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Chapter I. E-commerce and Inclusive Growth in Central Asia

Why is e-commerce relevant to Central Asia’s economic growth?

The landlocked geography disadvantages Central Asia in modern global trades. The dominating
transport mode for global trade nowadays is ocean-shipping: around 90 percent of traded goods are carried
over the waves. Since the abruption of the ancient Silk Road and the rise of maritime transport in the 16%
century, Central Asia, without seaports, must go extra miles in its economic globalization. Trade costs in
landlocked developing countries are equivalent to a 540 percent tariff.! And the cost of shipping a container
from any of the Central Asian countries to Shanghai is five times more expensive than from Poland or Turkey.?
High costs of market entry disadvantage Central Asia entrepreneurs in negotiating terms of trade. For example,
some products made-in-Central-Asia have been labeled as made-in-elsewhere.

Limited access to global consumer markets prevents Central Asia from reaping the demographic
dividends. Central Asia has less than 75 million people, and a united regional market has yet to emerge3. If not
producing for the world, Central Asia entrepreneurs can hardly achieve enough economies of scale to grow in
its domestic market. Though Central Asia is blessed with a young population, the lack of job opportunities in
the traditional economy is turning the demographic dividend into a burden. Without income-generating
opportunities, gender inequalities persist, and youth are unemployed.

Data-driven business models can lower entry costs to markets and provide new opportunities for small
firms and low-income households. Firms in less populated areas can expand their access to markets through
data-driven platforms, which match sellers and buyers, and through the logistics services of e-commerce
platforms, which provide support in bringing products to market from more remote areas. Costs associated
with distance are as much as 65 percent lower for online vendors active on global e-commerce platforms,
compared with those for offline vendors (WDR 2021). Central Asia countries could reap substantial benefits
from such e-commerce platforms: the cost-reduction effects of platforms tend to be greater for exporting
countries that are unknown or less trustworthy to consumers (as measured by corruption indexes).

Not only can entrepreneurs market their goods remotely, but intangible data-enabled services now
flow across borders. The boom in data-enabled services creates opportunities for new entrants in global trade
and may foster economic growth for countries traditionally lagging in access to global markets. For example,
the rise in Indian services exports has been associated with gains in per capita income and a decline in urban
and rural poverty head count ratios. The Indian digital services industry has also created employment, especially

!https:/ /www.wto.org/english/tes_e/booksp_e/00_landlocked2021_e.pdf

2 https:/ /www.wotldbank.otg/en/news/ press-release/2021/04/02/improving-transport-connectivity-in-central-asia-requires-a-
coherent-approach

3 On July 21st, 2022, the Kyrgyz city of Cholpon-Ata hosted the IV Consultative Meeting of the Heads of State of Central Asia.
During the meeting, the presidents of Kazakhstan, Uzbekistan, and Kyrgyzstan signed the Treaty of Friendship, Good Neighborliness
and Cooperation for the Development of Central Asia in the 21st century. According to different local sources, in the future,
Tajikistan and Turkmenistan might join the Treaty. The Central Asian leaders stressed that the region should become a vast socio-
economic development and broad cooperation area. As the Central Asian leaders noted commenting on the meeting in Cholphon-
Ata, Central Asian republics need to overcome the current crisis conditions that the region is experiencing, such as popular
disappointment, legal jurisdictional border issues, terrorist threats and the impact of the Afghan situation. Source: specialeuroasia.com,
2022



for women and in smaller cities with populations of about 1 million or less, which can help bridge economic
and social inequalities.

This technology is e-commerce — an imperative trend in the ongoing 4% Industrial Revolution. As a
digital marketplace, e-commerce brings traditional wholesale and retail online. E-commerce participants make
transactions of goods and services online, then deliver either offline or online. Physical products and in-person
services (for example, airline and hotel booking) are delivered offline. Digital products (such as computer
software and videos) and services (such as cloud computing and storage services) are delivered online. Over
the past decade global e-commerce has been expanding at an average rate of 20 percent a year as brick-and-
mortar shops have languished. Even in the US, where shopping floors per capita are highest in the world (about
8 times of China and 17 times of Russia)4, the share of online retail sales for general merchandise® overtook the
brick-and-mortar since 2019, according to the US Commerce Department. Central Asia has not been the
forerunners in the first three Industrial Revolutions initiated by sea powers and spread through ocean trade
routes. As a result, catching the wave of the ongoing 4™ Industrial Revolution of digital power, which overrides
geographical barriers, is key to jump-starting Central Asia’s labor productivity growth.

Can e-commerce be inclusive in Central Asia?

E-commerce is an ecosystem that employs a wide range of skills. The e-commerce ecosystem includes
four elements: production, marketing, delivery, and payment. The production sectors are agriculture, industrial
manufacture, and tradable services. These sectors provide goods and services to be traded online. The
marketing sectors are wholesale and retail, which are enabled by the ICT sector and become online wholesaler
(Business-to-Business, or B2B) and retailers (Business-to-Consumer, or B2C). The delivery sector is the
traditional transportation with the addition of last-mile delivery. In the brick-and-mortar world, consumers
drive themselves to the products and services. In the e-commerce world, products and services come to
consumers — another step towards time-saving division of labor. The payment sector is the traditional banking
system enabled by digital services and mobile technology. A modern form of the e-commerce ecosystem is a
platform that hosts a cluster of online shops, provides communication, payment, and delivery services. Such an
ecosystem employs high-skill workers in computer science and finance, but also farmers, delivery workers,
drivers, customer service providers that do not require heavily trained skills, and thus, is labor-intensive and
inclusive to the poor and low-skilled.

The deepest pockets of the poor in Central Asia overlaps with the labor demand of an e-commerce
ecosystem. Except for the payment sector that employs mainly high-skill financial experts, the production,
marketing, and delivery sectors in the e-commerce ecosystem can hire many of the poor. For example, in
Central Asia, services sector is the largest employer of the poor. Uzbekistan services sector employed the largest
share (36.5 percent) of the poor in 2019, followed by industry (32.2 percent), and agriculture (31.3 percent).
However, when measured not by participation but by a household’s reliance on each respective source of
income, 44 percent of the poor in 2019 relied on services as the largest household income source. In Kyrgyz
Republic, the services sector employs about half of all poor workers. Among these workers from the bottom
20 percent, 22 percent work in the labor-intensive tradable services such as wholesale and retail, transportation,
accommodations and restaurants.

4 https://www.statista.com/statistics/1058852/retail-space-per-capita-selected-countries-worldwide/
5 Excluding auto and restaurant sales.



E-commerce creates more jobs than it destroys. When less people shop at brick-and-mortar stores, some
jobs in those stores vanish, as described by Schumpeter’s gale of creative destruction. However, e-commerce
turns out to be a net job creator at least in the USS and Europe’. For example, in the US, ecommerce jobs rose
by 400,000 from December 2007 to June 2017, exceeding the 140,000 decline of brick-and-mortar retail jobs.
This is potentially because ecommerce reduces the number of unpaid household hours devoted to shopping.
Some of these unpaid hours are now shifted to the market sector. In other words, warchousing associates and
truck drivers now perform shopping tasks that consumers formerly did for free, such as driving to a store and
retrieval of items within the store. As a result, one can think of ecommerce as a machine converting unpaid
household hours into paid matket houts.

Besides the offline jobs to fulfill e-commerce logistics, new opportunities emerge for women, youth
and people with disabilities. These people who face household obligations and difficulties participating in
the labor market can benefit from the flexibility of e-commerce to work from home. For example, in China,
the ratio of women to men entrepreneurs in e-commerce is at or near parity on the Alibaba platforms, compared
to 1:3 in all business; three quarters of rural e-tailers are 20-29 years old. Business Process Outsourcing (BPO)
industry in the Philippines is another example that shows how e-commerce creates new types of jobs doable
on a computer with internet access.

E-commerce can also become a wake-up call to the hibernating pool of high-quality female labor
resources in Central Asia. In Kyrgyzstan, among the working-age (age 16 to 64) females, only 27.8 percent
are employed, while an astonishing 51 percent are labor inactive. A quarter of these labor inactive females are
pursuing education. This means more than a third (37.8 percent) of all working-age females in the country have
finished their education while not contributing to the labor market. Many of them are married with children. A
half have children under 5 years old, and three quarters have at least one child under age 14. Such an image fits
well the social norms of focusing females on housework and taking care of children. They distribute almost
equally among all consumption deciles. A third of them are in urban areas and two thirds are in rural villages.
The fact that this pattern does not change with welfare levels indicates the root cause is not economic but
cultural. Through the lens of labor resource allocation, this image is far from the optimal, because most of these
women are well educated but do not have an opportunity to contribute to the labor market. About 60 percent
of them have completed secondary education or have higher degrees.

Changing this social norm imposed on women takes time but finding adaptive solutions should not
wait. E-commerce offers a flexible option of joining the labor market for women who needs to do home-based
work. An e-commertce job can be selling a product and/or a setvice online. For example, one entrepreneur in
Uzbekistan shared her experiences of opening an online shop for her mother who handcrafts high-quality
textile products. The e-shop profits have been more than tripled the pension income and fully supported her
mother’s living expenses. The products are sold both domestically and internationally through the online
channels. Besides selling a physical product, exporting digital services on e-commerce platforms is another
option. For instance, some digital services in high-demand include graphic design, copywriting, customer
support, virtual assistant, data entry, video editing, web development and many more. With the e-commerce
technology, females’ skills would have been better utilized, and as a result, welfares will increase, so will the
bargaining power of women within the family and in the society.

Why is this Diagnostic on the subnational level?

& Michael Mandel, 2017
7 Biagi and Falk, 2017



National-level assessments can be vague and discouraging, but one should not wait to act until
everything is ready everywhere. At the time of this writing, the existing assessments of e-commerce in Central
Asia are on the national level, ranking attributes of e-commerce in each country with other countries in the
world. However, in terms of policy making and investments implementation, national level data is too
aggregated to translate into actions, given that concrete changes usually happen gradually with trials and errors.
This Diagnostic aims to fill this gap in the literature by collecting and processing data on the subnational level,
and further transform data into actionable strategies. Given severe data limitations, this Diagnostic achieves
oblast-level resolution for all countries in this study, and whenever data permits, some analysis goes within
certain oblasts and to the district level.

Assessments on the subnational level can lead to practical strategies in finding low-hanging fruits or
filling the deepest gaps. This Diagnostic provides a straightforward framework (ERI) to prioritize
government’s investments. For example, in oblasts that have overall high readiness but slack in only one
enabling pillar, such as logistic connectivity, it would be wise to direct investment to it and start reaping the e-
commerce dividends. Such cases are low-hanging fruits, especially when fiscal space is limited. In contrast,
when investments are long-term and aim to fill the deepest gaps, ERI can answer where these investments
should go, in terms of both locations and enabling conditions.

What have been the roles of the Government and entrepreneurs in e-commerce?

Intentionally and unintentionally, governments in e-commerce leading countries adopted a hands-off
approach in regulating e-commerce at its early stage. If measured by revenue of B2C e-commerce, the top
five countries in 2022 were China ($1,535 billion), US ($875 billion), Japan ($241 billion), Germany ($148
billion), and United Kingdom ($143 billion), with China and US accounted for 82 percent of the revenues
among the top five countries.® E-commerce originated in the US after wide adoption of internet and personal
computer usage. The Clinton administration intentionally took a minimum-regulation market-oriented
approach in the late 1990s to facilitate e-commerce growth. As addressed in an New York Times article in 1997,
the US government called for a “hands-off, no-new-taxes approach to regulating business transactions on the
worldwide computer network” and Bill Clinton said, “the Internet should be a place where government makes
every effort...not to stand in the way, to do no harm”.? The legal framework later implemented in 2000
climinated legal barriers to e-commerce and protected consumer rights.!? E-commerce in China grew in a laissez
faire environment which was more unintentional than in the US. Tech giants such as Alibaba and JD.com were
established in the late 1990s while the direct regulation on e-commerce was no more than legalizing electronic
signatures in 2005. E-commerce legal framework in China expanded much later in 2010 to include consumer
protection and in 2018 to include overseeing e-commerce platforms and operators on those platforms. In other
words, e-commerce can grow strongly without government regulations, especially in the early stage.

As a result, the governments and entrepreneurs could focus on their comparative advantages, which
are, respectively, public goods provision and risk-taking entrepreneurial activities. E-commerce in US
and China started to develop at a stage where hard infrastructure was well developed or in rapid expansion.
The US led the 3 Industrial Revolution featuring the proliferation of computer use and the Internet, which
was not possible without high-speed affordable digital infrastructure. Although the US government did not
purposefully develop logistic connectivity and digital human capital for e-commerce, they were at a high level

8 https:/ /www.statista.com/ forecasts/ 1283912/ global-revenue-of-the-e-commerce-market-countty

9 https:/ /archive.nytimes.com/www.nytimes.com/library/cyber/week /070297 commerce.html

10https: //clintonwhitehouse3.archives.gov/WH/Work/063000.html#: ~:text=Under%20the%20legislation%20President%20Clinton,
for%20paperwork%020t0%20be%20completed.



conducive to e-commerce development, given the country’s high-income status. On the contrary, China, as a
developing country with only two decades into its reforms and opening-up in the 2000s, put a heavy focus on
infrastructure development. This focus “accidentally” incubated fast growth of e-commerce in the country,
including its rural areas. E-commerce initiated and developed the fastest where internet and logistic connectivity
were the best (World Bank 2019). The high infra-penetration in the rural areas later boosted another wave of
e-commerce growth and gave rise to companies such as Pinduoduo.com that mainly aimed for the rural markets.
The commonality of the two leading countries’ governments were that they provided the infra-foundation for
e-commerce to grow.

In the vision of this Diagnostic, the role of the governments in Central Asia can play a more active role
in incubating e-commerce compared to the US and China. This is because Central Asian countries have
not yet ubiquitously achieved the level of infrastructure that gave rise to e-commerce in the US. To achieve a
similar level of e-commerce growth in the US, the governments need to invest more actively in infrastructure
enablers such as digital and logistic connectivity, as in the Chinese experiences. However, the Central Asian
governments should not postpone the regulations on consumer protection in e-commerce as in China.

However, by no means, this Diagnostic is proposing an industrial policy to develop e-commerce in
the form of subsidies, trade barriers, or direct intervention through SOEs. Industrial policies refer to
national or state efforts to encourage economic transformation through interventions in specific industries.
Examples of e-commerce industrial policies include subsidizing e-commerce related industries, import
substitutions such as imposing trade barriers on e-commerce, and creating state-owned e-commerce companies.
This Diagnostic does not suggest the Central Asian government to do anything similar, because e-commerce
has a proven track-record of growing rapidly in a free market composed of private sector entrepreneurs. Instead,
this Diagnostic is proposing a way to prioritize public infrastructure provision when there are unlimited
directions to invest but limited resources to deploy. Such a prioritization in the realm of public goods provision
strictly fits the governments’ role in an efficiency perspective, and at the same time, facilitates e-commerce
development as a strategic and purposeful “byproduct”.

What is the analytical approach, structure, audience, and usage of this Diagnostic?

The analytical approach of this Diagnostic combines quantitative and qualitative methods. A wide
range of data including household surveys, administrative data, and georeferenced data serve as the foundation
of the ERI. A series of consultations were carried out to complement the findings from the ERI. Consultations
help add on information not captured by data, share global best practices, and confirm the insights from the
ERI. An essential part of the consultations is to understand regulatory environment of e-commerce and its four
enabling pillars and how they have affected businesses. The consultations involved private sector and e-
commerce associations, global leading e-commerce companies, thinktanks, and governments.

The rest of the Diagnostic is constructed as follows: The second chapter explains the methodology of the
ERI and e-commerce profiles in the countries and oblasts. The third chapter provides a menu of strategies
based on ERI findings and the e-commerce development experiences of the international peers. The fourth
chapter focuses on the potential of e-commerce in contributing to gender equity in Central Asia. The fifth
chapter concludes.

The designated audience of the report includes the Governments in Central Asia, private sector SMEs in
Central Asia, international investors, development partners, and those who are interested in Central Asia E-
commerce Markets. The Governments in Central Asia may adapt the E-commerce Readiness Index developed
in this report in the monitoring and evaluation of the country’s e-commerce ecosystem. Given that the ERI



can be further granularized on the district level, it can help to formulate practical investment strategies to close
the gaps in the e-commerce enabling conditions. The current and prospective e-commerce participants, as well
as global investors, may identify business opportunities and provide feedbacks to the task team on the remaining
challenges that have not been captured by the Diagnostic. International development patrtners may complement
the Governments’ efforts by focusing on the lagging areas identified by the Diagnostic.



Chapter II. Assessment of E-commerce Readiness

Methodology

This Diagnostic develops an E-commerce Readiness Index (ERI) tool to help government monitor
the e-commerce enabling conditions at the subnational level. The E-commerce Readiness Index covers
four pillars of the e-commerce enabling environment. These pillars are 1) digital connectivity, 2) logistic
connectivity, 3) online payment solutions, and 4) digital skills. The current version of the ERI balances the
comprehensiveness of the assessment and data availability on the subnational level. However, whenever data
permits, the quantitative framework of ERI can be easily adapted to districts and more granular administrative
levels.

The ERI is developed by a three-level classification framework. On the first level, the e-commerce
readiness is classified to the four pillars of the enabling environment: digital connectivity, logistic connectivity,
online payment solutions, and digital skills. On the second level, each enabling pillar is divided according to
their complementary components and data availability (see figure XX). On the third level, the second-level
component is further broken down into complementary subcomponents, depending on the data availability.
This three-level classification is shown in figure XX. Each third-level subcomponent consists of one or more
indicators. This framework logically combines information collected from X indicators in the countries.

The ERI is a standardized weighted average of indicators to reflect the distance to the best performer
in the country. The ERI is generated by a bottom-up approach starting from indicators. Each indicator used
in the ERI is converted to a common scale of 0 to 1 with the formular value in a subnational region | maximum
value across all subnational regions. When smaller value refers to better performance, the indicator’s normalization
adopts a reversed formulat minimum value across all subnational regions | valwe in a subnational region. After
normalization, a higher value suggests that the region is closer to the country’s frontier in the corresponding
indicator!!.

This study treats each sub-component of ERI with equal importance, while it can be adjusted to align
with different scenarios and priorities. The equal importance is reflected in the weights. It starts from the
third-level components by taking weighted average of their corresponding normalized indicators with equal
weights. Similarly, second-level sub-indexes are the weighted average of their corresponding third-level
components. By analogy, the ERI is a weighted average of the sub-indexes of the four enabling environments.
The equal weights inherently indicate the preference of a balanced growth path of all pillars. One can impose
other preferences by assigning different weights in the ERI framework. For example, digital skills include both
consumer and producer skills. However, if the government would like to prioritize using e-commerce to

improve producer surplus (or income generating), it can assign a higher weight to producer skills than consumer
skills.

This Diagnostic uses data from different sources (see Table XX) and employs Small Area Estimation
technique to mitigate granularity limitations of the data. Oblast- or province-level data sources include
the National Statistical Offices, representative surveys such as Listening to the Citizen of Uzbekistan (L2CU),
Listening to the Kyrgyz Republic (L2Kgz), Listening to Tajikistan (L.2T), Uzbekistan Household Budget Survey
(HBS), Kyrgyz Integrated Household Survey (KIHS), Enterprise Survey, and Survey of e-Government System

11 Given the methodology, the ERI is not comparable across countries, and a high value only reflects a good
performance compared to other regions in the country but not necessarily the world.



of the Republic of Tajikistan. Representative data on levels below oblast or province is rare. To mitigate this
data constraint, this Diagnostic uses the Small Area Estimation to impute indicators on the district level.
However, not all Small Area Estimation results pass the quality test. Thereby, only some indicators are discussed

in the Diagnostic.

Table 1: Data sources used in the E-commerce Readiness Diagnostic
&

Household Sutvey

Administrative Data

Geospatial Data
Used in Small Area Estimation
Only

Uzbekistan Listening to the Citizens of Official Statistics Committee of GeoQuary — District level (2018 or
Uzbekistan (Mar 2022) Uzbekistan — Oblast level (2020 or latest available)
latest available)
Household Budget Survey (2021)
National ~ Statistical ~Office of
Uzbekistan — Mahalla level (2018)
Central Bank of Uzbekistan (2020
or latest available on oblast level)
The Kyrgyz Listening to the Kyrgyz Republic National Statistical Committee of GeoQuary — District level (2018 or
Republic (Mar 2022) the Kyrgyz Republic — Oblast level  latest available)
(2021 or latest available)
Kyrgyz Integrated Households
Survey (2020)
Enterprise Survey (2019)
Tajikistan Listening to Tajikistan (Mar 2022) GeoQuary — District level (2018 or

Survey of (potential) users of the e-
Government system of the Republic
of Tajikistan (2019)

Household Budget Survey (2021)

latest available)



Figure 1: E-commerce Readiness Index measurement framework

First level Second level Third level

Internet accessibility <
Internet-enabled device

Digital connectivity Internet affordability <
Internet-enabled device

Internet quality <
Stability
Accessibility
Courier services Affordability

Transport capacity
Logistic connectivity Freight transportation <

Internat|ona| shlpments volume
Cross-border logistics
International shipments frequency
ip or accessibility of
W ] i structure
Traditional banking
Usage of infrastructure

Ownership or accessibility of
Digital banking < infrastructure
Usage of infrastructure

Digital awareness
Consumer skills <
Online shopping experience

Digital adoption in businesses

Online payment solutions

Digital skills

Producer skills Online selling experience

Computer-skilled population

Note: The actual ERI framework used in Uzbeksitan, the Kyrgyz Republic, Tajikistan, and Kazakstan may not include all the sub-
components in level 2 and 3 and depends on data availiablity



Kyrgyz Republic

Bishkek offers the most vigorous enabling conditions for e-commerce among all regions in the Kyrgyz
Republic, and the south is less prepared than the north except for Osh City (Figure 1). The ERI evaluates
e-commerce enabling conditions in the Kyrgyz Republic at the oblast level with 29 indicators, covering digital
connectivity, logistic connectivity, online payment solution, and digital skills (Figure 2). Bishkek scores the
highest with an ERI of 0.782, but the fact that it is less than 1 means Bishkek does not perform the best in
every aspect of e-commerce readiness. For example, Bishkek lags Chui in digital connectivity. Osh city scores
the second in overall ERI and Chui ranks the third. Osh, Jalal-Abad, and Batken are at the bottom with scores
slightly over 0.5, meaning they achieve about a half of the national best e-commerce readiness. The following
sections will discuss each of the four enabling pillars in detail.

Figure 2: E-commerce Readiness Index in the Kyrgyz Republic

Bishkek, 0.782
Chui, 0.610 M\,

Issyk-Kul, 0.546 %\A’

Talas, 0.582

— f{ﬂ Osh, 0 5509/
{:Baiken,‘ﬂSI 4

Source: Staff calculation

Figure 3: E-commerce Readiness Index in the Kyrgyz Republic, by enabling pillars

Batken
0.8

Osh city Jalal-Abad

e Digital Connectivity

Bishkek Issyk-Kul e | 0gistic Connectivity

Payment Solution

Digital Skills

Chui Naryn

Talas Osh

Source: Staff calculation



Digital connectivity

Northern Kyrgyzstan has better digital connectivity
than the southern regions, and Chui tops digital
connectivity in the country, surpassing Bishkek
(Table 1). The measurement of digital connectivity
readiness considers three factors of the Internet:
accessibility, affordability,
internet means

and quality. Accessible

available Internet service for
subscription and proper devices in place to connect to
the Internet. Affordable internet refers to reasonable
price of the Internet, such as the mobile cellular and
broadband packages. Quality internet refers to the speed
of Internet that meets smooth data uploads and
downloads for daily use. Owverall, accessible and
affordable Internet allows more people to connect to
the Internet and have the opportunity to use e-
commerce. Fast internet ensures the experience of e-
commerce — consumers can browse many products

without annoyingly waiting for pages to load, and sellers

Figure 4: Digital connectivity index in the Kyrgyz Republic
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can contact and respond to consumers in a timely manner. Due to data limitation, the index adopts households’
perception of quality and affordability in using internet, instead of objective values. Chui, Bishkek, and Osh
City have the best performance in digital connectivity out of the two cities and seven regions, for their better
accessibility and affordability of the Internet. Naryn tops internet quality, making it the fourth in terms of digital
connectivity. Batken is left behind with the lowest score of 0.55, meaning 55 percent of the digital connectivity

readiness of the national best.

Table 2: Digital connectivity index in the Kyrgyz Republic (0-1), by region

Chui  Bishkek Osh Naryn  Issyk- Osh Jalal- Talas  Batken
City Kul Abad

Digiel 0.728 0.721 0.720 0.698 0.640 0.631 0.593 -
Connectivity

Accessibility | 0.889 0.874 0.729 0.669 0.746 0.746 0.805 0.728 0.699

SEDETETE | 0387 0.434 1.000 0.394 0515 0.428 0392 0319
Quality

Subjective | o3¢ 0.924 1.000 0.490 0.954 0.661 0.659 0.658 0.635
Affordability

Source: Staff caleulation




Figure 5: Digital connectivity measurement structure of the Kyrgyz Republic
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Chui tops internet accessibility in the Kyrgyz
Republic, slightly outperforming Bishkek because
people in Chui perceived less constraints on devices
that can connect to the Internet. Internet accessibility
takes account of internet-enabled devices and internet
connection (Figure 4). Internet-enabled devices were
assessed by mobile phone ownership and household
perceptions of devices being a problem for internet use
(Figure 6 and 7). Jalal-Abad had 88 percent of the
population aged 15 or above owning mobile phones in
2022, way less than all other regions that average above 96
percent. Internet-enabled devices appeared to be a minor
problem for people in the Kyrgyz Republic to connect the
Internet. The majority (98 percent) of households had
devices such as a phone, a tablet and a computer that meet
the needs of using the Internet, as reported in the March

Figure 6: Internet accessibility sub-index in the Kyrgyz

Republic
Batken
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Osh city 0.8 Jalal-Abad
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e Deyice e Connection

Source: Staff calculation based on KIHS (2022) and L2Kgz
(March 2022)

2022 survey. Naryn has the highest proportion of households - at 6 percent- that have internet access at home
but consider issues with devices as a limit to use internet. This number is the lowest in Jalal-Abad, despite its
lowest mobile phone ownership. It indicates that issues besides the lack of mobile devices are more of a concern

in accessing internet in Jalal-Abad.



Figure 7: Mobile phone ownership in the Kyrgyz Republic (% of
individuals 15+), 2022
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Source: Staff calculation based on KIHS (2022)

Figure 8: Main problems prevent households using internet more intensively in the
Kyrgyz Republic (% of households with internet access at home), 2022
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Source: Staff calculation based on L2Kgz (March 2022)

Home internet access is common in the Kyrgyz Republic. The Kyrgyz Republic has a nearly universal
coverage of internet. According to Statista'2, by 2024, almost the entire population lived in settlements covered
by 4G mobile network. If counted by settlements (cities, towns and villages), according to State Communication
Agency, by the end of 2021, only 1.9 percent of settlements in the Kyrgyz Republic were not covered by mobile
networks and 96 percent were covered by 4G mobile networks.!? Taking into account both mobile and fixed
broadband internet, home internet access varied moderately across regions in the Kyrgyz Republic, from 89
percent of households in Talas to 96 percent in Batken (Figure 9).

The top reason for not having internet at home is perceiving the Internet as useless. According to the
March 2022 interview, 53 percent of households without home internet access thought they did not need
internet. Other reasons for not having access include high cost of internet (16%), high cost of internet-enabled
devices (10%), lack of smartphone (7%), mistrust of internet or lack of skills (5%), and others. Notably, despite
having the highest rate of home internet access, Batken had the least internet service coverage — 27 percent of
households without home internet access were due to a lack of internet service in residential areas.

12 Statista. https://fr.statista.com/outlook/co/digital-connectivity-indicators/kyrgvzstan (access on September 6, 2024)
132021 Annual Report of State Service for Regulation and Supervision in the Communication Industry Under the Ministry of Digital
Development of the Kyrgyz Republic
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Figure 9: Home internet access in districts of the Kyrgyz Republic (% of T.ack of home internet access is a
households), 2022 common problem in Talas across
districts. Talas needs a deep dive to
discover the reasons in filling this

gap-

Source: Staff estimation based on L2Kgz (March 2022)

Home wireless network is less common and more unevenly distributed than other modalities of home
internet access such as mobile and fixed broadband, while individual level statistics reveal gap of the
Internet access in Jalal-Abad. Bishkek and Chui lead the way with over 30 percent of households connecting
internet via wireless network at home (Figure 9). In addition to home internet access, the internet connection
measurement also considered home wireless network and internet users. Wireless network brings multiple
advantages to internet users. For example, with a home network, every household member can access the
internet simultaneously without individually setting up account or paying for the service. It also allows users to
maintain a good internet connection in areas with poor mobile network coverage. Wireless network enables
easy connection between devices for sharing and collaboration features. Internet user statistics add information
at an individual level and shed light on perceptions of internet benefits. Bishkek has the largest internet user
group, where 93 percent of people aged 15 or older use internet. Corresponding to the lowest mobile phone
ownership, Jalal-Abad lags behind other regions with 72 percent of residents using the Internet. Despite the
highest home internet access rate, Batken has 83 percent of the population using internet, ranking in the middle
among Oblasts (Figure 10), indicating underutilization of the Internet.

Figure 11: Internet users in the Kyrgyz Republic (% of

Figure 10: Home internet access in the Kyrgyz Republic, 2022
individuals 15+), 2022
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Besides awareness-driven underutilization, Internet affordability remains a key challenge in
preventing people from using the Internet, especially in Naryn. Internet affordability is described by the
share of households who considered high cost of internet as the main impediment to more frequent internet
use. The country has made remarkable progress in reducing internet tariff. According to a study by Picodi'4,

14 https:/ /www.picodi.com/ru/mozhno-deshevle/stoimost-interneta-v-mire-2023 (access on September 6, 2024)
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the Kyrgyz Republic ranked 15% out of 85 countries global wide for low-price unlimited home fiber internet
with a speed of 100 Mbps in 2023, costing 13.4 USD per month (approximately 1,100 Soms). The local mobile
operator O! also announced that internet traffic costs have reduced 114 times versus 7 years ago through an
introduction of unlimited 4G service packages.!> Nevertheless, based on subjective perceptions, high cost of
internet is the major limitation preventing households from using internet more, reported by 40 percent of
households interviewed in the March 2022 survey. Osh City and the north regions, including Issyk-Kul, Chui,
and Bishkek, despite scoring above 0.9, have about 30 percent of households with internet access considered
high internet cost as a main limitation. Naryn scored the lowest on internet affordability at 0.49, where 61
percent of households reported high internet cost the main impediment.

Figure 12: High cost of internet prevent more intensive use of internet in districts — Internet is the least affordable in
of the Kyrgyz Republic (% of households with internet access at home), 2022 At-Bashy District of Naryn Oblast,
3 where 69  percent of the
households with internet access at
home think the cost is too high to
use internet more intensively.

Source: Staff estimation based on L2Kgz (March 2022)

Internet quality varies a lot across the Figure 13: Internet speed and household dissatisification in the Kyrgyz
oblasts. Internet quality is measured by the Republic, 2022
share of households considering internet speed 60 25%

a main factor preventing them from using 50

9
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at home), which ranges from 8 percent in 15%
Naryn to 24 percent in Batken. Dissatisfaction
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with internet speed in the former doubles that
in the latter (Figure 12). The Kyrgyz Republic
has high internet speeds in Central Asia but still = Mobile
lags the global frontier, where the median
fnternet speeds reach 300-350 Mbps. In Ju.ly Source: SpeedTest (September 2022) and staff calculation based on
2024, the median download speeds of mobile | yx0, (march 2022)

network in the Kyrgyzstan Republic (41 Mbps)

ranked second out of five Central Asia countries, after Kazakhstan (48 Mbps), and 66 globally, and that of

I Fixed broadband

== S|OW internet speed prevent more internet usage

15 https://o.kg/ru/o-kompanii/preimushchestva/ (access on Septermber 6, 2024)
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fixed broadband (64 Mbps) ranked second in Central Asia, slightly after Uzbekistan (68 Mbps), and 85% in the

world.!0

With digitalization, the weight of the Internet economy is constantly growing. The share of the Internet
economy of the total GDP of the Kyrgyz Republic is currently at the level of (0.5%) while countries like Russia and Spain - 2.2%
and Italy - 1.9%. The leaders are Great Britain - 7.2%, Sweden - 6.6% and Denmark - 5.8%. Internet-economy in the Kyrgyz
Republic is at the development stage. The country is just learning to utilize the Internet in business activities. However, in the near
Suture, the share of the Internet economy will grow and the importance of the Internet will increase.U

m Ministry of Justice of the Kyrgyz Republic. Program for the support and development of electronic commerce in the Kyrgyz Republic
for 2023-2026. https://cbd.minjust.gov.kg/53-321/edition/1213520/ru

Logistic Connectivity

Bishkek and Talas have unmatched logistic Figure 14: Logistic and delivery connectivity index in the
connectivity in the country, with the other regions KyrgyzRepublic

lagging far behind regarding freight services (Table 3). lgatken

Logistic connectivity is measured through the lens of Osh City 0.8 Jalal-Abad
courier and freight services. Courier services determine 0.6

convenience, efficiency, and costs for e-sellers to send 0.4

products to consumers and consumers to receive products Bishkek 0-2 Issyk-Kul
from e-sellers. Freight refers to the movement of goods

between cities or over greater distances, compared to the

first and last mile focus of courier services dimension. Chui Naryn
Compared to freight services, courier services are more

equally developed actross regions, but are the best in Osh Talas Osh

City and Bishkek. Freight services concentrate in Bishkek

and Talas (Iigure 13). The following will discuss the two Courier services === Freight

sub-indexes in depth.

