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Abstract

Over the past decade, the countries of Central Asia—Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, and Uzbekistan—have followed a similar economic trajectory. Despite lower oil
prices in 2025 impacting export revenues for energy exporters like Kazakhstan, the overall
growth is expected to be minimally affected this year. Notably, net oil importers such as
Kyrgyzstan, Tajikistan, and Uzbekistan are forecast to benefit from improved trade conditions
and reduced inflationary pressures in 2026. The region's key exporters, including Kyrgyzstan,
Tajikistan, and Uzbekistan, are likely to benefit from high global gold prices, supporting foreign
exchange earnings. Furthermore, there has been a gradual decline in the share of the US dollar
in the region's central bank reserves in 2025 indicating a shift in international trade settlements.
Given the geopolitical dynamics and economic challenges within Central Asia, it is crucial for
the region to navigate through these complexities by addressing issues such as inflation,
currency stability, diversification of industries, and enhancing regional cooperation to mitigate
risks and foster sustainable economic development.
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Introduction

The Eurasian Development Bank (EDB) has published its macroeconomic outlook for 2026—
2028, reviewing recent economic developments and providing forecasts for its Central Asian
member states.® According to the report, aggregate GDP growth in the Central Asian region is
expected to be 2.3% in 2026.

Economic growth forecasts for Central Asian countries by 2026 (in percent)
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Although lower oil prices are expected to reduce export revenues for energy exporters such as

! Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan. Turkmenistan does not belong to this group of countries.
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Kazakhstan in the region, this will have only a limited impact on overall growth. Meanwhile,
net oil importers, including Kyrgyzstan, Tajikistan, and Uzbekistan, will benefit from
improving trade conditions and easing inflationary pressures. High global gold prices will
support the foreign exchange earnings of key regional exporters, including Kyrgyzstan,
Tajikistan, and Uzbekistan. At the same time, it is interesting to note that the share of the US
dollar in the region’s central bank reserves gradually declined in 2025 and is projected to decline
further in 2026, although its role in international settlements remains stable in the region. This
is partly due to the April 2, 2025 announcement of new US tariffs, which also affected countries
in the region and brought further uncertainty to regional trade forecasts.

Kazakhstan

Although Kazakhstan’s economy will continue to grow in 2026, the growth rate will slow down
due to inflation and tight financial conditions. According to experts, the country is entering a
phase in which efficiency and the quality of investment will be more important than rapid
expansion. This shift will require a greater focus on planning than on fast growth. According to
economic forecasts, Kazakhstan’s economy is expected to grow by 4-4.5 percent in 2026
despite challenges posed by external risks and fluctuating commodity prices. Infrastructure
projects, public sector digitalization and industrial processing will drive further growth.
However, the economic growth will remain uneven as the country depends on oil exports and
faces logistical risks from Caspian Sea routes and the pipeline consortium. Further challenges
may affect overall economic progress. New regional projects such as transport roads, energy
plans and farming clusters will bring real economic benefits to central and northern areas such
as Kostanai by 2026.

Structural constraints

At the end of 2025, the National Bank of Kazakhstan (NBK) published an updated monetary
policy. The report showing the main problems the economy will face before 2026. The National
Bank of Kazakhstan states that Kazakhstan’s economy will transition from high growth in 2025
to slower expansion. Moreover, this shift indicates a transition to more moderate economic
development. According to the analysis, a baseline growth forecast of 3.5-4.5 percent looks
realistic. Household spending will decrease, but factories and large-scale construction projects
will remain stable, resulting in uneven growth. The inflation and interest rates move together,
where rising prices mean borrowing money becomes more expensive.

Inflation

Several predictions show that inflation in Kazakhstan will fall slightly to 10 percent in 2026.
This will be due to tariff changes, fluctuations in food prices will slowly disappear and a better
local supply will be provided. Basically, from the second quarter of 2026, Kazakhstan’s
National Bank will start to implement easier monetary policy.

