WBG-
financed One Health MPA Program are progressing, with expected continued engagement.

Il.  Supporting Economic Transformation and Competitiveness

50. Greater integration in the regional and global economy, as well as creating better conditions for
private sector development are essential for Turkmenistan’s long-term growth and prosperity. A key area
for cooperation is Turkmenistan’s accession to the WTO. Private sector development would also benefit
from WBG knowledge engagement and possible investments.

51. The WBG will focus its technical assistance and advisory services on areas critical for the WTO
accession, economic management, and private sector development:

i) The trade agenda, including logistics and related services, will be supported by the WBG with trade
competitiveness diagnostics, tariff and trade agreements analysis, and trade potential modeling to
identify areas of competitiveness and address gaps. A comprehensive analysis and action plan would
help unfold the transit and connectivity potential and support Turkmenistan’s ambition to join global
value chains, where we can leverage our global expertise and financial instruments through One
WBG joint initiatives. As a member of the Central Asia Regional Economic Cooperation (CAREC),
Turkmenistan also benefits from support aimed at enhancing capacities and implementing reforms
to align with international standards and best practices, particularly in support of its WTO accession.
Therefore, WBG support will be closely coordinated with the CAREC program, led by ADB, as outlined
in the Joint Action Plan developed with ADB in September 2024.

i) Competitiveness, investment promotion and private sector development will be supported by
including Turkmenistan in the Business Ready and the Women, Business, and the Law initiatives
which also significantly contribute to addressing gender disparities in the country. These initiatives
assess the legal barriers hindering women's economic participation and gender equality. Follow-up
reports on private sector development will focus on enhancing policies to support the domestic
private sector and local and foreign direct investment. Working closely with IBRD and IFC, MIGA will
explore opportunities to use its Political Risk Insurance (PRI) guarantees to promote cross-border
investments and help crowd in private finance in support of strategic projects and sectors.

iii) Financial sector development may also be supported by the Bank through such areas as risk-oriented
supervision, investment assessment, the effective monitoring of loan portfolios, the development of
new instruments, such as risk sharing and synthesized lending instruments. Priorities also include
public-private partnerships, capital market development, analysis of the implications of subsidized
loans and pricing, and how possible price changes may impact the economy. Under the CEN period,
initial support is expected to be through technical assistance in developing the securities market,
credit infrastructure, and updating the adoption and application of the International Financial
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Reporting Standards (IFRS-9) for banks. In addition, Central Bank of Turkmenistan has shown interest
in engaging with World Bank’s Reserves Advisory Management Program (RAMP) to build capacity
and train relevant staff members.

iV) Support for the improvement of data management for public policy making will include assistance
for Turkmenistan's statistical capacity building to ensure compliance with the International
Comparison Project and enhance reporting capabilities.

52, The activities outlined for the CEN—though tentative for FY26-27—are summarized in the Annex
2, while the measures to evaluate results for the CEN implementation are presented in Annex 3. This CEN
has been prepared in response to emerging opportunities and challenges in Turkmenistan, with some
details of regional projects and RAS activities still under discussion with the Government. As such, the
program should be considered indicative, particularly for the second year. As IFC and MIGA activities will
depend on the identification and development of suitable private sector opportunities within the strategic
focus areas of the CEN, they will be further elaborated during CEN implementation.

Implementation arrangements

53. The World Bank Group is poised to strengthen its engagement with Turkmenistan through a
strategic combination of RAS, Technical Assistance (TA), and potential selective lending. Selective
lending operations will primarily concentrate on areas where Bank intervention can have a significant
impact, focusing on projects with a regional scope and cross-border externalities. The use of regional
(Central Asia) MPAs for potential regional engagements, for example, One Health, REMIT, and water
conservation offers a strategic advantage, allowing Turkmenistan to join at later stages and benefit from
the experiences and lessons learned by other Central Asian countries. IFC and MIGA will prioritize support
in areas of their competitive advantage, particularly in private sector development, agricultural sector
support, and the enhancement of the country's trade and infrastructure backbone.

54. TA delivered through RAS will support the GoT's development goals, focusing on structural
reforms, private sector development, poverty reduction, and capacity building. Activities will be
selective, programmatic, and aligned with government priorities, with clear terms of reference and
funding. The WBG will prioritize capacity building, and hands-on assistance to address challenges,
ensuring successful partnership and smooth implementation.