Table 3: Logistic and delivery connectivity index in the Kyrgyz Republic (0-1), by region

Bishkek  Talas Osh Naryn Chui Jalal-  Batken  Issyk- Osh

City Abad Kul
Logistic and -
Delivery 0.694 0.501 0.486 0.455 0.428 0.427 0.412
Connectivity
Courier services | 0.916 0.710 0.950 0.804 0.765 0.798 0.819 0.751 0.724
Freight \ 0.549 0.679 0.052 0.168 0.146 0.058 0.036 0.074 0.050

Sonrce: Staff calenlation

16 Speedtest Global Index. https://www.speedtest.net/global-index (access on September 6, 2024)
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Figure 15: Logistic connectivity measurement structure of the Kyrgyz Republic
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Osh City has the best courier services in the country, Figure 16: Courier services sub-index in the Kyrgyz
performing well across all the three dimensions Republic Batken

assessed. These dimensions include accessibility, 1.0
affordability, and quality of courier services (Figure 15). Osh city
Accessible courier service enables e-seller to save time and
focus on improving product quality, marketing, and

Jalal-Abad

L . ] o . Bishkek Y | Issyk-Kul
customer services while outsourcing the logistics at their
doorsteps. Affordable coutier service determines costs of
e-business and whether sellers could maintain product Chui ) Naryn

prices at a competitive level. Quality courier service affects

whether products could be delivered to consumers in a Talas Osh

timely manner and in a good condition, and it is important

for time-sensitive and perishable products. Osh City scores e ACCESSbliy mmmmm AffOrdlability Quality
above 0.94 in all the three dimensions. Bishkek scores 1 in
courier service quality but is slightly behind Osh City in
accessibility and affordability with scores of 0.85 and 0.90,
respectively. Lagging regions have unbalanced courier services, and the variation of which is shaped by
accessibility. For example, Talas scores top in affordability but bottoms in accessibility and quality.

Source: Staff calculation based on L2Kgz (March 2022
and May-July 2024)



Bishkek and Osh City represent the best quality of Figure 17: Track-and-trace service availability, reported
courier services in the Kyrgyz Republic, followed by v households (%) in the Kyrgyz Republic, 2022

Issyk-Kul and Chui. Track-and-trace services represent
the quality of courier services. According to the March 2022 80
L2KGZ interview (Figure 17), 58 percent of households in o0
Bishkek enjoy track-and-trace services, and this rate is 28
down to 36 percent in Talas. Osh City lags slightly behind

Bishkek by 2 percent in the availability of track-and-trace
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I . . . EYes ENo mDon'tk
availability of a service when they need to use it, the higher « ¢ oo

awareness of track-and-trace indicates higher demand of Source: Staff calculation based on L2Kgz (March 2022)

courier services in Osh City than in Bishkek.

Bottom performers of proximity to courier service sites coincide with that of door-to-door delivery
services, reinforcing the regional disparity of accessible quality courier services. Accessibility of courier
services assesses availability of door-to-door delivery services and proximity to courier service sites. The latter
is represented by average distance from households to the nearest pick-up points when door-to-door delivery
service is not available. In Jalal-Abad, over 70 percent households who shopped online had their packages
delivered to home. Issyk-Kul, Chui, and Talas have the least availability of door-to-door services, where 46, 49
and 53 percent claimed using such service, respectively (Figure 18). In the absence of door-to-door services,
the average distance between Osh City residents and the nearest service point is 6 km, and half of the
households are within 1 to 5 km, making Osh City the most accessible place to get courier services (Figure 19).
Notably, Talas, Issyk-Kul, and Osh, ranking bottom in distance to pick-up points, also underperformed in
terms of door-to-door services availability. This indicates challenging courier service access for residents in the
areas. The overlapping distributions of proximity to courier service sites and door-to-door services further
widens the gap in accessible courier services between regions.

Figure 19: Door-to-door service usage in online Figure 18: Distance to the nearest pick-up point (km) in the Kyrgyz
shopping in the Kyrgyz Republic (% of households who Republic, 2022
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Some shortages of home delivery services overlap with high-density population areas, pointing to
untapped e-commerce potential. Door-to-door delivery services are less available in the contiguous districts
located in the south encircling the Fergana Valley (Jalal-Abad, Osh, and Batken Oblasts) and the northern shore



of Issyk-Kul Lake (Figure XX). The former coincides with one of the most densely populated area in the Kyrgyz
Republic (Figure XX). In comparison, residents in Bishkek and Chui Oblast, the other densely populated area,
enjoy more convenient courier services. The overlap of underserved areas with high population density suggests

a potential high return on improving the quality of courier services in the surrounding areas of the Fergana
Valley.

Figure 20: Available door-to-door services in districts of the Kyrgyz Republic (% of
households), 2022

Source: Staff estimation based on L2Kgz (March 2022)

Figure 21: Population density of the Kyrgyz Republic, 2015

Source: National Statistical Committee of the Kyrgyz Republic

The affordability of courier services varies only slightly across the country. The March 2022 L2Kgz
interview asked about the average costs of mailing a 1-kg package within the Kyrgyz Republic, in Central Asia,
and globally (Figure 21). For domestic shipments, the median cost was 100 Som across all the regions, whereas
average cost was between 87 and 110 Som. For shipments in Central Asia region, median cost was 150 Som in
Bishkek and Osh City and 200 Som in the other regions. The average costs vary by about 50 Som, ranging
from 215 to 262 Som. For global shipments outside Central Asia, the median cost was between 200 and 500
Som, and the average costs varied by about 130 Som, from 396 to 523, while Bishkek and Osh City remained
the most affordable areas.



Figure 22: Best estimated costs of mailing a 1kg package (Som)

1,600
1,400
1,200
1,000
800
600
400
200

0

g—

I—

Osh city &

@&
Osh @8

Issyk-Kul 48—

Osh |-CIEFE———

Issyk-Kul

Naryn =C8E—

Talas
Naryn =
Jalal-Abad &
Chui
Bishkek | =3B0m————
Osh city | =d3——
Jalal-Abad | =-C#E——
Talas
Batken |=C#E——
Chui

Bishkek |&8—
Batken @3-

In Central Asia but outside
the Kyrgyz Republic

Source: Staff calculation based on L2Kgz (March 2022)

In the Kyrgyz Republic

Batken &= Si———————
Osh city |-—————————rr

Talas | =TI B————————
Jalal-Abad —CE®B————————
Osh —t—r——

Naryn
Chui

Bishkek =—t—ft—=—3—————

Issyk-Kul

Outside Central Asia

Note: The figure shows costs of mailing a 1 kg package in regions, including the average (green
dots), median (red lines), minimum and maximum (lowest and highest points), and the first and third

quartile values (bottom and top sides of boxes)

Figure 23: Average costs of mailing a 1kg package from districts of the Kyrgyz
Republic (Som), 2022
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Ak-Suu District and Jeti-Ogiiz
District of Issyk-Kul Oblast,
located in Kyrgyzstan’s eastern
corner, have the highest domestic
and Central Asia regional shipping
costs, but the costs of international
shipments outside of Central Asia
are relatively lower.

Despite neighboring Osh City,
mailing packages from Kara-Suu
District of Osh Oblast is much
more expensive.




Private sector interviews reveal that the lack of warehouses does not let the market of logistical services
develop to its full potential. The COVID-19 pandenic had changed the local logistics in the country, as the number of
delivery companies increased by over 5 times — about 30 services - operating intercity deliveries in the country. The Kyrgyz Republic
has roughly five major players for intercity deliveries, including the next day delivery. An international company, Yandex;, entered
the market during the pandemic. However, the lack of warehouses contributes to the challenges of moving goods from the south to
Bishkek. The firms noted that the country conld become the transit hub if e-commerce can flourish in Central Asia. For example,
670 million different goods are moved from China to Europe, and about 6 percent of that went through Central Asia. This number
is expected to grow by 4 billion parcels by 202577, However, only a few of the current warebouses handle packaging and provide
adequate transportation and logistical services'®. According to the private sector interviews, currently most of the warehouses are
either full or almost full. As e-commerce is developing and excport volume is increasing new warehouses can be built. Interviewees
also mentioned that there is a lack of cold storage warehouses for storing agriculture and perishable products.

International logistics remain a barrier for e-commerce exports. E-commerce firms at interviews complained that
the international conrier services such as DHI, FedEx, UPS were expensive, which remain a barrier to B2C model development
Jor the local companies. The airfreight ensures speediness of delivery, however, the lack of supply in airfreight made prices bigh for
smaller businesses that did not hold large volumes. There was one airport with the warehouse infrastructure in Bishkek that allowed
companies to get engaged in air cargo, but with very low frequency of flights globally. This lack of long-distance routes hindered
exports into Europe, US, and Asia unsing the B2C e-commerce. For example, up to 3.5 tons of goods conld be sent to Moscorw,
but there was lack of air-cargo to Turkey and China. In terms of pricing, it was also cheaper to send ont goods from Almaty or
Moscow airport, compared to Bishkek airport. Some firms mentioned that solutions remained in developing Manas Airport logistics
base that can be turned into a transport hub of the region.

Technical regulations remain to be an obstacle for exporting products from the Kyrgyz Republic into
foreign markets, such as EU. Euven though the Kyrgyz Republic benefits from the EU's Generalized Scheme of Preferences
plus (GSP+)A which allows 6,200 product names move freely across the customs border of the European Union without any
tariffs and in a tax-free regime, the domestic exporters cannot fully utilize these benefits. 1t is hard for the Kyrgyz exporters to use
these opportunities, as prior to exporting the goods to Europe they must comply with EU’s sanitary and phytosanitary requirements;
environmental requirements; technical requirements; market standards and import restrictions. Even if all the EU requirements
are fulfilled it may be a bit expensive for the exporters to ship their products to Europe due to the distance. 2l

Kyrgyz honey exporters face challenges in meeting the strict requirements of the EU food and animal
product norms. The EU allows import of food and animal products for human consumption only if the products comply with
its legislation. Chemical substances (i.e. veterinary medicines, pesticides and contaminants) in food and products of animal origin
are strictly controlled in EU and must comply with the limits of chemical substances allowed by the EU legislation.tU In 2021,
Kyrgyz honey was banned for import to EU as it exceeded the limits of chemical substances (in this case antibiotics) according to
the EU standards. Lack of the laboratories in Kyrgyzstan that comply with the EU standards contributed for the Kyrgyz honey
to not pass the tests in the EU laboratories.2l 1t is important to mention, that the European Commission bas a list of conntries
anthorized to export products of animal origin to EU and Kyrgyz Republic is not in the list. In order for it to be approved, the
country needs to show that its regnlatory framework, food safety protocols, and veterinary systems meet the EU standards. In

17 International Business Council, “Digital Economy of the Kyrgyz Republic”, 2020
18 Ibid.
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addition, the EU requires the Residue Monitoring Plan (RVP) from the developing conntries that export honey. This plan ensures
that honey is regularly tested for contaminants like pesticide residues, antibiotics, and heavy metals. Also, to export honey to the
EU, bees and honey production facilities must comply with EU veterinary and health standards. This includes strict bygiene
practices as well as pass the regular andits by EU./

1 FEuropean Commission, “Health and consumer protection for animal and plant product”. https://trade.ec.europa.cu/access-to-

markets/en/content/health-and-consumer-protection-animal-and-plant-product
2l 24kg. Luc Pierre Dev iﬁnc qbout qum anti- Russian sanctions and projects.

13l EL Comm1<<10n Implumcntmv Regulation (EL’) 2 )21 405 of 24 March Z( 21. http data.curopa.cu eli/reg impl/2021/405/2023-
03-29

Box. No. XX
Export of honey from Kyrgyzstan to Europe

A honey exporter was on-boarded on Alibaba platform throngh the E-GATE project and faced many challenges in exporting
ats products to the EU. The firm found potential buyers from Ireland and France throngh the Alibaba platform. However, the
Sfirm conld not send its sample products to Ireland, as (1) the logistics companies do not accept the products of animal origin and
food products, as these products are banned for exporting to the EU; (2) the logistics to EU countries is complicated and
expensive. Another potential customer from France requested the firm to ship 600 kg of honey, however the firm conld not send
its products to France as well due to the reasons mentioned above. The firm re-focused on excporting honey to Russia, Kazakbstan,
Japan and the Middle Eastern countries, as it could not meet the strict EU requirements related to honey. The firm noted that
they had to collect relevant certificates, and it was troublesome to do so.

Insufficient knowledge of exporters about trade regulations outside of CIS countries hinders the
potential of exporting abroad

Many SMEsKyreyzfernes have insufficient knowledge about the trade norms and regulations for exporting abroad. The interviews
with the firms on-boarded on Alibaba platform through the E-GATE project reveal that few of them have knowledge of trade
regulations. Particularly, the firms have some excperience excporting to CIS countries, but when it comes to global export, it becomes
hard for them. This is due to the lack of knowledge and research about requirements of the recipient countries, barriers in the
logistics and its excpenses. A firm registered on Alibaba.comr B2B platform through the E-GATE project had a potential buyer
from the Philippines, that wanted a contract for one year. However, the Kyrgyz firm started facing challenges in understanding the

/ogm‘m and re(gu/m‘zom for expon‘mg @ﬁfﬂ%ﬂﬂ% chemical brodmz‘s to the Phil ppmes %ﬁﬁéﬁ&&ﬁ—b&ﬁdcﬂﬁ%ﬂf—f&%ﬁﬁ

ﬁ%@im%wFood prodﬂm are also not ampfed 17)/ Z/ye logzyim mmpamex For examp/e, an on- boam’ed f i that
produces confectionary products had a potential buyer from the UK and Vietnam but could not sent its sample products as the
logistics companies do not accept food products as well due to their internal rules.
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12 National Statistical Committee, “Analysis of the current situation of foreign trade of the Kyrgyz Republic with third countries for
2013-2018~, 2019

Freight capacity concentrates in the northern oblasts. Freight services are essential for e-commerce of
physical products and especially for international e-trade. Freight sub-index is calculated by road freight volume
and turnover of goods of all types of transport, both on a per capita basis. The former reflects road transport
volume, and the latter supplements transport distance and other modes of transport such as rail transport and
air freight. Talas takes the lead of road freight with a large margin by 54.39 tons per capita in 2023, which put
it at the top of freight sub-index. This is followed by Chui, Bishkek and Naryn ranging from 4.9-8.7 tons per
capita (Figure 23). Bishkek stands out when transport distance and other modes of transport are considered,
nearly the other regions combined (Figure 24). By total volume, in 2023, 81 percent of road freight in the
Kyrgyz Republic took place in the northern regions — Talas, Chui, Bishkek, Issyk-Kul and Naryn. The
proportion was up to 87 percent in terms of turnover of all types of transports, with Bishkek alone representing
66 petcent. This is in line with the country's transport network — the two international transport corridors both
pass through the northern Kyrgyz (bule lines in Figure 25).

Figure 24: Road freight volume in the Kyrgyz Republic Figure 25: Turnover of goods of all types of transport in
(tone per capita), 2023 the Kyrgyz Republic (ton-kilometers per capita), 2023
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However, the southern regions may unlock their logistic connectivity potential soon. Transit routes in
southern Kyrgyz have been developing in recent years and are playing an increasingly important role in regional
connectivity. With better regional connectivity, e-commerce players along the routes would benefit from lower
costs and higher efficiency of logistics, and therefore better competitiveness. Osh City, the economic center in
southern region, has the potential to become an e-commerce center, because it locates on the shortest route
connecting China with Central Asia and Europe. The truck route (red line in Figure 25) covering the entire
Tashkent — Osh— Kashgar corridor began in 2018, allowing regular transport of goods on the shortest road
route from the Ferghana Valley to China. A North-South Alternate Road (green line) between Jalal-Abad city
and Issyk-Kul transport ring will be launched soon to connect the international corridor Bishkek — Naryn —
Torugart with corridor Bishkek — Osh. This new road corridor will provide a faster and safer alternative route
to facilitate regional connectivity and market access!?, including along the Osh and Jalal-Abad areas. The long-

19°ADB, Kyrgyz Republic Sign Agreement for North-South Alternate Road Corridor Rehabilitation (December 1, 2016).
https://www.adb.org/news/adb-kyrgyz-republic-sign-agreement-north-south-alternate-road-corridor-rehabilitation (access on

September 6, 2024)
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anticipated China— Kyrgyz Republic — Uzbekistan railway has scheduled to start construction in October 2024.20
The line is planned to start from the border with China in Naryn and westward to Jalal-Abad to connect with
Uzbekistan's railway network (orange dot line). The railway is expected to shorten the route from China to
Europe by 900 kilometers, cutting transit times for freight by eight days.?! It will greatly improve international
transport connectivity and domestic north-south connectivity in the Kyrgyz Republic.

Figure 26: Transport network of the Kyrgyz Republic
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Online payment solutions

20 The Diplomat. China, Kyrgyzstan, China-Kyrgyzstan-Uzbekistan Construction to Begin in October, Kyrgyz President Says.
https://thediplomat.com/2024/05/china-kyrovzstan-uzbekistan-construction-to-begin-in-october-kyrgyz-president-says/ (access on
September 6, 2024)

21 Thid.
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Kyrgyz Republic pioneers e-commerce
development in Central Asia through its
competitive mobile wallets, though they are less
evenly developed in regions compared to bank
cards. E-commerce payment methods include credit
and debit card online payment, electronic wallet online
payment, cash or bank card payment on delivery, and
others. Compared to online payment, payment on
delivery is less favorable to sellers because it prolongs
the time to collect payments and requires consumers to
be present in person when the order is delivered.
However, payment on delivery can be an interim
solution in early stage of e-commerce. It boosts
consumer trusts of e-commerce because consumers do
not have to pay until they receive the products. This
index assesses cashless payment development among

Figure 27: Payment solutions index in the Kyrgyz Republic
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regions, since cash on delivery becomes undesirable in e-commerce as many innovative payment methods arise,

especially in cross-border e-commerce. Cashless payment methods include the traditional ways such as bank

cards and accounts, and modern ways such as mobile e-wallets. Bishkek leads the country’s cashless payment
in both dimensions. While lagging in digital payment penetration, the prevalence of traditional cashless payment
rounds Issyk-Kul second place in payment solution index. On the contrary, Osh City, ranking third in digital

payment index, has high prevalence of digital payment but comparatively limited use of traditional cashless
payment, indicating a potential leapfrog from cash to digital payment. Despite neighboring Bishkek, Chui has

yet to catch up in digital payment.

Table 4: Payment solutions index in the Kyrgyz Republic (0-1), by region

Bishkek  Issyk- Osh Chui Osh Talas  Naryn Batken  Jalal-
Kul City Abad
Payment 0592 | 0527 | 0513 | 0507 | 0478 | 0477 | 0436
Solutions
Traditional cashless
0.840 0.916 0.719 0.839 0.761 0.580 0.744 0.714 0.674
payment
Digital banking and - 5, 0.676 0.772 0.667 0.655 0.609 0.421 0.560 0.620
payment
Source: Staff calenlation
Figure 28: Payment solutions measurement structure of the Kyrgyz Republic
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Account and card ownership vary across regions. Traditional cashless payment sub-index considers
ownership of bank accounts and cards, as well as usage of them in payments (Figure 28). Account ownership
by population aged 15 years or older ranges from 58 percent in Naryn to 31 percent in Jalal-Abad (Figure 29).
Chui stands out with 70 percent of houscholds owning bank cards, surpassing other regions by 10 to 30
percentage points (Figure 30).

Figure 29: Traditional cashless payment sub-index in the Figure 30: Bank/financial account ownership in the
Kyrgyz Republic Kyrgyz Republic (% of age 15+), 2022
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Usage of bank cards for payment among card holders has less disparity across regions. Slightly after
Chui, Jalal-Abad ranks second with 44 percent of households made payment using card. When considering card
ownership, Jala-Abad leads other regions with 76 percent of banked households making card payment. This is
followed closely by Osh City with 74 percent. Elsewhere, card payment users make up 52 to 63 percent of
cardholder households, or 23 to 33 percent of total households (Figure 30). To promote cashless payment in
retail sales, the state authority has requested merchants to install point-of-sale (POS) terminals to enable
consumers to make payments with cards;?? and consumers enjoy sales tax exempt when purchase goods with
non-cash payments.?3

Figure 31: Bank card ownership and card payment Figure 321: Card payment adoption in districts of the Kyrgyz Republic
in the Kyrgyz Republic (% of households), 2024 (% of households), 2024
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22 Annual Report of the National Bank of the Kyrgyz Republic for 2020
23 National Bank of the Kyrgyz Republic. https: .nbkr.



https://www.nbkr.kg/contout.jsp?item=2285&lang=RUS&material=74084

Several explanations to the underusage of bank cards came up during the private sector consultations.
People are used to holding cash rather than keeping them as bank balance, as a result, they tend to withdraw all their funds as
soon as it arrives on their cards._Also, many businesses avoid using non-cash payment mechanisms, as they operate in “gray/ informal”
accounting due to high taxes, and they avoid showing their transactions in the official books. The 1isa/ Mastercard systems in The
Kyrgyz Republic have high commissions given low profit margins, time-consuming acquiring and transaction clearing processes,
which deteriorate nser experiences of both e-commerce producers and consumers. Interviewees noted that internet acquiring is slow,
and it usually takes over a month for the acquiring connection to be established for the companies. Internet acquiring is a service
that allows to accept payments from bank cards and accounts of payment systems using the Internet?*. Internet acquiring varies
from 1.6 percent to 4 percent depending on the turnover, and for online merchants with small turnover the commissions stop at
roughly 3 percent, which pushes the merchants to sell via cash directly®. In addition, funds are also collected on average once a week,
which freezes the capital turnover.

Digital payment in the Kyrgyz Republic has been developing rapidly in recent years, pioneered by e-
wallets, and most prevalent in Bishkek. Digital payment sub-index is measured in two ways: the proportion
of households using online banking or e-payment as a primary internet activity, and the adoption of digital
payment for online shopping. In the March 2022 L2KGZ survey, 20 percent of the households in Bishkek
citied online banking or e-payment as their main internet use, followed by 15 percent in Talas and 14 percent
in Osh City (Figure 33). Batken had the lowest rate, with only 6 percent. In the July 2024 survey, 20 percent of
Bishkek households used digital payment for online shopping, while Talas and Naryn had the lowest adoption
rate at 9 and 8 percent (Figure 34). Digital payment solutions in the Kyrgyz Republic include e-wallet, Elcard
NFC technology, QR code-based payment and transfer, mobile banking, and internet banking. E-wallets are
mushrooming with a compound annual growth rate at 44 percent from 2017 to 2023 (Figure 35). By the end
of 2020, 12 local e-wallet systems were operating in the Kyrgyz Republic: Elsom, Umai.kg, Kompanion, Ilbirs,
Balance, Megapay, O! Money, Amanat, Mbank Online, Namba One, Altyn, and Mobile money.2¢ The vibrant
market indicates an opportunity for the country to leapfrog over bank cards to e-wallets.

Figure 33: Online banking or e-payment as a main Figure 34: Use digital payment in online shopping (% of
purpose for internet use in the Kyrgyz Repubic (% of households), 2024
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24 Demir Bank, “Internet Acquiring (E-commerce)”, 2019. Available at: https:/ /www.demirbank kg/en/corporate/bank-
services/internet-acquiring

25 Ministry of Economy of the Kyrgyz Republic, "Prockt Postanovleniya Kabineta Ministrov Kyrgyzskoi Respubliki ob Utverzhdenii
Programmi po Podderjke i Ravitiyu Elektronnoi Kommersii v Kyrgyzskoi Respubliki na 2022-2027 godi", 2022. Available at:
https://mineconom.gov.kg/ru/discussion/77

26 Asian Development Bank (ADB). 2022. E-commerce in CAREC Countries: Infrastructure Development. Manila.
https://www.adb.org/publications/e-commerce-carec-countries-infrastructure-development
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Figure 35: Number of e-wallets in the Kyrgyz Republic
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Capital control policies on digital payment hurt the consumer behavior and ability of businesses to
trade online. Interviewees reflected that all new cards were blocked for online payments by default, and to start using it one must
personally present a form at the bank’s office?’. Also, one must receive permission from the National Bank to use over §800 a day
for online purchases.

Private sector consultations also show that payments and bank transfer activities depend on the
political situations. Interviewees mention that due to the recent war between Russia and Ukraine and sanctions against Russia,
some transfers in US Dollar have been also affected. For example, Korean Kookmin Bank notified the banfks in the Kyrgyz
Republic about the termination of SWIFT payments in US Dollars from September 2024.14 The Kyrgyz Republic was affected,
since during the recent years Russian B2C marketplaces flonrished in the conntry and in Central Asia in general. This resulted in
increased money transfers from and to Russia. This shows that Kyrgyz Republic needs to search for alternative B2C and B2B e-
commerce sources in a wider market.

[ https://24.ke/english/301866 Kookmin Bank stops SWIFT transfers with Kyrevzstan

27 Ministry of Economy of the Kyrgyz Republic, "Proekt Postanovleniya Kabineta Ministrov Kyrgyzskoi Respubliki ob Utverzhdenii
Programmi po Podderjke i Razvitiyu Elektronnoi Kommersii v Kyrgyzskoi Respubliki na 2022-2027 godi", 2022. Available at:
https://mineconom.gov.kg/ru/discussion/77



https://usc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-US&rs=en-US&wopisrc=https%3A%2F%2Fworldbankgroup-my.sharepoint.com%2Fpersonal%2Fcniu_worldbank_org%2F_vti_bin%2Fwopi.ashx%2Ffiles%2F022f64e7a82841af88a1fb6b94f8f1c6&wdenableroaming=1&mscc=1&wdodb=1&hid=0AE7E8B4-2084-4B5E-A178-1B8A5E94A0ED.0&uih=sharepointcom&wdlcid=en-US&jsapi=1&jsapiver=v2&corrid=153d256c-c585-49e6-57e0-ec2d4458f83a&usid=153d256c-c585-49e6-57e0-ec2d4458f83a&newsession=1&sftc=1&uihit=docaspx&muv=1&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fworldbankgroup-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=OWA-NT-Mail.Sharing.ServerTransfer&wdhostclicktime=1725873646481&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn1
https://usc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-US&rs=en-US&wopisrc=https%3A%2F%2Fworldbankgroup-my.sharepoint.com%2Fpersonal%2Fcniu_worldbank_org%2F_vti_bin%2Fwopi.ashx%2Ffiles%2F022f64e7a82841af88a1fb6b94f8f1c6&wdenableroaming=1&mscc=1&wdodb=1&hid=0AE7E8B4-2084-4B5E-A178-1B8A5E94A0ED.0&uih=sharepointcom&wdlcid=en-US&jsapi=1&jsapiver=v2&corrid=153d256c-c585-49e6-57e0-ec2d4458f83a&usid=153d256c-c585-49e6-57e0-ec2d4458f83a&newsession=1&sftc=1&uihit=docaspx&muv=1&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fworldbankgroup-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=OWA-NT-Mail.Sharing.ServerTransfer&wdhostclicktime=1725873646481&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftnref1
https://24.kg/english/301866_Kookmin_Bank_stops_SWIFT_transfers_with_Kyrgyzstan/
https://mineconom.gov.kg/ru/discussion/77

Digital skills

Bishkek leads the country in producer digital skills, Figure 36: Digital skills index in the Kyrgyz Republic
while Osh City ranks the second but, along with
Chui, represent consumer digital skills at the
highest level. Consumer digital skills and producer Batken

e Consumer e Producer

.. e . .. ay - 1.0
digital skills jointly determine the digital skills index. To A
. . Osh City 0.8 Jalal-Abad
make a purchase online, consumers need to have basic g

skills to use smartphones or computers to navigate e-
shops, place orders, and make payments. Being an A

online seller requires more. E-commerce sellers need to Bishkel < Issyk-kul
use digital tools to build online storefront and display

products, set up shipping, collect payments, promote

products through online channels, track business Chui Naryn
performance with e-commerce analytics, etc. Bishkek

and Osh City are on leading positions of digital skills, Talas Osh

followed by Chui, while Osh and Issyk-Kul lag (Table

4). Producer digital skills vary more than consumer skills

(Figure 306). In terms of producer digital skills, the second-ranked Osh City only reaches about 40 percent of
Bishkek, while the bottom-ranked Osh and Jalal-Abad reach less than 20 percent.

Table 5: Digital skills index in the Kyrgyz Republic (0-1), by region

Bishkek Osh Chui Talas Batken Jalal- Naryn Osh Issyk-
City Abad Kul
Digital -
) b 464 44 441 . .31
Consumer 0.496 0.664 0.666 0.502 0.525 0.502 0.418 0.413 0.326
Producer 1.000 ‘ 0.424 0.262 0.389 0.358 0.184 0.217 0.189 ‘ 0.229

Sonrce: Staff calenlation



Figure 37: Digital skills measurement structure of the Kyrgyz Republic
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Chui and Osh City surpasses Bishkek in consumer Figure 38: Consumer digital skills sub-index in the Kyrgyz
digital skills because of higher online shopping Republic

literacy and digital awareness, respectively. The Batken

consumer digital skills sub-index is measured by digital Osh ity 29 Jalal-
awareness, online shopping literacy, and online purchases 06 Abad
adoption (Figure 38). Digital awareness, in terms of <

considering internet as a useful tool, is high. Only about 1 Bishkek d ' Issyk-Kul
percent of households in Osh City, Batken, and Naryn 0

considered internet useless, while the highest rates were §

found in Issyk-Kul and Talas at over 6 percent (Figure 39). ChuiL Naryn

Social networks and messaging apps are the most common
online shopping channels in the Kyrgyz Republic, used by Talas Osh
61 percent of e-shoppers, compared to 41 percent for

. . = Digital awareness
marketplaces and 11 percent for enterprise websites. g

Despite having one of the highest digital awateness, Natyn Online shopping literacy

has yet to release its potential in online shopping. It ranks Online purchase adoption
low§st in online purchase adoptlc?n, wlth.one of the smallest ¢/ .0 ff calculation based on L2Kgz (March 2022
portions of households shopping online and moderate gnd july 2024)

order values. Notably, Naryn faces the greatest challenge in

online shopping literacy — over 20 percent of households refrain from shopping online due to lack of confidence,



knowledge, or skills (Figure 41). In spite of the most limited online shopping activity, some Talas households
made high-value orders, leading it to rank first in online purchase adoption in the Kyrgyz Republic.

Figure 39: Households (%) thought internet was useless Figure 40: Households (%) shopped online in the Kyrgyz
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Figure 41: Households lack of online shopping literacy in Figure 42: Households online shopping consumption in 3 months in
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Bishkek takes the leadership in producer digital skills. Figure 43: Producer digital skills sub-index in the Kyrgyz
Producer digital skills sub-index is measured by Republic

commercialization, digital adoption, and computer skills 1.(? en

(Figure 43). Commercialization describes commercial Oshcity 0.8 Jalal-Abad
vitality and is represented by the density of marketplaces. 0.6

Bishkek had 32 marketplaces every thousand people, 73 Rishkek Issyk-Kul
percent higher than the second-ranked Osh City and 7.6

times that of Issky-Kul (Figure 44). Due to data limitation,

this index cannot capture whether companies or Chui Naryn
individuals have the digital skills necessary to operate e-

commerce. However, existing data reflect that the Talas Osh
enterprises in Bishkek are more tech-savvy. There were 13

websites owned by enterprises or organizations per ten = Commercialization === Digital adoption

thousand people in Bishkek, compared to 4 in Osh City
and less than 1 in Osh (Figure 45). The average expenses
by enterprises and organizations on information

e COmputer skills

Source: Staff calculation based on National Statistical
Committee of the Kyrgyz Republic (2020, 2021)



technologies and computing facilities in Bishkek were more than 80 percent of that in the rest regions combined
(Figure 40). Bishkek stands out in computer skills as well. Per thousand people, there are 184 employees who
are ordinary users of computer equipment and ICTs and 7 specialists in this field, 72 and 24 percent higher
than those in the second ranked oblasts, respectively (Figure 47 and 48). Ordinary users of computer equipment
and ICT's can easily master the digital skills of operating e-commerce through training or self-study, while
specialists are potential technical support staff of e-commerce platforms. Ordinary users and specialists are not
always symmetrically distributed among regions. For example, Batken ranks third to last in terms of ordinary
users of computer and ICT's but second in number of specialists. The situation in Osh City is the opposite —
second among ordinary users, but seventh among specialists.

