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Abstract 

Private sector is recognized as the driving force and the engine for economic growth in many countries. It delivers important goods and services, provides jobs, generates revenue for public sector, and creates and maintains infrastructure. SMEs in particular create jobs and lead to more equitable distribution of incomes. In Uzbekistan the share of SMEs in GDP steadily increased from 30% in 2000 to 54% in 2012. The sector accounts for 75% of total employment in the country and it is forecasted that SMEs will add around half a million of new jobs in 2013.

Despite these improvements, SMEs’ productivity and competitiveness potential have been affected by regulatory and institutional constraints. Access to adequate financial services is a key component for sustainable growth of the private sector, economic diversification and creation of more and better jobs. Adequate access to finance includes not only bank loans, but also a host of financing instruments that are geared to meet the diverse needs of enterprises and entrepreneurs with different characteristics and profiles. In addition, access to a broader range of efficient and reliable financial services, including electronic payment services, enables enterprises to manage the financial resources available to them more effectively.  
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Introduction

Private sector is recognized as the driving force and the engine for economic growth in many countries. It delivers important goods and services, provides jobs, generates revenue for public sector, and creates and maintains infrastructure. SMEs in particular create jobs and lead to more equitable distribution of incomes. In Uzbekistan the share of SMEs in GDP steadily increased from 30% in 2000 to 54% in 2012. The sector accounts for 75% of total employment in the country and it is forecasted that SMEs will add around half a million of new jobs in 2013 (Goskomstat, 2014, p. 2). 
Realizing the importance of the private sector to the country’s development, the Government of Uzbekistan introduced simplified tax system for small businesses in 2005 with unified flat rate of 13.2%, which replaced several types of taxes levied on different parts of activities. Since then every year the Government has been reducing this rate and for 2013 it is set at 5% of gross revenue for manufacturing enterprises. The Government also simplified business registration procedures, reduced the number of inspections of businesses conducted by various state authorities, reduced costs of obtaining various permits by up to three times, allowing private firms and especially SMEs to save money and time for regulatory compliance (UNDP, 2011, p.2). 
However, access to finance in Uzbekistan is not commensurate with the needs of a thriving and diversified economy. At the present time, the proportion of credit received by the private sector in Uzbekistan is well below that of middle and high-income economies and is commensurate to that observed in countries with less thriving economies. While credit grew substantially over the past decade, financing to the private sector is identified as one of the most significant obstacles to sustainable private sector growth in Uzbekistan.  
Trends in SMEs grows and financing 

Enterprise surveys (World Bank, 2008) show that SMEs face more severe financing constraints than do large firms. SMEs face a host of nonfinancial and financial constraints especially in low-income countries. Although large firms generally face the same constraints, they seem to be much less constrained by the lack of access to financing, at all income levels. Other research on obstacles to business growth also shows that the smallest firms are most adversely affected by financial and non-financial constraints, and that these constraints are particularly severe in developing countries.
According to IFC (2010, p.9) the SME finance gap is the result of a mismatch between the needs of the small firms and the supply of financial services, which typically are easier for larger firms to access. The SME bankable universe, in which providers are able to meet their expected return on capital while serving client needs, can be severely limited. This is due to SME intrinsic weaknesses, flaws in provider delivery models and, most importantly, lingering deficiencies in the enabling environment for financial services: financial infrastructure (accounting and auditing standards, credit reporting systems, and collateral and insolvency regimes), and the legal and regulatory framework for financial institutions and instruments.
Countries can undertake many actions to facilitate access to financial services, including through strengthening their institutional infrastructures, liberalizing and opening up their markets and facilitating greater competition, and encouraging innovative use of know-how and technology. Government attempts and interventions to directly broaden the provision of access to finance, however, are fraught with risks and costs, among others, the risk of missing the targeted groups according to Claessens (2005, p.1). 