55. The CEN will provide an opportunity to access global knowledge through policy dialogue,
offering tailored solutions to respond to the country’s key challenges. For instance, the CEN can bring the
latest global examples in improving the business environment and statistical data management,
supporting the Government’s economic transformation goals and facilitating the integration of cutting-
edge approaches into its decision-making processes.

Consultations and Partnerships

56. Stakeholder consultations. Face-to-face consultations with government agencies, ministries,
development partners, the private sector and civil society took place in FY24 and FY25. The feedback
gathered has been considered in finalizing the CEN, with a summary in Annex 5.

57. Partnerships. Several multilateral development partners (ADB, EBRD, EU, IsDB, UN agencies) and
bilateral partners (German Agency for International Cooperation and US) are represented in Ashgabat.
State Secretariat for Economic Affairs (SECO), the Federal Department of Finance, and National Bank of

13



Switzerland support technical assistance and capacity building activities bilaterally and through WBG and
the IMF. The UN Resident Coordinator facilitates coordination and information sharing among
development partners. The WBG aims to strengthen partnerships with development partners as part of
CEN implementation to maximize impact. A transparent and collaborative approach in working with
development partners, taking into consideration their experience, and joint action plans with IFls in key
areas will be explored to leverage synergies and avoid duplications.

58. ADB, EU, IsDB, as well as the UN agencies, have all gradually increased their presence and
expanded their portfolio and program in recent years. Key development partners focus on financial and
private sector development, education and health, regional infrastructure and the environment. Common
priorities include water security, exchange rate policy, cross-border money transfer, women's
empowerment, climate change, methane emission reduction, and trade facilitation and WTO accession.
ADB's new Country Partnership Strategy (2024-2028) was adopted in August 2024, the UN is preparing a
new framework for 2026-2030, and the EU is negotiating a new strategic partnership. Annex 4 summarizes
key partners' activities in Turkmenistan.

Managing Risks

59. Overall CEN Risk is Substantial. Key risks to the CEN for Turkmenistan include data availability,
government commitment to reforms, and limited implementation capacity for the Bank-funded
operations. To mitigate these, the CEN is limited to 24 months, prioritizing selective and targeted
interventions, ensuring close coordination with development partners, and providing support to
strengthen implementation capacities.

Table 1: Standardized Operations Risk-Rating Tool

Risk Category Rating (H, S, M or L) *

1. Political and Governance Substantial

2. Macroeconomic Substantial

3. Sector Strategies and Policies Moderate

4. Technical Design of Project or Program Moderate

5. Institutional Capacity for Implementation and Sustainability Substantial

6. Fiduciary High

7. Environmental and Social Moderate

8. Stakeholders Substantial

OVERALL Substantial

*Rating (High, Substantial, Moderate or Law)

60. Political and Governance risks are rated Substantial. Key risks arise from challenges in sustaining
GoT commitment and capacity for reforms. These risks are partially mitigated through (i) the clear
definition of reform pathways under the Government's priority reform matrices, (ii) the preparation of
political economy analyses to guide sector-specific interventions, and (iii) closer and more formal
interaction with other development partners through joint action programs/policy messages.
Additionally, enhanced communication on reform needs and progress, coupled with institutional capacity-
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building, will help address these risks.

61. Macroeconomic risks are rated Substantial. Turkmenistan's macroeconomic risks stem from its
reliance on hydrocarbons, limited diversification, and insufficient reform capacity, exacerbated by
challenges in data availability and reliability. To mitigate these risks, (i) WBG engagement will be
conditional on access to required information, supported by clear communication of the WBG's data
protection policies and the use of non-disclosure agreements when necessary; (ii) knowledge-based
engagement will deliver tailored global expertise to support reforms in the priority areas; and (iii)
strengthened coordination with IFls will enhance data verification and exchange.

62. Institutional Capacity for Implementation and Sustainability risks are rated Substantial. Despite
Turkmenistan's interest in expanding the partnership with the WBG, program implementation faces
significant risks. Specifically, implementation of new programs, projects, and activities will depend on the
untested capacity of ministries and agencies. Delays may arise from bureaucratic procedures,
implementation capacity weaknesses and fiduciary challenges, affecting project cycle. Mitigation
strategies include leveraging the program's demand-driven nature by (i) capacity development through
grant-financed operations like One Health, supported by Hands-on Expanded Implementation Support
(HEIS), and (ii) targeted RASs with clear terms of reference.