Commercialization
Figure 44: Number of trading places in markets in the
Kyrgyz Republic (per thou. people), 2" quarter of 2024
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Figure 45: Number of own websites in enterprises and
organizations (per ten thou. people) in the Kyrgyz
Republic, 2022
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Computer skills

Figure 47: Number of employees in enterprises and
organizations using computer equipment and ICTs (per
thou. people), 2022
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Figure 46: Expenses on the development and use of
information technologies and computing facilities (thou.
Soms per enterprise/organization), 2022
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Figure 48: Number of specialists in enterprises and
organizations engaged in computer equipment and ICTs
(per thou. people), 2022
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On-boarded firms on Alibaba B2B Platform note the lack of e-commerce specialists.

On-boarded firms on Alibaba platform throngh the E-GATE Project note that there is a shortage of e-commerce specialists in the
labor marfket. To solve this problem, development of educational programs for aspiring entreprenenrs and youth to improve digital
skills, financial planning and project budgeting is important. B4 The directors/ managers among the firms also mention that they face
difficnlties with the shortage of qualified e-commerce specialists in the market. The respondents say that they want the their own staff
to learn new skills like e-commerce, but due to the other business activities they do not have time or relevant computer/ internet skills.
Therefore, the business owners have to hire e-commerce specialists. 1t is important to note that the inprovement of the producer digital
skills is one of the priority in the government’s Program for support and development of electronic commerce in the Kyrgyz Republic
Sor 2023-2026.

I Ministry of Justice of the Kyrgyz Republic. Program for the support and development of electronic commerce in the Kyrgyz Republic
for 2023-2026. https://cbd.minjust.gov.kg/53-321 /edition/1213520/ru
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https://usc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-US&rs=en-US&wopisrc=https%3A%2F%2Fworldbankgroup-my.sharepoint.com%2Fpersonal%2Fcniu_worldbank_org%2F_vti_bin%2Fwopi.ashx%2Ffiles%2F022f64e7a82841af88a1fb6b94f8f1c6&wdenableroaming=1&mscc=1&wdodb=1&hid=0AE7E8B4-2084-4B5E-A178-1B8A5E94A0ED.0&uih=sharepointcom&wdlcid=en-US&jsapi=1&jsapiver=v2&corrid=153d256c-c585-49e6-57e0-ec2d4458f83a&usid=153d256c-c585-49e6-57e0-ec2d4458f83a&newsession=1&sftc=1&uihit=docaspx&muv=1&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fworldbankgroup-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=OWA-NT-Mail.Sharing.ServerTransfer&wdhostclicktime=1725873646481&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftnref1
https://cbd.minjust.gov.kg/53-321/edition/1213520/ru

Uzbekistan

The E-Commerce Readiness Index (ERI) was developed for Uzbekistan at the subnational level based on administrative data,
World Bank surveys, and geo-spatial data. This section below introduces the results of ERI for Uzbekistan. To complement the
ERI findings, the qualitative analysis was conducted in Uzbekistan including consultations and expert workshops with local
representatives of SMEs, government, NGOs, academia, and international development partners in the region.

E-commerce in Uzbekistan is gaining traction as the country aspires to become the digital hub in
Central Asia. COVID accelerated the tendency of individual Uzbek companies going online, developing their
websites, and obtaining their social media accounts, the latter is in fact an important channel of e-commerce
sales in Uzbekistan; liberalization of exchange rates stimulated foreign direct investments, the formalization of
the companies and their export orientation. Local e-commerce platforms include Uzum, Zoodmall, Olcha, and
others. Wildberries and Ozon are examples of foreign platforms used by the local customers. International
players such as Amazon and eBay are not present on the Uzbek market, because they do not deliver to (or
pickup from) Uzbekistan. According to various estimates,? the GDP share of gross value added created in e-
commerce sector was 0.5 percent in 2022, a number that is nascent but a more than five-times-leap from 2019.

Box #. Role of social media platforms and messengers in boosting e-commerce in Uzbekistan

In recent years social media platforms are making inroads for online purchases e-commerce in Uzbekistan with Meta platforms
leading the way. Despite restrictions to Meta platforms for non-compliance with local data protection law, the number of social
media users has been steadily increasing over the last years. Uzbekistan experienced an increase of 1.7 million social media users in
2021. Social media users accounted for 18.3 petcent of the total population at the start of 2022. Users of Meta’s products - Instagram
and Facebook - were equivalent to 14.1 percent and 4.5 percent of the population. Twitter (8 percent), LinkedIn (1 percent),
Facebook messenger (1.6 percent) are less popular among the population. Notably, digital gender divide remains on all platforms.
Meta’s reports reveal that male users outsteps female users in double. Despite skyrocketing importance of social media platforms
for Uzbekistan e-commerce, most of the transactions are not fixed by national statistics. People tend to send money to e-wallets or
personal bank accounts of merchants thus without being transparent to tax authorities and statistical committee.

Source: Data Reportal 2022, Consultations to the CAED

In Uzbekistan there are encouraging points of e-commerce growth, besides Tashkent. For the study,
34 indicators were analyzed across all 14 Uzbekistan regions including 12 oblasts, the Republic of
Karakalpakstan, and the city of Tashkent. The ERI reveals that many Uzbekistan regions outside of Tashkent
show promising enabling conditions in some but not all dimensions. According to the ERI, Tashkent has the
highest score of 0.862° demonstrating the leadership for developing e-commerce within the country (Figure #).
The score of 0.84 means Tashkent performs at 84 percent of the all-round best in Uzbekistan. The closest
runners-up are Navoi (with the score of 0.53), Bukhara and Ferghana region (both with 0.52). Navoi stands
out because of logistics connectivity. It is centrally located, being in between and linked to key tourist national
centers like Bukhara and Samarkand. Navoi is also a home to the first free economic zone in Uzbekistan located
in the vicinity of the international airport, the large motorway and international railway tracks. The high score
of the Bukhara and Ferghana region is presumably the result of comparatively good digital connectivity, logistics
and payment infrastructure. In contrast, oblasts that revealed the lowest scores are mostly located in the

28 Estimates of market analysts such as KPMG, Mastercard, Statista. These estimates exclude the
shadow sector and electronic services, digital multimedia download services, online booking of air
tickets and concert tickets, purchase or resale of goods.

29 Where 1 is the greatest score, and 0 is the lowest score.



southern regions of the country, further from the capital: Jizzakh (0.39), Surkhandarya (0.42), and Andijan (0.45)
oblasts.

Figure #. E-commerce Readiness Index in Uzbekistan, 2022

‘s Logistics : -
Final Index Digital Connectivity Conmeciiiity Payment Solution Digital Skills

Tashkent i :

Navoi 0,52 0,53 0,51
Bukhara 0,52 0,55 0,42 0,68 0,44
Ferghana 0,52 0,45 0,47 o 0,38
Tashkent region 0,50 0,56 0,52 0,50 0,42
Syrdarya 0,49 0,50 0,54 0,51 0,42
Samarkand 0,48 0,52 0,41 0,49 0,48
Republic of Karakalpakstan 0,47 0,66 — 0,54 0,38
Khorezm 0,46 0,54 0,37 0,51 0,42
Namangan 0,46 049 046 0,52 0,37
Kashkadarya 0,46 0,48 0,40

Andijan 0,45 0,45 0,50

Surkhandarya 0,42 0,48 0,43

Jizzakh 0,39

Source: Authors

Note: ERI scores each region with a weighted average of 4 e-commerce enabling conditions including digital connectivity, logistic
connectivity, digital skills, and payment solutions. The ERI score ranges from 0 to 1, with 1 representing the highest level of e-commerce
readiness, and 0 representing the lowest level of e-commerce readiness.

Many regions of Uzbekistan have succeeded in developing individual components of the e-commerce
ecosystem and in some cases, they even surpass the capital. The multidimensional ERI sheds light on the
oblasts that have successfully developed e-commerce enabling conditions: digital connectivity, logistics
connectivity, online payments solutions, and digital skills. For instance, Ferghana oblast have comparable
achievements with Tashkent in terms of some indicators of the online payment solutions enabling condition.
As L2CU shows the share of people using Uzcard bank cards for online purchases in Ferghana was up to 90
percent — while in Tashkent it was 60 percent. The following sections will deep-dive into each dimension of
the ERI.

Digital connectivity

Digital connectivity is a fundamental element of e-commerce that helps to connect buyers and sellers
using digital networks while overriding geographic barriers. The ERI for Uzbekistan measures the digital
connectivity dimension by assessing accessibility of households and firms to the Internet, its quality, including
speed, stability, and coverage (e.g., number of base stations), as well as affordability of the Internet connection
(Figure #).

Figure #. Digital Infrastructure Dimension of the ERI



Digital Connectivity Quality Accessibility Affordability

Tashkent 0,75 0,79 0,94 ] 0,52
Republic of Karakalpakstan 0,66 0,54 0,58 0,85
Tashkent region 0,56 0,62 0,62 0,43
Bukhara 0,55 0,63 0,64 0,39
Navoi 0,55 0,46 0,71 047
Khorezm 0,54 0,56 0,63 0,44
Samarkand 0,52 0,48 0,71 0,37
Syrdarya 0,50 042 0,57 0,50
Namangan 0,49 0,46 0,66 034
Surkhandarya 0,48 057 0,49 0,39
Kashkadarya 0,48 0,50 0,59

Ferghana 0,45 0,57 0,40

Andijan 0,45 047 0,51 0,36
Sizzakh : 037 . o040 034 037

Source: Authors

Note: The digital connectivity dimension of the ERI consists of internet accessibility, quality, and affordability sub-dimensions, where
cach subdimension takes equal weights in assessing digital connectivity. The score for this dimension ranges from 0 to 1, with 1
representing the highest level of readiness, and 0 representing the lowest level of readiness.

Tashkent is leading the country in internet accessibility with the highest shares of households and
firms connected to the web but other regions Syrdarya and Khorezm catchup. ERI uncovers that many
oblasts succeeded in developing access for households, such as in Khorezm, Syrdarya, Bukhara, while
not yet for firms. For example, in Syrdarya, up to 91 percent of households have access to the Internet while
only 14 percent of firms are connected to the Internet. On average, 85% of houscholds enjoy Internet access
compared to 16% of all firms. This means that using the Internet and e-commerce for consumption is
ptioritized over production. For example, using e-commerce for entertainment and buying products not
available in local markets are more prevalent than advertising local firms nationally and globally. A similar gap
of internet usage for consumption (households) and production (firms) exists in Khorezm, Bukhara, and
Jizzakh. In contrast, Tashkent city pioneers the productive use of the Internet with a higher share of firms than
households in using the Internet.

Whenever data permits, ERI helps to identify pioneering and lagging districts for policymaking. For
instance, in Syrdarya average access to the Internet was 89 percent, but there were within-oblast variations: the
households with the lowest share of Internet access (about 88 percent) were observed in the Khovos region —
the southern part of Syrdarya, and the highest shares, reaching up to 100 percent, were noted in Gulistan and
Mirzaobod (Figure #).

Figure #. Home internet access in districts of Uzbekistan (% of households), 2022
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Source: Small Area Estimation based on L2CU (February 2024), and geospatial data at district level (2023 or latest available)
L2CU (February 2024). The Small Area Estimation method allows to impute data on the district level. Delivery speed is ranked
from 1 to 5, where 5 is the highest and 1 is the lowest.

The quality of internet connectivity is heterogeneous across all Uzbekistan regions. The quality
considers internet speed, stability, and coverage that is measured by the number of base stations of the Internet
and wireless broadband connection of households. The highest quality scores belong to Tashkent City (0.79)
and the Republic of Karakalpakstan (0.66), which can be credited for high speed and coverage indicators. The
lowest scores are observed in Jizzakh (0.37) and Andijan (0.45). However, Tashkent city does not take the
nation-wide lead for stability and coverage; other oblasts do. Tashkent city has the highest coverage for
4G/LTE mobile internet, which represents the fastest speed in the country, with up to 40 percent of the
population, but periodic outages severely affect user experiences in the capital. According to the L2CU survey
in March 2024, Karakalpakstan had 7 percent of the people complained about internet speed, while in Tashkent
city this value was around 30 percent.
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Internet affordability in Uzbekistan is a stumbling block for e-commerce. This subdimension measures
both subjective affordability by asking households whether high costs prevented them using the Internet and



objective affordability with the average monthly costs for telecommunication services adjusted for living
standards differences across regions. For example, household expenditure per capita on the internet is the
highest in Tashkent (with a score of 0.34), followed by Navoi (with a score of 0.18), where the average expenses
are half of the Tashkent ones.?

Logistic connectivity

The logistic connectivity is highly fragmented across the country revealing different leaders for
different logistic enablers of e-commerce. This index dimension assesses logistics through the lens of freight
transportation, cross-border logistics performance, and delivery infrastructure (I'igure #). It measures by what
means products are transported from producers within the country and cross-border, how they are stored in
warehouses, and how they are delivered to the end consumers. Though the national railway network - the main
modality of freight transportation - improved greatly in recent years,? there remains noticeable variations in
different aspects of logistic connectivity that enables e-commerce development.

Figure #. Logistic Connectivity Dimension of the ERI

Logistics Cross-border Logistics

Connectivity Freight Transportation et oo Delivery Infrastructure

Tashkent 9 } :

Syrdarya 0,54 0,78 0,66
Navoi 0,52 0,74 0,26 0,55
Tashkent region 0,52 0,59 0,41 0,55
Andijan 0,50 0,73 0,18 0,59
Ferghana 0,47 0,75 0,10 0,57
Namangan 0,46 0,76 0,09 0,53
Surkhandarya 0,43 0,64 - o004 0,61
Bukhara 0,42 0,57 0,12 0,58
Samarkand 0,41 0,62 0,09 0,53
Kashkadarya 0,40 0,49
Jizzakh 0,39 0,07 0,57
Khorezm 0,37 0,52 0,07 0,53

Republic of Karakalpakstan [{11110,80 0 0.ae 01 . o

Source: Authors

Note: The Logistics Connectivity dimension of the ERI consists of freight transportation, cross-border logistics performance, and
delivery infrastructure sub-dimensions, where each sub-dimension takes equal weights in assessing logistic connectivity. The score for
this dimension ranges from 0 to 1, with 1 representing the highest level of readiness, and 0 representing the lowest level of readiness.

Tashkent city has the highest score (0.99) for logistics connectivity, followed by Syrdarya (0.54), Navoi (0.52)
and Tashkent region (0.52). This means Tashkent city does not outperform other regions for all logistic sub-

30 Based on L2CU, 2024

31 Currently, the total length of the railway network of the country is up to 7 thousand kilometers that connects all the regions.
These efforts are recognized internationally - Uzbekistan jumped over 20 positions from 119th rank in 2012 to 99th rank in 2018 in
the latest available World Bank Logistics Performance Index. In 2022 Uzbekistan signed an agreement with China of building a new
railway route from China to Europe through the territories of Uzbekistan and Kyrgyz Republic that may have social-economic
impact, such as expanding domestic and cross-border transportation services and infrastructure. See:
https://data.gov.uz/ru/datasets/8108
https://railway.uz/ru/gazhk/transport/,https:



https://data.gov.uz/ru/datasets/8108
https://railway.uz/ru/gazhk/transport/
https://lpi.worldbank.org/international/scorecard/line/2/C/UZB/2018

dimensions. Navoi, Syrdarya, Andijan and other oblasts that are located at the heart of the country outperform
the capital in freight transportation and delivery infrastructure . Notably, northern Uzbekistan reveals higher
readiness for freight transportation than the rest of the country. Navoi and Tashkent region are examples of
well-equipped oblasts in terms of road infrastructure and delivery services. By comparison, eastern and southern
oblasts demonstrate lower readiness because of tougher geographical conditions — mountainous areas affect
the quality of roads, speed of delivery, and the volume of transport services. This implies that, in the short-term
before airfreight becomes affordable to all, it is easier for the northern Uzbekistan to accommodate e-commerce
of physical products than the rest of the country. While the eastern and southern oblasts might adapt by
prioritizing e-commerce of tradable services to overcome the existing logistic conditions.

Box. The Boom of Rail Roads in Uzbekistan

In a period from 2014 to 2019, railways with a length of more than 1.2 thousand kilometers have been built across Uzbekistan, more
than 3.5 thousand kilometers of railway tracks have been reconstructed, more than a thousand kilometers of railway lines have been
electrified. Currently, the total length of the railway network of the country is up to 7 thousand kilometers that connects all the regions.
These efforts are recognized internationally - Uzbekistan jumped over 20 positions from 119th rank in 2012 to 99th rank in 2018 in
the latest available World Bank Logistics Performance Index. In 2022 Uzbekistan signed an agreement with China of building a new
railway route from China to Europe through the territories of Uzbekistan and Kyrgyz Republic that may have social-economic impact,
such as expanding domestic and cross-border transportation services and infrastructure.
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When measured on the district level, quite a few hotspots illustrate good e-commerce readiness in
terms of freight transportation and delivery infrastructure. According to the L2CU 2024, the highest speed
of delivery was observed in the districts of Karakalpakstan, Navoi, and Tashkent city (Iigure #). For instance,
in Karakalpakstan, the speed of delivery estimates for Muynak, Elikkala and Shomanay districts are comparable
to Tashkent city. Notably, these districts specialize in food production (e.g., Elikkala’s key industry is viticulture)
husbandry, fish farming, poultry farming that requires quick delivery for perishable products. Cold chain logistic
capacity and ample demand from the global e-commerce markets would unleash the economic potential of
these districts.


https://data.gov.uz/ru/datasets/8108
https://railway.uz/ru/gazhk/transport/
https://lpi.worldbank.org/international/scorecard/line/2/C/UZB/2018

Figure #. Small Area Estimation of Speed of Delivery by Districts
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Source: Small Area Estimation based on L2CU (February 2024), and geospatial data at district level (2023 or latest available)
L2CU (February 2024). The Small Area Estimation method allows to impute data on the district level. Delivery speed is ranked
from 1 to 5, where 5 is the highest and 1 is the lowest.

Tashkent city is the national land port for cross border trade. Tashkent city leads the country in cross-
border trade, followed by its neighboring Tashkent region. For instance, in Tashkent city total imports
accounted for 150 million USD per 100 000 population, or 48 percent of national imports in 2021, while the
average outside Tashkent is 13 million. In terms of exports, Tashkent city accounted for 24 percent of the
national total exports, less than that in imports but was still equivalent to almost the sum of the 20 (Tashkent
region) and 3 (Navoi) regions. This means Tashkent is the only land port in the country.’? It is natural to
observe resources gravitate towards the capital, but in the long term, without developing alternative land ports,
Tashkent city might saturate its trading service capacity and limit the cross-border delivery performance of the
country. Furthermore, the needed facilities for storage and trade, including refrigerators and warehouses, exist
across Uzbekistan. An important problem is the lack of awareness and skills in using these facilities, not their
unavailability.?3

32 Uzbekistan is actively developing trade cortidors and holds promise for rolling out cross-botder trade. In 2022 the
railway route from the Cape Churkin railway station in Vladivostok to the Chukursai station in Tashkent was established.
The first container block train was launched from Qingdao in China and set an illustrative example for Uzbekistan in
developing cross-border trade relations. Previous year, a joint Russian Uzbek enterprise was set up to provide freight

forwarding services for cargo transportation of agriculture goods. See: https://www.fesco.ru/ru/clients/container/trains/fesco-

tashkent-shuttle/?contacts-city=20983

33 Conclusion is based on private sector consultations.


https://www.fesco.ru/ru/clients/container/trains/fesco-tashkent-shuttle/?contacts-city=20983
https://www.fesco.ru/ru/clients/container/trains/fesco-tashkent-shuttle/?contacts-city=20983

Box# Establishing China-Russia-Uzbekistan trade routes

Uzbekistan is actively developing trade cotridors and holds promise for rolling out cross-border trade. In 2022 the
railway route from the Cape Churkin railway station in Vladivostok to the Chukursai station in Tashkent was
established. The first container block train was launched from Qingdao in China and set an illustrative example for
Uzbekistan in developing cross-border trade relations. Previous year, a joint Russian Uzbek enterprise was set up to
provide freight forwarding services for cargo transportation of agriculture goods.

Beyond Tashkent city, there are notable locations across the country that succeeded in last-mile
delivery services. In Syrdarya pick-up points are on average within the proximity of 3 km to buyers, while in
Samarkand or Kashkadarya this value may vary from 9 to 12 km or be absent. Many oblasts enjoy good courier
performance with comparatively high shares of packages delivered to the door. This includes Tashkent,
Bukhara, Syrdarya, Navoi and others. Positive dynamics was also impacted by Uzum that opened over 670
pick-up points across the country by 2024. But the issue of awareness of available delivery services remains
acute for all. For example, according to L2CU 2024 neatly half of the population in each region were not aware
if they had access to delivery and tracking services.
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In Uzbekistan, there are
around 60 delivery companies that work across almost all oblasts in addition to e-commerce firms that
have in-house delivery services such as Uzum.?* Delivery tracking services are essential in the world of e-commerce.
This is because one stark difference between brick-and-mortar commerce and e-commerce is that e-commerce brings goods and services
to the consumer instead of the other way around. This process relies on the consumers’ confidence in receiving the purchased packages
usually after payment, and package tracking services are highly effective in building such confidence. However, according to the
private sector interviews, tracking services in Ugbekistan are significantly less used by buyers than by producers.

The awareness of tracking services availability is extremely low in all oblasts . The L2CU survey in
February2024 revealed that on average 60 percent of households were aware of these services in Uzbekistan.
The Republic of Karakalpakstan had one of the country's lowest rates of tracking service availability in 2024,
with 82.6 percent of the citizens who reported the lowest awareness of availability of such services. Generally,
southern part of Uzbekistan is the least ready to be connected to marketplaces and initiate e-commerce sales,
in many cases because of tougher geographical conditions. The ERI helped to identify specific locations that
require more attention and need more efforts to streamline delivery infrastructure, such as Nishon,

34 Estimates of the E-commerce Association.


https://www.fesco.ru/ru/clients/container/trains/fesco-tashkent-shuttle/?contacts-city=20983
https://www.rzdlog.ru/press/2770/?utm_source=google.com&utm_medium=organic&utm_campaign=google.com&utm_referrer=google.com

Dehgonobod, and G‘uzor districts of Kashkadarya oblast. In these locations, the concentration of unavailable
track and trace delivery services is the highest.

Figure #. Available track and trace services in districts of Uzbekistan (% of households), 2024

Source: Small Area Estimation based on L2CU (February 2024), and geospatial data at district level (2023 or latest
available) L2CU (February 2024). The Small Area Estimation method allows to impute data on the district level. Delivery
speed is ranked from 1 to 5, where 5 is the highest and 1 is the lowest.

Firms mention that logistics is expensive in Uzbekistan for individual entrepreneurs because of the
small volume of production. In Uzbekistan the agriculture and horticulture markets are represented mainly by SMEs and
dekban farms (i.e., individual entreprenenrs, who produce on a small scale and target specific permanent client bases).?> Logistics
costs for them can often be unbearable even within the conntry. According to the estimates of the Uzbekistan Association of E-
commerce the cost of parcel delivery to a closer destination can be 10 times higher than to remote areas.’® International courier
services do not offer services for the delivery of goods from Ugbekistan, which limits excports.’” Local logistics companies do not
always follow international standards such as 1SO-9001 on the final quality of the shipping.?8Some observers note that the creation
of cooperatives (or cooperative businesses) can be a solution that may attract transport verified companies, ensure shipping of large
volumes and facilitating export. There is progress in this direction in Uzbekistan. For example, Dalatek works with selected
agricnlture producers helping them to digitize themselves and bring them into cooperatives using its own application to bargain for
better terms of logistic services. Dalatef provides in-person training to farmers on how to use the app. According to private sector
interviews, in-person training has important implications for farmers. Many farmers ask tech-savvy children to provide needed
assistance.

35 https://documentsl.worldbank.org/curated/en/686761549308557243/pdf/134322-WP-P162303-PUBLIC-Report-Farm-Restructuring-in-
Uzbekistan-eng.pdf

36 In 2020 prices, the package up to 3 kg from Tashkent to Urgench (1000 km) is 3 USD, while from Tashkent to Shymkent, Kazakhstan (120 km)
is 28 USD.

37 From the consultations to this report.

38 Ibid.



Box #. Female-headed startup unites agriculture entrepreneurs to bring them to online marketplaces

Dalatek, a female-headed startup, helps to optimize supply chain in the agriculture sector. Initially, the company aimed
to create a system with algorithms in the agricultural products supply chain, that can ensure purchases of quality
agricultural products from local producers and export to foreign markets.

Dalatek key project is a digital platform aimed at creating an ecosystem in the agricultural export chain in the form of
a mobile application. Through the digital platform Dalatek, it aims to unite local players (creating cooperatives) in the
agricultural sales chain of Uzbekistan into a single system. These players include local farms and subsidiary plots,
agricultural firms, retailers, banks, insurance companies, agricultural service providers, logistics companies, as well as
interested external importers agricultural products.

The Dalatek platform tests functions as a system of interaction between players in the value chain of agricultural
products, digitalization of data on agricultural producers (location of fields, types of grown products, etc.), information
about suppliers of agricultural services, logistics, warechouses, and refrigeration chambers.

Currently Dalatek team is developing a marketplace to provide all dehkans and farmers of the country with the highest
quality raw materials covering the entire process of growing crops, from sowing seeds to harvesting them. The
marketplace acts both as a part and as a separate independent module in the Dalatek system. Through a platform for
the purchase and sale of agricultural products, as well as an electronic marketplace, Dalatek intends to automate the
entire export chain and digitize the participants in the agricultural market.

Source: Based on materials received from Dalatek

Entreprenecurs expressed concerns that there was no one-stop-shop platform that integrated
communication, transport, and trading information for SMEs in Uzbekistan. Social media platforms are
serving as a substitute channel for online sales and business connections in all oblasts. Fargo.uz, a national logistics company, and
Avlo, a B2B firm that integrates online stores into websites, reaffirm the need for a single trading platform, to which SMEs such
as Grand Textile conld connect and find clients. Currently, each village bas a special spot where small truck drivers gather to
quickly get orders from farmers and bring the products to cold storages and warebonses. Uzbek entreprenenrs also actively use
Telegram, Instagram, and Facebook Messenger to attract the andience, find orders, and communicate with buyers. Messengers serve
mostly as online bulletin boards | advertising platforms for services that need to be fulfilled quickly or for goods that need to be
instantly marfketed. Across the conntry, entreprenenrs use these platforms to quickly reach out to their patrons and truck drivers or
find new connections. Word of the mouth advertising remains a key business model for many.

Online payment solutions

The ERI shows that oblasts in Uzbekistan are active users of debit and credit cards and mobile
banking. The ERI payments dimension assesses both availability and usage of cards (Figure #). It measures
what types of payment means are available for people to buy and sell online and what types of payments are
used. The latter include mobile banking, online purchases, cards and cash usage while ordering online.

Figure #. Online Payments Dimension of the ERI



Payment Solution Payment Infrastructure Payment Usage

Tashkent 0,77 1,00
Ferghana 0,77 0,59
Bukhara 0,68
Republic of Karakalpakstan 0,54
Navoi 0,53
Namangan 0,52
Jizzakh 0,52
Syrdarya 0,51
Khorezm 0,51
Andijan 0,50
Tashkent region 0,50
Kashkadarya 0,50

Samarkand 0,49
Surkhandarya |

Source: Authors

Note: The Online Payment dimension of the ERI consists of Payment infrastructure and Payment usage sub-dimensions, in which each
sub-dimension takes equal weights in assessing online payments. The score for this dimension ranges from 0 to 1, with 1 representing
the highest level of readiness, and 0 representing the lowest level of readiness.

Tashkent city has the leading positions for online payment solutions with 0.77 score overall (meaning 77
percent of the all-round national best), equal to Ferghana (0.77), followed by Bukhara (0.68). Especially, it
performs as a nation-wide absolute leader when it comes to payment usage. The laggards are Samarkand and
Surkhandarya revealing scores of 0.45 and 0.49 correspondingly.

People are actively using digital payments, but trust issues remain. In Uzbekistan the fintech sector has
skyrocketed over the last five years.?? There are two key national payment systems, Humo and Uzcard, over 18
payment solutions (e.g., PayMe, Click), over 30 commercial banks and up to 30 licensed payment organizations
(fintech companies), and more than 28 mobile banking applications.*’ Over the years Humo and Uzeard have been
successfully integrated with Visa, Master Card, Union Pay International and Mir international payment systems. Though, the
challenges remain. Payment infrastructure is concentrated mainly in Tashkent city; the population in rural areas continues to
distrust digital finance and prefers to make payments and keep money in cash*' International digital payment solutions such as
PayPal or Alipay does not work in Ugibekistan. For instance, PayPal does not work in Uzbekistan becanse the legislation does
not allow individuals to keep money in foreign banks, and electronic wallets are equated to accounts abroad. +

In regions outside the capital, about every two people own one bank card which is highly used for
online transactions but cash habits are strong. Over 70 percent of the households in each region had cards
for online transaction in 2024. For instance, according to L2CU, the share of households that have cards in
February 2024 in Bukhara (86,2%) was slightly lower than in Tashkent (88,5%). This means even in regions
outside the capital, people are used to bank cards. At the same time, cash habits persist. People use cash when
buying online. According to L2CU 2024, in Andijan over 72.9 percent of buyers used cash-on-delivery, while
in Tashkent it was close to 60 percent. Ferghana, the Republic of Karakalpakstan and Navoi are less cash-
dependent with 3.4 percent, 11.7 percent and 22.1 percent, respectively. According to the private sector consultations,
most producers in Uzbekistan prefer to receive cash “right bere, right now”, while customers avoid connecting to platforms and
making online payments becanse of uncertainty in product guality or its return policy. Local financial experts state that depositing

39 https://t.me/centralbankuzbekistan/2982

40 https://www.usaid.gov/digital-development/uzbekistan-digital-ecosystem-country-assessment

41 Based on the interviews

42 https://podrobno.uz/cat/obchestvo/glava-mininfokoma-rasskazal-pochemu-paypal-ne-rabotaet-v-uzbekistane-/



https://www.usaid.gov/digital-development/uzbekistan-digital-ecosystem-country-assessment

accounts, or escrow accounts, can be a solution that may ensure transparency, accountability, and trust in producer-consumer
relationships. In developed economies, a trust issue in online payments is generally solved by mediator fintech platforms such as

PayPal throngh which the payment is conducted and tracked.
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measured on the district level, some districts show strong digital payment adoption. In Bukhara, card
usage was not common in the northern districts, while the ones in the southwest show good performance. For
example, in Qoraqol district there was more than 94 percent of households who used non-cash transactions
for purchases in 2022, while people in Feghana and Surkhandarya, are less savvy. Notably, even Samarkand,
being one of the touristic centers of Central Asia, is still underdeveloped in digital payments compared to the
other regions within the country. The share of bank card holders who use the Internet mainly for online
purchases and electronic transactions was about 14 percent, most of which were concentrated in the
southwestern part of Samarkand, especially in the Nurobod area.

Figure #. Houscholds purchasing by cards in districts of Uzbekistan (% of houscholds), 2022

Source: Small Area Estimation based on L2CU (February 2024), and geospatial data at district level (2023 or latest
available) L2CU (February 2024). The Small Area Estimation method allows to impute data on the district level. Delivery
speed is ranked from 1 to 5, where 5 is the highest and 1 is the lowest.

The cards are widely used for online banking and online shopping outside Tashkent city. The ERI
revealed that card usage to conduct transactions or do online banking is prevalent in Bukhara, Khorezm, ,
Karakalpakstan, and other regions. For instance, in Bukhara over 86 percent of households’ representatives



made purchases using cards.¥ Online banking appears to be less common outside Tashkent. But Bukhara,
Syrdarya and other regions have similar values to the capital disclosing the national runners-up.

The Iack of diversified payment mechanism for BZB E-commerce create obstacles for the Uzbek firms

Agroport, a leading agricnltnral company in Uzbekistan was on-boarded on Alibaba B2B platform through the E-GATE project.
The company attracted a buyer from the UK for its products. The buyer agreed to purchase the products, however offered to pay through
the trade credit insurance mechanism. The negotiations revealed that the company will send the goods to UK, and payment will be
made after one month through this mechanism. Agroport faced challenges in finding an entity in Uzbekistan that conld provide
information and services for this payment scheme. It was later revealed that only one bank in Uzbekistan was able fo offer this type
of service. In general, the lack of diversified payment mechanism for the global B2B e-commerce bas created obstacles for the company,
and the company did not accept the offer from the buyer.

Digital skills

The technology-savvy population is available outside Tashkent city, especially in national tourist
centers and Fergana Valley regions. The digital skill dimension measures both consumer and producer skills
to use the Internet (Iigure #). The former explores the ability of houscholds to use computers and selected
functions of the Internet, including browsing information and using social media platforms. It also evaluates
reasons for avoiding Internet use. Producer skills sub-dimension studies digital adoption of enterprises,
including availability of computers, websites, etc. It also looks at the availability of ICT specialists involved in
business operations and their renumeration.

Figure #. Digital Skills Dimension of the ERI

43 Notably, it does not mean the transaction was made over the Internet. The buyer may have used card directly in the shop.



