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Abstract: Small and medium-sized enterprises (SMEs) play a critical role in developing 

local production and advancing Uzbekistan’s transition toward a diversified and 

sustainable economy. Representing more than half of the national GDP and the majority of 

employment, SMEs contribute to industrial growth, import substitution, and regional 

development through activities in textiles, agro-processing, construction materials, and 

services. However, their potential remains constrained by limited access to finance, 

outdated technology, weak infrastructure, and administrative barriers. To address these 

challenges, the Government of Uzbekistan has implemented comprehensive initiatives 

such as “Har bir oila — tadbirkor”, “Yoshlar — kelajagimiz”, and “Mahallabay ishlash 

tizimi”, which provide financial, educational, and institutional support to entrepreneurs. 

The national Uzbekistan 2030 Strategy also emphasizes green industrialization, 

digitalization, and inclusive regional growth. Sustainable progress requires continued 

expansion of industrial and green financing, development of vocational education, 

promotion of SME–large enterprise partnerships, and digital transformation of production 

networks. Strengthening these foundations will empower small businesses to drive local 

value chains, enhance national economic independence, and ensure Uzbekistan’s long-term 

industrial resilience and innovation capacity. 
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1. Introduction 

Small and medium-sized enterprises (SMEs) form the backbone of Uzbekistan’s 

economy, driving employment, innovation, and regional development. In economic terms, 

small business refers to independently owned enterprises with limited capital, workforce, 

and turnover, yet high flexibility and local responsiveness. Local production, meanwhile, 

denotes the manufacturing and provision of goods within the domestic market, 

contributing to national self-sufficiency, import substitution, and industrial diversification. 

In Uzbekistan, the development of local production has become a central pillar of 

economic reform, closely aligned with national priorities such as reducing import 

dependence, fostering innovation, and creating inclusive job opportunities. State programs 

such as “Har bir oila — tadbirkor” (“Every Family is an Entrepreneur”) and the “Yangi 

O‘zbekiston industrial siyosati” (“New Uzbekistan Industrial Policy”) highlight the 

government’s strategic vision to empower entrepreneurs, expand domestic manufacturing, 

and strengthen local value chains. 
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Against this backdrop, small businesses are not merely economic actors but key 

agents of structural transformation. Their adaptability, proximity to local needs, and 

capacity to generate employment position them as crucial drivers of sustainable local 

production. 

This paper explores the central question: How do small businesses contribute to the 

development of local production in Uzbekistan, and what strategies can enhance their role 

in sustainable economic growth? Through a combination of conceptual analysis and 

practical examples, the study aims to uncover both opportunities and challenges faced by 

SMEs in this evolving landscape, offering policy insights for a more resilient and locally 

grounded economy. 

2. Theoretical Background 

A clear understanding of small business and local production is essential for 

analyzing their interconnection in Uzbekistan’s economic transformation. According to the 

Organisation for Economic Co-operation and Development (OECD), small and medium-

sized enterprises (SMEs) are firms with limited employment and turnover, typically fewer 

than 250 employees, and are characterized by flexibility, innovation, and local 

embeddedness (OECD, 2017). The World Bank (2020) defines SMEs as independent firms 

with up to 300 employees and an annual turnover not exceeding $15 million, emphasizing 

their crucial role in job creation and private sector dynamism. Under Uzbekistan’s national 

legislation, SMEs are classified according to sectoral criteria—such as the number of 

employees and revenue thresholds—with a consistent focus on promoting 

entrepreneurship, regional equity, and industrial diversification (Law of the Republic of 

Uzbekistan on Entrepreneurship, 2021). 

Local production refers to the process of producing goods and services within a 

domestic economy to satisfy internal demand, generate value-added chains, and strengthen 

economic sovereignty. It plays several key functions: (1) enhancing value creation through 

domestic processing and manufacturing, (2) replacing imports by producing competitive 

local alternatives, and (3) fostering balanced regional development through decentralized 

industrial growth. 