However, inflation expectations themselves remain uncertain and require further observation.
Without reforming the way of how the government is driving procurements and setting prices,
inflation will rise quickly and interest rate cuts will not be very effective in the long term.
Essentially, when wages increase, the fuel markets become deregulated, they create ongoing
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pressure pushing up prices. Moreover, while the tenge will remain stable, there are risks of price
fluctuations that could cause volatility.

Tenge: stability with volatility risks

The tenge (the Kazakh national currency, ISO code: KZT, sign: T) will certainly remain within
its current range in 2026, as strong support is provided by foreign exchange reserves.
Furthermore, the current account surplus will help to maintain this stability. The tenge will only
become stronger when real exports increase and carry trade? decreases because the exchange
rate is currently being supported artificially by carry trade. A higher current account deficit
could further weaken the currency over time. High interest rates attract capital inflows, but these
are sensitive to global conditions and can fluctuate when international situations change. The
tenge is expected to become more unstable and lose buying power over time.

Sectors expected to drive growth

According to most predictions, Kazakhstan is now entering a growth phase that will depend
less on government subsidies and more on productivity and private business efforts. According
to the growth plans, Kazakhstan will focus on the energy sector, transport and logistics
corridors, agriculture and the digital sector in 2026. These are the most important areas for the
country's development. It is expected that land routes across the Caspian Sea and China will
transform trade flows and attract investment. In essence, once agriculture and government
services have gone digital, private companies will invest large sums in these sectors. It is
expected that Kazakhstan will shift from government-led to business-led growth by 2026, with
economic progress coming from private companies and regional projects rather than official
programs. Basically, 2026 will be a transition year for Kazakhstan, during which the country
will need to balance controlling inflation with maintaining investment activity.

Uzbekistan

The International Monetary Fund (IMF) has revised its economic growth forecast for
Uzbekistan upward, expecting faster expansion in 2025-2026. However, the IMF also warns
that inflation is likely to rise alongside growth.

According to the IMF’s latest report, Uzbekistan’s economic growth is expected to increase
from 6.5 percent last year to 6.8 percent in 2025, a 0.9 percentage point increase from the
previous report in April. The 2026 forecast has improved as well: growth is now expected to
reach 6 percent, up from the previous estimate of 5.8 percent.

The IMF has also revised its inflation forecast for next year, predicting 7.1 percent growth,
compared to its April estimate of 6.5 percent, which was close to the central bank’s 5 percent
target.

2 Carry trade — is any strategy where an investor borrows capital at a lower interest rate to invest in assets with
potentially higher returns. It's best known for its use in foreign exchange (forex or FX) markets, where traders
borrow in a low-interest rate currency and invest in higher-yielding assets denominated in another currency
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At the same time, the IMF expects a significant improvement in Uzbekistan's current account
balance. The current account deficit is now estimated at 2.4 percent of GDP in 2025 (down from
5 percent) and 4.6 percent in 2026 (down from 4.8 percent). This improvement is likely related
to the rise in global gold prices, which exceeded USD 5 000 per ounce in January 2026.

The Central Bank of Uzbekistan published its monetary policy guidelines for 20262028 in
early 2026. These guidelines present the latest macroeconomic and inflation developments and
the baseline projections for the period 2026-2028. The goal of monetary policy is to ensure
price stability and reduce inflation to a medium-term target of 5 percent.

Uzbekistan’s economy is expected to remain stable in 2025 and grow at a relatively high rate.
Economic activity is supported by increased investment, rising consumer demand in line with
household income growth, and robust export performance. Higher foreign investment and
increased investment activity, supported by rapid credit expansion, are contributing to strong
growth in services, industry, and construction.

However, risks related to the import supply of certain consumer goods led to higher inflation
and temporarily raised inflation expectations in the first quarter of 2025. Relatively tight
monetary policy and the decline in imported inflation due to the stronger exchange rate
contributed to easing inflationary pressures and expectations in the third quarter. Headline
inflation is expected to reach approximately 8 percent by the end of 2025.