Digital Skills Consumers
Tashkent 0,95 0,91
Navoi 0,51 0,57
Samarkand 0,48 0,43 0,49
Kashkadarya 0,46 0,68 0,39
Bukhara 0,44 0,43 0,44
Khorezm 0,42 | 0,45
Syrdarya 0,42 0,66 0,34
Tashkent region 0,42 0,47 0,40
Republic of Karakalpakstan 0,38 0,36 0,39
Ferghana 0,38 0,38 0,38
Namangan 0,37 0,39 0,36
Andijan I 0,33 0,36
Surkhandarya 0,41
Jizakh 0,36

Source: Authors

Note: The Digital skills dimension of the ERI consists of skills of consumers and producers sub-dimensions, where each sub-dimension
takes equal weights in assessing digital skills. The score for this dimension ranges from 0 to 1, with 1 representing the highest level of
readiness, and 0 representing the lowest level of readiness.

According to the ERI, Tashkent city is leading the country with a score of 0.95, followed by the tourist cluster
of Navoi, Bukhara, Kashkadarya, and Samarkand. Surkhandarya (0.30), Jizzakh (0.30), Andijan (0.33) have the
lowest values for the skills of both consumers and producers.

The utilization of the Internet to make online purchases is a distinctive feature of not only Tashkent
citizens. The consumers skills sub-dimension evaluates the use of Internet for making purchases and the
awareness of citizens about this opportunity. The highest score for both usage and awareness of using e-
commerce for consumption belongs to Tashkent. The prominent runners-up are Syrdarya and Kashkadarya
that have a considerably high share of skilled citizens.

Social media plays a significant role for utilization of e-commerce for many people across Uzbekistan.
The LC2U in February 2024 revealed that the share of households that used online marketplaces for purchasing
and selling varied in these regions from 5 to 25 percent. Whereas Tashkent is not the leader in comparative
values: households in Navoi (24.9) and Syrdarya (23.7) use marketplaces more often than in Tashkent. On
average, for more than a third of the households,* the main purpose of using the Internet is to visit social
media platforms and almost all use the Internet to access messengers. This gives grounds for using social
networking platforms as trading platforms in the regions of Uzbekistan to accelerate e-commerce.

44 Excluding Tashkent. In Tashkent this value accounted to 63.2 percent in 2024.
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People use the Internet for online education. Uzbek population actively uses digital technologies for remote
learning. In Kashkadarya, Surkhandarya, Khorezm each fourth household utilizes the Internet for online
education. Notably, Tashkent is not even in the top 5 in this list. Such a relatively high share of people in oblasts
that use the Internet to study speaks in favor of good digital skills of population and opportunities of its
utilization.

Many people in Uzbekistan still consider the Internet to be useless. The ERI shows that 3.9 percent of
The businesses in Navoi, Khorezm, Samarkand enjoy digital adoption while other regions are
catching up. The producer skills sub-dimension evaluates the digital adoption of the enterprises and ICT skills
that businesses possess to work in the e-commerce field (Figure #). The highest score for ICT skills belongs to
Tashkent at 0.96. The capital is the absolute leader when it comes to availability of the ICT workforce and ICT
salaries. Average monthly nominal wages of employees who are involved in digital economy activities in oblasts
fluctuate at the level of 4 million sums (around 315 USD). In Tashkent this figure is more than two times higher.
Similar dynamics in the concentration of ICT specialists highlight the gap of the enabling environment for
digital economy between the capital and the other regions. For example, the population density of ICT
specialists is 20 times higher in Tashkent than in the other regions. This finding leads to a conclusion that
almost none of the oblasts are attractive for qualified personnel to run e-commerce business. The lowest scores
for the whole sub-dimension are observed in Andijan, Jizzakh, and Surkhandarya.

Enterprises have computers but lack Internet access — a common situation across Uzbekistan. The
ERI revealed that many enterprises across Uzbekistan have relatively high digital adoption and needed IT
specialists to initiate and support online sales. For example, as for 2022, the nation average for having a
computer is over 33 percent. At the same time, the nation's average value for Internet access is almost double
low with 17.6 percent. In Surkhandarya less than 10 percent of all enterprises can sell using computers; while
in Tashkent each third enterprise has such an opportunity.

Consultations reveal that the concentration of IT talents in Tashkent city is likely a result of supply
rather than demand shortage. Grand Textile, a textile company from Andjjan, indicates that lack of personnel is system-
wide: there is a lack of designers, managers, web-developers, and I'T specialists. Stakeholders note that not only farmers lack the
necessary knowledge, but logistics and transport companies too. Dalatek, a startup that works directly with farmers and exporters,
specifies that logistics infrastructure is in place (e.g., a startup Zip24 develops warebouse management solutions) but is not properly
used: becanse of poor knowledge of shipping of different types of products warebouses and refrigeration complexes stay empty,
equipment and trucks are not optimally loaded, and majority of perishable products quickly deteriorate®’ leading to losses for
entreprenenrs. Many observers, such as Mato.uz, a textile startup, confirm that awareness is poor among individuals. The absence

45 According to the consultations, up to 70 percent of agriculture goods are getting spoiled.



of a database of farmers also complicates the situation. There are separate education initiatives provided by state-owned IT Parks
and separate programs such as TumarisTech and Technovation. For instance, regional I'T Parks offer free, one-month basic digital
literacy courses. However, these initiatives are only emerging and fragmentary in nature missing out a system-wide approach to
develop human capital in the country.

Firms selling through B2B Online Platforms note the lack of e-commerce specialists on the market

Firms on-boarded on Alibaba Platform through the E-GATE project note that the lack of structured training for the SMEs on
managing e-commerce accounts creates the lack of specialists in promoting e-commerce. Many do not know how to manage online shops
and e-commerce storestl. The Association of Sellers of Ugbekistan that works closely with the on-boarded firms bas launched a
training program for the e-shop managers, that lasts for 8 weeks, and provides a job placement after the graduation. However, up to
this day only 50 people have graduated from the program, and the demand from the population is still low. Businesses, and individual
entreprenenrs do not consider it a necessity to invest due to awareness of the importance of the skills needed to sell online.

(1] private sector consultation with Association of Sellers of Uzbekistan, Aug 25, 2024

In general, online sales are considered by many to be a game-changer for Uzbekistan firms, especially
for farmers and agriculture SMEs; but entrepreneurs are often unaware of the digital benefits so
remain disconnected from the Web. The market for selling agriculture goods is emerging in Uzbekistan. In recent years
Ugbekistan witnessed appearance of tech agriculture startups such as Agromart.ug, Avle, Dalatek, Fermapolis that facilitate
trade and development of the sector. However, many observers indicate that the majority of farmers — who mostly act as individnal
entreprenenrs — neither interact with Internet selling platforms nor have their own websites. Fermapolis notes that most Uzbekistan
Sfarmers are not familiar with the overall process of selling online: creating a webpage, adopting payment gateways (what is free for
Uszbek companies), maintaining the website, and making online sales. Those few who develop websites frequently attract third
parties, who ultimately contribute to the final price increase. It is noteworthy that many farmers do not know the market price for
its products. Their pricing strategy is based on the prices of neighboring farms.


https://usc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-US&rs=en-US&wopisrc=https%3A%2F%2Fworldbankgroup-my.sharepoint.com%2Fpersonal%2Fcniu_worldbank_org%2F_vti_bin%2Fwopi.ashx%2Ffiles%2F022f64e7a82841af88a1fb6b94f8f1c6&wdenableroaming=1&mscc=1&wdodb=1&hid=0AE7E8B4-2084-4B5E-A178-1B8A5E94A0ED.0&uih=sharepointcom&wdlcid=en-US&jsapi=1&jsapiver=v2&corrid=153d256c-c585-49e6-57e0-ec2d4458f83a&usid=153d256c-c585-49e6-57e0-ec2d4458f83a&newsession=1&sftc=1&uihit=docaspx&muv=1&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fworldbankgroup-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=OWA-NT-Mail.Sharing.ServerTransfer&wdhostclicktime=1725873646481&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn1
https://usc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-US&rs=en-US&wopisrc=https%3A%2F%2Fworldbankgroup-my.sharepoint.com%2Fpersonal%2Fcniu_worldbank_org%2F_vti_bin%2Fwopi.ashx%2Ffiles%2F022f64e7a82841af88a1fb6b94f8f1c6&wdenableroaming=1&mscc=1&wdodb=1&hid=0AE7E8B4-2084-4B5E-A178-1B8A5E94A0ED.0&uih=sharepointcom&wdlcid=en-US&jsapi=1&jsapiver=v2&corrid=153d256c-c585-49e6-57e0-ec2d4458f83a&usid=153d256c-c585-49e6-57e0-ec2d4458f83a&newsession=1&sftc=1&uihit=docaspx&muv=1&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fworldbankgroup-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=OWA-NT-Mail.Sharing.ServerTransfer&wdhostclicktime=1725873646481&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftnref1

Box #. Uzbek startup digitizes farmers

Fermapolis is a web platform developed by eponymous Uzbek startup to match farmers, buyers and investors. On
the platform farmers publish lots - agricultural products that a farmer is ready to start producing. Buyers invest
money in the production of products, and receive it in its natural form after maturation. The main feature of the
project is that buyers can go through all the stages of growing agricultural products - watering the garden, cleaning
the plot, feeding animals, caring for them, etc. in a gamification format, thus getting involved in agricultural
production processes. That is, the game will gradually duplicate the entire process taking place on a real farm.
Fermapolis is designed to provide farmers with the necessary resources from the first stages of growing products,
as well as effective sales channels, for consumers - access to high-quality and fresh farm products at favorable
prices. Wholesale dealers are also excluded from the platform - farmers and consumers are contacted directly. In
exchange for early investment, farmers provide buyers with a lower (compared to retail) price for products.
Farmers themselves, in addition to financing, receive a direct sales channel without resellers increasing the final
price of products several times.

Source: Materials received from Fermapolis




Tajikistan

E-commerce in Tajikistan is in its early Figure 49: E-commerce Readiness Index in Tajikistan
stage and shows a wavery trend in recent

years. According to the Findex, only 1 percent
of the Tajik population shopped online in
2021, in comparison to 36 percent in
Kazakhstan and 46 percent in Russia*. This
number decreased from a head start of 7.6

Sugd, 0.580

DRS, 0.599

percent in 2017, signaling the deterioration of
the e-commerce ecosystem. However, the last GBAO. 0.611
three years witnessed a rebound of e-
commerce, given a steady growth of internet
users and the emergence of e-commerce Khatlon, 0.535
platforms all over the country. In January 2024, ¢, . staff calculation
Tajikistan has 4.25 million internet users,

standing at 41.6 percent of its population. It is a 26 percent increase compared to 3.36 million users at the start
of 2021. Active social media users in Tajikistan reached 1.6 million by January 2024.47 Online platforms also
grew on the market, such as online marketplace somon.tj, fintech company alif.tj, food delivery platform shef.tj,

and online apparel store gelos.tj. Several companies are striving to enter the market.

The current rebound of e-commerce in Tajikistan is state-driven and challenges remain. Th e Chamber
of Industry and Commerce of the Republic of Tajikistan established a working group for e-commerce in 20194,
It was initiated by four major telecommunication companies and six microcredit organizations. However, it
remains challenging for the government to provide an enabling environment where the private sector can use

its comparative advantages in developing e-commerce
Figure 50: E-commerce Readiness Index in Tajikistan, by p & ping

enabling pillars and creating new jobs for its people. Such an enabling

Dushanbe environment requires both hard infrastructure such as
10 4 digital and logistic connectivity and soft infrastructure
such as digital skills and payment solutions.

An entrepreneurial state and the ambitious Tajik
DRS entrepreneurs should not wait until everything is
ready everywhere to reap the e-commerce
dividends. This chapter assess the e-commerce
readiness on the subnational level with ERI (Figure 1).
The ERI evaluates the four pillars of e-commerce

GBAO

enabling environment with 27 indicators, covering
Sugd Khatlon digital connectivity, logistic connectivity, online
payment solutions, and digital skills (Figure 2). The
v _ quantitative analysis is further complemented by the
e Digital cOnnectivity =~ === ogistics connectivity .. . . . . .
qualitative analysis, that includes interviews with the

Payment solution Digital skills ptivate sector, global platforms, and the government.

Source: Staff calculation

46 World Bank, “Global Findex database 2021, 2021

47 Datareportal, “Digital 2024: Tajikistan”, Feb 23, 2022
Datareportal, “Digital 2021: Tajikistan”, Feb 12, 2021

48 Private Sector Consultation Interviews, March 2022



Dushanbe pioneered e-commerce readiness on Tajikistan, with the other parts of the country to catch
the pace, particularly in logistics connectivity and digital skills. Dushanbe holds the highest ERI score at
0.903, outperforming all regions across the four enabling conditions. Slightly ahead of DRS and Sugd, GBAO
scores the second in ERI at 0.611, excelling in logistics despite its challenging geography#. Khatlon tails at the
bottom in e-commerce readiness, lagging in digital connectivity, logistics connectivity, and payment solution.
The following sections will discuss each of the four pillars in detail, offering evidence-base for the government
to achieve greater efficiency in building e-commerce enabling conditions in Tajikistan.

Digital connectivity

Digital connectivity in Tajikistan has converged as Figure 51: Digital connectivity index in Tajikistan
internet accessibility improved in lagging areas,
though dissatisfaction with internet has become
more common. Digital connectivity is measured by

Dushanbe

three factors of the Internet: accessibility, affordability,

and quality. Accessible internet means available Internet GBAO DRS
service for subscription and proper devices in place to
connect to the Internet. Affordable internet refers to

reasonable cost for both internet service and necessary

devices to connect. Quality internet pertains to the speed
of Internet that ensures smooth data uploads and Sugd Khatlon
downloads for everyday use. Fast and stable Internet

. e Accessibilit
enables consumers to browse products easily and allows v

e-sellers to respond consumers’ inquiries in a timely Subjective affordability

manner. Due to data limitation, the index relies on = Subjective quality

households” perception of internet quality and

affordability rather than objective values. Dushanbe leads the nation across all three dimensions, followed by
Sugd, which performed well across the board. Khatlon tails in digital connectivity, as GBAO has greatly

improved its internet accessibility.

Table 6: Digital connectivity index in Tajikistan (0-1), by region

Dushanbe Sugd DRS GBAO Khatlon
"Digital connectivity | 0969 | 0818 0.776 0.766
Accessibility 0.926 0.812 0.811 0.881 0.783
Affordability 0980 0.796 0.746 0.652 0.684
Quality 1.000% 0.846 0.773 0.764 0.798

Source: Staff calculation

Note*: It needs to be carefully interpreted that score 1 does not mean perfect performance. As per the index formula, score 1 happens when a region stands at
the frontier of the country in terms of every indicator measured. Being at frontier in a country doesn't mean there is no room for inmgprovement, and sometimes it
can be a long way to catch up globally.

4 GABO index, sub-indexes, and indicators should be interpreted with caution because of small sample size issue.



Figure 52: Digital connectivity measurement structure of Tajikistan
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Tajikistan now has widespread internet services across Figure 53: Internet accessibility sub-index in Tajikistan
regions, though disparity in home internet connection

Dushanbe

persist. Internet accessibility takes account of internet
services availability in residential areas and home internet

connection. The latter is determined by internet service

GBAO DRS

subscriptions and connecting devices. GBAO caught up in
internet services availability, with households claimed offline
due to lack of internet services in residential area dropped
from 41 percent in March 2022 to only 3.6 percent in 2023
(Figure 0), making internet coverage in settlements neatly

Sugd Khatlon

universal, though mostly reliant on 3G mobile networks
(Figure 7). However, GBAO still lags behind in home
internet access (Figure 8), despite relatively high internet
utilization by individuals (Figure 9), pointing to affordability
challenges. The high cost of necessary devices and lack of

e nternet service e Connection
Source: Staff calculation based on L2T (Jan-Nov 2023
and Jul 2024)

internet awareness are two main barriers, affecting 62 and 30 percent of households without home internet
connection, respectively. Khatlon is at the bottom in home internet connection.



Figure 54: Lack of Internet services in the residential area, Figure 55: 3G mobile network coverage in Tajikistan
reported by households (%) in Tajikistan, 2023
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Figure 56: Internet access at home in Tajikistan (% of Figure 57: Individuals (%) with personal computer and
households), 2023 Internet access at home in Tajikistan, 2024
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Internet affordability is primarily shaped by affordability Figure 58: Internet affordability sub-index in Tajikistan
of internet-enabled devices, while perceptions of
internet setvice costs are relatively uniform across
regions (Figure 10). Internet affordability consists of two
complementary components: affordability of internet-
enabled devices and internet services, both of which impact GBAO
whether a household can access and how intensively they can

Dushanbe

DRS

use the Internet at home. After internet coverage expansion,
costly internet-enabled devices became a major barrier in
GBAO, surpassing Khatlon, with 40 percent of GBAO
households lacking home internet due to expensive devices,
compared to 14 percent in Dushanbe (Figure 11). High
internet tariffs deter the usage of internet as well. In Khatlon,

Sugd Khatlon

== COst of internet service

. . . === Cost of internet-enabled device
3 percent of households viewed internet tariffs as

prohibitively expensive — the highest percentage among all = Source: Staff calculation based on L2T (Jan-Nov 2023)
regions. In Dushanbe, where internet access was most

prevalent, 6 percent of connected households (or 4 percent of the total households) reported that high tariffs
limit their internet usage (Figure 12).



Figure 59: Households (%) think costs of devices required to
connect the Internet are prohivitively high in Tajikistan, 2022
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Figure 60: Internet tariff affordability in Tajikistan
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Internet quality in Tajikistan falls short of Figure 61: internet speed and household dissatisification in
users’ needs in many regions. Mobile networks ~T@ikistan, 2022

are essential due to low penetration of fixed
broadband. The L2T survey revealed that in 2023,
55 percent of households in Tajikistan connected
portable devices via mobile networks, while less
than 2 percent used wireless networks. As of early
2024, the median mobile internet speed is 9.35
Mbps (up by 1.19 Mbps from early 2023), and
median fixed broadband speed is 26.84 Mbps
(down by 5.31 Mbps).? Due to data limitations,
internet  quality gauged by households’
perception of whether internet speed meeting
demand 5' . Dushanbe reports relatively high
satisfaction, possibly resulting from available 4G
LTE networks. While technically 4G can offer
download speeds of up to 1 Gbps (equal to 1,000
Mbps), 3G technology caps at 21 Mbps,
insufficient for many online activities that are

is

common today, such as watching videos and live streaming. Tajikistan prioritized 4G LTE in densely populated
areas such as Dushanbe, Rugon, Khujand, Isfara, Bokhtar, Khorog, and others.52 However, even in these
prioritized places, there were still over a quarter of households in Dushanbe, Sugd, and Khatlon feel limited
by slow internet speeds, indicating that raising speed of internet were yet to keep up with the growing demand

of the Internet users.

The private sector consultation reflected that the strict state control over the internet dataflow could
have been the reason for the slow speed of internet. The state requires all the data to enter and leave the Tajife
sphere to go through the Tajik servers. Previously telecommunications companies had at least two channels into the global internet,

50 Datareportal, “Digital 2024: Tajikistan”, Feb 23, 2022

35
30
25

35%
30%
25%
20%
15%

20

5 I
0

O
v
(;b

10%
5%
0%

Q& >
‘\’0
&0

Median download speed (Mbps)

<
S

m Fixed broadband (left axis)

Among households with internet at home

mmmm Mobile internet (left axis)

=== S|OW internet speed prevent more internet usage (right axis)

Source: SpeedTest (September 2022) and staff calculation based on
L2T (Jan-Nov 2023)

51 A more thorough measurement could include indicators such as interruptions of internet.

52 Source: MegaFon Tajikistan, https://megafon.tj/internet/4g/;

5 It is worth noted that high-speed internet developed fast in Khatlon oblast. In 2021, the number of MegaFon Tajikistan 4G base

Babilon-Mobile, http://babilon-m.tj/coverage.php?id=2

stations increased by more than 1.5 times in Khatlon, compared to the 25% increase of 3G/4G base stations nation-wide by the

operator. Source: MegaFon Tajikistan


https://megafon.tj/internet/4g/
http://babilon-m.tj/coverage.php?id=2

which led 1o the speed of 10 gigabit a second. Since the establishment of EKT, it fell to 4,5-5 gigabit a second’. [Tlhesilication

The strong state censorship frequently blocks popular web-sites such as YouTube, Twitter, media ontlet Asia — Plus, ete.
Additionally, the messaging applications such as Whatsapp, V'iber, and Telegram are routinely nnstable because of restrictions
imposed by the blockage. In this regard using Virtual Private Networks (V' PIN) is common for the population, however it reduces
the speed 1o the lowest levels. Additionally, in Dushanbe, one of the reasons for slow internet also lies in old equipment and mass
construction boom all aronnd the city. Companies interviewed note that the liberalization of the sector by reducing the role of the
state, promoting competition among the companies, and improving the voice of the telecommunication companies would support the
speed, affordability, and accessibility of the Internet.

Logistic connectivity

Dushanbe leads Tajikistan in logistic connectivity, Figure 62: Logistics and delivery (courier service) index in
with GBAO ranking second despite its [@ikistan

mountainous terrain. Logistics typically encompass
both freight and courier services, where freight moves

s A\CCESSiDlity e Affordability emQuality

Dushanbe
1.0

cargo between warehouses and courier services connect
senders, receivers, and warehouses. However, due to
data limitations, this index in Tajikistan can only
represent courier services, specifically their accessibility,
affordability, and quality (Figure 14). The relationship
between freight transportation and e-commerce will be

DRS

discussed on a macro level below. Accessibility refers to
whether courier services are available and reachable for

e-commerce sellers to deliver goods to consumers and
consumers to receive parcels. Affordability reflects Sugd Khatlon

whether courier services are priced reasonably,

influencing price competitiveness of a product sold

online. Quality measures the speed and reliability of deliveries, which determines if consumers can receive
products in a timely and intact manner. Dushanbe excels in courier service accessibility and quality, though
affordability falls short. GBAO ranks second contributed by its strong performance in accessibility and quality,
likely linked to Tajikistan’s imports from China. In 2021, China accounted for 16 percent of Tajikistan’s total
imports>>, with the only Border Crossing Point (BCP) between the two countries is at Kulma, GBAO,
connecting China’s Xinjiang region. This import activity may have spurred a more competitive courier service
industry in GBAO.

Table 7: 1ogistics (courier service) index: in Tajikistan (0-1), by region

Dushanbe GABO DRS Sugd Khatlon
Logistics connectivity 0.715 0.614 0.541
Accessibility 0.808 0.714 0.470 0.405 0.404
Affordability 0.601 0.671 0.828 0.975 0.843
Quality 0.883 0.759 0.543 0.243 0.286

54 Aripov A, “Tajikistansi zhaluutsya na Internet”, Nastoyashee Vremya, July 15, 2020
% Source: Trade statistics of World Integrated Trade Solution, the World Bank



Source: Staff calenlation

Figure 63: Logistic connectivity measurement structure of Tajikistan
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Despite overall courier service accessibility, different
oblasts show distinct strengths (Figure 16). Courier service
accessibility is  measured by service availability,
competitiveness (number of service companies), and service
proximity. In Sugd, GBAO, and Dushanbe, about a quarter
households have courier services near their homes, compared
to just 16 percent in other regions. GBAO leads market
competitiveness, with 6 percent of households reporting able
to choose from multiple companies nearby, double the share
in second-placed Dushanbe (Figure 17). Dushanbe and DRS
households are the closest to courier service sites. Among
households outside the home delivery service areas; in these
areas, half of the houscholds without home delivery services
are within 3 to 4 km of a pick-up point, respectively. In
contrast, more than half of households in other regions are
over 10 kilometers away from the nearest pick-up point
(Figure 18).50

.| Average costs of mailing packages

outside Central Asia
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Figure 64: Courier service accessibility sub- index in

Dushanbe
1.0
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Source: Staff calculation based on L2T (March 2022)

5 Distribution in Dushanbe and GBAO are to be interpreted with caution since only small number of households responded to the

question.



Figure 65: Courier service availability (% of households) Figure 66: Distance to the nearest pick-up point (km) in Tajikistan
in Tajikistan
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B >1 company providing courier services nearby

Private sector consultation revealed regulatory barriers in logistic services market. For example, if a
company would like to provide delivery services, it must obtain a postal license from the Communications Service and the Ministry
of Transport. The process of receiving the license is complicated and it is hard to obtain it. In 2017, the government amended the
law on licensing and introduced the license for the couriers, and one of the requirements is to open offices in all districts of Tajikistan.
This prevents small and large foreign firms to enter the market. International conrier services (UPS, TINT, etc.) were suspended in
Tajikistan as of 2017 due to the lack of the license from the Communications Service. Pochtai Tojik (Tajik Post) is the only
operator of courier services in Tajikistan®”. Withont formal market access, informality grows. Intra-city deliveries include both
official logistics companies, as well as many unofficial delivery agents, such as taxi drivers.

Firms also mentioned that logistics was expensive for the individual entrepreneurs because of the
small volume of production, and high logistics costs for exporting. Auto-logistics is the major form of
transportation of goods from Tajikistan for international trade. However, the current political and economic trends are a growing
concern for the logistical industry in the country. Current Russia-Ukraine conflict is cansing a lot of concerns. As an example,
Russian, Ukrainian and Belorussian trucks were used for the international transportation of goods. Now the companies are in
search of alternativestd. The borders with China are still operating at a slow speed, and some goods stay as long as nine months.
Certain delays also bappen becanse cargo cannot undergo a control point due to late receipt of information on the electronic portal
due to the unstable Internet. The delays, and complicated customs procedures at the borders further exacerbate the logistics in the
country. The lack of a large guantity of products from the producers is also considered a challenge for the promotion of excports out
of the country. The lack of coordination between the exporters in finding a single buyer further complicates the process. In this
regard, single center for collection of the products, and working collaboratively in exporting the products is important.

Expensive logistics hinders the potential of Tajik companies exporting abroad

Tajik companies were on-boarded on Alibaba platform through the support of the E-GATE Project. The companies started receiving
inquiries from potential buyers quickly, however, they started to face many logistical difficnlties that significantly affect their
competitiveness in the international markets. One of the main problems is high shipping costs, especially for small quantities of goods.
For excample, ont of 14 companies represented on Alibaba platform, four are small businesses, five are large and five are medinm-
siged. However, a survey of company representatives revealed that all face the same logistics difficulties. For small and medinm-sized
businesses, requests for small quantities and even sending samples are typical requests. After requesting calculations from the logistics
companies, it turns ont that large logistics companies are not interested in sending small cargo shipments (in additional cargo format).
An alternative option for using postal services (including Pochtai Tojik | EMS) shows high costs, with the zonal delimitation of

57 Jost, D., et. al.,” Facilitation of Cross-Border E-Commerce Trade in Central Asia”, GIZ, Oct. 31, 2019
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deliveries, a low time indicator, and a weight limit of up to 30 kg per shipment. For example, calenlating the cost of cement (and the
specifics of transporting this raw material) to the nearest seaport increases the price several times compared to other suppliers.
International logistics companies such as DHL. also charge high rates, mafking transportation expensive despite their superior delivery
speed. As an example, Azam Shoes, a leading shoe mannfacturing company was on-boarded on Alibaba platform through the E-
GATE Project. After the registration on the platform, a company ont of UK expressed strong interest, and requested 10 pairs of
shoes from the company as samples. However, after calculating the costs of logistics ont of Tajikistan to UK, the price of logistics in
itself turned ont to be more expensive than the actual product. From example, the total price of the 10 pairs of shoes was estimated
at approximately 400 USD, whereas the logistics costs were 600 USD. The UK buyer has turned down the offer due to high price
increase of the final product affer the costs of logistics.

The geographical location of Tajikistan, weak railway infrastructure, high checks of cargo shipments at the border (femporary cargo
downtime), and high costs of air transportation complicate the delivery of goods, increasing transportation time and cost. Of the 14
Tajik companies represented on the platform, all face these challenges, which require them to make additional efforts to comply with
international norms and standards. Al these factors together reduce their competitiveness on the global stage.

[ private sector consultations, Aug 25, 2024

Courier setvices affordability varies Figure 67: Best estimated costs of mailing a 1kg package (TJS)
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Dushanbe and GBAO step ahead of other regions in Figure 68: Courier service quality sub-index in Tajikistan
term of courier service quality but need to tailor towards Duchanbe

e-commerce demands. Courier service quality is assessed 1.0

by availability of track-and-trace and door-to-door services.
Track-and-trace system helps ensure delivery of goods, while

door-to-door delivery adds convenience for both e- DRS
commerce sellers and buyers. Although these services are

generally limited in Tajikistan, Dushanbe excels in door-to-

door delivery, with 22 percent of houscholds reporting

available home delivery (Figure 21). GBAO leads in track- Sugd Khation

and-trace, with 14 percent of households confirming the
service available (Figure 22). In Tajikistan, track-and-trace e Track-and-trace service

and doot-to-door delivery are considered premium and come Door-to-door service
with extra charges. For example, courier company Pochatai

Ast requires a 25 percent surcharge to arrange order pickup Source: Staff calculation based on L2T (March 2022)
ot home delivery.”® Prior to the rise of e-commerce, the public in Tajikistan are barely aware of courier service,
because customers of the service companies are mainly nongovernmental organizations, diplomatic missions
and international organizations.? This phenomenon echoes the high unawareness of door-to-door delivery and

track-and-trace services in the L2T survey.

Figure 69: Door-to-door service availability, reported  Figure 70: Track-and-trace service availability, reported
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Dushanbe is a central hub in Tajikistan’s road network and has rail links to Khatlon Oblast and
Uzbekistan, offering logistics advantanges for domestic and cross-border e-commerce. Strategically
located at crossroads of the country’s north-south and east-west highways (Figure 23), Dushanbe enjoys
convenient road freight access in all directions. Railways connect the city to Uzbekistan eastwards and Bokhtar,
Khatlon’s capital, southwards. For cross-border e-commerce, Dushanbe is close to Dusti border-crossing point
(BCP) with Uzbekistan, a key trade gateway localted about 70 km east of the city. Additionly, Vakhdat, just 10
km west of Dushanbe, has a logistic center that facilitates road-trail transshipment, with potential to become a
national logistics hub for e-commerce sellers outside the railway network to access cross-border rail freight.

The highway in DRS has the potential to become a key China-Kyrgyz-Tajik-Uzbek freight route if the
Jirgatol BCP with Kyrgyz Republic would open for trade. The nothern east-west highway locates in DRS,
running from the Dusti BCP with Uzbekistan, through Dushanbe, to Jirgatol BCP with Kyrgyz Republic,

58 Pochatai Asr. http://www.apost.tj
5 Asia Plus. Only one mail service agency remains in Tajikistan’s market (June 21, 2017).
https://www.asiaplusti.info/en/news/tajikistan/economic/20170621/only-one-mail-service-agency-remains-in-tajikistans-market
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extending west to Samarkand, Uzbekistan, and east to Osh, Kyrgyz Republic and Kashgar, China. The central
railway between Dushanbe and Dusti BCP is offers an althernative to the highway east of Dushanbe, connecting
to Uzbekistan’s rail network and reaching Samarkand and Tashkent. Although this route could boost regional
e-commerce through improved connectivity, its potential remains untapped. Currently, Jirgatol BCP is a
bilateral crossing for passengers only, restricting trade and transit from third countries. As a result, freight from
China must use the mountainous GBAO route — a circuitous road via the Kyrgyz Republic to Sugd is blocked
due to the border closure after the 2022 conflict. Being the most efficient route connecting Tajikistan with
China, the northern east-west highway is foreseeable to become a busy route if Jirgatol BCP could re-open.

Khatlon has a transport network with potential for shipping local agricultural products to DRS and
neighboring countries, but policial factors limit its functionality. As the largest agricultural region,
producing 53 percent of Tajikistan’s gross agricultural output®, Khatlon is well-suited for agricultural e-
commerce. The southern railway section locates in Khatlon, connecting with DRS and Dushanbe via Bokhtar-
Dushanbe line, extending to Uzbekistan rail network. Khatlon also borders Afghanistan, with a main BCP at
Panji Poyon, currently road-only but slated for a future railway.®! While freight can reach Bandar Abbas in Iran
via Afghansitan, santions and political instability complicate access. Additionally, Khatlon’s railway link to
Uzbekistan remains underutilized due to Turkmenistan’s border closure, hindering westward trade.?