63. Fiduciary risks are rated High. Weaknesses in public financial management (PFM) systems,
including procurement processes and the limited capacity to manage international procurement, are
compounded by limited information on PFM systems in Turkmenistan. Comprehensive reforms are
essential to improve budget reporting and transparency, as well as to accelerate efforts to enhance
corporate governance in state-owned enterprises (SOEs). This includes strengthening independent
oversight functions and ensuring greater transparency through the mandatory publication of audited
financial statements. Mitigation measures will include a rapid fiduciary and ESF gap analysis subject to
data availability, procurement training, and establishing a PIU under the One Health project.

64. Stakeholder risks are rated Substantial. Limited stakeholder engagement and potential
resistance to reforms may hinder CEN success. Mitigation measures include broader consultations with
civil society and the private sector, enhancing communication on reform benefits, building trust through
transparency, and joining forces with development partners for stronger support.
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Annex 1: Selected Macroeconomic Indicators

2019 2020 2021 2022 2023*

National accounts
Real GDP growth rate (annual percent change) 6.3 5.9 6.2 6.2 6.3
Gross Domestic Product (millions USD)** 45,233 45,818 50,007 |58,972 60,629
GDP sectoral composition (percent of total), o/w (100 100 100 100 100
Industry and construction, o/w 42.5 37.4 37.1 40.4 39.2
Construction 10.8 9.5 7.9 7.5 6.2
Agriculture 10.8 11.5 11.8 10.9 11.3
Transport and communications 10.4 10.7 10.2 9.5 9.8
Trade and catering 15.2 18.9 19.7 17.8 18.5
Other services 21.1 21.5 21.2 21.4 21.2
Monetary indicators

Total credits to the economy (% of GDP) 53.1 53.7 579 53.4 515
CPl inflation, end-of-period (percent change) 6.5 8.9 21.1 3.0 1.4
CPl inflation, period average (percent change) 5.0 6.9 19.0 11.1 -1.6
Investment (% of GDP)

Total Investment, o/w 22.6 22.4 17.9 17.5 18.3
Public (budget and SOEs) 8.9 10.9 9.8 9.1 10.6
Non-public sector 13.7 11.5 8.1 8.4 7.7
General government budget (% of GDP)

Total Revenues, o/w 13.7 13.6 13.9 15.7 15.0
Tax Revenue, o/w 12.6 12.4 11.0 11.3 12.3
Hydrocarbon tax revenues 4.8 4.3 3.7 5.8 7.1

Total Expenditures, o/w 13.6 13.4 13.4 12.5 14.1
Current expenditures 12.4 12.1 11.9 11.4 13.1
Capital expenditures 1.2 1.3 1.5 1.1 1.0
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2019 2020 2021 2022 2023*
Overall balance 0.1 0.2 0.5 3.2 0.9
External sector (million USD)
Exports of goods and services 11,104 7,690 3,860 14,670 13,111
o/w exports of gas, oil, and oil products 9,911 6,335 8,475 12,732 11,576
Imports of goods and services 5,832 5,926 6,250 7,362 7,563
Trade balance (% of GDP) 11.6 3.8 5.2 12.4 9.1
Foreign investments (direct and portfolio) 4,413 3,357 3,600 4,240 4,274

Sources: Statistical Yearbook of Turkmenistan 2022. State Committee on Statistics, Ashgabat, 2023,
Statistical Yearbook of Turkmenistan 2023. State Committee on Statistics, Ashgabat, 2024, and World

Bank staff calculations.
Note:

* The World Bank model for producing economic projections for each country requires specific data
inputs. However, Turkmenistan’s published statistics lack most of the key indicators needed for the

Bank’s projection model. As a result, projections beyond 2023 are not available.

** At official exchange rate.
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Annex 2: List of Ongoing and Potentially Planned Activities

Name of activity ‘ Instrument ‘ Status
Addressing Global and Regional Challenges

Regional Electricity Market | TF and | This is under discussion; Turkmenistan

Interconnectivity and Trade (REMIT) IBRD participates in the discussion on participation
in regional REMIT MPA

Resilient Landscape Restoration Program BETF This is under implementation

The Central Asia Hydrometeorology | GFMR TF, | This is under discussion

Modernization Project phase Il RAS

Feasibility Study on Karakum canal under | Bank This is under discussion

regional MPA Funded

and BETF

Technical Assistance in reducing methane | RETF, RAS This is under preliminary discussion; GFMR

emissions grant of about $5 million under discussion.

