Situation Report — Tajikistan
18 March 2009

I. Electricity and Gas supply

On 27 February, not only the delivery of Turkmen electricity to Tajikistan was resumed,
but also Uzbekistan began to supply 1.5 million KWh of electricity to Tajikistan. This
allowed Barqi Tojik (national energy company) to cancel the electricity restrictions in
capital Dushanbe and major cities such as Khujand in the North and Kurgan Tube in
the South of Tajikistan. However, the problem of energy shortages still remains in all of
the rural areas of the country, where electricity is supplied only 3-6 hours daily.

Transit issue was resolved in a result of continues discussions and negotiations over all
disputable issues between Tajikistan and Uzbekistan. Under the agreements reached in
Tashkent in March 2009, 100 million KWh of Uzbek electricity is expected to be
supplied to Tajikistan. At the same time, Turkmenistan is supposed to supply the left
over of 800 million KWh (out of 1.2 billion KWh agreed) to Tajikistan this spring.

Today, Tajikistan in general receives some 13 million KWh of electricity from
Turkmenistan and Uzbekistan per day. Turkmenistan now supplies 10 million KWh per
day, while Tajikistan itself produces less than 15 million KWh.

As part of the above mentioned agreement, Tajikistan agreed to collect water in
Kayrakum reservoir in the North of Tajikistan by May 31, 2009 in order to ensure water
supply to its and neighbors” agricultural lands during vegetation period. Because of this
undertaken measure, 4 out of 6 aggregates of Kayrakum HEPS were shut down, which
also explains electricity restrictions in the North of Tajikistan.

Electricity restrictions in Sughd province had not been eased until March 17, 2009. For
the past two months, Sughd province had been receiving 3 to 3.5 million KWh per day,
while daily demand was 14 million KWh. Such electricity shortages and the global
financial crisis have caused 63 industrial enterprises go out of work in January-February
2009 in the province.

Only on 16 March, 2009 the electrucuty supply to Sughd regions has been increased to
10 hours (5 hours in the morning and 5 in the evening). Reportedly, the province now
receives 6 million KWh compared to previous 3 million KWh of electricity.

Tajikistan have also signed an agreement with its neighbor on establishing closer
economic ties not only through electricity provision but also by developing debt
repayment timetable for Tajik $16 million USD debt on consumed Uzbek natural gas.

As it was reported by “TajikGas” company, for the time being, Tajikistan has paid off its
arrears worth of $4.5 million USD to Uzbekistan. Today Tajikistan received 850-900



thousand cubic meters of gas on daily basis, which is then distributed among
population, Tajik Aluminum Company (TALCO) and “TajikCement”.

Another good news that came from Tajik-Uzbek negotiation is neighbors intentions on
resuming national air carries and reopening air rout between Dushanbe and Tashkent,
which was closed since the outbreak of Tajik Civil War in 1992

I1. Water Level and Precipitation

Increase of water inflow for the 1st decade of March, 2009 by 18% than forecasted and
decrease in water release by 3% less than planned brought some insignificant changes
to the water volume in the Nurek reservoir. Nonetheless, water level in Nurek reservoir
has reached the dead level of 857 meters as of March 15%. According to “Barqi Tojik”,
water release is being rationalized considering the water inflow levels. The hope is on
snow storage (reportedly 15-20% above norm in 2009) to melt into main rivers that feed
into the reservoir, however, increased inflow due to snow melting is expected mid
April.

Water inflow to Kayrakum reservoir for the 1st decade of March, 2009, was more than
forecasted by 16%. However, even with the decreased water release by 3%, water
volume in Kayrakum reservoir still remains significantly low (by 21% less than planned
for March 2009).

According to Hydromet, precipitation this year from October 2008 to February 2009 was
1,5-2 times more than the last year indicators, whereas snow storage was 15%-25%
above the norm at the end of February. In February 2009, water level in all rivers of
Tajikistan was 20-60% more than the norm, which should be a good news for farmers
as vegetation period is approaching. However, as it was reported from Kanibadam
region of Northern Tajikistan, local farmers are experiencing an acute shortage of
irrigation water for spring sowing campaign. According to the Konibodom agriculture
department out of 3,000 HA allotted fields only 600have been cultivated.