Transport networks in Sugd and GBAO are less efficient than in other regions, although GBAO
handles significant imports from China. Sugd was once isolated until the completion of Dushanbe-Chanak
highway in 2019, linking it to Dushanbe and southern Tajikistan.> The northern railway section has limited
domestic impact, primarily serving Uzbekstan’s transit between Tashkent and Fergana Valley region. To
connect with the central railway, it has to pass through Uzbekistan. In GBAO, the southern east-west highway
connects to China at Kulma, but mountainous terrain makes transport costly and time-consuming,

Customs phytosanitary delays, lack of warehouses, and absence of cargo flights pose challenges for
Tajikistan’s agricultural exports to the nearest big market in China. The Food Security Committee of Tajikistan
works actively on bilateral negotiations and food safety measures to meet the phytosanitary requirements for agricultural exports. It
has signed protocols with the General Administration of Customs of China on exports of several agricultural products such as
lemons and cherries. However, transport problems and persist delays on custom phytosanitary certification is preventing the
implementation of the protocols and successful excports. Tajikistan does not have direct air cargo to China and lacks fruit and
vegatable warebouses near the land border port. Hence, agricultural exporting to China has to transit through neighboring countries.
Likely due to China’s restricted COVID policy and the ensuing slowdown in cross-border logistics and personnel movement,
Tajikistan experienced persist delays on implmenting the protocols to gain phytosanitary certification from China. However, with
the lifting of COVID restritions in China, expediting the phytosanitary process has become more promissing. Establishing a direct
cargo flight route is an alternative solution for both transport and phytosanitary problems. 1t solves the issue of transiting through
neighboring countries. On the other hand, cargo flight indjcates that the products being transported are time-sensitive, which will
prompt more timely processing by customs.

%0 World Bank. 2021. “Tajikistan: Agrifood Sector and Public Expenditure Review,” World Bank, Washington, D.C.
o1 Asian Development Bank (ADB). 2021. Tajikistan Transport Sector Assessment. Manila.
https://www.adb.org/documents/tajikistan-transport-sector-assessment

2 Tbid

03 CGTN. China-built road improves Tajikistan's transport system (June 11, 2019).
https://news.cgtn.com/news/3d3d514d79496a4d35457a6333566d54 /index.html
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Figure 71: Highway and railway network in Tajikistan
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Online payment solutions

Digital banking tends to substitute conventional Figure 72: Payment solutions index in Tajikistan

banking in regions with low traditional cashless
payment adoption. Worldwide, common e-commerce
payment solutions include credit/debit card online
payment and electronic wallet payment. In areas less
accustomed to online payment, cash or card payments
on delivery are available, however, less favorable for
sellers, as they delays payment collection and requires
require the buyet’s presence upon delivery. The payment
solutions index assesses both conventional banking and
digital banking. Conventional banking refers to bank
card ownership and usage, while digital banking involves
mobile banking, online payment, and online transfer.
Dushanbe far surpasses other regions in digital banking
adoption but trails GBAO in bank card usage (Figure

Conventional banking e====Digital banking

GBAO
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24). GBAO excels in conventional banking but has the lowest digital banking, placing it second in payment
solutions index. Khatlon ranks last, performing pootly in both categories.

Table 8: Payment solutions index in Tajikistan (0-1), by region

Dushanbe GBAO Sugd DRS Khatlon
Payment solutions | 0.893 | 0.534 0517 0.485 [ o049
Conventional banking 0.785 1.000 0.724 0.710 0.687
Digital banking 1.000 0.068 0.311 0.260 0.150
Source: Staff calenlation
Figure 73: Payment solutions measurement structure of Tajikistan
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The marjority of Tajikistan households own bank Figure 74: Bank card ownership and card payment in
cards, but utilization in purchases vary across regions. Tdjikistan (% of households), 2024
Conventional banking sub-index measures bank card B Bank card ownership  ® Card payment

penetration and usage in purchases. GBAO outperforming 100

other regions in conventional banking, with a whopping 97 80
percent of houscholds owning a bank card and 73 percent 60
has adopted card payment in purchases (Figure 26). Outside 40
GBAO, bank card penetration is more evenly distributed, 20 I I I
ranging for 83 to 86 percent of households. Dushanbe has 0
a moderatly higher adoption in card payments, ranking it

ratly highet P : pay g Q,VO i 0@ QQ‘:: &
second in conventional banking. © @ 3 &

N

Private sector consultation raised the issues of Source:Staffcalculation based on L2T (July 2024)
mistrust, shortage of ATMs, and capital flow controls prevent wider adoption of cashless payments.
There are instances when people send money to scammers online, and lose their funds. This creates an additional layer of mistrust
in the digital payment systems. Due to mistrusts, people tend to withdraw all their funds as soon as it arrives on their cards. There
is a shortage of ATMs across the country. ATMs are critical financial infrastructure. They let consumers manage acconnts, conduct
deposits, pay for services, and most importantly, mitigate mistrusts. Withdrawing the funds that come from international account
has its own challenges as well. According to Ozara LLC, the National Bank requires additional documentation for the proof of
source and goal of the transaction, and this creates inconvenience for engagement in online payments mechanism.

Dushanbe is spearheading development of digital Figure 75: Digital banking sub-index in Tajikistan
b?nklpg in Ta]1.k1stan,. excelling across all the three Dushanbe
dimenions — mobile banking usage, online payments, and 10

receiving remittance via online transfers (Figure 27). In 2023, o6

31 percent of individuals aged 18 and above in Dushanbe o

used mobile banking, 2.5 times higher than in the second- OBAO 2:4 DRS
ranked DRS (Figure 28). The other regions barely start in 0.

mobile banking adoption. In a broader scope, Dushanbe still

advanced other regions, with 17 percent of its households

making payments vua mobile phone or computer and 26 Sugd Khatlon
percent receiving remittances online, both more than double

the pencentages in second-ranked regions — Khatlon and == Mobile banking === Online payment

DRS, respectively (Figure 29 and 30). GBAO lags other e Online transfer

regions in online payments and transfers, a sharp difference

comparing to its leading position in conventional banking. Source: Staff calculation based on L2T (March 2022)

Figure 76: Use mobile banking in Figure 77: Make payments by mobile phone Figure 78: Receive remittances by online money
Tajikistan (% of 18+ individuals), 2023 or computer (% of households), 2022 transfer in Tajikistan (% of households), 2022
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Digital skills

Dushanbe leads the nation in digital skills in both Figure 79: Digital skills index in Tajikistan
consumer and producer sides, which are essential

for unlocaking e-commerce potential. While =—Consumer === Producer
consumer skills focus on the ability to navigate online Dushanbe

shops, place orgers, and make payments, producer skills
are more complex, requiring proficiency in digital tools
for builiding online storefronts and listing products,

managing logistics, handling payments, promoting GBAO DRS
products through online channels, and analyzing
business performance with platform data. E-commerce
readiness in Tajikistan, from a skills perspective, remains
low outside the capital (Figure 31). The second-ranked
DRS achieved only about half of Dushanbe levels.
Sugd Khatlon
Table 9: Digital skills index in Tajikistan (0-1), by region
Dushanbe DRS Khatlon Sugd GABO
Digital skills 0985 | 0.522 0455 0.443
Consumer 1.000 0.498 0.451 0.360 0.564
Producer 0.970 0.545 0.460 0.526 0.291

Sonrce: Staff calenlation

Figure 80: Digital skills measurement structure of Tajikistan
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Dushanbe residents show higher awareness of the Figure 81: Consumer digital skills sub-index in Tajikistan
benefits of the Internet compared to other regions. The Dushanbe

consumer digital skills sub-index assesses digital awareness
and online purchase adoption (Figure 33). Digital awareness

is measured by the intensity of internet use and the GBAO DRS
percentage of households that view the Internet as useless.

The more frequently people use the Internet, the more likely

they will be engage in e-commerce. The most common

online activities in Tajikistan are instant messaging (reported Sugd khatlon

by 54 percent of households), social network (29 percent),
and general browsing (27 percent). Dushanbe leads digital = Digital awareness
awareness with 43 percent of individuals using the Internet
daily, while only 7 percent of households — the lowest in the

country — consider the Internet useless (Figure 34 and 35). Source: Staff calculation based on L2T (Mar 2022, Jan-
Nov 2023, and Jul 2024)

=== Online purchase adoption

As service coverage expands, more GBAO residentials
integrate the Internet into their daily lives, with 31 percent of individuals using it daily, ranking second in
Tajikistan, and only 7 percent of households seeing internet as useless, a sharp drop from 25 percent in 2022.
In Sugd, digital awareness is polarized, with many residents either reliant on daily internet use or seeing it as
useless.

Figure 82: Individuals (%) use the Internet every day in ~ Figure 83: Households (%) think they do not need the

Tajikistan, 2024 Internet in Tajikistan, 2023
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Pioneered by Dushanbe, online shopping is at an initial Figure 84: Households shop online in Tajikistan (% of
stage in Tajikistan. In the March 2022 survey, 9 percent of fhouseholds), 2022

households in Dushanbe reported shopping online, more  *°

than double the rate of the second-ranked DRS (Figure 306). 8

Sugd had the lowest adoption of online shopping, potential i

resulted from its geographic isolation from the rest of the 5 I

country. Despite high digital awareness, GBAO ranks second | . . [ |
to last in online purchases, which should be interpreted with & © N o 5
caution as the information was collected before the region’s (}\'zf‘ Q @@‘\ (&v 500"
significant internet coverage expansion in recent years. o

Source: Staff calculation based on L2T (March 2022)
Outside Dushanbe, a substantial pool of tech-savvy population across regions offers promising
conditions for the development of e-commerce in Tajikistan. The producer digital skills sub-index
measures computer skills and online sales adoption (Figure 37). Computer skills are categorized into three levels:
basic proficiency, intermediate skills such as software installation, working with office programs, and emails,
and advanced expertise in system administration, design, software, and database development. With targeted



training, people with basic and intermediate computer skills, especially the latter, can readily acquire the digital
competencies necessary to operate e-commerce. Those with advanced computer skills provide a valuable talent
pool for technical support for e-commerce platforms. Dushanbe ranks first in computer skills, with 36 percent
of individuals possess basic computer skills, 19 percent have intermediate skills, and 4 percent are advanced
users, making up 59 percent of the population (Figure 38). GBAO has the second-largest proportion of the
population with computer skills (58 percent); however, the majority fall into the basic category, placing it last
in the overall computer skills dimension. In contrast, DRS ranks second despite a smaller proportion of its
population having comupter skills (44 percent), as a significant portion are intermediate or advanced users,
highlighting the region’s potential for e-commerce growth.

Figure 85: Producer digital skills sub-index in Tajikistan  Figure 86: Individuals with computer skills in Tajikistan (%
of individuals aged 16-80), 2021
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Source: Staff calculation based on e-Government survey  Source: Staff calculation based on e-Government survey
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Private sector consultation acknowledges the shortage of population with the digital skills. A/l the
companies noted the need for the professionals with advanced digital skills, as well as product management, digital marketing and
communications skills. One should note the government is taking active steps in promoting the digital skills of the population. In
December of 2022 the Ministry of Industry and New Technologies of Tajikistan initiated the lannch of the Innovation and Industry
Development Fund and Ipark project, which will promote innovation in the country by involving the younger generation®?. According
to interviews, such organizations as Ilmbona and Tajrupt are teaching youth coding, software development, web-design, and Al
applications. These organizations are starting to launch their educational trainings in various cities of Tajikistan. Innovative
financial institutions , such as Alif Bank created in-honse Alif Academy to train youth programming langnages, such as Golang
Javascript, PHP, et.
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64 Asia-Plus, “V Tajikistane otkrili Fond Razvitiya Innovatsii i Promishlennosti”, Dec 14, 2022. Available at:
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95 Again, this should be interpreted with caution since the data were collected before recent internet coverage expansion in GBAO.



Lack of specialists with digital skills hinders the e-commerce potential of Gulistoni Dushanbe, a large
textile producer

Gulistoni Dushanbe, a leading textile company based in Dushanbe was onboarded on Alibaba platform within the E-Gate Project
and set up an online shop on the platform. The company noted the hardships in finding the talent to professionally manage the online
shop and had to invest in training the specialists in - house. However, after a short time, the specialists wonld leave the company due
to different job offers. The company keeps facing troubles in finding the talent to manage their work successfully.




Chapter I1I. Legal Analysis

Breaking Down Regulatory Barriers: Unlocking the Full Potential of E-
Commerce

The flourishing of e-commerce requires a dynamic and flexible regulatory system ready to embrace
the advances and challenges it brings. Updating national legislation and regulations should be a government
priority to avoid outdated rules that could hinder e-commerce development. A successful legal framework for
e-commerce demands a holistic approach, considering the broad spectrum of regulatory aspects it involves.

An appropriate regulatory framework to promote e-commerce is not enough; real commitment from
the state is required. While legislation and regulation are necessary elements for the development of digital
commerce, they alone are not sufficient to ensure its success. Government commitment is needed to implement
the regulations and invest in digitalization, infrastructure and enforcement. Additionally, stakeholders must
understand and embrace the regulations to be effectively applied.

Kyrgyz Republic

E-commerce promotion is a priority on the Kyrgyz government's agenda. Several incentives have been
enacted to promote digital commerce in the country, including the Action Plan of the Cabinet of Ministers to
support and develop e-commerce in the Kyrgyz Republic for 2023-2026%, as well as regulatory reforms
impacting various sectofs.

There are two key pieces of legislation for the development of e-commerce: the Law on Electronic
Signatures®” and the Law on Electronic Commerce%. The Law on Electronic Signatures, issued in 2017,
aims to regulate the use of electronic signatures in civil transactions and the provision and performance of
public and municipal services. The Law on Electronic Commerce, enacted in 2021, recognizes the legal validity
of electronic documents, regardless of the method of their conclusion and signing.

Consumer protection

A crucial aspect of e-commerce is consumer protection, as it builds trust among users to conduct
online transactions. Regarding the consumer protection legal framework in e-commerce, Kyrgyzstan has the
Consumer Protection Law®® and the Law on Electronic Commerce.

The E-commerce Law in the Kyrgyz Republic establishes obligations and rights for parties involved
in online transactions. Sellers must provide essential information, such as contact details and tax IDs, on their
websites and ensure accurate product information and delivery terms. Trading platform operators must require

66 Program for the Support and Development of E-Commerce in the Kyrgyz Republic for 2023 2026.
https://cbd.minjust.gov.kg/159870/edition/1213520/ru

67 Law of the Kyrgyz Republic "On Electronic Signatures" No. 128, adopted on July 19, 2017.

68 Law of the Kyrgyz Republic "On Electronic Commerce" No. 154, adopted on December 22, 2021.

69 Law of the Kyrgyz Republic "On Consumer Protection” No. 90, adopted on December 10, 1997.



sellers to provide necessary information and assist in dispute resolution. The law also sets guidelines for contract
terms and the buyer's right to withdraw (key in e-commerce).

While it is important to acknowledge the government's efforts to protect its citizens and the fact that
the current law generally follows international guidelines, there are still areas for improvement to
increase consumer confidence in e-commerce. Following OECD guidelines 7, UNCTAD ™, and
international experiences, the areas of improvement of Kyrgyz Legislation include responsibilities for sellers
and platform operators, unfair practices, and electronic transactions. For this reason, the Cabinet of Ministers
is currently reviewing a legislative proposal aimed at strengthening the existing consumer protection laws.

Strengthening consumer protection requires introducing additional consumer protections and
responsibilities for sellers and platform operators. Sellers must implement security measures appropriate to
the risks associated with payments, including those related to unauthorized access, fraud, and identity theft.”?
They must ensure that consumers can exercise their rights, including the ability to refuse a product or service,
modify or terminate an electronic transaction, and access after-sales services, returns, exchanges, and
guarantees.”> Moreover, consumer complaints must be addressed within 10 calendar days.” Trading platform
operators must comply with privacy policies, inform consumers about their rights and obligations in electronic
transactions, and take necessary measures to ensure sellers adhere to consumer protection laws.75 Also, trading
platform operators should be allowed to provide services like payment processing, storage, delivery, and
advertising and can also act as sellers of goods.

Explicit prohibitions are needed against certain behaviors that undermine consumer trust—behaviors
that, unfortunately, ate common in e-commerce. Sellers must not be allowed to provide false or unclear
information, including unfair contract terms, restrict consumers from posting negative reviews, hide their
identity or location, or evade consumer protection laws. They must also be prohibited from illegally handling
personal information, limiting liability for harm caused to consumers, or failing to meet delivery deadlines.”
Sellers must respect consumer rights, and if they violate these rules, they are responsible for compensating
consumers for any losses incurred.

It is also necessary to improve certain aspects of electronic transactions to guarantee consumer rights.
It is essential that after completing an electronic transaction, the consumer must receive an order confirmation
up to the next calendar day, including delivery details, a list of ordered goods, delivery costs, and the payment

70 Organization for Economic Co-operation and Development (OECD). Consumer Protection in E-commerce: OECD Recommendation. Paris:
OECD Publishing, 2016.

71 United Nations Conference on Trade and Development (UNCTAD). Guidelines for Consumer Protection. New York and Geneva: United
Nations, 2016.

72 Organization for Economic Co-operation and Development (OECD). Consumer Protection in E-commerce: OECD Recommendation. Paris:
OECD Publishing, 2016.

73 European Parliament and Council. Ditective (EU) 2019/2161 of the European Parliament and of the Council of 27 November 2019 Amending
Council Directive 93/13/EEC and Directives 98/6/EC, 2005/29/EC and 2011/83/EU as Regards the Better Enforcement and Modernization of
Union Consumer Protection Rules. Official Journal of the European Union L 328, November 27, 2019.

74 Eurasian Economic Union. Protection of Consumer Interests is a Priority for Developing E-commerce in the EAEU. 2022. Accessed at
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75 Association of Southeast Asian Nations. ASEAN Guidelines on Consumer Protection in E-Commerce. Jakarta: The ASEAN Secretariat, 2022.

76 European Parliament and Council. Directive 2005/29/EC of the European Parliament and of the Council of 11 May 2005 Concerning Unfair
Business-to-Consumer Commercial Practices in the Internal Market and Amending Council Directive 84/450/EEC, Directives 97/7/EC, 98/27/EC
and 2002/65/EC, and Regulation (EC) No 2006/2004 of the European Patliament and of the Council (‘Unfair Commercial Practices Directive’).
Official Journal of the European Union L 149, May 11, 2005.



method.”” Consumers must also be provided with a permanent, accurate record of the transaction in a
compatible format. Finally, unilateral modifications to the electronic transaction must be prohibited.

Strengthening consumer protection should be a priority in Kyrgyztan: the mentioned measures help
bolster consumer trust in e-commerce, which positively impacts its usage. E-commerce presents risks
for consumers at vatious stages of the transaction. Therefore, it is essential to develop a robust e-commerce
consumer protection framework capable of ensuring that e-commerce businesses operate fairly and reinforcing
the cornerstone of trust.”

To prevent obstacles to e-commerce, it was necessary to assess two measures included in the Action
Plan of the Cabinet of Ministers to support and develop e-commerce in the Kyrgyz Republic for 2023-
2026: mandatory data localization and an online store registry. These measures were considered
problematic as they imposed barriers on businesses, especially SMEs, by requiring them to join a registry
without clear participation requirements, which could limit their market access. In this regard, promoting self-
regulation within the sector would be more effective.” Similarly, mandatory data localization creates barriers to
the flow of information and could lead to the departure of major technology companies from the country.

Data protection and privacy

Bolstering data protection in Kyrgyzstan is essential for the growth of e-commerce, as it builds
consumer trust. Consumers need to feel secure when providing their personal and financial information while
conducting online transactions.

Data protection in Kyrgyzstan is primarily governed by the Law About Personal Information $
(enacted in 2008 and last amended in 2022). The purpose of this law is to safeguard individual rights and
freedoms when using and protecting personal information. The law sets the rules for managing personal data,
outlines the responsibilities of those who hold or receive such data, and establishes the regulatory framework
and safety measures for handling personal information.

The law incorporates important elements to protect consumers' information. It establishes key principles
for handling personal data, including compliance with legal guidelines, accurate data collection for legitimate
purposes, maintaining up-to-date data, and secure storage to prevent unauthorized access. Data should be
retained only as needed and destroyed when no longer relevant. Merging data for different purposes is
prohibited. Personal data can be processed with consent, for public duties, or legitimate interests, and
individuals have the right to access, modify, or restrict their data. Finally, data holders must implement
safeguards and maintain confidentiality, even after their role ends.

However, there is still space to enhance data protection legislation in Kyrgyzstan, addressing valid
consumer concerns about data protection, and following international instruments such as the
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GDPR®!. The legislation should explicitly require data controllers and processors to implement appropriate
technical and organizational measures to ensure security levels that match the risk. Moreover, establishing a
clear obligation to notify both relevant authorities and affected individuals in the event of security breaches is
essential for maintaining trust and transparency. Equally important is the inclusion of measures allowing
individuals to exetcise their "right to be forgotten," enabling them to request the deletion of their data under
specific circumstances. Additionally, when it comes to cross-border data transfers, the legislation should
stipulate that transfers to countries with inadequate protection will only be permitted if sufficient safeguards
are in place, such as binding corporate rules, standard data protection clauses, or approved codes of conduct.52

Logistics
Trade Facilitation

Kyrgyzstan is strengthening its customs processes to promote foreign trade, following its international
commitments. The country is part of international agreements such as the Trade Facilitation Agreement —
TEFAS of the World Trade Organization (WTO) and the Kyoto Convention®, which promote the expedited
movement of goods across borders and the simplification and harmonization of customs procedures. Based
on this, since 2013, the Single Window Center for Foreign Trade has been operational, and in 2023 it was
updated to allow traders to submit customs clearance applications online to multiple authorities
simultaneously.8>

Nevertheless, the single window system and full digitalization have not been fully implemented, which
negatively affects trade times and burdens. The goal of the Kyrgyz government should be to enhance the
single window system and integrate all trade-related agencies and processes, allowing for centralized
documentation and payment handling. Furthermore, efforts should continue towards the complete
digitalization of all customs processes (customs declarations, issuance of import and export permits, certificates
of origin) and payments (duties and fees), as well as improving cooperation among government entities and
border agencies and accepting copies of original supporting documents required for import, export, or transit
formalities.8¢ This would help expedite procedures and reduce redundancies in the trade process.

The Kyrgyzstan customs regulations include measures that facilitate trade, but they have not yet been
fully implemented. As part of the Eurasian Economic Union, Kyrgyzstan has adopted regional regulations
for trade facilitation in the region. For instance, pre-arrival processing (a procedure that permits the submission
of import documentation for processing before the arrival of goods) is allowed; however, the formalities and
the electronic processing have only been partially implemented.8”
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There is an opportunity to enhance customs regulations to benefit e-commerce. While Kyrgyzstan’s
customs code includes customs control based on a risk management system and expedited shipments for
international mail and urgent cargo, these rules should (i) be fully implemented and (ii) ensure the effective
application of simplified inspection and clearance procedures for low-value goods (minimis). This speeds up
the delivery of small packages, which is vital for e-commerce operations handling thousands of individual
shipments daily.

Government, following TFA obligations, should create an information hub for import and export
requirements in the most frequent countries of origin and destination, preferential tariff rates, quotas,
etc. This measure would significantly contribute to raising awareness and meeting the needs of businesses,
especially SMEs, fostering a more informed environment for e-commerce growth.

Postal services

The postal sector of Kyrgyzstan underwent a significant transformation focused on promoting
competition. In 2023, the Postal Services Law® was amended, emphasizing the provision of postal services
based on competition, private entreprencurship, and commercial independence. The reform establishes a
framework for promoting competition, including an antimonopoly policy, attracting foreign investments in the
postal sector, and the development and implementation of programs for the deregulation and privatization of
the postal industry. The law also stipulates that postal services can be provided by any licensed operators,
including non-state companies, and designates an official postal operator in accordance with the Universal
Postal Union's regulations. The law ensures universal postal services throughout the country and emphasizes
the importance of maintaining high standards of availability and quality. To this end, postal facilities in
Kyrgyzstan can be state-owned, municipal, private, or otherwise, and postal companies may utilize property
owned by individuals and legal entities on a contractual basis.

The Postal Services Law establishes that the regulation of postal setvices is carried out by a state-
authorized body; however, its autonomy needs to be guaranteed. The law states that the Cabinet of
Ministers delegates its powers regarding postal services to the regulatory body and determines its functions.
However, the independence of the regulatory entity must be ensured to create a fair and competitive framework
for all postal operators, both public and private, fostering innovation and improving services in the sector.8?
The Government of Kyrgyzstan must work to ensure the independence of the regulatory body to guarantee
impartiality and fair competition.

It is essential to ensure that the licensing process for new postal service operators does not impose
barriers that affect competition. The law sets requirements for obtaining licenses for postal services, such as
the non-discriminatory provision of services, compliance with national laws, and the confidentiality of user
information, among others (article 10). Additionally, the law establishes obligations related to the development
or expansion of the network or the volume of services, if applicable. In this regard, it is important to ensure
that the application of the requirements in article 10 is carried out in the most favorable and flexible manner,
taking into account the specific circumstances of the operator or market, especially concerning obligations to
develop ot expand the network and the volume of setvices to be provided. In other wotds, the regulatot's
autonomy in managing the licensing process and requiring network development or expansion, when necessary,
should not become a mechanism for imposing market barriers or protecting monopolies.

The implementation of the law and the actions of the Government of Kyrgyzstan and the regulatory
body should focus on promoting competition. Competition in the postal sector and its de-monopolization

88 Kyrgyz Republic. Law on Postal Services, No. 52, adopted on June 20, 2001. As amended by Laws No. 110 of June 24, 2003, No. 186 of August 4,
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will have positive effects by encouraging new competitors to enter the market, which will, in turn, lead to lower
prices and improvements in service delivery.”

Information and communications technology (ICT)

The latest legislative reform of the ICT sector in Kyrgyzstan focused on promoting competition. The
law on telecommunications®!, enacted in 1998 and last amended in 2023, establishes the legal framework for
the operation of communication networks and the provision of telecommunications services in Kyrgyzstan.
This law highlights several key aspects, including the adoption of the principle of competition within the sector.
It mandates the development and implementation of programs for the deregulation and privatization of the
telecommunications industry. Additionally, it stipulates that the provision of telecommunications services shall
be based on competition, private enterprise, and commercial independence. The law also aims to create
favorable conditions to attract foreign investment in the industry.

Although the law advocates for the promotion of competition, it is necessary to ensure the autonomy
of the regulatory authority and to adopt measures to prevent unfair competition practices. The law in
Kyrgyzstan could consider further promoting the administrative, technical, and financial independence of the
State Communications Agency (regulatory authority). Such independence is essential to prevent regulatory
capture and ensure impartial, neutral decision-making that is free from undue influence by industry operators
or government entities. Additionally, it may be beneficial to strengthen the authority's powers to address
potential abuses of dominant market positions, particularly concerning Kyrgyztelecom, the national
telecommunications operator and public service provider. Ensuring that the presence of a national operator
does not restrict competition in the sector is important, as doing so could hinder innovation, reduce service
quality, and lead to higher consumer prices.??

The law on telecommunications does not mention technological neutrality. The state must ensure the
free adoption of technologies, taking into account recommendations from competent international
organizations. This will help promote the efficient delivery of services, content, and applications using new
information technologies and guarantee free competition. The principle of technological neutrality is essential
to ensure equal treatment of all internet traffic, preventing service providers from discriminating against content
or applications.”? Therefore, it is necessary to develop clear provisions on net neutrality to guarantee that all
users have equitable access to internet services without unjustified interference from providers.

The law on telecommunications does not include specific measures to promote internet access in rural
or underserved areas. The law should include provisions to create incentives for expanding coverage in rural
areas, financing projects that prioritize universal access to community ICT services in rural zones and
considering offering demand-side or supply-side incentives for populations located in rural and geographically
isolated areas.%
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Digital payment system

In 2021, Kyrgyzstan initiated a process of modernizing its payment system with the enactment of a
law®> that updates the legal framework for regulating payment operations in the country. The law
defines key concepts related to electronic payments, electronic money, and payment systems, and regulates the
operations of distributing and redeeming electronic money through agents and subagents. Additionally, it
promotes electronic and mobile banking and strengthens the infrastructure for interbank clearing. The law also
stipulates that the activities of payment system operators and payment organizations must be properly licensed
and supervised by the National Bank.

The National Bank, as the primary regulatory authority, has introduced key regulations focused on
consumer protection and the modernization of payment systems. These regulations are well-aligned with
international standards, placing a strong emphasis on transparency, consumer rights, and effective complaint-
handling processes.? Moreover, they enhance the integration of payment systems by establishing a unified
national payment space and adopting ISO 20022 standards for electronic data exchange. In addition, the
regulations encourage the development of an open API environment, enabling third-party access under specific
standards.”” For electronic money operators, the National Bank sets clear guidelines for agent verification,
compliance, and accountability, ensuring the integrity of the payment system while also requiring banks to
provide technical training to their agents.”® Finally, given the significant responsibility the bank holds within the
payment system, its regulatory interventions in the sector are expected to promote competition and innovation.

The regulations promote the standardization, supetvision, and regulation of electronic money
operators, both local and international.” However, the effectiveness of these measures will depend on the
actual implementation of the regulation by the National Bank.

Uzbekistan

Since 2019, the Uzbekistan government has taken steps to update and enact new legislation and
regulations to address e-commerce challenges. Today, Uzbekistan has a comprehensive legal framework
for regulating e-commerce, including, for example: (i) the Law of the Republic of Uzbekistan on Electronic
Document Management (2004)'0) which establishes that an electronic document is equivalent to a paper
document and holds the same legal force; and (ii) the Law of the Republic of Uzbekistan on E-Commerce
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(2022)101 which outlines the legal framework for conducting e-commerce transactions, defining the rights and
responsibilities of sellers, buyers, and e-commerce operators.

The Law of the Republic of Uzbekistan on E-Commerce follows the general guidelines proposed by the
UNCITRAL!? model for e-commerce with regard to electronic documents and data messages. Notable
aspects of Uzbekistan’s law include the legal recognition of electronic messages, electronic signatures,
and the legal validity of contract formation through electronic means.

Consumer protection

Despite the government's efforts, there is improvement to be made to fully unlock the potential of e-
commerce in the country: one area that requires attention is consumer protection legislation. Although
the Law of the Republic of Uzbekistan on Consumer Protection was last updated in 2024 and the e-commerce
law provides relevant regulations, some opportunities for improvement remain. For instance, while Uzbek
legislation requires businesses to provide full information on goods, services, manufacturers, and transaction
conditions, there is an opportunity to emphasize that online disclosures must be clear, accurate, and easy to
understand, allowing consumers to make informed decisions.!?? Likewise, platforms should be required to make
available information about the sellers, including the business name, address, customer service number, ratings,
and any other details that would help customers make an informed decision.

The consumer protection legislative framework could be enhanced by including specific guarantees
for e-commerce, such as the right to withdraw from a purchase. One of the best practices developed
globally to promote the use of e-commerce is offering consumers the ability to withdraw from a confirmed
transaction under appropriate circumstances and within a defined timeframe (withdrawal right). The logic
behind the right of withdrawal in e-commerce is to give consumers the opportunity to reconsider and cancel a
purchase within a specified period, ensuring they are not bound by impulsive decisions or misleading
information.'® Currently, the legislation lacks a clear provision on the right of withdrawal in e-commerce, and
this should be considered as a mechanism to strengthen consumer protection in online purchases.

It is necessary for Uzbekistan’s law to require the strengthening of formal procedures for consumers
to file internal complaints against sellers. The current legislation establishes that the seller must inform
consumers of the procedure for filing complaints (Article 28-1 of the Consumer Protection Law); however, it
does not set minimum standards for how this complaint system should operate to ensure its effectiveness. In
addition, current legislation does not provide details on alternative dispute resolution mechanisms, such as
online resolution systems. International best practices emphasize the importance of sellers and platforms having
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internal complaint-handling mechanisms that allow consumer claims to be resolved informally at the eatly stages,
at no cost to the consumer, with specific rules and deadlines in place.!% Additionally, the establishment of
efficient and accessible online dispute resolution (ODR) mechanisms in Uzbekistan could be essential for
effectively addressing consumer complaints.!0

While the legislation requires sellers to comply with applicable legal standards and regulations, it falls
short in explicitly prohibiting unfair or deceptive practices. The Consumer Protection Law establishes
that it is prohibited to include terms in contracts that infringe upon consumers' rights; however, the current
legal framework lacks a direct and explicit mention of the prohibition of misleading or unfair commercial
practices in e-commerce, such as price manipulation or false advertising. In contrast, international best practices
require businesses to act in good faith, adhere to fair commercial practices, and avoid representations or actions
that could be misleading, fraudulent, or unfair. This includes not concealing terms and conditions that could
affect a consumer's purchasing decision and avoiding unfair contract terms. Furthermore, businesses should
refrain from using deceptive practices related to the collection and use of personal data, as well as misleading
reviews or undisclosed advertising. Consequently, the law should include a comprehensive list of unfair
commercial practices to avoid in the digital environment and introduce more detailed restrictions.!?”

The escrow system outlined in the e-commerce law is a positive step toward increasing trust in digital
transactions; however, additional measures can be adopted. The escrow system retains the buyer’s funds
until the contractual obligations are fulfilled, ensuring that the funds are released to the seller only after the
goods or services are confirmed as received. In case of disputes, the funds can be returned to the buyer. That
said, regulatory protections should also be included regarding liability for unauthorized or fraudulent charges
against the consumer, along with cleatly defined chargeback mechanisms where appropriate. These measures
could further enhance consumer confidence in e-commerce and encourage its growth. 08

Data protection and privacy

Another aspect that needs improvement is data protection and privacy legal framework. Currently,
several laws and regulations aim to protect consumers' information in the digital economy, such as the Law on
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Personal Data!®, the Law on E-Commerce!!?, and the Law on Cybersecurity!!!. Paradoxically, some of these
rules have negatively affected the regular flow of e-commerce.