Regional Study on the Caspian Sea Water | BETF This is under implementation; the result will

Level Study provide the Port of Turkmenbashi with
information on how to best adapt to changes
in climate

Blueing the Caspian Sea Study GEFTF This is under implementation

Regional Study on Middle "Trans-Caspian" | Bank This is under implementation; The ongoing

Corridor PASA Funded study on the corridor's performance will
provide findings that Turkmenistan can
benefit from

Central Asia One Health program RETF This is under discussion; the Recipient Grant is

under preparation ($1.79 million)

Supporting Economic Transformati

on and Competitiveness

Financing to support private sector | IFC IFC is exploring opportunities for engaging

investment in export- oriented SMEs Investment | with larger exporters in food processing and
Services manufacturing

Trade Finance support to selected private | IFC GTFP This is under preliminary discussion

and state-owned banks

International comparison projects: | Bank Turkmenistan’s participation is confirmed

Business Ready (B-Ready) and Women, | Funded

Business, and the Law

Reserves Advisory Management Program | TA This is under discussion. Central Bank of

(RAMP) Turkmenistan has shown interest in engaging

with the World Bank’s RAMP.
Technical assistance in the area of Private | RAS This is under discussion, where concrete

Sector Development (e.g. WTO accession
and export development, Investment
promotion, financial sector development)

activities will be explored as the CEN
implementation progresses.
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Annex 3: Measures for Evaluating the Results of CEN Implementation

1. Improved Data Availability

Data availability for the operations implemented by the WBG in Turkmenistan (e.g. participation
in B-Ready, WBL, providing timely national accounts information, as well as data for fiduciary
gap assessments)

Development of a MRV system for methane emissions.

Strengthened capacity for integrated data systems for surveillance under the One Health
framework.

2. Sustained Government Commitment

Evidenced progress towards WTO accession to integrate into global markets.

Commitment to methane reduction as part of the Global Methane Pledge and establishment of
a national action plan for emissions reduction.

Continued satisfactory implementation of approved investment projects.

3. Enhance Implementation Capacity

Establishment of the first Project Implementation Unit for managing health emergency
preparedness.

Assessed Procurement/FM and ESF system (including analyses of gender risks) with clear
measures to be implemented (conducted Gaps Analyses)

4. Better Awareness About WBG Instruments

The government and private sector are informed about MIGA and the WBG Guarantee
Platform’s products and requirements through learning sessions organized with the
government, business associations, and key private sector companies to provide insights into its
work, requirements, and procedures. — (conducted session/awareness events)

Participation in the WBG’s Reserves Advisory Management Program (RAMP) for capacity
building in the Central Bank.
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Annex 4: Turkmenistan: Development Partner Cooperation
Overview

1. Although the amount of official development assistance to Turkmenistan has not hitherto been
significant,'®the Asian Development Bank (ADB), the European Bank for Reconstruction and Development
(EBRD), the European Union (EU), the Islamic Development Bank (IsDB), as well as the UN agencies, have
all gradually increased their presence and expanded their activities in recent years. Their main areas of
focus include financial and private sector development, human resources, especially education and
health, regional energy and transport infrastructure, and the environment. Water security, exchange rate
policy, cross-border money transfer, women's economic empowerment, climate change and methane
emission reduction, and support for trade facilitation and WTO accession are common priority areas
across development partners.

Development Partner Coordination

2. The main multilateral aid institutions—ADB, EU, EBRD, OSCE, IsDB, and the UN agencies, as well
as the WBG—are represented in Ashgabat, as are several bilateral partners, such as the German Agency
for International Cooperation and the United States. The State Secretariat for Economic Affairs (SECO),
the Federal Department of Finance, and the National Bank of Switzerland have been supporting technical
assistance and capacity-building activities both bilaterally and through the World Bank and IMF. The UN
Resident Coordinator facilitates coordination of externally financed activities in the country with
development partners, and there is high inter-agency information sharing and cooperation. In March
2024, government and UN established "Turkmenistan - UN" Strategic Advisory Board to enhance
cooperation and strategic dialogue between the government of Turkmenistan and UN. The Board focuses
on advancing shared goals in peace, development, and humanitarian assistance.