As the weather gets warm...

Considering the lack of electricity in the majority of rural areas of Tajikistan, warm
weather could be seen as good news due to reduced electricity supply. However, such
change of temperature increases the risk of flooding, mudslides and avalanches.

As it was reported by the Committee of Emergency Situations (CoES) earlier in
February, an avalanche has killed 6 people in Varzob district. The main highways from
Dushanbe to other regions of Tajikistan, such as Sughd province and GBAO, are
constantly blocked by avalanches.

II1. Food Prices

Although local currency was depreciated by 7% for the past two months, food price
index remained low for February 2009 due to low prices for the import of basic
commodities, such as wheat, flour and fuel and thanks for better harvest turn out in



2008. Another explanation for such tendency is that the demand may have decreased
due to slow down of remittances and lack of cash in the household.

Prices for both wheat flour of high quality and first grade remain stable over the past. It
remains nonetheless quite high compared to early 2007. These trends follow closely the
price of wheat grains.

Prices for both cotton and vegetable oil are going downward after the sharp increase of
2007. However, compared to February 2007, price for vegetable oil remains double. In
Gharm and Dushanbe, prices for oil have slightly increased again since beginning of
2009.

Prices for petrol and diesel have recently gone up after a significant decrease since
October 2008. On year on year comparison, the average price for petrol in February has
decreased by 18%, while the average price for diesel has decreased by 8%.

On monthly comparison, the average price for petrol in February has increased by 12%
and price for diesel has increased by 4%. Since the major price drop for fuel in
December 2008, the average price for petrol has increased by 19% and for diesel has
dropped by 5%. Prices of coal have remained stable all along the winter months

Food basket

Since November 2007, the price of the minimum monthly food basket, as calculated by
the World Bank, has gone up from 88.70 TJS to 91.62 TJS per person in November 2008
and again in January 2009 to as high as 93.94 TJS. This is an increase of 6% between
January 2009 and November 2007 and of 3% in the past 3 months.

The main reasons for price increase are that the transportation costs and tax have
increased. Poor harvest in Districts of Republican Subordination and Khatlon was also
cited as a main factor for price increase. (Comments of WFP Programme Officer on Food Security
UN World Food Programme, Tajikistan)

IV. Economic indicators

Remittances

As it was reported by National Bank of Tajikistan, the total inflow of remittances in
February 2009 constituted $83 million, which, compared to February 2008 has decreased
by 35.4%. On month —on month comparison, remittances has decreased by 13%

According to officials from National Bank, decrease of remittance inflow is also partly
due to Russian ruble currency depreciation against US dollars. Reportedly, all migrants
in Russia get paid in Russian rubbles.

As the impact of global downturn on Russian economy will continue, it will further
decrease remittances inflow to Tajikistan. Slow down of remittance has already had
negative repercussion on Tajik currency by depreciating it against US dollar for about
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9% for the past two month. Late in January and early February, National Bank has
intervened to stabilize the national currency exchange rate. However, as of now, the
matter of exchange rate is left for market regulation. With the remittances slow down
and decrease export turn over, local currency will further be devalued.

External turn over

Over the first two months of this year, the external trade turnover of Tajikistan,
including electrical power and natural gas, was less by 17% compared to the same
period of 2008. The export in February-January was made for 44 % less, whereas import

was made for 4% less in comparison with the first two months of last year. On monthly
comparison, in February 2009 compared to January, external trade turnover has
decreased by 25% with 15% decrease in export and 28% decrease in import.

One of the reasons for decrease in export is explained by the farmers behavior. Due to
decreased cotton prices in the world market, cotton-growing farmers of Tajikistan are
not in a rush to sell cotton harvest collected from 2008. This is also affecting the
payment issue of outstanding debts. According to National Bank, farmers have paid
back only 25% of last year cotton loans so far.