The Personal Data Law's provisions for international data transmission are problematic and affect e-
commerce. The current law includes two provisions regarding data transfer: the first regulates the cross-border
transfer of personal data from Uzbekistan, allowing it only to countries that provide adequate protection or
under specific circumstances, such as with the subject's consent ot to protect public order and national security.
The transfer may be restricted to safeguard the constitutional order, morality, health, and citizens' rights. The
second provision requires the collection, systematization, and storage of personal data on technical means
physically located within the territory of the Republic of Uzbekistan. In this regard, it can be interpreted that
while international data transfer is generally permitted, it is mandatory to retain a copy of the data in Uzbekistan.
In other words, a form of data localization is applied in Uzbekistan.!!2

Although some countries have chosen to implement forced data localization, this measure has raised concerns
about its potential adverse impacts on emerging data-intensive technologies such as cloud services, e-commerce,
big data, artificial intelligence, and the Internet of Things.!!3

Data localization has been criticized for disproportionately impacting smaller economies.!'* Forced
data localization is problematic for raising costs for businesses and acting as a trade barrier that could provoke
retaliatory measures, such as the withdrawal of companies from the market. Data localization measures can
impact costs and, in certain cases, limit businesses' ability to take advantage of economies of scale offered by
more centralized data storage or processing solutions. In addition, the complexity and variation in data
localization requirements across markets can increase costs, as different rules are applied to similar types of
data. These challenges disproportionately affect small businesses, women entrepreneurs, and developing
countries, where limited technical capacity and higher compliance costs hinder their ability to fully benefit from
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digital trade.!'> Finally, it is important to highlight that countries with minimal data localization and freer
information flow will be better positioned to benefit from these technologies.!¢

Uzbekistan should reconsider its localized data storage requirement and adopt GDPR-aligned data
transfer mechanisms to ensure adequate protection without arbitrary or disproportionate restrictions.
Localized data is not an effective measure for protecting data in Uzbekistan. On the contrary, alternative
frameworks such as the rules established in the GDPR!'7 can be adopted. The GDPR incorporates both
outcome-based and risk-based approaches for international data transfers, focusing on ensuring that data
transferred outside the European Union achieves the same level of protection as within the EU. It also assesses
the risks associated with such transfers, evaluating the level of data protection in the destination country and
ensuring that sufficient safeguards are in place to mitigate any identified risks. Therefore, the obligation to store
data within Uzbek territory should be reconsidered, and data transfer mechanisms should be strengthened in
accordance with the GDPR, avoiding any form of arbitrariness or disproportionate restriction.

Logistics
Trade facilitation

From an international trade perspective, although Uzbekistan is not yet a member of the WTO, it is
in the process of accession and has made considerable efforts to implement reforms and build
institutions that promote trade.!'$ Notably, in 2018, a single window system was developed as a centralized
platform for the issuance of certificates and permits by the relevant customs authorities. In addition, the
Customs Code of the Republic of Uzbekistan has been updated. These initiatives have significantly simplified
trade documentation, improved efficiency, and enhanced the fairness of the customs governance system.

It is essential for Uzbekistan to implement the rules established in the WT'O's Trade Facilitation
Agreement (TFA)!", as they are the gold standard for facilitating international trade. Uzbekistan should
focus on further implementing: (i) post-clearance audits using a risk-based approach, ensuring transparency in
the process; (i) trade facilitation measures for authorized operators; (iii) the single window system; and (iv)
procedures for the expedited release of goods, particularly for air cargo, based on pre-arrival information and
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minimal documentation requirements. It is also advisable to strengthen coordination between customs
authorities, postal services, online retailers, and logistics operators to ensure that advance information further
facilitates customs procedures and risk management in e-commerce.!2

The processes for requesting and issuing certificates of origin must be accelerated through
digitalization. Using electronic systems for processing certificates of origin will help reduce the time and costs
associated with obtaining them. Additionally, the government could consider allowing companies to self-certify
the origin of their goods as a measure to reduce administrative barriers associated with traditional export
procedures.!?!

Postal services

The postal sector in Uzbekistan has undergone positive transformation to become more competitive
within the country. In 2022, the Law of the Republic of Uzbekistan on Postal Communication!?? was enacted
to regulate postal services. The law incorporates international practices!?, including a clear definition of
universal postal service, establishes users' rights, defines postal operators' and service providers' obligations,
and sets as key principles the creation of favorable conditions to attract investments and the promotion of
advanced and innovative information and communication technologies.

There is a clear promotion of competition within the postal services sector; however, the regulatory
body is obligated to protect this competition. The law stipulates that postal services can be provided by
operators and service providers. Regarding operators and providers, the law does not require a license, only the
obligation to comply with legislation, ensure access and quality of services, maintain security, inform users,
compensate for losses, and cooperate with authorities, among other legal obligations. In this sense, there are
no restrictions on becoming a postal operator or provider, other than meeting the essential service provision
requirements. However, the Ministry of Development of Information Technologies and Communications of
the Republic of Uzbekistan (the authorized state body responsible for approving the rules for the provision of
postal services) must keep promoting competition and establish transparent, non-discriminatory, and
proportional conditions for service provision.

It is advisable that the regulatory body in charge of the postal sector be independent. In Uzbekistan,
the Ministry of Development of Information Technologies and Communications is responsible for developing
programs, approving regulations and tariffs, ensuring postal and information security, promoting users' rights,
and coordinating with international organizations, among other duties. Enforcement, however, is under the
State Inspectorate for Control in the Sphere of Informatization and Telecommunications of the Republic of
Uzbekistan — Uzkomnazorat. To enhance transparency and foster competition in Uzbekistan's postal sectot, it
is recommended to promote the regulatory body's independence to impartially oversee service quality and
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encourage competition. Such a regulator would help avoid conflicts of interest and contribute to a more
efficient and well-functioning market.124

Information and communications technology (ICT)

The government of Uzbekistan has issued laws and regulations aimed at modernizing and expanding
the country's ICT sector. Since 2016, Uzbekistan has launched a seties of market reforms to develop a
competitive market economy. For instance, the Law on Amendments to Certain Legislative Acts of the
Republic of Uzbekistan Aimed at Improving Conditions for Expanding Internet and Communication Coverage
on the Territory of the Republic'?> particularly by improving satellite communication networks in remote and
mountainous regions. It reduces barriers such as high state duties and updates licensing procedures, introducing
a new licensed activity for the design, construction, operation, and provision of satellite communication services
to boost high-speed internet access nationwide.'?6 Additionally, the 2024 Resolution of the President of the
Republic of Uzbekistan on Priority Measures for the Implementation of Reforms in 2024 in the Main Areas
Defined in the Strategy "Uzbekistan - 2030" 27 outlines key reforms, including liberalizing the
telecommunications sector, creating an independent regulator, and allowing private providers direct access to
international internet networks.

A new Telecommunications Law is currently under review by the Legislative Chamber of the Oliy
Majlis and aims to reduce the government's high participation in the sector and promote competition.
The new law is expected to address the shortcomings of the Law of the Republic of Uzbekistan on
Telecommunications (1999) that affect internet affordability and access, such as the lack of competition-
promoting measures. These measures will include facilitating the entry of new competitors through a simple,
quick, and inexpensive authorization system. The new law will also mandate interconnections for all operators,
allow infrastructure sharing, regulate access to essential facilities, and guarantee the regulator's independence
by ensuring the separation of the market regulator from other government bodies.
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Digital payment system

Uzbekistan's digital payments sector has strengthened and is increasingly aligned with international
standards. In 2019, Uzbekistan updated its legislation on payments and payment systems'?8, recognizing the
need to regulate, modernize, and promote competitiveness in the sector. The new legal framework introduces
measures focused on e-money, defining the roles of key players in the digital finance ecosystem, and expanding
the range of entities authorized to provide payment setvices in the country. This has facilitated the emergence
of new stakeholders and streamlined digital transactions.

The importance of cybersecurity is acknowledged by the Uzbek government and is integrated into
various legal instruments. The Law on Payments and Payment Systems mandates that e-money issuers are
responsible for ensuring system security, preventing fraud, and with anti-money laundering and counter-
terrorism financing regulations. Additionally, in 2023, the President issued a resolution aimed at strengthening
consumer rights in digital products and addressing violations through digital technologies, with a particular
focus on financial security!?. Presidential Resolution No. PP-1671%, dated May 31, 2023, introduced new
cybersecurity requirements for companies, specifically targeting the protection of critical information
infrastructure in Uzbekistan. Therefore, it is essential for the government to continue promoting the
implementation of cybersecurity measures aligned with international standards.

Despite the Uzbek government's efforts, there remains a significant mistrust of digital finance, with
many opting to make payments and store their money in cash'’!. Currently, the legal framework for
consumer financial protection is focused on increasing information security, and the government's efforts in
this area are evident. However, there are aspects of consumer protection that can be strengthened. For instance,
legislation and regulations should be clear and equitable, ensuring the protection of payment service consumers,
be technology-neutral, risk-based, and overseen by an effective authority.!3? Adequate measures must be in
place to protect consumers' funds, interests, and privacy. Consumers should have the right to clear, sufficient,
timely, and accurate information about financial products and services. They should also have access to safe
and quality financial products, the freedom to choose their service providers, and the ability to file complaints
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and claims with financial institutions. Likewise, consumers should be protected from abusive clauses and
practices in contracts and receive prompt responses to their complaints.!33

The Central Bank is responsible for ensuring the efficiency of the payment system and the
development of innovative digital financial services in Uzbekistan. It is the designated regulatory authority
for the country's payment system. In this capacity, the Central Bank has issued decisions such as the Approval
of the Rules for Issuing and Circulating Electronic Money in the Territory of the Republic of Uzbekistan, which
establishes regulations for the issuance and circulation of electronic money, defining the roles of issuers,
operators, and agents, and setting transaction limits and security requirements. However, the Central Bank must
regulate the sector in a way that fosters innovation and competition, particularly concerning interoperability
(aligning domestic systems with international standards, such as ISO 20022), transparency, and conflicts of
interest within the payment system, etc.!3*

Digital economy taxation

Uzbekistan implemented a 15% value-added tax (VAT) on digital services starting in 2020. In recent
years, there has been a discussion about taxing digital services through either indirect taxes (such as VAT) or
direct taxes (a levy on company revenues). Uzbekistan opted for VAT. Both resident and non-resident
companies must collect and remit VAT when providing electronic services to Uzbek residents. According to
article 241, clause 10 of the Tax Code, VAT applies if the buyer resides in Uzbekistan, uses a local bank account
for payment, accesses services from an Uzbek-registered IP address, or uses a phone number with an Uzbek
international code. Additionally, under article 282, digital services provided automatically via the Internet are
subject to VAT, covering 14 types of activities. Companies must register through an online portal to pay VAT.
Non-resident service providers and intermediaries offering digital or electronic services to consumers are
required to pay VAT, while business-to-business transactions are exempt.

The implementation of VAT for digital services presents significant challenges for Uzbekistan. Tax
authorities must prove both that a digital service was provided and that it was offered to residents physically
present in Uzbekistan. This is problematic as the government may lack the technical capacity to establish and
verify these conditions. Additionally, the broad scope of VAT on digital services in Uzbekistan (covering 14
activities) complicates compliance for IT companies and increases the burden on local producers, especially
startups. Another issue is that, as an indirect tax, the burden falls on the consumer rather than the tech company.
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Uzbekistan must strengthen its VAT enforcement mechanisms. Tax authorities should leverage
technology to optimize tax collection and reduce administrative burdens. Secondly, the 14 types of taxable
activities could be reviewed and reduced in line with international practices.

Imposing direct taxes on digital services is complex, and while some countries have implemented
unilateral measures®8l, the OECD warns that this could lead to issues of double taxation and legal
uncertainty. In 2013, the OECD launched the Base Erosion and Profit Shifting (BEPS) initiative, aimed at
preventing tax base erosion through the relocation of income mainly for tax purposes. In October 2021, a
political agreement was reached that laid the groundwork for implementing a new regulatory framework
comprised of two reform pillars. Pillar 1 of the OECD’s proposal seeks to establish new rules for taxing
multinationals in countries where they have a significant economic presence, even without a physical presence.
Pillar 2 introduces a global minimum tax to prevent tax evasion and profit shifting to tax havens. The OECD
stresses the importance of reaching global agreements to avoid conflicts and ensure fair taxation. The
organization agreed to refrain from imposing new taxes on digital services or any similar relevant measures on
any company before December 31, 2024. 12

Tajikistan

Since 2020, Tajikistan's legal framework has undergone a modernization process that has, to some
extent, impacted e-commerce. In 2022, the Electronic Commerce Law!35 was enacted, followed by the Law
on Electronic Documents and Electronic Signatures!3¢ in 2023. However, these reforms are insufficient to fully
promote and maximize the benefits of e-commerce in the country.

The Law on Electronic Documents and Electronic Signatures is a first step towards facilitating online
transactions, but the judicial validity of electronic documents with digital signatures must be
recognized. While the law in Tajikistan acknowledges that electronic documents are considered signed if the
electronic signature procedure is followed, and that such signatures are equated to handwritten ones, it is
recommended to strengthen the legal equivalence between electronic and handwritten signatures across all areas
not just in civil transactions, but also in litigation and judicial processes, giving them full probative value.13” This
lack of recognition impacts legal certainty and trust in the validity of electronic transactions.

>

Consumer protection
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In terms of consumer protection, there is a lack of specific provisions for e-commerce, affecting
consumer trust in online purchases. The current consumer protection law! is oriented toward traditional
commerce and lacks specific provisions for online commerce that would enhance consumer trust in online
transactions. Moreover, the Electronic Commerce Law only superficially regulates certain aspects related to
consumer protection.

It is essential to establish a regulatory framework focused on strengthening consumer protection in e-
commerce. Obligations should be established for providing truthful and sufficient information from sellers
and platforms (contact details, exact pricing, product characteristics, contractual terms and conditions, etc.);
introducing a right of withdrawal for online purchases; requiring sellers and platforms to develop easy and
efficient complaint mechanisms; clarifying the responsibility of e-commerce platforms within transactions and
towards consumers; including provisions against unfair online practices such as hidden advertising, fake reviews,
dark patterns, etc.; and imposing post-sale obligations on sellers regarding delivery timelines and guarantees.!?

Data protection and privacy

While the country has made efforts to protect its citizens' information, in light of international
practices, there is still space to work on increasing protection and, at the same time, citizens' trust in
digital transactions. Tajikistan’s Data Protection Law!4 and Law on Information'#! regulate data protection
principles, processing requirements, and data subject rights. However, this legal framework remains quite basic
and is still far from meeting the international standards promoted by the GDPR. The law should adopt a risk-
based approach with proactive security measures to prevent breaches, enforce data breach notifications, and
strengthen enforcement (ensuring the establishment of an institution capable of responding to violations and
protecting citizens' rights), accountability, and transparency. As well as, implementing effective measutes for
international data transfers, focused on assessing the safeguards in the destination country and mitigating risks,
among other considerations. These updates would modernize the framework, enhancing personal data
protection and promoting e-commerce.'#2

Logistics

Trade facilitation
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Tajikistan has taken steps to improve its trade facilitation process. Since 2013, it has been a member of
the WTO!43, has a National Trade Facilitation Roadmap as a guiding framework for a comprehensive reform
program over a five-year period (2019-2024), and in 2020, the National Single Window (NSW) for export,
import, and transit procedures was implemented.

The obligations derived from the World Trade Organization Trade Facilitation Agreement!# have not
yet been fully implemented, affecting the competitiveness of foreign trade (including e-commerce).
The NSW in Tajikistan has been partially implemented, but further government efforts are needed to enable
the issuance and acceptance of electronic documents, reduce physical paperwork, and facilitate e-payment of
customs duties and fees. Additionally, the lack of interoperability between government agency systems prevents
the smooth exchange of information and access to real-time data, resulting in increased export and import costs
due to time delays and redundant processes.!* According to the UN Global Survey on Digital and Sustainable
Trade Facilitation, Tajikistan has not implemented trade facilitation measures for cross-border e-commerce.'46
To further optimize cross-border trade, Tajikistan should also simplify processes for e-commerce and focus on
implementing an automated risk management system. Such a system would streamline customs controls by
concentrating on high-risk shipments and expediting the clearance of low-risk ones, improving efficiency and
reducing costs for 147148

Tajikistan should continue with the implementation of the TFA. The adoption of electronic customs
processes and the acceptance of digital documents as part of the TFA implementation is key to streamlining
online transactions and promoting e-commerce in Tajikistan. Furthermore, simplifying, modernizing, and
harmonizing customs procedures reduces the costs and time associated with exporting and importing goods.
This is especially relevant for small and medium-sized enterprises, which face more significant barriers to
competing internationally.!49

Postal services
Postal sector reform in Tajikistan is crucial and urgent for the development of e-commerce. To

maximize the development of e-commerce, it is essential to foster competition and innovation, and facilitate
the development of efficient courier services, while maintaining an accessible and quality universal postal service.
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The current legislation is not capable of responding to the needs of e-commerce and, in fact, its
provisions represent a barrier to online commerce. The Law on Postal Service!® was introduced in the
country in 2003, aiming to regulate activities in the field of creation, functioning, and development of postal
communications. Although the law establishes the promotion of effective and fair competition in the postal
communications market in the interest of individuals and legal entities as one of its principles, this has not been
realized in the postal market. Instead, a monopoly has emerged in both the postal mail service and express
courier service.

The current law imposes barriers to entry for new competitors in the postal sector through the
licensing process. The law states that postal services require a license and specifies that the licensing process
must follow the rules set by the Law on Licensing Certain Types of Activities.!>! This law was repealed by the
Law of the Republic of Tajikistan on the Permitting System, which establishes general regulations regarding
licenses in Tajikistan and specifies that courier services, as an activity within postal communications, require a
license. While this law does not establish specific rules, the resolution on the Approval of the Regulation on
the Specifics of Licensing Certain Types of Activities'>2, which remains in effect despite ongoing initiatives by
the Communication Service to enact a new regulation in accordance with the Permitting System Law, details
the postal services requiring a license in Tajikistan, including the reception, processing, transportation, and
delivery of mail, the sending of funds by mail, courier and international postal services, and the production and
sale of postal stamps. According to the resolution, licenses must include details such as contact numbers, email,
and the territory of validity. Additionally, licenses impose requirements such as the type of authorized activity,
the duration of the license, the obligation to provide requested information, ensuring service quality, protecting
postal confidentiality, and cooperating with the government in crime prevention.

It is necessary to carefully assess the requirements of the resolution on the Approval of the Regulation
on the Specifics of Licensing Certain Types of Activities, as they may become a limitation for
competition. The resolution states that to obtain a license, one must ensure the established quality standards
of the services provided in accordance with the licensed type of activity. This rule can be problematic as it
grants discretionary power to the Communications Service authority to impose additional requirements based
on quality standards. In other words, the regulatory authority has a broad margin of interpretation, which has
resulted in the inclusion of complex requirements that prevent postal service operators from operating legally.

The regulation of licenses is also problematic because it does not clearly distinguish between postal
services!> and reserved universal postal services'>*. The law establishes a general licensing process for the
postal communication field without differentiating the type of setrvice, resulting in excessive regulation for
value-added services. This leads to disproportionate burdens for courier companies, which ultimately must
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meet the same requirements as the official post operator, such as being present in every district.!55 This
negatively impacts the entry of competitors in the non-universal postal services sector. International practices
tend to license universal postal services, with the licensee required to follow specific rules to guarantee the right
to postal service. However, for non-universal postal operators, authorizations are typically issued based on
minimal compliance.!>

The licensing and authorization processes must be objective, transparent, and non-discriminatory.
The licensing process for universal postal services and the authorization for non-universal services should be
clear, proportional, and transparent, as well as focused on promoting competition in the postal sector.!5?
Legislative reform is required to ensure competition, it is necessary to introduce a simplified authorization
system for private courier operators that requires compliance with basic requirements and minimum obligations
such as inviolability of correspondence, confidentiality and security of the postal network, regulations on the
transport of dangerous substances, prevention of drug trafficking, terrorism, money laundering, etc. Having a
less complex authorization process for courier and urgent delivery services will allow for the entry of
competitors (including international companies) into the market, the regularization of those operating in the
shadows, and the enhancement of e-commerce use, both nationally and internationally.

The legislative reform should include provisions that require the designated operator to provide access
to its network to other operators under fair and non-discriminatory conditions. Access to the public
postal network must be transparent and non-discriminatory. This is essential to ensure competition, allowing
private operators to use the existing postal network under fair conditions. !5

Another key aspect that the legislative reform should address is the consolidation of a body with
administrative, technical, and financial independence, which concentrates the regulatory functions of
the postal service. The current law assigns regulatory functions mainly to the Communications Service;
however, according to Articles 7 and 8, these functions could be distributed among various government entities
instead of being concentrated in a single independent body. Additionally, there are no explicit rules guaranteeing
its independence. This is problematic, as a non-independent regulatory body may make decisions that favor the
state monopoly rather than promoting competition and innovation.

Information and communications technology (ICT)
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The Law of the Republic of Tajikistan on Electric Communications'>’ was enacted in 2023 in an
attempt to modernize the country's telecommunications sector. The law outlines key principles to ensure
the sectot's efficiency, such as promoting competition, protecting users' interests, developing infrastructute,
and fostering technological innovation. Additionally, it declares electrical communication services as universal
and allows for network interconnection, stipulating that it cannot be denied without justification when
technically feasible.

Regulatory obstacles persist in Tajikistan, hindering the sector's competitiveness and preventing all
citizens from accessing high-quality internet at fair prices. Although the law mentions promoting
competition, it does not provide a detailed framework to prevent market concentration or ensure effective
competition among service providers. The law states that licenses for telecommunications operators and
spectrum allocation will be granted in accordance with the Law of the Republic of Tajikistan on Licensing
Certain Types of Activities.!®® The licensing law states that licenses for activities in the field of electric
communications and the exploitation of subsoil resources may be issued through competitive processes.
However, first, by not establishing explicit requirements in the law, issues of transparency and legal uncertainty
may arise in the sector. Additionally, it does not consider authorizing operators under more flexible
arrangements, which would reduce the complexity, cost, and time required for new operators to enter the
market. Similarly, the law does not mandate that spectrum management processes follow market mechanisms
(such as auctions), nor does it ensure that these processes are clear, transparent, and promote long-term
competition and investment.!6!

The law is also problematic because it does not promote technological neutrality and, instead, imposes
significant restrictions on Internet access and the content that can be distributed. The law of Tajikistan
grants broad powers to operators and the government to control internet traffic, which contradicts the
principles of technological neutrality. The principle of neutrality is fundamental because it promotes open and
unrestricted access to online information, guaranteeing freedom of expression and digital innovation.'e2 The
restrictions outlined in the law generate negative consequences in terms of competition, equitable access to
information, and the quality of internet services.

Although the law establishes an authorized body responsible for regulating the sector, it does not
clearly detail its independence from the government. The telecommunications regulatory body in
Tajikistan lacks independence as it is directly appointed by the government and may be subordinated to its
authority. Additionally, there are no provisions to ensure its administrative, budgetary, and decision-making
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independence. This lack of independence affects competition and transparency in the telecommunications
sector. 163

Digital payment system

The Government of Tajikistan has made significant efforts in developing the country's digital finance
infrastructure. In 2014, the National Bank of Tajikistan (NBT) initiated the ‘Strategy for the Development of
the Payment System,” which aims to modernize payment services, ensure financial stability, and increase access
to secure and efficient payment systems. This led to the 2017 adoption of the Law on Payment Services and
Payment System.!64

The Law on Payment Services and Payment Systems has facilitated the development of digital
payment tools such as mobile wallets, e-money, and QR payments, thereby promoting the adoption
of innovative payment solutions.!é> The law secks to define a legal framework that outlines the roles and
responsibilities of different stakeholders in the payment ecosystem. Additionally, the law recognizes electronic
money and establishes rules for its issuance and transfer. The legislation also states that only authorized financial
organizations can operate with electronic money, and providers must inform the National Bank of Tajikistan
before beginning activities related to electronic money.

The results of the implementation of the Payment Services and Payment System law are remarkable.
Non-cash transactions have grown significantly, with non-cash payments rising from 4.7% in 2017 to 19.6% in
2023. Key innovations include the implementation of QR codes in payment systems and the expansion of
payment cards, particularly through the Korti Milli national system. NBT also introduced systems for real-time
fund transfers and securities settlements, enhancing the infrastructure for digital payments.!6¢

The National Bank has adopted a strategy to improve the protection of the rights of financial service
consumers; however, consumers still mistrust digital payment systems. The National Bank of Tajikistan's
2022-2025 Strategy aims to enhance consumer protection through the clear publication of information and
efficient management of complaints. Various instructions and regulations, following international best practices,
establish procedures for information disclosure, the granting of loans and microloans, transparency audits,
secutity, and the implementation of controls such as the "Mystery Shoppet" program.'s” However, the absence
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of cybersecurity regulations negatively impacts consumer trust, especially in sectors such as finance.!%8 Although
Tajikistan’s Criminal Code!® establishes penalties for crimes against information security, this is not sufficient.
The government should promote the enactment of a cybersecurity law that introduces cybersecurity risk
management measures, establishes competent authority, crisis management authorities, and provides elements
for responding to cybersecurity incidents.!70

Chapter IV. Measuring E-commerce Volumes

Defining the Scope: What 1s E-commerce for Measurement?

E-commerce offers substantial opportunities for businesses and consumers in developing countries,
fostering economic growth, promoting financial inclusion, and bridging the gap between rural and urban
communities (WTO, 2021). It empowers businesses to reach wider markets, reduces geographical barriers to
trade, and expands consumer access to a diverse range of goods and services (Deloitte, 2022). However, the
absence of reliable e-commerce data hinders the development of effective policies and strategies to harness the
digital economy’s potential (Nielsen, 2023). Accurate measurement is crucial for understanding the true scale
and growth of e-commerce in developing countries, enabling policymakers, investors, and researchers to make
informed decisions and shape the digital future (Statista, 2023).

E-commerce measurement is critical for understanding the dynamic and evolving landscape of the
digital economy. This understanding is essential for fostering inclusive economic growth, shaping effective
policies, and attracting investment in developing countries. “E-commerce encompasses all transactions
involving the buying and selling of goods and services conducted online, regardless of the platform”,
this definition encompasses transactions through online marketplaces, social media platforms, and dedicated e-
commerce websites, emphasizing that payment and delivery can occur offline171. This definition aligns with
the widely accepted definition of e-commerce, focusing on the online exchange of goods and services (ILO,
2020).

Theoretical Framework: Conceptualizing and Measuring E-commerce Volumes

The measurement of e-commerce volumes presents significant challenges, particularly in developing
countries. One primary challenge is the difficulty in capturing the total e-commerce volumes, as many analyses
focus only on segments that are visible through standard inventory control and pricing analysis, which can lead
to an incomplete picture of the e-commerce landscape (Sodikova, 2023). This limitation is compounded by the
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need for clear definitions of what constitutes national e-commerce activity, including the types of products sold
and the classification schemes used for meaningful international comparisons (Ma et al., 2021).

While national accounts do provide value-added and consumption estimates across various industries within
the e-commerce sector, these figures often rely on existing data that may not fully encompass the
dynamic nature of e-commerce activities, especially in regions where such data collection is still developing
(Unver et al., 2023). For instance, the U.S. Bureau of Economic Analysis (BEA) has made strides in measuring
e-commerce, but its methodologies may not be directly applicable to developing countries due to differing
economic structures and data availability (Luo & Niu, 2019). In this context, it is crucial to establish robust data
collection methods and analytical frameworks tailored to the unique circumstances of developing nations. This
involves not only identifying relevant data sources but also adapting measurement techniques that can
accurately reflect the complexities of e-commerce in these regions (Tang & Wang, 2020). The goal is to create
a comprehensive understanding of e-commerce dynamics that can inform policymaking and support economic

Surveys remain one of the most reliable methods for capturing e-commerce data. According to the
OECD (2019), household surveys help understand consumer behavior and adoption rates, while enterprise
surveys offer insights into business engagement and the economic impact of e-commerce. The US Census
Bureau, for example, tracks e-commerce sales as part of their retail trade reports, providing detailed data on the
proportion of online sales to total sales. However, surveys can be resource-intensive and may not capture real-
time data, making them less adaptable to the rapidly changing e-commerce environment.

Big data analytics is an emerging method that leverages large datasets to measure e-commerce
volumes. Web scraping techniques to extract data from e-commerce platforms, allowing for real-time analysis
of sales volumes and trends (Einav and Levin, 2014). Payment gateway data can also offer valuable insights into
transaction volumes and consumer spending patterns (ECB, 2020). Indirect measures of e-commerce activity
can be provided by telecommunications data, by analyzing mobile internet usage patterns (Aker and Mbiti,
2010). Data from logistics companies, such as parcel shipment tracking, offers another robust measure of e-
commerce activity (Hiibner, Kuhn, and Sternbeck, 2013). Social media analytics can track consumer

engagement and market trends, providing a comprehensive view of the e-commerce landscape (Jarvinen and
Karjaluoto, 2015).

Box Ne : Closer look into different methods of measurement

Household Surveys: Data collected from households about their online purchasing behavior provides
insights into consumer spending patterns (World Bank, 2019). However, these surveys can be limited by
sample size and underreporting, especially in developing countries with limited access to internet and digital
devices (ITU, 2023).

Enterprise Surveys: Businesses are surveyed about their online sales, providing valuable data on the supply
side (ILO, 2020). Challenges include difficulties in reaching all businesses, particularly those in the informal
sector, which often operates outside of official records (ILO, 2022). Scholars have suggested that innovative
approaches, such as using mobile technology or crowdsourcing, can be utilized to reach businesses in the
informal sector (UNCTAD, 2021).

Transaction Data Analysis: Analyzing data from online platforms and payment gateways offers a direct
measure of transactions (Visa, 2023). This approach may be incomplete in countries with limited digital
financial inclusion, as many transactions in the informal sector may not be recorded through formal payment
systems (ILO, 2020). Scholars have explored the potential of using mobile money data or other alternative
financial systems to capture transactions in the informal economy (GSMA, 2023).




Web Scraping and Data Mining: Extracting data from websites and online platforms can provide insights
into product offerings, pricing, and sales trends (Harvard Business Review, 2019). This method requires
sophisticated technical expertise and may be subject to data privacy concerns, particularly in jurisdictions
with stringent data protection regulations (UNSD, 2021). Scholars have investigated the ethical implications
of data scraping and have developed guidelines for responsible data collection practices (UNSD, 2021).

Moving Beyond Traditional Metrics: Embracing New Approaches

The accurate measurement of e-commerce is increasingly vital, particularly in the context of dynamic
and complex developing economies. Traditional measurement methods, such as household and enterprise
surveys, often fail to capture the full scope of online activities, leading to significant gaps in understanding the
e-commerce landscape (Lyu, 2023). As highlighted by the World Bank, these conventional approaches may not
adequately reflect the rapid changes and complexities inherent in e-commerce today ("Research on Problems
and Suggestions of Rural E-commerce Development under the Background of Rural Revitalization", 2023).
Consequently, innovative methodologies are essential to address the evolving challenges posed by the digital
economy.

One promising strategy is data integration, which involves combining various data sources, including
household surveys, enterprise surveys, transaction data, and social media analytics. This multifaceted approach
can provide a more comprehensive and nuanced understanding of e-commerce activities, overcoming the
limitations associated with relying on individual data collection methods (Li, 2022). The UNCTAD emphasizes
that such integration can yield a holistic view of e-commerce, facilitating better policy formulation and business
strategies (Zhang et al., 2019).

The implementation of real-time data collection systems is crucial for capturing the dynamic nature
of e-commerce trends. By utilizing real-time analytics, stakeholders can gain timely insights that support agile
decision-making and rapid adjustments to policies and strategies (Yang, 2022). Companies like Visa have
recognized the importance of real-time data in adapting to market changes, while IBM has underscored the
transformative potential of advanced data analytics in enhancing e-commerce measurement (Darmayasa &
Kumontoy, 2022).

Standardization of data formats, and interoperability protocols can facilitate the sharing and
integration of data from diverse sources. The World Bank has noted that developing standardized
methodologies can help overcome data silos, leading to a more unified and comprehensive understanding of
the e-commerce landscape (Hu, 2023). This is particularly relevant in developing economies, where disparate
data systems can hinder effective analysis and policymaking (Utami et al., 2021).

EGATE proposed solutions based on context of Central Asia

Central Asian countries encounter distinct challenges in measuring e-commerce volumes. The limited
digital infrastructure in Central Asia significantly hampers e-commerce participation. Internet penetration rates
are low compared to other global regions, particularly in rural areas where access to digital devices is scarce
(Chung, 2019). This lack of infrastructure not only restricts participation in e-commerce but also complicates
the collection of accurate data regarding online transactions (Behl, 2023). The widespread use of informal
communication channels, such as SMS or manually typed messages in social media communications (Telegram,
Instagram, etc.) for online ordering in the region lead to an underestimation of actual e-commerce transactions.