Outlook and risks

The medium-term projections for 2026-2028 are based on a baseline macroeconomic scenario
reflecting expectations about the evolution of external and domestic conditions. Externally,
global growth is expected to remain relatively weak amid lingering uncertainties. Internally, the
scenario assumes:

e Gradual stabilization of aggregate demand;

e Normalization of credit growth;

e Wage growth in line with labor productivity;

e Return of remittances to their medium-term path;
e Stable investment inflows;

e Fiscal deficit not exceeding 3 percent of GDP.

Under this scenario, real GDP growth will reach 5.5-6.5 percent in 2026 and 6—7 percent in
2027-2028. The central bank is firmly committed to its medium-term inflation target of 5
percent. Headline inflation will fall to 7 percent by the end of 2026, reach the target in 2027,
and remain at that level from 2028 onward. To ensure low and stable inflation, structural
reforms are needed to strengthen competition, improve trade openness, and develop energy
security, infrastructure, and the financial sector.

Kyrgyzstan

2025 was a positive year for the Kyrgyz economy. Its GDP grew faster than any other country
in the Eurasian region. However, according to government agencies and international financial
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institutions, the Kyrgyz economy is expected to slow down next year and will not reach the
record figures of 2025.

Kyrgyzstan’s draft fiscal budget projects an 8.5 percent GDP growth in 2025. However, the
actual figure is likely to be higher, as the indicator was already 10.2 based on the results for the
first 11 months of the year.

The Kyrgyz National Bank’s forecasts are largely consistent with the Kyrgyz Ministry of
Finance’s data. According to the bank, the Central Asian country’s real GDP growth rate will
be around 9 percent in 2026. However, global financial institutions have differing assessments
of what lies ahead for the country’s economy over the next 12 months. For instance, the Asian
Development Bank lowered its GDP growth forecast from 8.6 percent to 8.4 percent due to the
anticipated decline in re-export trade. The European Bank for Reconstruction and Development
expects 9 percent growth this year but a modest 6 percent growth next year. The Asian
Development Bank and the Eurasian Development Bank gave the most positive forecasts for
future growth. These institutions expectations coincide with those of the Kyrgyz Ministry of
Finance and the Kyrgyz National Bank.

Growth will continue?!

The World Bank’s forecasts are based on the assumption that domestic demand will drive
growth through increased private consumption, investment, and government spending. In the
real sector, economic growth will be supported by growth in industry, construction, and the
service sector. However, forecasts indicate that economic growth in Kyrgyzstan will slow
slightly next year due to supply constraints. This is reflected in consumer, service, and producer
price inflation.

Leading role in the Eurasian Economic Union

Among various forecasts, the EBRD is the most optimistic about the economic situation in
Kyrgyzstan. The EBRD believes that, although the country's GDP growth will slow in 2026, it
will remain fairly high. High consumer activity will support economic growth longer than
previously assumed. The high rate of consumer lending and the positive trend of remittances
will continue into early 2026, thereby stimulating domestic trade. The investment impulse
provided by the state investment program will stimulate the construction and manufacturing
industries.

The main risks to Kyrgyzstan's economic downturn in 2026 are linked to external factors such
as the world market price of gold and rising electricity prices in Central Asia. If these factors
deteriorate, Kyrgyzstan's economic growth in 2026 will be affected by a decline in foreign trade,
investment, and financial inflows. The Eurasian Development Bank also believes that a sharper-
than-expected slowdown in global economic growth in the baseline scenario will primarily
affect Kyrgyzstan’s foreign economic activity and may influence the pace of economic growth.
Another risk limiting Kyrgyz economic activity could be delays in implementing planned
investment projects.