From a theoretical standpoint, the relationship between entrepreneurship, 

innovation, and industrialization forms the foundation of modern development theory. 

Classical and contemporary scholars—from Schumpeter’s notion of the entrepreneur as 

innovator to Porter’s theory of competitive advantage—emphasize that innovation-driven 

entrepreneurship accelerates industrial upgrading and structural transformation 

(Schumpeter, 1934; Porter, 1990). Small businesses, through their adaptability and local 

knowledge, act as catalysts in translating innovation into practical production, thus 

stimulating local value chains and industrial expansion. 

Globally, best practices demonstrate that SMEs have played a pivotal role in 

strengthening local production in developing economies. For example, in countries such as 

South Korea, Turkey, and Vietnam, the integration of SMEs into national industrial 

policies has promoted technological diffusion, regional diversification, and export 

competitiveness. These cases show that supportive ecosystems—comprising access to 
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finance, technical training, and innovation incentives—are essential for enabling small 

enterprises to become engines of local and national production growth. 

3. The Economic Role of Small Business in Uzbekistan 

Small and medium-sized enterprises (SMEs) play a pivotal role in Uzbekistan’s 

transition toward a diversified and sustainable market economy. Over the past decade, they 

have become one of the main drivers of economic growth, employment, and social 

stability. According to official statistics, SMEs currently account for more than 50% of 

Uzbekistan’s GDP and employ over 75% of the total workforce (State Committee of the 

Republic of Uzbekistan on Statistics, 2024). Their dynamic expansion demonstrates how 

small enterprises have moved beyond traditional trade and services to take on active roles 

in manufacturing, innovation, and export development. 

In terms of sectoral distribution, SMEs are particularly influential in industries 

aligned with national priorities. In the textile and apparel sector, small enterprises 

contribute significantly to export diversification by producing locally sourced, value-added 

products. In agriculture and food processing, SMEs are central to ensuring food security, 

enhancing value chains, and promoting import substitution — for instance, through the 

creation of local agro-processing clusters. The construction materials sector has also seen 

notable SME participation, especially in producing ceramics, cement, and energy-efficient 

materials that support the country’s infrastructure development agenda. Meanwhile, in the 

services industry, small businesses dominate trade, education, tourism, and ICT — sectors 

vital to job creation and regional income generation. 

SMEs have also been instrumental in advancing rural industrialization. Through the 

establishment of small production facilities and family enterprises, rural regions are 

increasingly able to process agricultural raw materials locally, thereby reducing 

dependence on urban centers. This process contributes to local self-sufficiency, curbs 

rural-to-urban migration, and stimulates balanced regional development — all of which 

align with the government’s “Yangi O‘zbekiston” vision of inclusive economic growth. 

Furthermore, small businesses function as complementary partners to large 

industries. They often supply intermediate goods, components, and specialized services 

that enhance the efficiency and competitiveness of larger enterprises. This interdependence 

not only strengthens domestic industrial linkages but also improves the overall resilience 

of the national economy by creating a more flexible production ecosystem. 

In summary, SMEs in Uzbekistan are not merely a support sector but a core 

component of industrial transformation — contributing to GDP, employment, innovation, 

and regional development. Their continued growth and integration into value chains will 

remain essential for the country’s sustainable industrialization and global competitiveness. 

4. Small Business and the Development of Local Value Chains 

Small businesses are at the heart of Uzbekistan’s emerging local value chains, 

serving as essential connectors between raw material suppliers, producers, and final 

consumers. Their flexibility, entrepreneurial spirit, and close understanding of local 

markets enable them to build productive relationships that reinforce economic self-reliance 

and regional integration. Through these linkages, SMEs not only contribute to industrial 
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output but also enhance the resilience and inclusiveness of Uzbekistan’s production 

system. 

One of the defining characteristics of small businesses in this context is their 

cooperative interaction with local suppliers and consumers. Many SMEs form horizontal 

and vertical partnerships within their regions, fostering collaboration between farmers, 

processors, traders, and retailers. For instance, small agricultural enterprises often work 

directly with local food processors to ensure consistent supply, while construction SMEs 

rely on regional producers of materials and equipment. This interconnectedness helps 

circulate income within communities, reduces transaction costs, and strengthens regional 

economies. 