In our opinion, SMEs’ productivity and competitiveness potential in Uzbekistan have been affected by regulatory and institutional constraints. Access to adequate financial services is a key component for sustainable growth of the private sector, economic diversification and creation of more and better jobs. The experience worldwide has shown that economic growth and diversification cannot take place in absence of robust, adequate and accessible financial services. Adequate access to finance includes not only bank loans, but also a host of financing instruments that are geared to meet the diverse needs of enterprises and entrepreneurs with different characteristics and profiles. In addition, access to a broader range of efficient and reliable financial services, including electronic payment services, enables enterprises to manage the financial resources available to them more effectively.  
	Figure 1: Percent of firms identifying access to finance as a major constraint
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As a result of the constraints, access to finance in the country is not commensurate with the needs of a thriving and diversified economy. At the present time, the proportion of credit received by the private sector in Uzbekistan is well below that of middle and high-income economies and is commensurate to that observed in countries with less thriving economies. While credit grew substantially over the past decade, financing to the private sector is identified as one of the most significant obstacles to sustainable private sector growth in Uzbekistan.  Cross-country evidence from enterprise surveys reveal that proportion of firms identifying access to finance as a major constraint in Uzbekistan are higher compared to other countries in the region (Figure 1).
These trends present compelling evidence that in order to capture the potential of its micro, small- and medium-size enterprises, Uzbekistan will need broader and more accessible financial products and services. Today’s financial sector is bank-centric, concentrated, and predominately government owned. Lending to state-owned enterprises outstrips lending to private sector, and overall lending growth, although accelerating in recent years, still lags behind regional peers.
Measures to enhance access to credit for SMEs 
Uzbekistan’s robust economic growth will provide favourable operating conditions for banks over the 12-18 month outlook period as the country’s gross domestic product (GDP) will increase by 7.0% in 2013 (in real terms), according to the IMF (2014, p. 65). The growth potential of Uzbekistan’s enterprise sector, and particularly its micro, small, and medium enterprises, is inhibited by its relative underuse of financial services compared to peer countries. Only 28.2 percent of surveyed firms in Uzbekistan reported having a bank loan or line of credit, and only 13.3 percent use banks to finance investments (Figure 2). Instead of relying on financial institutions, Uzbek enterprises are overwhelmingly self-financed (using earnings or borrowing from friends and relatives), demonstrating a culture of avoidance of financial intermediation 

The international experience demonstrates that Partial Credit Guarantees (PCGs) became popular schemes in many developed and emerging economies. PCGs have facilitated finance to credit worthy customers who lacked sufficient collateral and encouraged banks to reach out to this untapped and underserved segment of the market. PCGs play an important role in access to finance for MSMEs that are often referred to as the engine of growth of an economy. An essential objective of a credit guarantee scheme is to enable the financing of small businesses that otherwise would not have gotten a loan. The whole idea is to encourage banks to make loans to new companies who have been denied credit. Studies carried out have shown that PCGs have been instrumental in extending finance to firms that would have otherwise been denied and increases the probability of SMEs to get financing when collateral is insufficient or inadequate.
In addition to job creation and poverty alleviation, PCGs have also contributed to lowering interest rates, as it creates a more level playing field for banks to compete in. Furthermore, PCGs have significantly contributed to enhancing the overall financial infrastructure through the introduction of new lending methodologies including cash flow lending. Such guarantee schemes are often accompanied by capacity building and training to participating financial institutions, thus promoting the adoption of cutting-edge lending and risk management methodologies. 

	Figure 2: Percent of firms using banks to finance investments 
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Government support is paramount to the successful implementation of guarantee schemes. In most countries where such schemes have been introduced, governments play a key role in this initiative given the social and economic development impact that stem from such programs. It demonstrates to its citizens and the international community that the government is behind the initiative of creating an enabling environment for MSMEs to grow and remain competitive. It further supports the job creation, poverty alleviation, and competitiveness agenda set forth by the authorities. 

Credit guarantee design features vary significantly from country to country and usually depend on the economic environment and the stimulus or end result expected out of these schemes. Guarantee coverage can range from 30 to 100% and can be tied to economic activity, years in operation, firm size, among other features. Incentives are necessary for these mechanisms to work properly, including having participating banks and financial institutions lend their own non-guaranteed funds together with guaranteed funds for the same projects, expenditures and risks, as well as ensuring that borrowing enterprises put up their own capital to complement such financing. Alleviating the immediate unmet demand for financing in Uzbekistan will require the establishment of a Partial Credit Guarantee Scheme (Ministry of Justice, 2011, p.1). 
Expansion of financing instruments to meet the diverse needs of SMEs in Uzbekistan
Credit bureaus collect information from various sources and provide such records as the repayment behavior of individuals and firms for a variety of uses. By reducing information asymmetries, they allow lenders to screen borrowers at a lower cost. As a result, lenders can make credit decisions faster and reduce risk, increasing lending. If a credit bureau does not have complete and accurate information on performing and nonperforming loans, the lender  using it cannot accurately assess the borrower’s indebtedness. Newly adopted Law credit information sharing in Uzbekistan (IFC, 2011, p.1) opens prospects for introduction of this important institution. 
Globally, factoring has become an important source of financing for small and medium-size enterprises and corporations, reaching a worldwide volume of over 2 billion EUR in 2011. Factoring is a type of asset-based finance in which firms sell (or ‘assign’) their creditworthy accounts receivable at a discount (equal to interest plus service fees) and receive immediate cash. According to Factor Chain International, worldwide growth in 2011 was 22 compared to 2010. Although the importance of factoring varies considerably around the world, it is an available financial product in most countries and is growing relatively quickly in many emerging countries.