Turkmenistan
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Turkmenistan’s GDP grew by 6 percent in 2025. Additionally, significant sectoral growth was
observed: industry grew by 1.7 percent; construction by 8.1 percent; transport and
communications by 10.4 percent; trade by 9.7 percent; agriculture by 5.2 percent; and services
by 8.3 percent. Total production increased by 10.1 percent compared to the same period in 2024.

Compared to the previous year, retail trade turnover increased by 13 percent, and foreign trade
turnover soared by 9.2 percent. The state budget is expected to meet its revenue targets in full,
with expenditures at 96.3 percent. Wages in large and medium-sized enterprises grew by 11.9
percent, and all salaries, pensions, benefits, and scholarships were paid as scheduled. Capital
investments increased by 3.7 percent compared to the previous year.

The 2026 draft state budget, prepared within the framework of Turkmenistan’s 2022-2028
socio-economic development program, outlines priorities for national and regional
development, financing key industries, financing the cities of Ashgabat and Arkadag, and
investment programs. It emphasizes that the new fiscal strategy focuses on allocating capital
productively across different sectors to maintain balanced growth and macroeconomic stability.

The 2022-2028 socio-economic development program of Turkmenistan, which is part of a 30-
year strategy, emphasizes increasing production capacity, digitalization, economic
diversification away from oil and gas, food security, green economy principles, infrastructure
development, foreign trade growth, job creation, and strengthening the private sector.
Expanding regional transport hubs and integrating into the global economy through
international cooperation and investment are also key priorities.

Expectations for 2026

According to UN estimates, GDP growth will slow to 5.4 percent in 2026. At the end of 2024,
Turkmenistan’s GDP grew by 6.3 percent. Based on UN figures average annual inflation in
Turkmenistan slowed to 8 percent in 2024, down from 9.1 percent in 2023. The organization
forecasts average annual inflation fall to 6.8 percent in 2025 and 5.4 percent in 2026. Turkmen
government data shows that the country's economy grew by 6.3 percent in 2023, 0.1 percentage
points higher than in 2022.

The 2024 Turkmen socio-economic development program plans to maintain GDP growth at 6.3
percent. The president’s 2022-2028 program states that Turkmenistan’s GDP growth rate must
be at least 6.7 percent per year until 2028. However, it should be noted that the Turkmen
government does not publish statistics on consumer price trends.

Tajikistan

Tajikistan’s economy grew by 8.4 percent in 2025. Tajikistan ranks second in Central Asia in
this indicator, behind only Kyrgyzstan, which saw 11.1 percent growth last year. Uzbekistan's
GDP grew by 7.7 percent, Kazakhstan’s by 6.5 percent, and Turkmenistan's by 6.3 percent in
the first 11 months of 2025. In his speech to parliament, Tajik President Emomali Rahmon noted
the strong growth, saying that the GDP had grown 3.4 times during the past 10 years, with an
average annual economic growth rate of 7.6 percent during this period.

What is driving this growth?
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As in previous years, the country’s authorities attribute it to positive dynamics in key economic
sectors, particularly agriculture, industry, and construction.

Similarly, international experts noted the country’s economic growth is primarily due to
increased consumption resulting from a significant rise in remittances from abroad. These
remittances help families purchase basic goods and invest in improving their living conditions.
A significant portion of this income is spent directly on basic household needs. The main
household expenditure items are food, healthcare, and home renovations.

Contribution of major sectors to GDP growth in Tajikistan in percent

= Agriculture, forestry and fishing 0,7% 0,4%

0,8%
= Wholesale and retail trade; repair of 0,8%
motor vehicles; hotel and catering 1,0%
industry
Net taxes on food products

= Transport and storage; information
and communication

2,6%

= Construction

Source: own competition, Ministry of Economic Development and Trade of the Republic of
Tajikistan

Geopolitical outlook and position

Today Central Asia has an important position between East and West regarding its key location.
The region is surely part of a new geopolitical game now, especially after the Ukraine conflict
started. Moreover, this change has become stronger with the rise of a multipolar world. What
we see in global politiics, confirms that, this new game involves great powers like Russia,
China, the U.S., and European Union along with middle and other powers focusing on Middle
East affairs. The players include Tiirkiye, Iran, Pakistan, India, and Arab Gulf countries. We
think that economic performance of these countries can only be understood properly when we
look at recent political changes between countries.