Key Development Partner Activities

3. The Asian Development Bank (ADB) established a resident mission in Ashgabat in 2010, and in
2011 approved the first US$125 million loan for the North-South Railway Project. Turkmenistan is also an
active member of the Central Asia Regional Economic Cooperation (CAREC) program.?” To date, ADB has
committed 14 public sector loans, grants, and technical assistance totaling USS634 million to
Turkmenistan. In August 2024, ADB launched a new Country Partnership Strategy (CPS) for Turkmenistan
covering the period 2024-2028. The new CPS aims to support Turkmenistan in its efforts to become a
more sustainable, climate-resilient and competitive economy. The CPS has three pillars: (i) supporting the
green transition to a sustainable and climate-resilient economy, (ii) strengthening economic
competitiveness through diversification and private sector and human development, and (iii) promoting
structural reforms and institutional development. ADB was also appointed by the participating countries
as the transaction advisor for the Turkmenistan-Afghanistan-Pakistan-India Natural Gas Pipeline (TAPI)

16 Recently averaging about USS$40 million annually according to OECD-DAC data. Education and health sectors’
assistance constitutes 27% of total aid flows.

17 The Central Asia Regional Economic Cooperation Program is a partnership of 10 countries and 6 multilateral
institutions, including the World Bank Group, to promote regional cooperation in areas such as energy, transport,
and trade.
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Project to assist in its preparation and implementation. The TAPI Pipeline Company Limited (TPCL)*® was
established in November 2014 to build, own, and operate the planned 1,800-kilometer TAPI pipeline.

4, The European Bank for Reconstruction and Development (EBRD) has been active in
Turkmenistan since 1994, and by the end of 2023, had signed 87 operations with cumulative business
volume of €334 million. Its activities are focused on local small and medium-sized enterprises and the
banking system. The private sector accounts for 100 percent of its Turkmenistan portfolio. Core activities
of EBRD’s Turkmenistan Country Strategy covering 2019-2024 are concentrated in the following two
strategic priorities: i) Nurturing competitiveness of the nascent private sector through investment and
promotion of a supportive environment; and ii) Promoting step-by-step market-based reforms in the
public sector as a pre-requisite to potentially supporting sustainable infrastructure and green economy
transition. EBRD has restarted lending to the private sector after a two-year break and is now exclusively
focused on exporting companies. In addition to lending, EBRD provides business consulting services
through flagship Advice for Small Business program as well as trade finance. EBRD has launched
preparations for a new country strategy for Turkmenistan covering 2026-2030.

5. The UN system plays a critical role in coordinating development cooperation in Turkmenistan. 19
UN resident and non-resident entities work with national partners to implement national development
priorities as part of the 2030 Agenda. UN agencies have been engaged in Turkmenistan since 1995.%° In
2020, Turkmenistan signed the new UN Sustainable Development Cooperation Framework for 2021-2025,
paving the way for the strategic mutual engagement to achieve the Sustainable Development Goals. The
UN country team, in consultation with the government, identified and agreed on the UN strategic
response to the government’s development priorities in three strategic areas: (i) People-centered
governance and rule of law; (ii) Inclusive, green, and sustainable economic growth; and (iii) Quality,
inclusive and affordable health, education, and social protection. The outcomes make best use of the
expertise and resources of the UN Country Team (UNCT) to support the achievement of development
results focused on advancing equitable economic growth, improving environmental management,
strengthening accountability, delivering quality social services, and strengthening systems for quality data
and progress monitoring. Strategies for each outcome share a common focus on reaching vulnerable
groups and assisting Turkmenistan to meet its human rights obligations.

6. The World Health Organization (WHO) Country Office in Turkmenistan was established in
November 1995 in Ashgabat to assist the government in developing its health policy, health system, and
public health programs. The Ministry of Health and Medical Industry of Turkmenistan and the WHO have
developed a Country Cooperation Strategy for 2024-2028, to be signed by the end of 2024. Priorities for
joint work include digitalization of the healthcare system; enhancing preparedness, resilience, and
response to public health emergencies; reducing the impact of climate and environmental change on
health, well-being, and food safety; communicable diseases; non-communicable diseases; promoting
health throughout the life-course; health systems; and preparedness, surveillance, and response.