The government has also promoted regional industrial clusters, where small 

enterprises form networks around leading industries. The Andijan automotive cluster, for 

example, has enabled local suppliers to produce spare parts, components, and maintenance 

services for the domestic auto industry. Similarly, in Namangan’s textile sector, small 

firms specializing in spinning, dyeing, and garment manufacturing have become integral to 

Uzbekistan’s export-oriented textile value chain. These clusters encourage specialization, 

knowledge sharing, and technological diffusion among SMEs — essential ingredients for 

competitiveness and innovation. 

Another key role of SMEs lies in strengthening domestic supply chains to reduce 

import dependency. By producing intermediate goods locally, small enterprises help 

substitute imports and retain more value within the national economy. For example, small-

scale producers of packaging, spare parts, and processed foods have contributed to 

building local alternatives to foreign imports. This import-substitution effect aligns closely 

with Uzbekistan’s strategic industrial policies aimed at self-sufficiency and sustainable 

growth. 

Moreover, the ongoing digitalization of business and logistics is transforming how 

SMEs operate within these value chains. E-commerce platforms, digital marketplaces, and 

logistics management systems allow small producers to reach customers more efficiently 

and coordinate with suppliers in real time. Technologies such as electronic invoicing, 

digital payment systems, and online supply tracking reduce costs, enhance transparency, 

and open access to wider markets. The integration of these tools helps SMEs modernize 

their operations and strengthen their roles within both local and national production 

networks. 

In essence, small businesses in Uzbekistan are not isolated market participants — 

they are active architects of local value chains. Through cooperation, innovation, and 

digital transformation, SMEs play a decisive role in shaping a more integrated, 

competitive, and self-sustaining industrial ecosystem. 

5. Challenges and Barriers 

Despite their growing significance in Uzbekistan’s industrial landscape, small and 

medium-sized enterprises (SMEs) continue to face substantial challenges that limit their 

full participation in local production and value chain development. These barriers are both 
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structural and institutional, affecting their competitiveness, innovation potential, and 

capacity to scale up. 

One of the most persistent issues is limited access to finance and investment. 

Although the government and commercial banks have introduced targeted credit programs 

for entrepreneurs, many small firms still face difficulties in obtaining affordable loans due 

to high collateral requirements, complex application procedures, and limited access to 

venture or equity financing (World Bank, 2023). This financial gap often prevents SMEs 

from modernizing their equipment, adopting new technologies, or expanding production 

capacity — all essential for deeper integration into local value chains. 

Technological and equipment deficiencies further constrain productivity and 

quality. Many small producers rely on outdated machinery and lack the resources to invest 

in energy-efficient or automated technologies. As a result, their output often fails to meet 

the standards required for industrial cooperation or export markets. This challenge is 

closely linked to weak infrastructure, especially in transport, energy supply, and digital 

connectivity. In rural regions, unstable electricity, poor logistics, and limited internet 

access raise production costs and isolate SMEs from larger supply networks. 

Bureaucratic and regulatory burdens remain another significant barrier. 

Entrepreneurs often report administrative complexity in licensing, certification, and tax 

compliance processes. While recent reforms — such as digital registration platforms and 

the “Single Window” system — have reduced some red tape, inconsistencies in 

implementation and local-level bureaucracy still discourage small business activity 

(OECD, 2022). 

A further constraint lies in skills shortages and limited innovation capacity. Many 

SMEs lack trained specialists in fields such as management, engineering, digital 

marketing, and financial planning. Weak linkages between education, research institutions, 

and small enterprises exacerbate this problem, resulting in low levels of innovation and 

technological adaptation. 

Finally, SMEs face intense competition from imported goods and large domestic 

enterprises. Imported products — often cheaper due to economies of scale or subsidies — 

dominate key consumer markets. Meanwhile, large companies with better financing and 

access to state programs can easily outcompete smaller producers. This unequal 

competition reduces the market share and growth prospects of small firms, especially in 

manufacturing and processing industries. 