Kazakhstan is the largest economy in the region and faces two main problems: (1) it must keep
growing further while (2) also making budget changes to reduce the deficit itself. Basically, the
government increased VAT and reduced tax exemptions to make the same fiscal policies more
sustainable, but these moves have been politically risky. This will surely reduce spending by
people at home and make GDP growth figures worse in the short term, moreover it will
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especially affect the year 2026.

In Kyrgyzstan and Tajikistan, the higher growth rates surely hide the real problems underneath.
Moreover, these countries have basic weaknesses that are not easily visible. The recent border
agreement has actually allowed Bishkek and Dushanbe to solve their old dispute that was
causing problems in the region.

Uzbekistan appears to be in a better position, supported by industrial growth, infrastructure
development, and defense industry expansion, with a diversified export base that includes
textiles, oil, gas, and minerals. Uzbekistan's efforts to work with neighboring countries and the
high demand in important sectors will surely protect it from wider regional problems. Moreover,
these strong connections may help the country stay stable even when other areas face
difficulties. According to current conditions, Tashkent faces high risk regarding energy price
changes and supply problems.

Moreover, basically, Turkmenistan will have the same problem with low demand from other
countries, even though its growth figures look descent. The country’s economy depends heavily
on oil, so changes in global energy markets or political issues like China's imports or sanctions
could hurt its export earnings.

Additionally, China's Belt and Road Initiative could increase the cost and difficulty of managing
transportation along Central Asian trade routes. This landlocked region already faces many
challenges, and importing and exporting goods is particularly difficult. Foreign trade and
investment will certainly be significant growth factors in the coming years. Given the limited
bilateral trade relations, the exemption for energy exports, and low US tariffs, the US trade war
is likely to have only a minor direct and indirect negative impact on the region. Geopolitically,
China has the advantage of the first move with its rapidly expanding trade and its position as
the region's most important investor. China has made major investments in infrastructure,
including transport, renewable energy, and increasingly, the digital sector, as part of the updated
Belt and Road Initiative. China is expected to expand further, primarily through the Middle
Corridor, also known as the Trans-Caspian International Transport Route, which bypasses
Russia and connects China to the EU market. Since 2022, the volume of goods and investments
has significantly increased on this faster, cheaper transit route. In addition to China, the United
States and the EU (or Japan) are trying to catch up. This is evident in the major investment
commitments announced at the 2025 high-level summits, particularly in the key minerals sector.
Historical partners Turkey and the Gulf countries are actively developing economic cooperation
with the region as well.

Meanwhile, Russia's influence has weakened since the war in Ukraine. Central Asian leaders
have taken advantage of this opportunity to remain neutral, recognize Ukraine's territorial
integrity, and strengthen their sovereignty. In practice, this ultimately means reducing their
dependence on Russia and China and avoiding the geopolitical games of the major powers.
Nevertheless, Russia remains an important and geographically unavoidable partner in the
region, particularly in terms of trade, which has boomed with several countries since the
introduction of Western sanctions, and labor, thanks to the large number of workers arriving
from Uzbekistan, Tajikistan, and Kyrgyzstan.
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Although Central Asia can look to the future with optimism, it also faces downside risks. A
lasting ceasefire or end to the war in Ukraine is unlikely in the near term. The conflict will
continue to affect the region, and economic and sanctions risks will weigh on countries such as
Kazakhstan. Additionally, heightened tensions and sporadic fighting between Pakistan and
Afghanistan could further exacerbate the risk of instability in southern Central Asia.
Furthermore, prolonged droughts threaten the regional economy and pose a serious challenge
due to climate change.
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