In this regard, Ministry of Agriculture (MoA) submitted proposal to the government of
Tajikistan to review the policy of financing cotton sector in 2009. The MoA suggests that
state funds should not be allocated to farms producing less than 2.0-2.5 tons of cotton
per hectare, and who will not be able to repay state funds provided in loans promptly.

Nevertheless, Tajik government intends to allocate 180 million TJS ($48 million USD)
from the national budget for providing loans to cotton-growing farms.

Some forecasts for economic situation in 2009

According to the Economist Intelligence Unit (EUI), considering the economic slow
down, decline in remittances and massive return of migrants may raise the risk of social
unrest. With the view of weakening demand for Tajikistan’s exporting commodities in
(aluminum and cotton) one hand, and slowdown of domestic industry caused by
electricity shortages on the other hand, the GDP growth in 2009 is forecasted at 2.5%
only.

As the EIU forecasted, sharp drop of remittances inflow will cause deficit in current
account, which will reach 15% of GDP in 2009. It will also slow down domestic demand
for imported goods. However, thanks to the fall of global prices for food and fuel, the
inflation rate may fall just to 10% (compared to 21% of 2008) and narrow down the
trade deficit in 2009-10.



V. Tajik budget for 2009: Impact of economic crisis on revenues and expenditures

State Expenditures

According to Ministry of Economic Development and Trade, social expenditure, such as
wage rates, education, health and social protection of the population will remain
unchanged in 2009 despite the impact of the global financial crisis on the economy of
the country.

Tajik government approved the budget law with the expenditures of 6 billion TJS
(about $1.5 billion), 40% of which is allocated for capital investments,
including hydropower plants and roads. Social sectors take the other 40% of all budget
spending. Considering the share of spending for Roghun HEPS, which is 1.5 times more
than all government spending for health sector (590 million TJS vs. 396 million TJS), the
budget seems less socially oriented, even though there is some increase in planned
expenditures on education and social protection.

Revenues

Tax revenues are approved at TJS 4.2 billion (about $ 1.2 billion). However, according
to European Commission and International Monetary Fund, as the impact of global
downturn, tax revenues will have a shortfall ranging from 4.7% to 9% of GDP. Most
likely, this will happen due to significant shortfall in import (potential decline in import
by 40%) and sales VAT taxes (drop in export by 30% - 50% accordingly), which is more
than half of total revenues.

Meanwhile, as European Commission economists foresee, the inflow of remittances to
Tajikistan may decline by 30% - from the current $1.7 billion to $1 billion USD. This
decline and the trade deficit may cause reduction in state expenditures for about 9% to
18%.

While the economist intelligence unit sees the mitigation of the consequences of global
downturn in easing the investments into big size hydroelectric projects and canceling
the subsidies to ineffective cotton production, which would altogether save some 700
million TJS, Tajik government argue that infrastructure and cotton financing are
important for creating public jobs and securing growth of national revenue.

Forecast for Economic Growth in 2009

While Ministry of Economic Development and Trade reports that economy will grow
by 3.1% in 2009, European Commission and IMF predict no growth. International trade
turnover, such as export and remittances (as of now $3 billion), according to IMF, will
drop by 30%-60% in worse case scenario. This means a shortfall of $1 to 2 billion USD
under the balance of payments, whereas foreign exchange reserve is 0.12 billion USD

only.



VI. International Help

To mitigate the negative effects of global financial crisis, European Bank for
Development and Reconstruction is to provide 50 million Euros to support banking
sphere and enhancement of agrarian sector in Tajikistan.

International Monetary Fund is considering providing $120 million USD to Tajikistan
for Poverty Reduction and Growth Facility. However, this agreement requires the
approval of the IMF Executive Board, which is expected to consider the PRGF-
supported program in early April.

Asian Development Bank will also invest 102 million USD into the economic
development of Tajikistan, $40 million USD of which is meant for anti-crisis measures.

World Bank will invest $20 million USD and European Union $26 million USD in
support of development of private sectors and for improvement of social services in the
country.
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