18 The four TAPI state gas companies -- State Concern “Turkmengas,” Afghan Gas Enterprise, Inter State Gas Systems (Private)
Limited, and GAIL (India) Limited -- own equal shares of TPCL.

19 In March 1992, Turkmenistan became a member of the United Nations and on December 12, 1995, the UN General Assembly
adopted a resolution recognizing Turkmenistan’s status of permanent neutrality, which has become the guiding principle of the
country's foreign policy.
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7. The European Union’s (EU) bilateral relations with Turkmenistan are governed by an interim
agreement on trade and trade-related matters. The Partnership and Cooperation Agreement is pending
ratification by the European Parliament. Within the EU Strategy for Central Asia, Turkmenistan benefits
from the EU regional programs in the fields of governance, disaster risk management, trade, support to
the private sector (mainly small and medium enterprises), border management, and fight against drug
trafficking. Particularly relevant is the new regional Global Gateway flagship Team Europe Initiative on
Water, Climate Change and Energy, through which the EU supports the Sustainable Energy Connectivity
in Central Asia (SECCA) program, regional energy integration, and renewable energy reforms. Given its
Upper Middle Income Country status, Turkmenistan will in 2021-2027 benefit from a cooperation facility
focusing on the following areas: (i) green aspects of the economy; (ii) improving the business climate
focusing on agriculture/rural development; and (iii) support to trade development.

8. The International Monetary Fund (IMF) has no financial arrangement currently in place but plays
an advisory role via regular Article IV consultations and technical assistance. In recent years, the Fund has
provided technical assistance for the national accounts, public finance, balance of payments, revenue
administration, and monetary and foreign exchange operations. In addition, the Caucasus, Central Asia,
and Mongolia regional capacity development center (CCAMTAC) has been supporting Turkmenistan with
capacity development and has provided trainings including in financial programming and policies.
Implementation has been broadly satisfactory. Looking forward, the focus will be on capacity building and
improving the quality of national accounts and monetary statistics and strengthening the banking system.

9. The Islamic Development Bank (IsDB), active in Turkmenistan since November 1994, has
committed around $1.4 billion for 33 projects including 17 completed and 16 active operations. IsDB
Group partnership with Turkmenistan is diversified through numerous financing and non-financing
activities. The Bank has financed mega projects in the country, which supported regional connectivity and
built Turkmenistan’s export potential. Some of these large infrastructure projects include the Bereket-
Etrek Railway Project, TAPI Gas Pipeline Project, and Telecommunications Network Enhancement Project.
Other projects include the construction of 5 medical facilities, the purchase of three oil tankers, the
rehabilitation of part of the Mary-Tejen highway, laying of fiber-optic communication lines. IsDB Group
has also supported the private sector, especially financial institutions. The IsDB, in recent five years, has
approved a total amount of $246.5 million financing for two projects in country. The most recent one was
approved by the Board of Executive Directors of the IsDB on June 29, 2024, in the amount of $156.3 million
financing for Improving Quality of Oncology Services and Construction of Cancer Treatment Centers
Project aimed to enhance access to high-quality oncology services through the construction of three
oncology centers in Balkan, Lebap and Mary regions and the training of healthcare providers. The project
will increase daily in-patient services by 33 percent and improve cancer treatment for 11,750 cancer
patients across the country, significantly reducing cancer incidence and mortality rates.

10. The United States had partnered with Turkmenistan to strengthen and diversify the economy,
build more citizen-responsive institutions, empower youth, and expand access to health care services.
This work increases regional connections between the economies and peoples of Central Asia to foster
greater stability and prosperity.
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Annex 5: Consultations

1. Similar to the process of the preparation of the CEN FY16-17, the process of this CEN preparation
relied on consultations with a wide range of stakeholders, including government agencies, the donor
community, civil society, private sector, and others. The CEN preparation process included in-country
face-to-face meetings and virtual consultations.