In Central Asian economies, a substantial portion of economic activity occurs in the informal sector,
which is characterized by a lack of formal record-keeping (Noviani, 2023). This absence of transparency makes
it difficult to capture e-commerce transactions accurately, as informal businesses often do not report their
activities to statistical agencies (Liu et al., 2017). The International Labour Organization (ILO) has highlighted



the significant role of the informal sector in these economies, further complicating the measurement of e-
commerce ("Opportunities and Challenges of Cross-Border E-Commerce Development Cooperation between
China and Southeast Asian Countries—DBased on the Perspective of the Entry into Force of RCEP", 2023).

Limited statistical capacity within Central Asian countries presents a significant barrier to effective e-
commerce measurement. Being lower-middle income economies, they face limited government funding for
statistical agencies restricting the capacity for data-driven policymaking, making it challenging to effectively
implement evidence-based interventions. Statistical agencies often lack the necessary resources and expertise to
collect and analyze comprehensive data on e-commerce activities (Behl, 2023). The Asian Development Bank
(ADB) has emphasized that building statistical capacity in these countries requires substantial investments in
training, infrastructure, and technology (Chung, 2019).

The EGATE proposed methodology that suits Central Asian countries considering the challenges
they face in todays’ reality. It offers an approach by surveying two principal agents: households and
enterprises, recognizing their dual roles in both purchasing and selling. By appropriately aggregating these
figures, the e-commerce volumes are derived for both demand and supply sides—ensuring to avoid double
counting. It is based on nationally representative surveys, “Listening to Citizens of Uzbekistan”, “Listening to
Kyrgyzstan”, and “Listening to Tajikistan”.

Uzbekistan

The statistical recording of e-commerce volumes is formed based on official statistical reporting - data
from legal entities that are commercial organizations. This data is collected electronically, but some
financial data from the Central Bank and Tax Committee is confidential that makes it difficult for the Statistics
Agency to access information about individual e-commerce activity and is limited in its ability to analyze certain
financial data. To improve data collection, Uzbekistan needs technical assistance, including expert advice on
legal frameworks for e-commerce, funding for software development, market assessments to understand the
current state of e-commerce and international collaboration through conferences and forums to share the best
practices.

Considering the current way of accessing the volumes of e-commerce implemented by the Statistics Agency of Uzbekistan, EGATE

proposed method could serve as additional source of data. The survey for measuring e-commerce was developed for Uzbekistan at
the subnational level based on World Bank surveys. For the study, housebolds were asked 10 questions, and the survey was
circnlated across all 14 Uzbekistan regions including 12 oblasts, the Republic of Karakalpakstan, and Tashkent city. The analysis
provided below is based on the data obtained in April of 2024.

Despite the fact, that all (99.7%) households of Uzbekistan have Internet connection equally in urban and rural
areas, the share of households purchasing goods and setvices online in urban areas is twice as the share
of those in rural. Some regions of the country outside of Tashkent show promising results on demand for
online purchases. Tashkent city, Navoi, and Fergana are the top three regions with share of households of 11.6
percent, 10.8 percent, and 7.3 percent, respectively (Figure #).

Social networks and messages remain the main channel for online shopping. More than two third of
Uzbek households prefer it, while marketplaces are popular only among 3 percent of households in Navoi. The
average amount of consumption using social media accounts is about 17,000 UZS for private use and about
170,000 UZS for business use.

Share of households selling goods or services online is comparatively low in Uzbekistan. 0.4 percent of
them are interested in supplying their products using the Internet, and it is not popular in rural areas, were only
0.2 percent of households experience e-commerce.
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Kyrgyzstan

The survey for measuring e-commerce was developed for Kyrgyz Republic at the subnational level based on World Bank surveys.
For the study, housebolds were asked 10 questions, and it was circulated across all 7 regions and 2 cities of Kyrgyz Republic. The
findings described in the chapter are based on responses of households obtained in May — July 2024.

Online shopping is gaining traction among Kyrgyz households, with about 20 percent now embracing
this convenient option. While a sizable portion of the population still relies on traditional shopping methods,
the adoption of e-commerce continues to grow. Social media networks play a prominent role in this trend, with
60% of online shoppers utilizing them for product discovery and purchase. This signifies the influence of social
media in shaping consumer behavior and driving online sales. The average online shopping spend per
household currently sits at $70, demonstrating the increasing popularity and potential of e-commerce in
Kyrgyzstan. As internet access and digital literacy tise, this number can climb further in the coming years.
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Measuring Digital Dividends for Farmers in a Non-Digitally Connected
Reality

In many developing countries, particularly in rural areas, the lack of internet access and digital devices among
farmers poses significant challenges to accurately measuring the impact of digitalization on their livelihoods.
Traditional metrics often fail to capture the benefits that farmers experience through digital tools, necessitating
a broader range of indicators to assess digital dividends effectively (Singh, 2023).

Even in the absence of internet connectivity, mobile phones have become widespread in many developing
regions, providing farmers with essential access to information, markets, and financial services. Mobile phones
are increasingly utilized by farmers for market information, agricultural advice, and financial transactions,
thereby reflecting the impact of digital tools on their livelihoods (Hoang, 2023; Ragetlie et al., 2022).

Market access is another vital indicator, as digital platforms can connect farmers to new markets, reducing
transaction costs and enhancing their bargaining power. Indicators such as the number of farmers accessing
new markets through these platforms, the volume of agricultural products sold, and the average prices received
can help assess the impact of digitalization on market access. Research has shown that e-commerce platforms
significantly improve market access for farmers, especially in remote areas (Glaros et al., 2023).

Digital technologies enhance agricultural extension services by providing timely and relevant information on
best practices, weather forecasts, and market trends. Indicators such as the number of farmers accessing
agricultural information through digital platforms, the frequency of access, and the adoption of new practices
based on this information can measure the impact of digitalization on knowledge dissemination and agricultural
practices. Number of farmers using mobile money accounts, the volume of transactions, and access to credit
and insurance can assess the impact of digitalization on financial inclusion Mobile money services significantly
improve financial inclusion in developing countries, particularly among rural populations (Rotz et al., 2019).



Box Ne: Case of India

Farmers who can use the Internet to trade with wholesalers or large brokers look at how much their monthly
incomes increase. The Internet is not yet universally available, nor is it viable in most developing countries,
particulatly for farmers in remote locations, so e-commerce's full potential cannot be realized. Therefore, the
question is asked whether a farmer who is not digitally connected would be better off if his cooperating or
nearby farmers are e-commerce enabled.

With access to e-commerce, the price offered by traders will rise on a farmet's crops, and the amount offered
will also be stable. Their farm gate monthly prices will go up about 16% for most crops (the biggest gain is
for vegetables). On average, e-trading raises offer prices by a factor of 1.5. However, one new intermediary
cither way crashes the price on a farmer's crops. Any e-commerce enabled farmer community would only
benefit these 12 farmers out of 100 in a cooperating scenario. If the alternative is no e-trading, the farm gate
price increases of e-commerce empowered intermediaries will not dampen price increases in farmer
communities. A globally employed power of 1.25 on offered prices concerns farmers' crop income gain of
about 4% or, on average, 5,800 rupees in North and East India. Disregarding a model with increased price
competition to examine further consequences of email access to a farmer community, the price information
email enabled cooperating farmers are receiving raises the offered price by a factor of 1.42. Email access by
itself has a modest straight effect on farmer incomes of about 866 rupees in North and East India.

The most significant e-commerce induced incremental gain can be measured considering an evolving banking
scenario. Country banks that charge 5-20% fees on credits to small farmers drive bank rates down in
cooperating farmer communities with access to e-commerce. E-commerce transactions between traders and
farmers cause income settlements via credits coming from banks situated in the farmers' areas at an interest
rate of 10-12% at maximum with no mortgage required. In a farmer community with email access, bank
credit would rise on average from 55,000-68,000 rupees by farmers' cause, all of whom now take loans to a
monthly credit sum of about 165,000 rupees. Overall, the competing banking scenario amplifies the initial
net e-commerce dividends beyond 30%.

Results are derived from a multi-stage, multi-regional, and multi-sectoral simulation model on Information
and Communication Technology that was developed and was either directly or indirectly used in various
contexts. The accounts taken on farmers' side and experimentations in the manner of simulations deal with
fruit and vegetable crops accounting for 75% of traded commodities across the model's 92 farm study sites.

Chapter III. E-commerce Policies and Strategies Based on International
Experiences and Readiness Index




Strategies Based on International Experiences

E-commerce is becoming an important income generation tool in both emerging economies and rural
areas.!”? For example, five Indian e-marketplaces (Flipkart, Myntra, Meesho, Snapdeal, Pepperfry) have in total
more than 300 million monthly visits — a proxy of e-commerce demand and a comparable figure to global Etsy’s
visits'73, Indonesian Tokopedia, Bukalapak, and Blibli ensure all together 155 million monthly visits!’. Notable
platforms are observed also in Africa (Jumia provides around 23 million visits)!7>, Vietnam (Tiki has around
17.5 million visits)!76, and other developing countries too.

Successful deployment of the above-mentioned marketplaces is in many cases a result of enabling and
trusted e-commerce environment created with the help of governments. Several examples are identified
for Central Asia economies. The methodology is to find cases with similar socio-economic endowments,
geographic landscape, or common challenges such as in logistical and digital connectivity, low levels of digital
skills, and strong presence of young generation.

E-commerce Policies in L.andlocked Regions

Gansu Province in western China is remotely landlocked, arid, and mountainous, but has a GDP per
capita at 6548 USD in 2022, more than triple those in Uzbekistan, Kyrgyz Republic, and Tajikistan.
Gansu has a land area of 425 thousand square kilometers, which is on par with Uzbekistan (445 thousand
square kilometers). Gansu has a landscape very similar to Uzbekistan (Figure XX). It is a landlocked province
in northwest China, with a natural land passage known as Hexi Corridor connecting Xinjiang Autonomous
Region with central and eastern China. Similarly, Central Asia stands at a strategic point of overland connectivity
between Europe and China, South Asia and Russia, and has been a hub along the ancient silk road. Gansu is
among the poorest provinces in China. It has resources for farm and pasture products, but the market capacity
is limited. Agriculture contributed to 13 percent of its GDP and employed 45 percent of labor force in 2020.
The natural conditions in Gansu are harsh. The central portion locates on the Loess Plateau, with an arid and
semi-arid climate. The south portion is mountainous and has extremely inconvenient transportation. The land
in north portion is deserted, but oil and mineral resources are relatively rich. The east portion, better than others,
is adjacent to the Guanzhong Plain, with stronger economic spillover effects and more convenient
transportation.
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Figure 88: Uzbekistan (left) and Gansu Province of China (right)

Gansu province features its rapidly growing online trade volume over the past years. E-commerce
penetrated well in Gansu. E-commerce has enabled multiple economic sectors such as agriculture, traditional
commerce, tourism, and culture. The annual online retail sales, including both physical goods and services,
increased more than five-fold from 864 million US dollars (USD) in 2015 to 4.78 billion USD in 2020. E-
commerce success in Gansu shows that e-commerce can prosper in remotely landlocked regions. By 2020, e-
commerce stood for nearly 5 percent of total retail sales in Gansu (Figure XX). Cross-border e-commerce has
substantial presence in Gansu, with trade volume reaching 208 million USD in the first eleven months of
2022.177 E-businesses in Min County (roughly equivalent to a district in Central Asia), located in southern Gansu,
focus on selling herbal medicine nationwide, which accounts for more than 95 percent of total e-commerce
sales in the county. In the first quarter of 2020, the total e-commerce sales amount reached 8 million USD.178
Yongchang County in northern Gansu achieved sales of 25 million USD in 2021 through online sales of quinoa,
batley tea, beef, vegetables, fruits, grains, and other specialty agricultural products. E-commerce accounted for
9.3 percent of the county’s tertiary industry GDP.17

Figure 89: Online retail sales in Gansu Province of China
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E-commerce has been a poverty reduction and inclusive growth strategy in Gansu, realized through a
framework of public-private partnership. In 2014, the Government of China prioritized e-commerce as a
tool of reducing poverty in rural areas. Almost at the same time, China e-commerce giants, such as Alibaba and
JD, started to explore larger market in the untapped vast villages and remote areas. As a result, the following
initiatives were taken as part of the PPP framework:

177 The Official Website of Gansu Province of China. http://gansu.gscn.com.cn/system/2023/01/25/012895879.shtml
178 The Official Website of Gansu Province of China. http://gansu.gscn.com.cn/system/2020/03/30/012355010.shtml
179 The Official Website of Gansu Province of China. http://gansu.gscn.com.cn/system/2022/01/20/012701473.shtml



http://gansu.gscn.com.cn/system/2023/01/25/012895879.shtml
http://gansu.gscn.com.cn/system/2020/03/30/012355010.shtml
http://gansu.gscn.com.cn/system/2022/01/20/012701473.shtml

o Digital connectivity: To bring rural residents online and reduce digital divide between urban and
rural areas, central and local governments allocated heavy investments in construction of
optical fiber networks and 4G base stations in rural areas. State-owned and private companies
participated in the construction, operation, and maintenance through competitive biddings. In
five years, broadband access rate in China rural areas increased from less than 70 percent of
administrative villages in 2015 to 100 percent in 2021." This progress coincides with the rapid
growth of e-commerce in Gansu in the same period.

o [ ogistic connectivity: Located in an inland and underdeveloped area, the transportation conditions
in Gansu, especially the mountainous south portion, are far worse than those in the eastern
coastal areas. To improve logistic connectivity, Alibaba and JD established operating centers
in villages for farmers to send and receive parcels. The government established standardized
and digitalized logistics distribution centers in selected counties and set up service stations
across counties, townships, and villages to address the last-mile logistic issue. A new rural
logistics system was created to facilitate e-commerce in rural area: local government employed
deliverymen, who carry online orders to the countryside and bring agricultural products back
to the city. Notably, based on the strategic location advantages on the belt connecting China
and the central and western parts of FEurasia, Gansu carried out a strategy to build logistics
and market channels with Central Asia, South Asia, and Europe. To achieve this goal,
Lanzhou, the capital of Gansu, collaborates with customs in key cities and border ports for
mutual recognition, so that export declaration can be submitted in LLanzhou, and products will
be released at those border ports. This policy is very supportive for the development of cross-
border e-commerce logistics in Gansu.

o Financial services: Agriculture Bank of China built an online service site that functions as an
online bank, e-commerce site, rural finance tutor, and loan source for farmers. Farmers can
access the services from a mobile app, a service terminal, or the online website on a computer.
Although the functionality of the e-commerce site was not proven to be efficient, these
services generally enhance trust and foster digital financial literacy among farmers. Alibaba and
JD also provided micro loans to farmers based on big data on their platforms. Local tax
authorities in Gansu provide special tax services for e-commerce enterprises. County tax
service halls set up green channel for e-commerce enterprises to handle tax. Electronic
invoices are used to save business costs. The authorities also promote certification of small
and low-profit firms to ensure that they can enjoy tax reduction or exemption.

o Digital skills: In addition to logistic services, the operating centers by Alibaba and JD provided
e-commerce trainings to help rural agricultural products enter cities. Local government
organized study tours to advanced e-commerce places, held e-commerce trainings, and offered
necessary electronic devices to poor villages. Villages also organized workshops to share
experience. In particular, Gansu has rich tourism resources and hence many talents of tour
guides. The government invited training companies to offer on-site e-commerce livestreaming
training for tour guides, helping them participate in e-commerce by introducing and promoting
products and advertising tourism during the off-season. To further reduce entry costs and
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encourage people doing business online, the government cooperated with platform companies
to allow local businessmen open stores on the marketplace without paying any fees.

E-commerce Policies on Digital Connectivity

The development of national IXPs (internet exchange points) in the landlocked Bolivia has been
essential to ensure usage of digital services and digital platforms, including marketplaces, with low
latency. An IXP is a prerequisite to the development of any significant domestic content production, hosting,
ot co-location industry. Its objective is to enable the domestic exchange of domestic Internet traffic. As a rule,
an IXP is desired to be established first in a location before content providers such as Amazon or eBay consider
providing local services. IXP reduces average per-bit delivery cost, enabling high-bandwidth connections. In
compatrison to the pre-IXP condition, the increasing demand for these services and ISPs' capacity to provide
them at a new, lower price point, serve to boost market penetration and the market's overall revenue worth. In
Bolivia it was set up in 2013 and ensured data exchange of 90 Mbps. Today, the IXP has grown to 13 Gbps, a
X-fold increase. Download speed jumped from an average of 600—700 milliseconds to 11 milliseconds.!8! By
increasing speeds, it improves e-commerce user experience for both consumers and producers.

Liberalization and decentralization of the telecommunications sector in Peru brought higher demand
and supply in the internet sector across the country. The Peruvian regulator, Osiptel, had strict regulation
on coverage and quality of the service for the Internet by 2013. The local municipalities had also imposed
restrictions on the deployment of the base stations, making it difficult for the telecommunications companies
for the expansion of the network.'82 In April of 2015 the Ministry of Transport and Communications pushed
a new legislation on “Strengthening of the Telecommunications Infrastructure Expansion”, which set out a
standard process and automatic approval to install towers'®3. This new regulation brought automatic approval
by the municipalities, and decentralized and accelerated the decision-making process. Fewer obstacles were
deployed for acquiring permits and simplified the procedures for environmental certification. This new
regulation helped mobile companies to deploy infrastructure in rural areas, and helped smaller companies
compete better with the larger players!84. Peru had an internet penetration of 71 percent as of 2021, in
comparison to 41 percent in 2015185, Competition and liberalization of the telecommunications market lowered
the cost of the service and diffused the internet all over the country.

E-commerce Policies on Logistic Connectivity

Deregulation and improvement of the efficiency of the Postal Service boost the logistical connectivity
and flourishes the e-commerce potential. Mail delivery is one of the earliest public services provided by the
state. Primarily, the mail service is a state-owned monopoly in just about every country. However, in the past
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20 years, many countries started deregulating the service. Although deregulation allowed private couriers to
perform services of the public mail system, the latter maintained the monopoly of exchange in international
mails'®. This privilege is reserved under the Universal Postal Union (UPU), an entity which regulates and
coordinates all international mail carriers. Postal service is the major delivery component of any country, and
the efficient postal service has the potential to develop the e-commerce potential in any country.'8” For example,
the most common delivery method in EU is the post. About 75 percent of all commercial items that are sent
are enabled by the Universal Postal Union (UPU)!8s,

Argentina provides such an example of improving postal services through privatizing the sector.
ENCOTEL (Empresa Nacional de Correos y Telégrafos), Argentina’s public mail provider was one of the
oldest state-owned enterprises in the country. Like most other mail systems in the world, it evolved for centuries
as a state-owned monopoly. ENCOTEL had historically enjoyed a complete monopoly on all mail and
telegraph activities 189, Argentina’s 1979 decree allowed some forms of private participation based on
ENCOTEL’s inability to cover all geographic areas of the country due to its inefficiency. A degree of monopoly
power was still held by ENCOTEL, which could grant licenses and subcontract the services to private firms.
In exchange, ENCOTEL received a percentage of the revenues. Indeed, ENCOTEL was operating inefficiently,
as it charged higher prices for the mail in comparison to its competitors, especially those operating illegally.
Companies operating in the illegal market paid lower wages than the government owned postal services
resulting in a far more competitive cost structure. Furthermore, non-registered companies have managed until
today to avoid paying taxes.!%

Removing market entry barriers and enabling market competition was a key step. In 1995, the Minister
of Economy of Argentina, Domingo Cavallo and his team undertook the major improvement of the efficiency
of the mail system through further privatization. He first deregulated the market by removing market entry
barriers to welcome competition. Within the new framework of the deregulation, the new companies would
gain their market share quickly, given the inefficiency of the Mail.

The privatization of the sector grew into a Public-Private Partnership with the public sector covering
the remote and rural areas. Argentina set forth the operation of the deregulated market and indicated the
terms of the transformation of ENCOTEL into a shareholder enterprise. The new legal mandate ensured the
public mail provider’s character as the universal postal service provider, therefore making it liable for the
distribution of the mail in distant rural areas at affordable prices. In case ENCOTEL does not meet its
obligations, subsidies will help meet them. As the deregulation would lead to privatizations, it ensured the
possibility of compensation from the National Treasury if the concessionaire is obligated under the universal
service requirements to deliver to a region where it is not financially viable.1”! The same mandate created a new
entity that would assume the regulatory functions and take away from the Mail the responsibility of issuing mail
operation permits. The newly created Comisiéon Nacional de Correos y Telégrafos was now in charge of all the
activities related to registering and monitoring the service providers, determining the minimum standards of
the industry, monitoring quality control, and fostering research on the market.!9?
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In 1993, Argentina launched a competitiveness plan for the public mail provider, that included improvement
of the efficiency in the distribution system, reduction of costs, transformation of the image of the Mail and
improve the brand of “Argentine Mail” as a market leader, and update the main assets of the company in order
to strengthen its investment capacity. The transformation of the Mail gave major improvements. Postal costs
had been reduced by 77 percent for large customers. The price of a standard letter went down to US$ 0.75. By
improving the efficiency of its human resources, operations, corruption, and institutional image, the Argentine
Mail was able to penetrate the hardest to reach areas of the country, where private operators could not be
present!®3,

Overall, the changes from 1992 to 1995 included:

Increase of number of pieces distributed from 300 million a year to 423 million a year
Increase of customer share by 304 percent

Increase of sales productivity by 72 percent

Increase of volume productivity by 78 percent!%*

o S

Private mail providers also took a larger share in the market. Initially, more than 200 new mail providers set up
shop almost overnight, generating around 18,000 jobs, which brought decline in prices and affordability for the
population. Argentine has privatized ENCOTEL in 1997. The service was granted in concession to Cotreo
Argentino. Argentina Mail was one the first postal services providers to be privatized globally. It was later re-
nationalized in 200515, but this decade of reform in the sector clearly demonstrated the ability of a vibrant
private sector in unlocking postal service potentials. Such potentials are also available in Central Asia and remain
to be unlocked to push forward the e-commerce growth agenda.

The partnership between e-commerce platforms and local mom-and-pop stotes in rural India helps
penetrate the hard logistical areas of the country. India has roughly 20 million kiranas, which account to
about 88 percent of the brick-and-mortar market!%. Kiranas are small mom-and-pop shops that constitute 75-
78 percent of total consumer goods sales in India!?”. Kirana stores also contribute about 10 percent of India’s
GDP and employ 8 percent of the workforce!%.

Amazon launched “I Have Space” program in India, that partners with the kirana stores all over the country,
especially in rural areas!?. Kiranas were used as delivery points for the online marketplace, which let the stores
carn extra income. At the same time, it helped distribute the products faster in the areas, where logistical
connection was hard to reach. Amazon also taught the local heads of the kiranas to use inventory, and helped
shop owners taught the local population how to use online shopping. Aside from using kiranas as agents of
last-mile delivery, Amazon helped them in developing their presence online?®. It’s “Local Shops” initiative was
offering retailers register their kirana shop online, and then sell to local customers who may be shopping on
Amazon. By 2025, Amazon is planning to bring one million kirana stores onto its website, up from 50,000 at
the moment?!. One of the benefits of the program is that the discounts that are offered by the marketplaces
do not end up losing customers, who would get the same products online.
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Other examples of using kirana shops as last-mile delivery in India include an initiative by Reliance Retail and
mobile operator Jio, where customers place an order, and then instead of Reliance delivering it to the customer,
customers pick it up from the local kirana??2, Walmart owned Flipkart has also invested 30 million in Bangalore
based startup Shadowfax, which works with kiranas in 300 cities and uses their real-estate to store inventory
and utilize its large network of freelancers for the delivery?’3,

E-commerce Policies on Payment Systems

Private-sector-led investments in digital payment infrastructure helped Nigeria to enter the list of the
African leaders of e-commerce. Nigeria enters top-40 markets globally by e-commerce revenue by different
estimates 10 billion USD in 2021, placing it ahead of Pakistan and slightly behind Finland. It is among the
African countries with the largest number of online marketplaces.?* These results are not possible without a
robust digital payment system incubated by coordinated private sector investments and conducive policy
environment.

First, the government of Nigeria instituted several regulatory measures to sanitize the finance sector of the
economy, including the Independent Corrupt Practices Commission Act, to minimize fraudulent practices in
the country in later 90-ies. Second, policies were conducive to allow the creation of Interswitch in 2002, a
private company that set up a platform for e-transactions and e-payment. It introduced electronic payments
processing and switching services. Today it has over 90 percent market share in electronic transactions
processing.20>

Initially, Interswitch was established by seven Nigerian banks to facilitate transactions using infrastructure that
links debit, credit and prepaid cards to a wide range of payment channels including point of sale terminals,
ATMs and web merchants. Interswitch today runs a network of over 11 000 ATMs.26 With the take-up of
Interswitch, financial platforms that were formerly hosted abroad have begun to migrate back to Nigeria, and
all transactions on these platforms become exchanged locally by ISPs connected via the national IXP. Over the
years gradual evolution of Interswitch led to creation of a single fintech ecosystem and contributed to further
financial services rollout in Nigeria. It became owner of Verve, Nigeria's most used payment card; Quickteller,
an online payment platform; RetailPay, a mobile business management platform; and Smartgov, an identity and
electronic payments management infrastructure for Nigeria state governments.

E-commerce in Hungary accelerated while shadow economy shrank in recent years because of e-
banking solutions that simplified business processes. Between 2016 and 2021, Hungary saw one of the
largest growth spurts in online shoppers in the European Union with the share of internet shoppers grew with
26 percent points.27 Over the last 3 years, digitalization of invoices payments decreased the share of the ‘grey
economy’ in Hungary from 27% to 21%.208
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The key policy solution was the update of the invoicing submission system. In 2018 Hungary Tax Office
has introduced real-time, electronic reporting of domestic B2B sales invoice data to help SMEs decrease time
on non-business activities, especially paper-based invoice management for e-commerce exporters. In Hungary,
connection with tax authority is online-only without possibility of manual reporting. As declared, the changes
brought about crucial changes in the daily life of companies. Leading Hungarian banks integrated invoice
management and banking, simplified submitting, payments and letting SMEs to have a real-time payment status
of each invoice.

E-commerce Policies on Digital Skills

Digital skills training programs in Bangladesh are helping the younger generation access the
international job markets. Bangladesh has large presence of younger generation. Three out of four people
in Bangladesh are below the age of 40 years?”. The number of unemployed graduates is increasing in the
country. The government of Bangladesh and the non-profit organizations are focusing on improving the digital,
and freelancing skills of the Bangladeshi youth, as the country’s job market is in a very fragile state, where 47%
of educated population is unemployed?'°.

The ICT Division has launched the Learning and Earning project, which aims to train 40,000 trainees across
the country. This program offers free trainings on skills such as search engine optimization (SEO)and
application development.?!! Also, the ICT Division established the Freelancers Bangladesh Portal, which
provides all the necessary information about freelancing jobs, tutorials, freelancers banking, database of
freelancers, etc.212

In 2019 CodersTrust Bangladesh (CTBD) launched the “Women’s Skills Development for Freelancing
Marketplaces”, which aims to develop 1,000 young underprivileged women into freelancers by providing them
with the training on digital skills, and post-training technical mentorship and career advising?'3. The program
targets women between 18-35 years of age. After receiving training, 71 percent of the women in the targeted
demographic successfully started their career as a freelancer in multiple marketplaces. The BRAC Institute of
Governance and Development study has found, that women who received the training had a 28 percent higher
employment rate, and a 53 percent increase in monthly income from both freelancing and non-freelancing
sources, compared to women who did not receive the training?!4.

Improving the digital skills of the youth and women tailored towards different services-oriented industries can
effectively land outsourcing jobs for the local population, and give an opportunity to access global marketplaces
and jobs that wetre unavailable before.

Uganda brings the informal market participants into e-commerce by teaching digital skills and going
online. The adoption of technology by the population leads to creation of new jobs, and opportunities, such
as becoming shared—ride drivers, participation in export of services, and e-commerce logistics. The Jumia
marketplace and Digital X Scale Accelerator on UNDP launched a partnership in 2020 that allowed Jumia
reaching 10 markets across the country and get 4,000 market vendors being registered on the platform?!5. The
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program provides digital literacy, and e-commerce trainings for participants of the informal market sector. Also,
the training program works around the vendors lifestyles, that allows them to upskill as they carry on their daily
business. Sixty percent of the vendors are women and youth?!¢. The platform has already doubled the income
of the vendors, as now they make on average 22 USD per day in comparison to 10 USD previously?!”. The
partnership connects informal market vendors with customers online. They use the Jumia’s e-commerce
infrastructure, and customers place their orders online, whereas market agents fill the orders and send them to
customers via the Jumia’s network of motorcycle delivery agents.

By improving the digital literacy of the population, currently Jumia is helping fortify the agricultural supply
chains, connects rural farmers to urban markets, and creates jobs in the informal sector. Currently the
Directorate of the Industrial Training is working to assist workers and small business owners to get their skills
and services certified?!8. The example of improving the digital literacy of the population and connecting the
market vendors with the e-commerce platform of the country creates additional opportunities for the
population, and connects customers directly with sellers aside from traditional method of conducting
transactions offline.

ERI-based Time-sequenced Strategies in Subnational Regions

Uzbekistan: short-term, mid-term, long-term

Three regions were chosen for the short term, mid-term, and long-term strategies based on ERI of the
Uzbekistan regions. Tashkent leads the score with 0.8, highest among all other studied regions. Thus, it was
chosen for short — term strategy. According to the ERI Navoi ranks 2nd out of 14 Uzbekistan regions, with 0.5
score, mostly because of good logistics infrastructure and online payment usage. With dedicated investments
in the other dimensions, Navoi would be ready to unlock e-commerce potential in the foreseeable mid-term.
Surkhandarya is ranked to be the least prepared region for nurturing e-commerce, with the score of 0.3, which
means great efforts are necessary to catch up. At the same time, the region has an advantage for the digital
connectivity and payments compared to some other oblasts, illustrating its long-term potential.

Short-term: Streamline the digital connectivity to fully unlock its I'T human capital in exporting
digital services. At the same time, support the expansion of delivery infrastructure in Tashkent to
increase convenience of customers to accelerate e-commerce of physical goods.

Tashkent has unmatched reserve of I'T human capital in the country, but limited internet quality is
impeding rapid expansion of digital service exporting. Digital service exporting fits the country’s
comparative advantage in youthful and tech-savvy human capital endowment. With heavy investments in IT
park and schools, digital services exporting overrides the landlock geography and can be highly competitive in
digital services such as data processing, digital editing of videos, software engineering, and many more.
Tashkent must initiate investments in digital infrastructure to ensure further enhancement of connectivity and
accessibility minimizing Internet outages. Having in place important foundation, such as digital infrastructure,
the city may collect low hanging fruits from further providing enabling conditions for domestic firms, local
entrepreneurs and residents of I'T parks in improvement of its potential. According to the sub-dimensional
level of digital connectivity, lack of internet quality of firms is an important stumbling factor for doing digital
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trade, especially in services exporting, in Tashkent. Indeed, the city does not take the nation-wide lead for
Internet stability and coverage, standing at 12% place out of 14 regions for stability, and 7t place in terms of
coverage. In conjunction with minimization of the Internet outages and fostering the use of services of local
ISPs (internet service providers) by citizens and firms, Tashkent may benefit from e-commerce in a relatively
short-term.

Delivery infrastructure should be further improved to scale the efforts of local firms in developing e-
commerce culture. CAED shows that Tashkent is lagging when it comes to the full-fledged delivery
infrastructure in the city because of the small number of pick-up points, with 3.9 km in distance to the nearest
pick-up point, which stands 5% out of 14 studied regions. Designation of urban land spots for the development
of pick-up points by private businesses may simplify the collection of ordered goods, thus enabling e-commerce
purchases in the short term.

Mid-term: Enable the development of the National E-commerce Hub in Navoi

Tashkent is a benchmark city for developing e-commerce nationwide; Navoi is a prospective point of
e-commerce growth. To ensure further development of e-commerce at the sub-national level, it is considered
important to support development of alternative trade hubs in the country in addition to Tashkent. CAED
shows that Navoi oblast is a perspective spot to be another center of e-commerce in Uzbekistan, showing good
readiness for e-commerce and having a status of special economic zone and being located at the heart of the
country and at the crossroads of its southern and western parts. Geographical proximity to key tourist
destinations such as Bukhara and Samarkand further enhance its logistical advantages as a region that can
become a land port for handicrafts, horticulture and agricultural products produced nearby. In terms of freight
transportation sub-dimension of logistics connectivity, Navoi leads the country, with the score of 0.8. Therefore,
in the mid-term it would be vital to modernize existing order fulfillment facilities (e.g., warehouses) to meet the
needs of the e-commerce sector while using the current logistics environment. Additionally, the oblast's rollout
of e-commerce is being delayed by a lack of digital infrastructure. A medium-term plan for growing e-commerce
in Uzbekistan should include investing in digital infrastructure as a tool for last-mile delivery, too.