For exporters, factoring can play a major role in the facilitation of exports growth by providing working capital financing and protecting Uzbek exporters from non-payment by clients abroad. Following the financial crisis, importers in Europe and other markets are increasingly requiring that trade be conducted on open account terms and extending the payment period. Further problems can arise if the importer delays payment or makes no payment at all because of financial failure. International factoring offers working capital liquidity, as well as protection against credit losses on foreign customers. An added benefit to exporters is increased sales in foreign markets by offering competitive terms of sales and the lower risk of entering new markets.

The greatest challenge to factoring is the cost and difficulty in receiving commercial credit insurance. Domestic and international factoring without recourse to the seller generally requires commercial credit insurance (also known as “trade credit insurance”) as a way to protect lenders from the risk of the buyer’s default. International credit insurance providers (such as COFACE, Euler-Hermes and Atradius) have limited participation in insuring sellers in Eastern Europe and Central Asia following large losses in trade credit insurance throughout Europe. Accordingly, the cost and availability of commercial credit insurance remain a challenge to the growth of factoring. The provision of export credit insurance through public programs might be justified in cases where there is a clear lack of coverage from private providers. 

The establishment of a system to register receivables may also promote factoring and reduce the risk of fraud. Creditors can register movable collateral – such as future receivables and cash flow. However, there is currently no way to register the receipt and transfer in ownership of accounts receivable. This presents a high risk of fraud, such as bogus receivables and the sale of a receivable to more than one lender. The creation of a “Deed Registry” for receivables (as well as machinery and equipment) could reduce losses and encourage new market participants.

The Uzbek Government has prioritized ﬁxed asset replacement/upgrading in the manufacturing and service sectors to reduce the country’s dependence on natural resources and build long-term economic sustainability. A key potential benefit of leasing is the access to capital it provides to new and small firms that do not have assets to pledge for loan collateral. For instance, SME’s can often leverage off a modest cash deposit to enter into a leasing agreement. Leasing is different from collateral-based lending because it is frequently determined by the ability of the asset to contribute to cash flow rather than the balance sheet value of the collateral. This is particularly valuable when unsecured lending is unavailable. Leasing arrangements generally allow the lender to retain legal ownership of the asset, which can facilitate seizures in the case of default more readily than secured lending. This can reduce the risk to lenders considerably.

The volume of leasing transactions in 2012 was UZS 590.6 billion, marking a 22 percent increase from the previous year. Leasing companies are reporting returns on shareholder capital of over 40 percent. In spite of the growing volumes of leasing operations, the share of the leasing portfolio in the country’s GDP reduced to 1.3 percent in 2012 that is a result of fast-paced economic development in general. The share of leasing in investments to fixed assets in the economy is 2.7 percent and is projected to grow to 10 percent in the next few years. By comparison, in OECD countries, the share of leasing in investments to fixed assets is on average 30 percent, suggesting significant room for growth in Uzbekistan.

CONCLUSION
Growth of private sector requires creation of robust and competitive financial services industry. At the present time, the proportion of credit received by the private sector in Uzbekistan is well below that of middle and high-income economies. Cross-country evidence from enterprise surveys and banking sector data reveal that enterprises are seen to grow faster where they take a more aggressive approach to investment, and enterprise use of credit is positively correlated with enterprise growth. Further interventions for development of financial services should include measures to expand the range financing instruments to meet the diverse needs of enterprises and entrepreneurs such as introduction of credit guarantee scheme, creation of favourable regulatory environment for factoring and leasing services, adoption of electronic payment services that will enables enterprises to manage the financial resources available to them more effectively.  
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