Overall, while Uzbekistan’s policy environment for small business development has 

improved significantly, systemic barriers — financial, technological, infrastructural, and 

institutional — continue to limit SME participation in local production. Addressing these 

challenges requires coordinated action between the state, financial institutions, and private 

sector associations to create a more supportive and innovation-friendly ecosystem. 

6. Strategies and Policy Recommendations 

Enhancing the contribution of small businesses to local production in Uzbekistan 

requires a comprehensive, multi-level policy approach that addresses financial, 

institutional, and technological barriers while promoting innovation and inclusiveness. The 
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following strategies and recommendations focus on creating an enabling environment that 

allows SMEs to become stronger participants in national industrialization and sustainable 

growth. 

First, expanding access to green and industrial financing is critical. The 

establishment of dedicated SME development funds, concessional credit lines, and 

guarantee schemes can help small producers modernize their machinery, adopt energy-

efficient technologies, and scale up production. International cooperation with institutions 

such as the Asian Development Bank (ADB) and the European Bank for Reconstruction 

and Development (EBRD) can further support long-term financing and sustainability-

linked investments (ADB, 2023). 

Second, tax incentives and simplified export procedures can encourage local 

manufacturing and integration into global markets. Targeted fiscal measures — such as 

reduced tax rates for enterprises investing in domestic production or innovation — would 

stimulate competitiveness. Simplifying customs and export documentation, particularly for 

SMEs producing processed agricultural or light industrial goods, would also enhance 

export readiness and international visibility. 

Third, strengthening education and vocational training is fundamental to building a 

skilled workforce. Collaboration between universities, vocational colleges, and industrial 

enterprises should focus on developing technical and entrepreneurial competencies 

aligned with the needs of local production. The expansion of dual education models, where 

students gain both academic and practical experience, would directly address the skills gap 

in the SME sector (UNDP, 2023). 

Fourth, promoting cooperation between SMEs and large enterprises can foster 

innovation and productivity. Mechanisms such as subcontracting arrangements, supplier 

development programs, and innovation partnerships should be encouraged. Large 

companies can act as mentors, providing small suppliers with technical assistance, quality 

certification support, and access to larger value chains. This approach has been effective in 

countries like Turkey and South Korea, where SME–industry partnerships strengthened 

domestic supply chains. 

Fifth, developing regional industrial clusters and improving rural infrastructure can 

stimulate balanced regional growth. Upgrading transportation, energy, and digital 

connectivity in rural areas would enable local producers to access markets more efficiently. 

The establishment of specialized clusters — such as textiles in Namangan, construction 

materials in Jizzakh, or agri-processing in Andijan — would also encourage collaboration 

and specialization within regional economies. 

Finally, encouraging digital transformation is essential for increasing productivity 

and market access. SMEs should be supported in adopting e-commerce platforms, digital 

accounting systems, and supply chain management tools. State-supported digital training 

initiatives could empower entrepreneurs to use data-driven decision-making and online 

marketing to reach broader customer bases. 

In summary, Uzbekistan’s path toward sustainable local production depends on 

creating a synergistic ecosystem where small businesses are empowered through financing, 
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education, infrastructure, and digital innovation. Coordinated action among government, 

financial institutions, and the private sector will be key to transforming SMEs from local 

players into engines of national industrial development. 

7. Case Study: Uzbekistan’s Experience 

Uzbekistan’s recent policy orientation toward entrepreneurship and industrialization 

has created a more favourable environment for small businesses to contribute directly to 

local production. This section highlights representative examples and links them to 

national programmes and international development frameworks. 

Small enterprise examples (sectoral and regional) 

 Textiles and furniture (Namangan, Fergana, Tashkent regions): In the 

Fergana Valley and Namangan region, clusters of small textile workshops and garment 

producers have emerged that undertake spinning, finishing, and garment assembly. These 

SMEs often source materials locally or from nearby processors, enabling faster response to 

market needs and supporting export-oriented value chains. In Tashkent region, a growing 

number of small woodworking and furniture workshops supply both domestic construction 

markets and niche retail segments, adding value through local design and customization. 