Long-term: Encourage the development of e-commerce in the least developed areas

Surkhandarya is one of the least prepared regions for nurturing e-commerce but has strong potential
in terms of digital connectivity and payments. The development of e-commerce in Uzbekistan is not
balanced. There are several lagging oblasts such as Surkhandarya, Kashkandarya, Jizzakh that significantly lag
behind Tashkent in all enabling conditions for e-commerce. However, Surkhandarya has an advantage for
digital connectivity and payments compared to some other oblasts. Having limited resources to invest in
Surkhandarya, the logistics connectivity support can be an entry point. Fright transportation is lacking, so
increasing speed of delivery, ensuring dispatched cargos of road transport can be an important starting point
and create the foundations for e-commerce in the oblast.

Kyrgyz Republic: short-term, mid-term, long-term

Three regions were chosen for the short term, mid-term, and long-term strategies based on ERI of the
Kyrgyzstan regions. Bishkek leads with the score of 0.8 and it was chosen for the short — term strategy to
reap the benefits of low hanging fruits for the e-commerce development. According to the ERI Chui ranks 2nd
out of 9 Kyrgyzstan regions, with the 0.6 score, mostly because of good logistics connectivity and digital
infrastructure, and was chosen for the mid-term strategy. Osh City, with the score of 0.6, was chosen for the
long-term strategy based in its advantage in digital skills.



Short-term: Improve the Business Process Outsourcing tapping into the digital skills’ potential of
Bishkek.

Bishkek leads the country’s digital skills in business purposes to a large extent, making it the most
fertile ground for exports of information technology-enabled services. Bishkek has a comparative
advantage in producer digital skills over the other regions, including, by contrast, an overwhelming widespread
adoption of information technology and much larger workforce with computer skills and I'T specialists. The
existing digital adoption and digital human capital set a sound basis for Bishkek to unleash its potential in e-
commerce services exporting — business process outsourcing, which by its nature does not need time-
consuming logistics construction to move products physically and hence could make progress immediately.
Moreover, the service export would provide additional opportunity for migrant workers to work at home and
earn incomes comparable to low-value-added jobs abroad.

Digital connectivity is the remaining bottleneck to fully unleash digital human capital of Bishkek.
According to ERI, Bishkek ranks the first in the country in terms of logistic connectivity, online payment
solutions, and digital skills, but slightly left behind in digital connectivity due to a higher rate of dissatisfaction.
Indeed, Bishkek ranks 8 among nine studied regions with the score of 0.38 only to outperform Batken Oblast
in terms of internet quality. In addition, high cost of internet is a key challenge that limits households’ use of
internet, surpassing the slow speed of internet. Targeted subsidy policies aimed at reducing internet costs at the
user end may bear fruit quickly, while in the long run, actions need to be taken at the production end to improve
sector efficiency, such as introduction of new technology, structural adjustments, regulatory reforms, etc.

Mid-term: A package plan to carry out comprehensive service logistic centers in Chui would foster
horticulture and livestock e-commerce export

E-commerce can help increase exposure of Kyrgyz agricultural products in overseas markets and open
up sales channels. Agriculture is a source of livelihood for a significant number of Kyrgyz citizens. The
climatic conditions in the Kyrgyz Republic are ideal for commercial development of agricultural production
such as fruit, vegetable, meat, and dairy. However, the relatively simple sales channels to foreign markets,
coupled with an underdeveloped food processing industry, has restricted the potential and kept the industry at
the lower end of the value chain. E-commerce enables Kyrgyz products to present on global marketplaces at a
marginal cost and compete for consumers with high quality. It is particularly valuable for small-scale
productions, who often lack marketing funds and end up selling their products at low prices to middlemen.

Targeted investment in logistics in Chui will unblock the bottleneck of agriculture e-commerce in the
region and surroundings areas. Presenting products to global consumers is only the first step of e-commerce.
To seal a deal, producers need to deliver products to consumers while maintaining quality. However, transport
was found to be the weakest point for the Kyrgyz Republic to enable business of agriculture.2!” Chui holds 41
percent of the country’s road freight traffic, or 10 million tons. It ranks fourth on courier services sub-index in
ERI, with a relatively balanced development in terms of the accessibility, affordability, and quality. These
conditions make Chui a breakthrough point in the Kyrgyz Republic to open up a modern freight chain and lead
the development of logistics in the country. Despite a number of companies operating delivery services across
the country, the warehouse storage capacities are concentrated in Bishkek and Osh City, and cold chain storage
is mainly available in Manas Airport in Bishkek, being away from the production areas. Quality certification and
customs procedures add additional challenges to exports. Comprehensive service logistic centers gathering
shipments, storage, quality control, and customs clearance services would provide local producers with one-
stop solutions and greatly improve transport efficiency of agriculture products. .
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Partnering with existing outlets to build e-commerce Kiosks is a cost-effective way of providing
trainings and assistance and reaching out to communities. These outlets can be convenience stores in
urban areas, shops in villages, local branches of post office or telecommunication companies, and other places
providing products or services to residents. Instead of starting from scratch, partnership with outlets leverage
the exiting infrastructure and foot traffic. The e-commerce Kiosks provide multidimension assistance to help
small businesses and individuals participate in e-commerce. Using the convenient and accessible location,
training sessions and daily support can be held in Kiosks on how to start and operate an online business,
including utilization of e-commerce platform, digital marketing, and logistics management. Partnering with
logistics companies, Kiosks can serve as logistics endpoints for small businesses to deliver products and
consumers to pick up online orders when home delivery is not in place. Kiosks can be physical places for pay-
over-the-counter in e-commerce. This payment method offered by some e-commerce platforms allows
consumers to purchase online and pay offline, offering an alternative for consumers who do not have access
to online payment methods or prefer to pay in cash.

Long Term: Encourage the development of e-commerce in Osh City

Osh City has been ranked third in terms of ERI, and has strong potential for development of e-
commerce given its advantage in logistics, and digital skills. Indeed, Osh City has the best courier services
in the country outperforming all other studied regions with the score of 0.97, performing well across all the
three dimensions assessed. It is important to note that Osh City and the surrounding areas are densely populated,
and it is close to the third largest city, Jalal-Abad, that indicates the potential economies of scale. The city leads
the consumer digital skills sub-index among all studied regions, while ranks second in terms of producer skills
only second to Bishkek, and the population have strong digital awareness. In this regard, a strong entry point
includes investment in developing the skills of producers and consumers by providing trainings and assistance
via reaching out to the SMEs, and communities that will help reap the benefits of e-commerce.

Tajikistan: short-term, mid-term, long-term

Three regions were chosen for the short term, mid-term, and long-term strategies based on ERI of
Tajikistan regions. Dushanbe leads with the score of 0.85, the highest among all other studied dimensions.
In this regard, it was chosen for the short — term strategy. According to the ERI, Districts of Republican
Subordination were chosen for the mid-term strategy, with the total score of 0.59, mostly because of good
logistics and digital connectivity. Khatlon region is ranked the 3™ with the score of 0.47, and shows strong
potential to develop e-commerce in the long-term strategy.

Short-term: Improve the Business Process Outsourcing tapping into the digital skills’ potential of
Dushanbe.

Dushanbe leads the country’s digital skills in business purposes to a large extent, making it the most
fertile ground for exports of information technology-enabled services. Dushanbe has a comparative
advantage in terms of both producer and consumer digital skills over the other regions. Additionally, the city
leads the country’s digital awareness with 54 percent of households using the Internet on a daily basis and only
5 percent considering the Internet useless. The emergence of grass-root organizations such as Ilmhona, Tajrupt,
and Alif Academy that teach coding, software development, web-design, and Al applications show strong
demand from the population at improving their digital skills. The existing digital adoption and digital human
capital set a sound basis for Dushanbe to unleash its potential in e-commerce services exporting — business
process outsourcing, which by its nature does not need time-consuming logistics construction to move products
physically and hence could make progress immediately. Moreover, the service export would provide additional



opportunity for migrant workers to work at home and earn incomes comparable to low-value-added jobs

abroad.

Digital connectivity is the remaining bottleneck to fully unleash digital human capital of Dushanbe.
Dushanbe ranks 2d in terms of digital connectivity with the 0.78 score behind Sughd. Though Dushanbe leads
the nation in digital accessibility and affordability, the quality of internet falls short. Dushanbe is ranked 4 out
of 5 studied regions in terms of internet quality. Dissatisfaction with the Internet quality mainly comes from
low internet speed and internet outages. Also, the strict state control over the internet dataflow, and old
equipment of the telecommunications companies further exacerbate the challenge of slow internet speed.
Targeted subsidy policies aimed at reducing internet costs at the user end may bear fruit quickly, while in the
long run, actions need to be taken at the production end to improve sector efficiency, such as introduction of
new technology, structural adjustments, regulatory reforms, etc.

Mid-term: Development of logistical infrastructure and digital skills is crucial to boost the agricultural
exports from DRS through the channel of e-commerce.

E-commerce can help increase exposure of Tajik agricultural products in overseas markets. DRS ranks
second out of five studied regions in Tajikistan for digital connectivity, online payment solution, and digital
skills. Furthermore, it is strategically located at the center of Tajikistan and has good road and rail links with all
other regions of Tajikistan, as well as neighboring Uzbekistan and the Kyrgyz Republic. Therefore, if the
logistics services can be improved, all enabling foundations for the development of e-commerce will be ready
in DRS, especially for exporting the advantageous sector, agricultural products. Indeed, agriculture is a source
of livelihood for a significant number of Tajik citizens. However, the relatively simple sales channels to foreign
markets, coupled with an underdeveloped food processing industry, has restricted the potential and kept the
industry at the lower end of the value chain. E-commerce will enable Tajik products to present on global
marketplaces at a marginal cost and compete for consumers with high quality.

Somewhere near the central railway and east-west highway in DRS would be an ideal place to develop
e-commerce. Proximity to key transport route can significantly reduce time and costs for e-commerce
companies to ship their products to consumers. The central railway and the more northerly east-west highway
west of Vakhdat extend very closely to each other. Companies along this route can chose rail or road transport
according to their needs and export from the Dusti BCP. The Dushanbe-Bokhtar railway merges to central
railway at Vakhdat, offering convenience for transport of agricultural products from Khatlon to DRS, from
where the products can be stored in warchouses and further distributed when orders are placed. This off-site
warehousing model has been applied in countries to reduce logistics costs for e-commerce in remote areas.

More courier services should be provided in residential areas of DRS for the convenience of customers.
So far, only 16% of houscholds in DRS have a courier service close to their home, the smallest percentage
compared to other regions. Opening new representative offices in residential areas can be a solution, while a
more efficient approach, if road condition allows, would be to offer door-to-door service, which doesn’t require
big investments in establishing physical sites and creates flexibility and greater convenience for customers. An
additional condition for this effect to achieve is that door-to-door service should be included in the standard
shipping service, rather than an expensive option. It is also important to eliminate strict regulation and simplify
the license application process for the courier companies in order to create incentives to enter the market, and
further compete by providing better services at lower charges.

Communicating digital benefits to the public and offering training for those thirsty for specific digital
skills will help improve digital literacy and skills of people in DRS to catch up with the capital. Although
ranked second, DRS still has a considerable gap with the Dushanbe in online payment solution and digital skills.
More specifically, people in DRS are not used to making payment online, despite that they are closer to people
in Dushanbe in mobile banking and online transfer usage. Online purchases adoption rate in DRS is less than



half that in Dushanbe, and the online sales gap is larger. In contrast, the shortage of computer power users and
IT specialists is not as severe. These point to the necessity of introducing the benefits of digital solutions for
business and providing courses for business operators to improve their digital skills. Incentives such as rewards
and tax exemptions may help spur a shift from traditional to digital models.

E-commerce Kiosks to bring e-commerce into communities and provide corresponding supports are
particularly beneficial given the early stage of e-commerce development. E-commerce Kiosks can bring
supports and assistances in all the four essential e-commerce enabling conditions. Comparing to start from
scratch, partnering with outlets leverage the existing infrastructure and is a more cost-effective way of reaching
out to communities. Options include small groceries or convenience stores in urban residential neighborhoods,
dukons (small stores or shops) in rural areas, local branches of post offices or telecommunication companies.
Kiosks can offer residents internet connection with public funding or cooperation with telecommunication
companies. Partnering with logistics companies, Kiosks can serve as logistics endpoints for small businesses to
deliver products and consumers to pick up online orders when home delivery is not in place. Considering the
low penetration of digital payment, Kiosks offer alternative over-the-counter-payment solution that allows e-
commerce platform to collect payments in cash. Kiosks are also ideal places to offer daily supports and trainings
in digital skills given the accessible location of outlets. The supports and trainings should include topics such
as how to start an online business, digital marketing strategies and techniques, logistics management best
practices, and other relevant subjects.

Long-term: Encourage the development of e-commerce in Khatlon Region.

Khatlon region has been ranked third in terms of ERI, and has strong potential for development of e-
commerce to boost the exports of agricultural products. Khatlon is the largest agricultural region in
Tajikistan, contributing 53 percent of the national gross agricultural output. Its convenient transport network
indicates potentials in agricultural e-commerce. However, major improvements are needed in all pillars of e-
commerce. It is important to provide more affordable smartphones to improve the ownership and internet
accessibility within the region. Courier service accessibility should be improved in all of the residential areas.
Also, coutier service quality, such as first-mile and last-mile delivery, track-and-trace service should be given
special attention. Digital skills should be provided to the population. These point to the necessity of introducing
the benefits of digital solutions for business and providing courses for business operators to improve their
digital skills. In this regard, a strong entry point includes investment in developing the skills of producers and
consumers by providing trainings and assistance via reaching out to the SMEs, and communities that will help
the region reap the benefits of e-commerce.



Chapter IV. Women’s Opportunities in E-commerce

Uzbekistan

Women are becoming a key part of the e-commerce ecosystem in the country despite traditional
patterns¥. E-commerce platforms that target primarily women as producers or consumers are emerging in the
country. For instance, a platform Coozin.uz facilitates?® selling homemade food from households, mostly
headed by women. Female-headed enterprises are also widespread across Uzbekistan sectors such as agriculture,
horticulture, textile, and handcrafts. State support and facilitation of non-commercial organizations such as
Sharq Ayoli boost female inclusion and skills development®. In 2021 alone about 400 women were trained and
received basic learning skills on working with computers for free of charge. As the result women entrepreneurs
in Tashkent managed to sell the products using the web and arranging the logistics. Though, language barrier
also remains an issue. Sharq Ayoli is working on an app for women farmers to help them sell online featuring
language localization. The key obstacle to the development of female entrepreneurship is the restriction of
access to credit funds. The conditions for obtaining collateral for loans require the provision of collateral, surety,
insurance, etc. However, in most cases, the owners of the property that can be presented as collateral are male.

Women in Uzbekistan face difficulty in access markets in agricultural business. Unlike men farmers are
usually involved in selling products, women farmers in Central Asia are engaged in processing of lands and
household chores. This division of labor is usually not a result of within-household optimization but because
of cultural barriers on women doing the same job as men. When men are migrating, or women atre separated,
divorced or widowed, it’d be difficult for women to take up the role of marketing. According to expert
interviews and focused group discussions with women producers in Uzbekistan, the biggest difficulties facing
women farmers are independently selling products to local and foreign markets and finding new consumers.
Women producers in Uzbekistan are mostly involved in the first stage of the value chain. They are active in the
production of milk and dairy products, meat, nuts, fruit and vegetables, honey, wool and wool products. In
most cases, depending on which kind of goods they produce, women farmers prefer to produce on a contract
basis to consumers or suppliers. The traditional way for farmers in Central Asia to reach the market and form
new cooperation is participating in trade fairs and exhibitions. However, women farmers face more restrictions
on market access than men farmers due to their lack of knowledge on logistics supply and requirements of
consumers, which consequently force women farmers to sell their goods to intermediaries at lower prices,
eroding profits.

E-commerce offers precisely the parallel opportunities of trade events where women farmers can
leapfrog over men’s advantage on market access using digital technology. Women farmers can meet
consumers ot suppliers online, show their products, and build connection at lower costs, without the necessity
of traveling. Easier information exchange in e-commerce reduces information asymmetry, helping women
farmers understand market requirements and improve competitiveness of their products accordingly. A well-
regulated e-commerce platform is also conducive to simplification of contract processing and formation of
formal written contract, serving women farmers’ interest in contract farming. In addition, home-based e-
business is favorable for women farmers to manage their time between business and household chores.



The employment-to-population ratio is low for f women in Uzbekistan, especially in the private sector
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E-commerce can provide employment opportunities to women who otherwise have limited
opportunities in the traditional economy. In Uzbekistan, only 7% of working women are self-employed, far
less than the 35% of working men. E-commerce lowers the costs of entrepreneurial opportunities for women.
Many countries observed higher women to men employment ratio in e-commerce. In China, nearly half of
entrepreneurs on Alibaba’s platforms are women, in contrast to one third in all businesses.?20 In Indonesia, one
third of firms on Lazada’s platform are owned by women, compared favorably to 22% of women-owned firms
in the broader economy.??! On Jumia’s platform in Africa, women are in ownership roles in 51% of firms in
Kenya and 35% in Cote d’Ivoire, compared to 48% and 24% in the national economy, respectively.?2?

E-commerce helps women overcome cultural Figure 91 Women employment, by dependency ratio
barriers to enter the labor market. No significant

relationship was found between women employment 505 I

and dependency ratio in Uzbekistan, suggesting that .% (033,0.5) EEE——

caring for youth and the elderly is not a major barrier z '

for Uzbek women to enter the labor market. At the = (0.25,0.33] - E—

meanwhile, perceptions of women being at home 2 (0-2,0.25]

appear to be a factor holding back women from work. § (0,0.2] E—

Although nearly all Uzbeks believe that women should O —

receive equal access to education and employment as 0% 5% 10% 15% 20% 25%

men, there are 10% of women and 13% of men think
women should work less outside the home. Both
women (82%) and men (80%) tend to think that

Source: Staff calculation based on L2CU (March, 2022)

220 Wortld Bank Alibaba Group. 2019. E-commerce Development: Experience from China (English). Washington, D.C.: World Bank
Group. http://documents.wotldbank.org/curated/en/552791574361533437 / E-commetce-Development-Experience-from-China
221 JFC. 2021. Women and E-commerce in Southeast Asia. Washington, DC: International Finance Corporation.

https:/ /www.ifc.org/wps/wem/ connect/04£295ac-172b-4¢74-8957-700609c293d4 / 202105-digital2equal-women-and-e-commerce-
southeast-asia.pdf?PMOD=AJPERES&CVID=nCGTdWq

22 JFC. 2021. Women and E-commerce in Africa. Washington, DC: International Finance Corporation.

https:/ /www.ifc.org/wps/wem/ connect/47361305-6ebe-431a-8dd9-db2290919823 /202105-digital2equal-women-and-e-commerce-
africa.pdf?MOD=AJPERES&CVID=nCGRGTr



women should spend less time than men at work but dedicate more time to their families. E-commerce allows
working from home and provides flexibility for entrepreneurs to arrange work times and family activities. These

inherent features make e-commerce an easier way for women to participate in the labor market compared to

traditional jobs.

The gender gap in e-commerce readiness is not
significant in Uzbekistan, with women slightly
ahead of men in online shopping and sales. Eight
percent of women in Uzbekistan shopped or sold
online, compared to 5% of men. The share of women
from the richest 20% of households who shopped or
sold online is up to 14%. The higher penetration in
women and the wealthy is in line with Uzbekistan’s
online expenditure structure, where people mostly
bought fashion products and electronics online,
accounting for 32% and 31% of total online sales,
respectively.?? In addition, Uzbek women used social
networking sites more than men. Social platforms have
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become informal e-commerce platforms where people use not only as a marketing solution, but also to

communicate and negotiate with consumers to complete transactions.

Both Uzbek women and men are not used to
making digital payments, especially the poor.
Only 13% of women and men considered online
banking or electronic payment as a main purpose for
using the internet. Digital payment penetration is
particulatly low in the poorest 20% of households,
nevertheless, women (8%) are slightly better than men

(5%).

Internet access and awareness of logistics services
are similar between women and men in
Uzbekistan. Over 85% of female-headed households
and male headed households have internet at home,
while female-headed households (29% of those with
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internet) are more likely to use WIFI than male-headed households (21%). As with men, the main limitations
that prevent women from using internet more often are unsatisfactory internet speed (38%) and high cost
(16%). Both women and men have low awareness of logistics service availability, implying a low demand so far.

About half of women and men do not know if home delivery service is available to their households. Awareness
of tracking and tracing services is even lower — less than 20% of women and men know availability of track and

trace when using a shipping service.

TO ADD:

"The Cost of Exclusion" by A4Al published in October 2021 on digital gender gap globally you might take a
look, which also considered Uzbekistan among 32 sample countries (please see link below).

223 |nternational Trade Administration U.S. Department of Commerce. 2022. Uzbekistan — Country Commercial
Guide, eCommerce. https://www.trade.gov/country-commercial-guides/uzbekistan-ecommerce



e A failure to ensure women have equal access to the internet has cost low-income countries §1tn over
the past decade and could mean an additional loss of $500bn by 2025 if governments don’t take action,
according to new research;

e Last year, governments in 32 countries, including India, Egypt and Nigeria, lost an estimated $126bn
in gross domestic product because women were unable to contribute to the digital economy;

e Men are 21% more likely to be online than women globally, rising to 52% in Least Developed
Countries;

e The digital gender gap — the difference between the number of women and men who can access the
internet — cost $24bn in lost tax revenues in 2020, which could have been invested in health, education
and housing, said the report.

[ ]
"Based on the model we used to generate the findings in the report, onr estimates indicate that the digital gender gap has
costed Ugbekistan approximately 8 billion USD (88,051,415,331) in GDP over the last decade and in 2020 alone,
this gap costed the country approximately 755 million USD (§755,312,607).
Kyrgyz Republic

There is a pool of high-quality female labor resources hibernating in Kyrgyz Republic. Among the
working-age (age 16 to 64) females, only 27.8 percent are employed, while an astonishing 51 percent are labor
inactive. A quarter of these labor inactive females are pursuing education. This means more than a third (37.8
percent) of all working-age females in the country have finished their education while not contributing to the
labor market. Many of them are married with children. A half have children under 5 years old, and three quarters
have at least one child under age 14. Such an image fits well the social norms of focusing females on housework
and taking care of children. They distribute almost equally among all consumption deciles. A third of them are
in urban areas and two thirds are in rural villages. The fact that this pattern does not change with welfare levels
indicates the root cause is not economic but cultural. Through the lens of labor resource allocation, this image
is far from the optimal, because most of these women are well educated but do not have an opportunity to
contribute to the labor market. About 60 percent of them have completed secondary education or have higher
degrees.

Changing this social norm imposed on women takes time but finding adaptive solutions should not
wait. E-commerce offers a flexible option of joining the labor market for women who needs to do home-based
work. An e-commetce job can be selling a product and/or a setvice online. For example, one entrepreneur in
Uzbekistan shared her experiences of opening an online shop for her mother who handcrafts high-quality
textile products. The e-shop profits have been more than tripled the pension income and fully supported her
mother’s living expenses. The products are sold both domestically and internationally through the online
channels. Besides selling a physical product, exporting digital services on e-commerce platforms is another
option. For instance, some digital services in high-demand include graphic design, copywriting, customer
support, virtual assistant, data entry, video editing, web development and many more. With the e-commerce
technology, females’ skills would have been better utilized, and as a result, welfares will increase, so will the
bargaining power of women within the family and in the society.

E-commerce as a gender-balancing instrument can pioneer in regions where e-commerce readiness
is high. More than three quarters of the labor inactive females reside in Jalal-Abad (22.3 percent), Osh (17.2
percent), Chui (15.4 percent), Batken (11.5 percent) and Bishkek (11.4 percent). Though Jalal-Abad and Osh
have the largest shares, their e-commerce readiness are the lowest in the country. Jalal-Abad is not ready in



almost all dimensions. The digital skill capacity is only 27.9 percent of the best in the country. This means
although e-commerce jobs can be flexible and productive, the females in Jalal-Abad must begin with learning
digital skills that are marketable through e-commerce. While at the same time, investments on digital and
logistic connectivity, e-payment adoption need to improve in parallel. Osh is especially low in logistic
capacity, but once the skills bottleneck is solved, females there can prioritize exporting digital skills over
selling physical goods online. The digital skills capacity of Batken is high (3 among all regions) but digital
connectivity and online payment adoption are poor. This points to a strategy that priorities the digital and e-
payment infrastructure in this region to unlock its digital human capital potential for women. Women in
Bishkek have both options of engaging physical products e-commerce and services e-commerce, because
Bishkek has the best logistic and digital skills capacity in the country.

Tajikistan

Housework duty keeps women of working age out of labor markets in Tajikistan. Tajikistan has a high
literacy rate, and women and men tend to have equal opportunities to receive education, except men are more
likely to pursue their education to tertiary level or beyond (Figure XX). However, compared to men, a much
smaller proportion of working-age women are employed. Among people aged 15 to 64, 57 percent of men are
employed, and 3 percent are looking for jobs; in comparison, 22 percent of women are employed, and less than
1 percent are looking for jobs. Housework was found to be the key reason for working-age women being labor-
inactive, representing 51 percent of those outside labor markets. Other reasons include pursuing education
(11%), retitement (10%), old age (7%), etc. Notably, taking care of children does not determine whether a
woman enters the labor market. Tajikistan has a young population — 57 percent of households have children
under 5 years old, and 86 percent have children under 14, and no significant gap was found in women’s
employment whether the family has children or not.

Figure 94: Highest educational degree obtained in Tajikistan, by gender (% of
individuals aged 15+)
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Women are more likely to be labor active as education level increasing; however, cultural norms create
barriers. Special or technical secondary education appears to be a threshold for higher employment-to-
population ratio of working-age women — over 40 percent versus less than 17 percent. However, the majority
stopped their education at general secondary level. The phenomenon echoes the cultural norms in Tajikistan.
In the March 2022 survey, 85 percent of men interviewed hold the opinion that women should spend less time
at work to dedicate more of it to the family. At the meanwhile, 39 percent of working-age women who are
divorced, separated, or widowed are employed, double the rate of women who are married or single, indicating
that finding a source of livelihood may push women to break away with tradition.



E-commerce is an adaptive solution that provides opportunities for women to participate in the labor
market under the cultural norms, and it does not require high level skills. Changing cultural norms and
improving education level of women need long-term efforts, but finding adaptive solutions should not wait. In
simple words, e-commerce is selling products or services online. It enables women to run a business at home
on a flexible schedule, allowing them to take care of family needs at the same time. Doing e-commerce does
not require high level technical skills but some basic computer literacy that can be gained through targeted
training. Spirit of entrepreneurship, just like in traditional business, and ability to adapt to new business models
are the keys of success, while they are not necessarily related to education level.

Tajikistan already has some programs dedicated to women e-commerce entrepreneurship. There is no
doubt that e-commerce is thriving across the globe, and according to the latest report from IFC, higher growth
can be achieved if women entrepreneurs in e-commerce platforms are invested (Women and E-commerce in
Southeast Asia, 2021). La'al Textile is a brand that promotes the online sale of carpets and embroidery made by
women. Despite having its own platform for sales that suits both international and domestic customers’ needs,
the products of La’al Textile can be found on eBay as well. Another interesting project named "Support for
women in Tajikistan in self-employment through digitalization" is implemented by the National Association of
Women Entrepreneurs with financial support from Coca-Cola. The aim of the projects is to support domestic
housewives by promoting culinary businesses through the "Coozin" platform.

Piloting e-commerce as a gender-balancing Figure 95: Women employment in Tajikistan, by region
instrument in DRS is likely to be the fastest to bear (% of women aged 15-64)

fruit. Compared to other regions, DRS has the lowest  3°

employment-to-population rate of working-age women,

. i . . ) 25
with 8§ percent being labor—ma.cnve (F{gur.e X}Q At the o
same time, DRS ranks second in ERI, indicating a more 45
favorable environment to start e-commerce. Dushanbe 10
leads the country in e-commerce readiness, however, 5
0

QS e

women labor inactive is mainly due to retirement
(representing 44 percent), pursuing education (16%), and ébvo NS N &
seasonal unemployment (16%), rather than housework Qo‘;(\ «©

(2%), indicating that e-commerce may play a small role in  soyrce: Staff calculation based on Tajikistan HBS (2021)
gender balance of employment in the region.

> 2 S QQ\

In rural areas and Khatlon, e-commerce development may reap the biggest results in closing the
gender gap, but it needs long-term efforts. Rural and unemployed are the description of most working-age
women (56%) in Tajikistan, contributed by the higher level of unemployment in rural area and low level of
urbanization. Housework burden is particulatly true for rural women, making up 60 percent of the reasons of
being labor-inactive. With more population, Khatlon has the largest group of labor-inactive women. However,
the e-commerce readiness is far from optimal in rural Tajikistan and Khatlon. Rural areas, by nature, lag behind
cities in development of the Internet, logistics, and digital payment instruments. Despite a small gap in school
enrollment between rural and urban, rural residents are less likely touch on the Internet and digital technology
in their daily lives. Khatlon ranks last in ERI, with internet connectivity, logistic connectivity, and online
payment solutions fall on the bottom. Developing e-commerce in these areas need more interventions and
long-term investments to improve the conditions, but once in place, it will leverage the human capital of
currently labor-inactive women to the largest extent.



Chapter V. Conclusion

This diagnostic finds that e-commerce has a great potential to bring inclusive growth to landlocked
and youthful Central Asia countries. Out of 44 landlocked countries in the world, no one has a high income
status outside of Europe. Landlocked-ness is continuous rather than binary. Central Asia countries are the most
landlocked on this spectrum. For example, landlocked countries in Europe have an average distance of 400km
to the closest seaport while this number is 2000km in Central Asia. This means being a trader of physical goods
in Central Asia tend to face 5 times higher logistic costs alone. Traditionally, these costs include going in-person
to other countries such as Russia and Turkey for a trade fair and bring back orders, as well as losing negotiation
powers for products made-in-Central-Asia due to lack of access to seaports. However, e-commerce overrides
part of these unfair costs imposed by landlocked-ness. Producers can find business orders online and directly
export digital services. Consumers can find products that are otherwise unavailable in the region, improving
consumer surpluses. More importantly, new jobs in the e-commerce ecosystem have the potential to absorb
youthful and tech-savvy workers in Central Asia. Given that the deepest pockets of the poor ovetlaps with e-
commerce labor market demand, it is expected to see poverty reduce in areas where e-commerce prospers.

This diagnostic also finds that the governments in Central Asia can play a more active role in
incubating e-commerce through providing enabling conditions, especially at the subnational level,
while at the same time, backing off from direct intervention of private business operations. The e-
commerce readiness index in this diagnostic identifies in each country the pioneering and lagging subnational
regions and offers time-sequenced strategies to maximize e-commerce benefits while minimizing fiscal costs.
So that actions can be in place without waiting for everything is ready everywhere. Such strategies include
patching internet quality in the capital cities to unlock short-term digital services exporting potential, and those
that develop alternative e-commerce hubs with more dedicated efforts in either logistic centers, digital skills, or
digital payments. Based on international experiences, a hands-off approach and sometimes deregulating
functional sectors such as logistics can quickly boost e-commerce growth through decentralizing decision
making to profit-driven private sectors.

Finally, this diagnostic aims to raise everyone’s attention towards using e-commerce as a tool to
unlock the hibernating female labor market in Central Asia countries. Many e-commerce jobs are flexible
and adaptive towards women’s needs. Income-generating opportunities for women are the ultimate solution to
gender inequality in a society. When more women can make income in par with males, they become
economically independent, and their negotiation powers dramatically increase. Investment in e-commerce is an
investment in the ongoing 4% industrial revolution and a gender revolution in Central Asia.



Appendix I. Definition of E-commerce Terms used in the Diagnostic

E-commerce platforms, like all other digital platforms, demonstrate significant impact for different
sectors and markets. Scholars and practitioners note on many opportunities' platforms offer including
reduced barriers to entry for many small businesses, optimized use of underutilized assets, empowered
marginalized groups, and enabled new collaborations and new economic prospects for people2. Despite
platforms not being homogenous, they share several common characteristics across sectors. Some of
these include ‘direct and indirect network effects, cross-subsidization, scale without mass, potentially
global reach, disruptive innovation, switching costs’3. In isolation none of these factors are unique to
digital platforms but their combination makes online platforms noticeably impactful.

Generally, e-commerce platforms have three major roles: accelerator, simplifier, and disruptor. Being an
accelerator, e-commerce platforms speed up the process of finding a seller even in a small remote village in a
distant part of the world. Likewise, e-commerce platforms make it easy to find a buyer, meet the demand, and
sell a product. If there is no one in the locality, there will be a lot from all over the world. E-commerce also
acts as a disruptor: producers may evolve into providers of services (e.g., from agricultural work to the
accommodation of tourists).

For the agricultural sector, introduction of e-commerce platforms leads to significant transformation processes.
E-commerce platforms today not only match supply and demand at online marketplaces but also encourage
goods and services exchanges, enable collaborations, engage people with disabilities and indigenous peoples,
create cross-sectoral linkages, and even fight poverty (e.g., TaoBao villages). Technologies allow people to target
regional and global markets while still being rooted in the local economy.