2. The consultations with government agencies and the private sector represent a continued
collaborative process to ensure that the CEN activities fully reflect the development needs of the
government in the reform process. The consultations started with preliminary fact-finding discussions and
continued through regular working meetings with respective agencies and the private sector to
understand their vision, priorities, concerns and how the WBG country program can support them. It also
aimed to consult on proposals so that the agreed activities fully reflect their needs and are aligned with
overall sector and country development priorities. The planned activities have been presented to the wide
group of government partners and the private sector during in-country consultations, which brought
together the WBG staff and all government partners, and where the overall structure of the CEN, as well
as sector activities, have been presented and where further comments, suggestions, and concerns were
collected. There was broad support for the proposed priorities and objectives of the draft CEN.
Representatives of the private sector highlighted the importance of supporting economic diversification
efforts of the government for the increased role of the private sector in the economy.

3. The consultations with the donor community were also a vital element in the preparation of the
CEN document to ensure that the activities planned do not duplicate the efforts of other development
agencies but rather complement and build on the support rendered by the donor community to date.
Discussions focused around engaging with Turkmenistan in strengthening transport and connectivity,
water security, and green transition. On the latter, development partners expressed strong interest in
working together on methane reduction following country’s December 2023 decision to join the Global
Methane Pledge during COP28 in Dubai, UAE. A transparent and collaborative approach in working with
development partners, taking into consideration their suggestions and concerns, helps to avoid inefficient
spending, fine tune the proposed activities to complement the efforts of the development partners, and
ensure that any future donor activities in the specific sector take into consideration the activities covered
under the CEN.

4. The process of consultations with the civil society and other stakeholders has continued
throughout the entire CEN preparation. The final CEN document will be publicly available once discussed
by the Board, as per the Bank’s disclosure policy.

5. Communication support during implementation will include publication of press-releases to
inform the global audience of large activities/events implemented/supported under the CEN, as well as
support to various teams to highlight results (event write-ups, results stories, publications etc.) as
appropriate and in agreement with the client.
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Annex 6: Summary of FY16-17 RAS Program Results

Pilot on business model reform and corporate governance: The RAS program supported business model
reform and corporate governance at a selected state-owned commercial bank - “Halkbank.” In 2018, the
WBG delivered a report with an assessment of the Bank’s strategy and positioning in Turkmenistan’s
banking market, key financial results compared to the other State-Owned Banks, current organizational
structure, and internal control mechanisms, and provided an analysis of the Bank’s strengths, weaknesses,
opportunities, and threats (SWOT). The report also included options for strategic reform with more
detailed recommendations for operational reform. The report was used in the government’s banking
sector reform program and by “Halkbank” in its organizational restructuring. In 2020, the State
Commercial Bank “Halkbank” was transformed into an open Joint Stock Company “Halkbank”. In January
2021, the bank was listed on the Ashgabat Stock Exchange.

Credit reporting system: The World Bank performed a comprehensive analysis of Turkmenistan's Credit
Reporting System (CRS), evaluating it against global standards. This included examining the legislative
framework, data sources, collection and dissemination methods, and the use of credit history information
by the Central Bank of Turkmenistan (CBT) and other financial institutions. The objectives were to enhance
the CRS to reflect Turkmenistan's global financial standing, improve credit information management, and
bolster the CBT's financial oversight capabilities. A roadmap with recommendations for future actions was
provided. Additionally, a workshop shared global insights and practices in CRS, international standards,
legal framework components, and the role of private credit bureaus. The engagement assisted the
authorities in enhancing and updating regulations, including the Central Bank's regulatory document titled
"Unified credit history database of clients of credit institutions." This engagement also improved the
processes for gathering, consolidating, and distributing credit information, as well as bolstered the
expertise of Central Bank and commercial banks' staff.

National money laundering / terrorist financing risk assessment: RAS activities provided support to the
government to complete the National Money Laundering / Terrorist Financing Risk Assessment (NRA), a
crucial requirement of the Financial Action Task Force. Through this activity, the Client received the NRA
Tool developed by the World Bank, and was provided with a series of trainings, and a dedicated group of
specialists from various government ministries and organizations was rendered technical support for the
use of the tool.

Strengthening capacity for national account statistics: This RAS activity, which was a continuation of
support provided under the first RAS program, helped the State Committee of Turkmenistan on Statistics
to improve national accounts statistics by: (a) testing the methodology on the Supply and Use Table (SUT);
and (b) transferring an operational manual with a focus on general methodological aspects of the United
Nations System of National Accounts 2008. In addition, the Bank delivered an assessment report on
sample survey outcomes and an operational manual on the construction of supply tables.
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