 Agro-processing: Small agro-processing enterprises—such as mills, fruit and 

vegetable processors, dairy processors, and small-scale canneries—add value to primary 

agricultural outputs, extend shelf life, and create branding opportunities for regional 

produce. By processing raw materials close to farms, these SMEs reduce transport costs, 

create rural jobs, and contribute to local self-sufficiency. 

 Women- and youth-led initiatives: Women-led cooperatives and youth 

startups often occupy niches in handicrafts, food processing, and services (training, ICT-

enabled services). These enterprises frequently combine income-generation with social 

aims (e.g., supporting vulnerable households, preserving traditional crafts), demonstrating 

how inclusive entrepreneurship contributes to both social and economic goals. 

Government programmes and institutional support 

Several national initiatives explicitly aim to stimulate entrepreneurship and local 

production: 

 “Har bir oila — tadbirkor” (Every Family — an Entrepreneur) encourages 

grassroots entrepreneurship by simplifying registration, offering microcredits, and 

providing business support to family enterprises. 

 “Yoshlar — kelajagimiz” (Youth — Our Future) targets young entrepreneurs 

through training, startup support, and preferential financing. 

 “Mahallabay ishlash tizimi” and related local governance reforms promote 

community-level economic activity and better coordination of local resources and services. 

These programmes provide direct financial support, training, and administrative 

simplification that help SMEs move from informal activity into registered production—

thereby improving access to formal markets and public procurement opportunities 

(Government of the Republic of Uzbekistan, 2019; UNDP Uzbekistan, 2023). 

Alignment with national strategy and SDGs 
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The expansion of SME-led local production is consistent with Uzbekistan’s 

medium- and long-term development frameworks (for example, policies aiming at green 

industrialization and regional development). Such initiatives also map directly onto the 

United Nations Sustainable Development Goals (SDGs)—notably SDG 8 (Decent Work 

and Economic Growth), SDG 9 (Industry, Innovation and Infrastructure), and SDG 12 

(Responsible Consumption and Production). By supporting SMEs in processing, value 

addition, and digitalization, policy measures simultaneously foster employment, strengthen 

domestic value chains, and improve resilience to external shocks. 

Lessons and implications 

Uzbekistan’s experience illustrates several transferable lessons: targeted finance and 

simplified regulations help convert micro-enterprises into productive local manufacturers; 

vocational training aligned with regional industry needs fills important skills gaps; and 

promoting women- and youth-led enterprises yields both social inclusion and productive 

diversification. However, to scale successful examples, continued investment in 

infrastructure, cluster development, and linkages between SMEs and larger firms is 

necessary. 

8. Conclusion 

Small and medium-sized enterprises are central to Uzbekistan’s project of building 

resilient, diversified, and locally anchored production systems. Through value-adding 

activities in textiles, agro-processing, furniture, and services—often concentrated in 

regional clusters—SMEs generate jobs, retain value within local economies, and reduce 

dependence on imports. Moreover, women- and youth-led enterprises expand the social 

reach of productive activity by combining commercial aims with social impact. 

Supporting SMEs therefore serves a dual national purpose: it strengthens economic 

independence and fosters inclusive innovation. Realizing this potential requires 

coordinated policies that broaden access to green and industrial finance, simplify 

regulatory procedures, upgrade technical and vocational education, and invest in rural and 

digital infrastructure. Encouraging subcontracting relationships with larger firms and 

promoting digital adoption will further integrate SMEs into competitive value chains. 

In short, empowering small businesses to lead local production is not only a 

practical route to immediate economic gains; it is a strategic investment in Uzbekistan’s 

long-term resilience and prosperity. If policymakers, financial institutions, educational 

bodies, and the private sector align around this goal, SMEs can become the principal 

architects of a sustainable, locally grounded industrial future. 
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